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Abstract

In the this study, the motives for European Union FDI inflows for two different classes of developing countries are determined by performing pooled data analysis’s on two the datasets covering the time period 1992- 2007. The first data set contains the fast growing developing countries: Brazil , Russia, India and China(BRIC). The second data set contains the least developed countries(LDCs): Bangladesh, Liberia, Uganda and Angola(LDCs). 
In the pooled data analysis conducted on the BRIC countries , it is found that the market size of the countries is an significant motive for FDI by European Union countries . In the pooled estimation analysis conducted on the set of LDCs It is found that the economic stability and political stability of the countries is a significant motive for FDI by European Union countries. 
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1. Introduction 

Over the last century, the outflows of foreign direct investment (FDI) by European countries have been varying widely. In the past, the outflows of European countries were for a large part into other developed countries and for a smaller part into the developing countries. In recent years the inflows into developing countries have increased considerably. It must be noted however, that the motives for European countries to invest in other developed countries differs from the motives applicable when considering to invest in developing countries. Research has also pointed out that the motives that are of importance to the investment decision in developing countries differs widely among classes of developing countries. 
For example, the motives that are of importance to the investing decision in the developing countries class, newly industrialized countries differ from the motives that are of importance when investing in the developing countries class, least developed countries .
In this research paper it will be investigated which motives are of importance to the decision for European countries to engage in FDI outflows into the different classes of developing countries. This will be investigated by first performing a pooled regression on a group of developing countries that will consist out of countries from two different developing countries classes.

 From this regression will come apparent which motives are of significance importance to the FDI decision from the European Union in general.

 After this regression a pooled estimation analysis will be performed  on two classes that make up the group of developing countries. 
The first pooled estimation analysis will be based on a group of emerging developing countries which are proven to be major FDI destination countries, consisting out of; Brazil , Russia , India and China. This group had been labeled ‘’BRIC’’ by the “Goldman Sachs Investment bank’’ (Wilson and Purushothaman,2003).
The second pooled estimation analysis will be on a group of developing countries, that represent the least developed countries in the world; Bangladesh, Haiti, Uganda and Angola..  
In both analysis’s run on the different developing countries classes, the same possible motives will be tested. This will be done to determine whether if from the chosen motives in  the study, different ones are relevant to the FDI decision by European Union for the different classes of developing countries . All tested variables are macro economic variables representing a certain measure. 

This study is able to contributes to the existing literature on FDI, by testing for FDI inflows into the BRIC countries and a set of LDCs from the European Union , instead of from all over the world. The study furthermore contributes by testing two distinct types of developing countries in one study. Lastly , the study contributes to existing literature by testing for a set of LDCs for which had not been tested before. 
The remainder of this research paper is structured as follows; Section 2 will discuss relevant literature on the motives for FDI. In section 3, the methodology will be discussed. In section 4, the results of the model will be presented and in section 5 the apparent trends and FDI implications for the developing countries will be discussed. In section 6, a summary and conclusion to the research will be provided. 
 2. Literature Review 

2.1 Theoretical models explaining FDI determinants
Over the past decades  the world has become more globalized. This globalization brought about large increases in business activities conducted worldwide and increased foreign direct investment. To explain the phenomenon of foreign direct investment , extensive research has been conducted over time leading to different theoretical models explaining FDI and it’s determinants. According to Faeth (2009) , the determinants of FDI should not be derived from one theoretical model but should be inferred from different theoretical models combined. Therefore different models will be discussed subsequently. 
 Some of the first studies that attempted to model the determinants of FDI were based on surveys. in these surveys investors were asked about there primary investment consideration. In these studies different possible determinants were considered that included;  barriers to trade, market factors as the size of the market, lower production costs induced by cheap labor and materials and the attractiveness of the host country for investment considerations which were mainly based on the political stability in the host country(Faeth,2009). From the considered determinants, the location factors  are found to be of importance to the FDI decision.
Another model developed in the earlier years for explaining FDI behavior, was derived from the Heckscher –Ohlin model, is part of the neoclassical trade theory. The model is based on a general equilibrium framework that consist out of two countries and two different production factors with both countries endowed with one good that is different from the other countries good. The model further assumed that there is perfect competition in the good market and in the market for the factors of production,  no transportation costs, constant returns to scale and endowment of production factors that prohibits specialization. Furthermore , the model assumed that the different goods differed in use of factors of production and the countries were endowed with different factors of production which led differences in prices for the factors of production. 
However the correctness of the model in explaining FDI was questioned by Hymer(1976 ) and Kindleberger ( 1969). the ability of the Heckscher –Ohlin modelin explaining FDI flows is according to them,  mainly questioned due to it’s incorrect assumption of perfect competition. They inferred that for FDI to prosper, market imperfections are needed. Their theory of FDI behavior has a connection to theory of multinational enterprises(MNEs) ,which can be defined as companies of significant magnitude possessing either market power or control. It was cited by them that these companies will be housed in a foreign market if they possess a  ‘monopolistic advantage’ or ‘ownership advantage’. These advantages could in turn come from imperfect good markets , for example arising from product differentiations or in the form imperfect factor market , for example arising from company’s inherited expertise. Their research was supported by Caves(1971). If the firm possessed any monopolistic advantage it would be balanced out against any disadvantages experienced, that arise from  operating in a foreign country. This hypothesis became known as the ‘’HKC tradition’’, in dedication to Hymer ,Kindeberger and Caves.  According to Faeth(2009), finding an monopolistic advantage as to explaining FDI behavior let to extensive research considering the hypothesis. 
Another line of reasoning explaining FDI is based upon the desire to internalize transaction cost. The supporting theory for this line of reasoning was first developed by Buckley and Casson (1976). The theory starts by inferring that a production process using intermediate product markets will be imperfect. This imperfection partly arises from having different managers managing the separate firms leading to higher transaction costs. They further infer, that MNEs own intangible assets as knowledge, marketing and patents which are not readily transferable. Whenever a MNE integrates the different product markets , the mentioned costs could be brought to a minimum because of the use of the MNEs resources. This type of FDI can regarded as vertical FDI. According to Nonnemberg and Mendonca(2004) ,the power of this theory lies in its ability to describe the decision that needs to be made between  owning a subsidiary in a host country or licensing an foreign agents to produce the product. 

The scholar Dunning was able to shed a new light on the determinants of FDI by combining the previous mentioned models. Dunning(1977, 1979) created an eclectic paradigm that regarded the driving forces for firms to operate in multiple markets and regarded the means by which the foreign markets were entered, which could be by export or foreign licensing. He inferred that the FDI decision by MNEs could be guided by the ownership advantages, location advantages and internalization advantages also known as the ‘’OLI framework’’. According to Dunning(1988), the OLI advantages endured are dependent on many different factors regarding the host country. These factors include, whether the country is a developing or a developed country, if its small or large and industry factors as high or low technology.  The OLI framework made many different motives possible explanations for FDI . After Dunning , other scholars followed his line of reasoning and test for factors relating to ownership advantages, location advantages and internalization advantages.

Build upon the OLI Framework and HKC Tradition was the ‘’new trade theory’’ that provided a different view on FDI behavior by MNEs. According to Faeth(2009), the new  trade theory combined the ownership advantages and location advantages with characteristics of the host country and their inherited technology knowledge. Under this theory , it was assumed that production location chosen by  MNEs was dependent on wheter they could endure increasing returns to scale(Helpman,1984).  The theory also provided evidence for the existence of network effects.(Horizontal FDI). 
While the models mentioned above were able to explain horizontal FDI and vertical FDI considerations , these models failed to provide an explanation for FDI that is done with a diversification motive in mind. FDI consideration with a diversification motive in mind are based on the MNEs desire to even out the inherited business risk in its operations. This can be done by locating business activities in different markets that do not exhibit signs of significant correlations. In this way shocks in one market do not have to affects other markets. The idea of a diversification model to explain FDI behavior can be seen as an addition on the work of Rugman(1975) , that created the risk ‘diversification hypothesis’. According to the hypothesis suggested by Rugman(1975), MNEs will locate in different market to take advantage of product market and factor market diversification. This would make their profits less volatile. To find support for the model it was widely tested if FDI was used to even out risk and if the location of the FDI by MNEs was driven by the local interest rate and exchange rate. In some studies there was find support for this hypothesis.    
In addition , there is was also developed a model that regarded FDI as competition between different countries competing for the foreign direct investments in their country.  Under this model , the FDI decision is highly affected by effective policies regarding FDI by the host countries. The policies mainly involve around the following FDI incentives; fiscal incentives, financial incentives and country specific incentives. Among the researchers testing for the validity of the model were Bond and Samuelson(1986). They found that countries could attract FDI by offering various investment incentives. 
Another means to find which variables are detrimental for the FDI decision, is by testing for the significance of aggregate variables. Examples of aggregate variables are the growth of the market and the political stability of the host country. The aggregates can possible represent advantages inherited in the host country and in this sense incorporate many of the advantages considered as determinants for FDI by the previous mentioned models. 

As the subsequent analysis conducted will be based on assessing the possible significance of some aggregate variables. The next section will therefore discuss which aggregate variables have been found significant and which aggregate variable have been found insignificant in determining the FDI decision in the recent past. This theory is also known as the internalization theory. 
2.1 Empirical studies on FDI determinants
The empirical studies that will be considered are based on aggregate variables. The aggregate variables that are mostly considered as FDI determinants are size of the market, the growth of the host countries economy, the stability of the host countries economy, openness to trade and some other institutional factors , as will come apparent. 
It must be noted however that the FDI determinants for FDI in developed countries differ significantly from the FDI determinants for FDI in developing countries(Nonnemberg and Mendonca,2004).  It was found by Dunning(2002) , that the FDI in developed countries is mostly driven by horizontal efficiency which takes place by means of mergers & acquisitions . The FDI determinants considered in this case will be mostly based upon asset seeking for horizontal FDI means. He further infers that whenever FDI considerations are made for developing countries, the foreign firm  in many cases is in search for a different market, resources and is complying with vertical efficiency. In the subsequent analysis of empirical studies on determinants there will be emphasized upon the determinants for FDI in developing countries. 

Vijayakumar et al (2010) conducted a study on FDI flows into Brazil, Russia, India, China and South Africa covering the time period 1975 to 2007.  In their study they found that the variables representing the market size of the host country, the labor wages, infrastructure , gross capital formation and the value of the local currency are possible determinants for the FDI decision for this set of developing countries. They also tested for the significance of the economic stability in the host country, the economic growth and their openness to trade, however these variables were found to be insignificant determinants for FDI in these countries. 

In an attempt to find significant determinants for the FDI in Latin American countries, Nunes et al ( 2006) tested for the significance of the variables representing the market size of the host country, the development of the infrastructure, the labor costs, openness to trade , economical and political stability, schooling of the population and the richness of the natural resources in the Latin American countries. He finds that all tested variables are proven to be significant determinants for the FDI decision in Latin American countries.

In a study conducted by Campos and Kinoshita(2003)on 25 transition economies over a sample period ranging from the year 1990 until the year 1998 , it was found that the FDI decision for the set of countries dependent upon determinants relating to ; the size of the market, the economic cluster in the host countries, the cost of labor, richness of the natural resources present , stable institutions and openness to trade and FDI. 

Garibaldi and others(2001) conducted a study on FDI determinants for transitions economies as well, ranging over the sample period 1990 until 1999.  In their study there was tested for a wide range of possible determinants of FDI that were grouped into the categories ; structural reforms, risk assessments , host country conditions, political framework and macro economic variables. They found that some of the macro economic variables were significant FDI determinant. Among these significant determinants were variables as ; richness of natural resources, investment climate, openness to trade, economic prosperity, monetary regimes and the market size of the host economies. 

In an effort to find evidence on the determinants of FDI for Central and Eastern Europe , Holland and others(2000), reviewed different surveys and econometric studies on the determinants of FDI. They found that most of foreign investors interest in investing in Central and Eastern Europe , are driven by a market seeking motivation. 

Sahoo(2006) conducts an analysis on South Asian countries , to determine the determinants of FDI. It was found by  Sahoo(2006), that the variables representing the size of the market, the growth of the population, the properness of the infrastructure and the country’s openness to trade were possible determinants of FDI inflows into South Asian countries. 
In search for possible determinants of FDI for a set op 28 developing countries Nunnenkamp and Spatz(2002) conducted a study on the set covering a time period starting in the year 1987 until the year 2000. They found a relation between the variable representing the FDI inflows on the one hand and the variables GNP, risk measures, schooling of population , trade openness, useable production factors , investors climate and cost efficiency possibilities on the other hand. An insignificant relation was found between the FDI inflow on the one hand and the size of the population, growth of the economy, restriction on firm entry and regulations governing the technological innovations on the other hand. 
Nonnemberg and Mendoca(2004), conducted an analysis on 38 developing countries to determine FDI determinants ranging over the period 1975 until 2000. The found that there exist a relationship between FDI inflows on the on hand and the schooling of the population, the openness of the economy, certain risk measures, inflation and the growth of the economy. They also found a significant relationship between the FDI inflows in a particular host country and the stock market performance. 

Asiedu(2001) conducted a study on a set of sub- Saharan African countries(SSA) to determine whether the FDI determinants relevant for developing countries would also be relevant for the a set of sub-Saharan African countries. It was found that a higher expected return on investments and a proper infrastructure were significant FDI determinants for the set of sub-Saharan African countries. Asiedu(2001), did however not find that promoting the countries openness to trade increased the inflow of FDI, will it did so for non SUB Saharan African countries.  She inferred from the found results , that Africa needs may need different policies to promote FDI than other developing countries.    

3. Methodology 

3.1 variables 

From all possible motives that are able to influence the FDI flows by European countries into developing countries the following are tested in this thesis: Market size, Economic Stability, Growth prospect, labor cost, trade openness, political stability and labor size. All variables used in the analysis will be discussed.
European Foreign Direct Investment in the BRIC countries 

In this research paper the variables mentioned previously , will be tested on two separate datasets , each with their own inherent samples. 

The dataset that will be used in the first pooled estimation analysis regarding the development class emerging markets will consist out of the countries;  Brazil, Russia , India and China, also know as ‘’BRIC’’.

BRIC is chosen ,because it has shown to be a large destination for foreign direct investment(FDI). These countries have a large population and large consumer market in common. 

The four countries do not represent an official economic bloc, but they are considered an important player in the economic field, that is increasing in economic importance overtime. 

Their increase in importance is mainly driven by the growth that these countries are experiencing. Over the recent years the average GDP growth of China was around 10 % , 3,3 % for Brazil and 7% for Russia and India  respectively.
Some common factors of BRIC that makes it possible for them to sustain their economic growth are high savings rates, low levels of urbanization, low per capita income, high export orientation, manufacturing-based development strategies, investment in infrastructure and large investments in the education of the population. ( Narayanamurthy Vijayakumar , Perumal Sridharan and Kode Chandra Sekhara Rao, 2010)  

 However, is must also be noted that the BRIC countries have experienced different paths  of inflow FDI. 

Until 1984, Brazil was the largest destination for FDI  from the group of 4 countries. 

Most foreign direct investments were made in the capital-and technological intensive sectors.

After 1984, China became the largest recipient of FDI of the BRIC countries. Most of the FDI made in China are in the automotive sector and consumer durable goods sector. By 1990 , China became the largest recipient of FDI in the world.  Many companies made investment in China because of the low labor rates and the large consumer market that signify China. 
The inflow of FDI in India had been constant over the years. The amount of inflow from has the European Union into India has been relatively small compared to FDI inflows received by Brazil and China. The reason for the small amount of FDI investment made, stems from the many restrictions on FDI applicable in India. The many restrictions are put in place to protect the domestic market that is mainly dominated by public enterprises.  India possess a strong advantage in the telecommunicate sectors and technological sectors.

The FDI received by the Russian Federation has been of a small but constant amount over the years as of 1992. OECD(2002) , infers that the low inflow of FDI is not due to non-existing investment opportunities but due to the unattractive investment climate. The FDI is currently most prominent in the oil industry , gas industry, power distributing industry and food industry.   

Besides experiencing different paths of inflows , the types of FDI the  individual BRIC countries received was not the same. The type of FDI depended on the different policies applicable  in the BRIC countries.  As the economies of Brazil and the Russian Federation started a liberalization process over the past years , they are receiving increasing amounts of portfolio FDI.  The FDI in these countries are mostly done in the productive sectors. Most of the investments are done by means of acquisition of a domestic company. On the other hand, the liberalization process in China and India has not been showing the seem trend, leading to different FDI inflows. In these countries most of the FDI is done trough means of green field investments.  (  Vijayakumar  et al , 2010)  
 However , although  having discrepancies in types and paths of FDI flows, the BRIC countries can be regarded as a whole , when considering the prosperity they can possible bring about in the world economy.   

The variable European foreign direct investment in the BRIC countries will be measured by adding the foreign direct investments made per European Union countries in Brazil, Russia, India and China over the years.  The foreign direct investments made in the BRIC countries are mostly done through means of wholly owned subsidiary. 
European Foreign Direct Investment in the LDCs countries

The dataset that will be used in the second pooled estimation analysis regards a set of least developed countries(LDC) in the world; Bangladesh , Liberia, Uganda and Angola.

Around 60% of the countries classified as least developed countries are located on the African continent. The remained of the least developed countries are predominantly located on the Asian continent. The set of least developed countries chosen for the subsequent analysis is in accordance with the predominant distribution of least developed countries in the world.  

The least developed countries have in common ,that they portray the lowest socioeconomic development of all countries in the world.  
According to the United Nations(2009)
, the least developed countries have in common :

1. a  low gross national income 

2. a  low human asset Index 

3. When the economy is experiencing a high vulnerability   

Besides these criteria, the country must also not have a population that exceeds one of the 75 million people. This criteria leads to the dataset not having a as large population and consumer market as the dataset containing the BRIC countries.  

The average GDP growth in Bangladesh, Liberia, Angola and Uganda are perceptively  5,34%, 6.44%, 6.63% 7.05% respectively
.  These countries have been able to experience growth because of their highly integrated role in the global economy. This is portrayed , not only trough flows of goods and services but also trough capital and people. 

It is questionable if these countries are able to sustain their growth over the coming years.  This doubt arises because of the fact that the LDC’ s still exhibit patterns of low domestic investments, slow development of manufacturing industries and rising food and energy import (United Nations, 2008). Regardless of there economic growth , the least developed countries produce only a marginal part off the world output and world trade. 
The growth these countries have been experiencing is mainly  driven by export to the rest of the world. 

Ever since Bangladesh received its independence in 1971, it has experienced an significant spur in foreign direct investment. However, Bangladesh still sustained a reputation that was signed by the political risk and regulatory risk inherited in the country . According to Mondal (2003) the prominent type of foreign direct investment used  by foreign investors for Bangladesh is  joint ventures.   

Most of the FDI investments made in recent years have been in the energy sector. 

The main resources exported by Bangladesh are garments and knitwear, frozen fish, jute and jute goods, leather and leather products, tea, urea fertilizer, ceramic tableware.
 

The foreign direct investments made in Liberia are also branded by political instability. From the 1990 onward, Liberia has experienced two civil wars that have led to an underdevelopment of the industrial sector and large slow downs in foreign investments. Nowadays,  more foreign direct investment are made.

 Over the recent years foreign investors have started to show interest in the agricultural sector, extractive sector, construction sector and in the tourism industry. 

Het Liberian export is  further highly dependent on agricultural productivity. For Liberia the main exported products over the recent years have been timber, oil, diamonds and rubber. 
The foreign direct investments made in Angola are characterized by high returns that come with significant risk. 

In Angola the most invested sector in recent years by foreign investors has been the petroleum  sector. It is cited that the current framework of rules and regulations regarding FDI in Angola , does not facilitate any foreign investments made in sectors other than the petroleum sector. Nor does the current framework provide a proper protection for the foreign investors. There are not many foreign direct investments made in Angola because of the unattractive business climate that brands the country. 

For Angola the main sources underlying their export crude oil, diamonds, refined petroleum products, gas, coffee, sisal, fish and fish products, timber, cotton.
  
Since the beginning of the 20 century , Uganda has been able to attract more foreign investors.  The increase in Foreign direct investments has come from successful effort of the government to improve the business climate and has led to Uganda being the largest foreign direct investment attractor among the east African countries.

 The sectors in which most foreign direct investments have been made, are the agricultural sector and construction sector. Uganda’s most exported products are coffee, fish and fish products, tea, electricity, horticultural products, vanilla, cut flowers, remittances from abroad.

According to Balasubramanyam ( 1984) most least developed countries prefer to have foreign direct investment in the form of joint ventures or technology licensing agreements to foreign direct investments made by means of wholly owned subsidiaries. In the set of least developed countries  chosen, most FDI are made by means of joint venture. FDI by means of joint venture is not only characterized by giving out subsidies and concessions to the foreign firm but is also characterized by many rules and regulations. By having many rules and regulations on the one hand , the LDCs are trying to limit the foreign ownership in the countries and maintain control of their own economy. By giving out subsidies and concessions on the other hand , the LDCs try to reap all benefits from FDI. These benefits can come in the shape of capital , knowledge and technology.  

The variable European foreign direct investment in the least developed countries will be measured by adding the foreign direct investments made per European Union countries into Bangladesh, Liberia, Angola and Uganda over the years covered by the sample. 
Market Size 

Whenever FDI consideration are made it is expected that the investing country takes into account the size of the market it is investing in. The market size hypothesis states that the FDI Inflows in a host country are a function of the market size. It is expected that a country with a larger market will receive a larger inflow of FDI (Narayanamurthy Vijayakumar , Perumal Sridharan and Kode Chandra Sekhara Rao, 2010)
 Furthermore it often cited that the larger the market size of a host country the more it is able to capture scale effects and demand effect. Whenever a country has a large market is becomes more possible to obtain economies of scale in the production of a good and before an investors considers the production of a final good it needs to consider if there is significant demand for the product in the host country as well. It is assumed that investors will make FDI considerations only when the expected benefits to reap from the investment exceed the different costs that arise from providing and working in a market that is relatively unknown. It must be noted however that the market size will be considered more important for some types of FDI than for another. Whenever FDI considerations are being made that are market-oriented , the market size will play a larger role than when FDI considerations are made that focus on export from the host country. (Wei, Y.  and Xiaming L., 2001)  

The market size will be measured by the Gross Domestic Product(GDP).
 On the one hand different scholars have found that market size is a significant motive for FDI flows( Lankes and Venables, 1996 ; Nunes et al, 2006), on the other hand some scholar find that market size is an insignificant motive for FDI(Holland and Pain,1998 ; Asiedu, 2002).
Economic Stability  
It is expected that for FDI considerations, the investing country considers the economical stability of the host country.  Whenever there is economic instability in a country, it is experiencing fluctuations in economic activity  endures increasing prices, volatile exchange rates and volatile financial markets. Economic instability discourages FDI. 
In a market economy that is considered dynamic , there is some economic instability present. It is up to policy makers the minimize the effects of the economic instability on investments. 

The proxy that is used for economic stability is the inflation present in the countries under analysis. To a certain degree, inflation rates represent the fiscal and monetary policies in use. 

Inflation in turn, does not only have an effect on costs associated with the inputs used but also has an effect on the price of the final product. This would lead to an effect on the returns of the foreign direct investment and will challenge the competiveness of the foreign firm.

It is also expected that a country that has been experiencing fluctuating levels or high levels of inflation will receive less FDI than countries that experience either lower levels of inflations or less fluctuations in the inflation rates over the years. Nonnenberg and Mendonca(2004) infer, that investors prefer investing in a stable economy that is experiencing  less uncertainty. 
Another measure that is often used as a proxy for economic stability is the variable interest rate.
The interest rate is detrimental for the level of investment in the host country.  Whenever the interest rates are high on one hand , it is more costly to invest and borrow and the higher interest rate will affect the foreign direct investments made negatively . On the other hand, high interest rates give room for high return on portfolio investment. However it is expected that there exist a negative relationship between interest rates and FDI (Duran 1999).
Growth Prospect 

The growth prospect of a countries economy is also expected to have a significant influence on the investment decision.  The growth of a countries economy is cited to be improved by having a higher educated work force and better life expectancy, lower fertility rates, lower government consumption, abidance to the laws in country, low inflation rates and a prospective trade regime (Barro, R. ,1997). As a proxy for the rate of growth, the gross domestic product rate of growth(GDP GR)will be used. 

In some studies it is found that there is a positive relation between the rate of growth and prosperity in a country on one side , and FDI on the other side( Nonnenberg and Mendonca,2004 ; Holland and other,2000).
It is found that FDI in a host country can be encouraged whenever the FDI is done in search of a growing consumer market. FDI considerations in a host country are also made whenever the growth prospect can lead to larger scale benefits and better cost efficiency. (Dharmendra Dhakal e.a.)
 Labor Cost 
Jaumotte (2004) infers that some of the foreign direct investments made in developing countries is driven by low labor costs  which can lead to a reduction if the costs of production. FDI 

This form of FDI , also know as ‘’vertical FDI’’, entails moving stages  of the production process that are relatively labor-intensive to the  low labor cost countries to get lower cost of production.  The labor costs advantage that may arise is only benefited by FDI that is in need of low quality labor. There are however other types of FDI that are in need of more quality labor which does bring about any production costs advantage.  Taking this into consideration , the empirical evidence on the relation between wage costs and FDI leads to contradicting results.  
However ,It is found by different scholars that on the one hand, having low labor costs stimulates more FDI inflow with on  the other hand , having high labor cost leads to lower inflows of FDI. Therefore, a negative relationship is expected between labor cost and the FDI Inflow into the sets of developed countries. The proxy for labor costs is the wage rates received in the developing countries. It is proven by (Nunes et al,2006; Lankes and Venables,1996) that wage rates received can be used as a proxy for the labor cost. 

Trade openness 

 Trade openness can be considered as a measure of the permission of countries to trade with one another.  The extend to which a country is open to trade can possible stimulate different types of FDI. According to Hwang and Chao-Cheng(2002) , whenever a foreign investor is considering tariff- jumping FDI his investment in a foreign location is motivated by escaping tariffs and thereby reducing costs. However, tariff- jumping FDI may be less attractive to an foreign firm whenever there are low export barriers and can possible increase the vertical FDI made(Jaumotte,2004). This can, for example, be done by making it more possible for the foreign firm to import it’s own machinery and inputs.  The export barriers can also possibly stimulate the horizontal FDI made. Horizontal FDI 
are made when a company performs the same stages of the production process in different countries.
Whenever there are lower barriers to trade , the market that can be used will be larger, the investment climate improves and there will be a better prospect for the economic growth of the country on the long term. 

There exist empirical evidence on the relationship between FDI and trade openness  with findings that there does not exist an significant relationship between trade and FDI, However in most of the previous written literature , trade openness is often found to be an important motive for FDI( Sahoo,2006). It is therefore expected, that trade openness and FDI will have a positive significant relationship. Indicating that whenever the country is more open to trade, it will receive more FDI inflows. As a proxy for trade openness the sum of import and export divided by the gross domestic product will be used( Nunes et al , 2006)  
Political Stability 

The stability of the host economy, economic reforms, barriers to investment and bureaucracy in a host country are also considered factors for FDI. All these factors are placed under the responsibility of the governmental institutions. According to Blonigen(2005) the quality of governmental institutions can be seen as import consideration for FDI.  This is so because, whenever the assets of the foreign firm are not correctly protected it is likely that the assets of the firm will be expropriated which makes FDI made less in a host country. He also infers that appropriate quality of the governmental institutions   is necessary to create a well functioning business environment. He finally states that the governmental institutions in place also have an effect on the quality of the infrastructure , which is in turn influences FDI as well.  
 As a proxy for the political stability of a country a measure of the investors climate is used. Jaumotte (2004), found that the investment climate has an influence on the heighted  of the costs incurred whenever one does business in the host country. It is expected that there exist a positive significant relationship between political stability and FDI(Garibaldi and others,2001). On the other hand, Kumar(2007) finds that FDI can possibly flows may have riskier destination. He assumes further that such countries might pay a higher premium for FDI trough tax breaks or other incentives.
Labor Size 

The labor size of the host country portrays the people in the populations that are capable of working in the economy. 

It has been tested if the labour size of country experiences a relationship with FDI it receives. The relationship that may exist arises from the possible supply of labour to the foreign company, that the labour population represents. The size of the labour force can be relevant in different ways for the different types of FDI. Whenever FDI are made with an market seeking motive in mind, the foreign firm is in search for an larger effective market to sell its goods to.  For this form of FDI , the per capita income that the labour size can bring about to purchase the goods is relevant. Whenever FDI considerations are made with an resource/asset- seeking motive in mind,  the foreign firm is in needed of large amount of relatively cheap and skilled labour as well to extract and work on the extracted resources. Whenever FDI is based on an efficiency –seeking motive , it is the main desire of the foreign firm to reduce costs and improve the efficiency of the production process. FDI made with this motivation is also in need of relatively large amounts of cheap labor and skilled labor. 

As a proxy for the labor size , the labor force of the developing countries under consideration will be used.  

(Wheeler and Moody,1992; Sahoo ,2006) found that that there exist a positive relationship between FDI and the size of the Labour force. 

3.2 Data 

To start off, a regression will be conducted on different developing countries classes, fast emerging developing countries and least developed countries. The subsamples to this analysis will be the on the developing countries Brazil, Russia, India, China, Bangladesh, Liberia, Uganda and Angola. 
After this pooled estimation analysis the different developing countries will be separated into the developing class they belong to, to subsequently perform regressions on the different developing country classes they represent.    

In the pooled estimation analysis on BRIC countries, Brazil, Russia, India and China  will form the cross- sections or sub-samples to the pool BRIC countries. In the pooled estimation analysis regarding LDCs, Bangladesh, Liberia, Uganda and Angola  will form the cross- sections or subsamples to the pool LDCs. In all analysis’s the data on the variables from the different sub samples will be pooled as to  all  the developing countries tested, the BRIC countries and LDCs can be regarded as single units in the analysis conducted on the groups in which the inflows from the European union countries are tested. Their will be no analysis determining the motives for foreign direct investment made into each separate country under analysis that are present in the three datasets.   

The data for both datasets is yearly and takes on the sample period 1992-2007. 
This particular sample period is chosen because it denoted the start of a rapid following integration process  between the countries on the European continent. This integration process started with the signing of the treaty of Maastricht( or the Treaty of the European Union) in the year 1992. From this moment on, a process of  was put in place to have some of the countries on the European continent form the Economic and Monetary Union(EMU). The process that was put in place was needed to support the creation of the common currency for the EMU, the Euro.  
One of the desired goals of the EMU , was to create an economic bloc capable of being a powerful player in the international playing field. By having more power in the economical sense, the European countries would be better able to compete with other countries in the world for investments.
Given that in both analysis’s  we have data on different cross sections or sub-samples that cover different years , the datasets entails panel data that is cross sectional and exhibits time series. 
The independent variables chosen to explain the foreign direct investments made in the two groups of developing countries by European Union countries, are market size (GDP), growth prospect(GDP_ Growth) , economic stability( Interest_ rates), economic stability ( Inflation) , political Stability( Stability), labor size (Labor Force), trade openness(trade) and labor cost ( Labor _ cost). 

For the first pooled estimation analysis , the dependent variable is European foreign direct investments in the BRIC countries ( Eu_flow). The data on the dependent variable, Foreign direct investment from the European union in the BRIC countries, is retrieved from the Source OECD International Direct Investment Statistics., international investment by country Vol. 2009 release 1.
Data for the BRIC countries on the independent variables GDP growth , inflation , GDP , Trade, Labor Cost, Labor size for the first dataset is retrieved from the World Development Indicators provided by the World bank. The data on the interest rate and the political stability are retrieved from Thomson Reuter DataStream.
For the second pooled estimation analysis , the dependent variable is European foreign direct investment from the European Union in the Least developed countries( Eu_flow).

The data on the dependent variable, Foreign direct investment from the European union in the Least Developed Countries (LDC), is retrieved from the Source OECD International Direct Investment Statistics., international investment by country Vol. 2009 release 1.

Data for the LDC  on the independent variable are GDP growth , interest rates, inflation, GDP, Stability, Trade, labor costs and labor force is obtained from the World Development Indicators provided by the World bank.  

Further, it must be noted that all monetary variables are denoted in current USD and are used in the logarithm transformed form in the following analysis. 
3.3 Model Specification 

The models used to test for a significant relationships between the dependent variables, Foreign direct investment from the European Union into developing countries in general, into the  BRIC countries  and foreign direct investment from the European Union into the LDC, and the different independent variables will be based on the following model entailing the previously discussed variables, taking on the form of : 
Log E u _ Flow it = α +β1 Log GDP it +β2 GDP _Growth it +β3 Inflation it + β4 Interest_ Rates it + β5 Stability it+ β6 Labor Force it+ β7 Trade it+  β8 Log Labor cost it +ε


(2.1)
Where, 
-Log Eu_inflow it is the log of the foreign direct investment in country i at time t and represents the FDI inflow from the European Union into the developing countries
-Log GDP it  is the log of the gross domestic product of country i at time t and represents the market size of a country 
-GDP_ Growth it  is the growth of the gross domestic product of country i at time t which represents the growth prospect of a country  

-Inflation it  is the inflation rate in country i at time t and is a measure of the economic stability in a country 

-Interest_ rates it is the interest rate in country i at time t and is a measure of the economic stability of a country

-Stability it is the index of investors climate in country i at time t and is a measure of the political stability in the country  

-Labor_ Force it is measured by the labour force of country i at time t and measures the countries labor capacity 

-Trade it  represents the Trade openness of country i at time t and is constructed by adding the export and import of goods and services divided by the gross domestic product of the respective country  
-Log Labor_ cost it  is measured by the log of workers compensation and remittances of employees received in USD for country i at time t and is a measure of labour cost 
Whenever the data takes on this form , the most simply way to analyze the data would be with a pooled estimation. 

The pooled OLS method , which can also be referred to as the common constant method, estimated the parameters by taking information from different subsamples ignoring any differences in time series and sub-samples or cross- sections. By doing this the model assumes that  all subsamples have the same mean. Under this method, a common constant for all cross-sections is estimated. The different cross- sections are in this case the different countries that form the subsamples of the  samples.
The parameter estimates provides by the pooled OLS method can be regarded as rough estimates that contain errors in the variables. The errors in variables are present because of unobservable heterogeneity arising from a comparison between the subsamples(Bruderl,2005). 
The estimated parameters from an pooled analysis, can however still be used as a benchmark  against which other forms of regressions can be compared.
To control for the unobservable heterogeneity bias , there are two other panel estimation approaches that can be used. These are the fixed effect model and random effect model. 

 Under the fixed effect method, the constant terms are group specific and fixed, and therefore allows for different constants for all subsamples in the dataset( Narayanamurthy Vijayakumar et al, 2010). By having a group specific and fixed constant , the model allows for recognition of the differences between the countries. However the model does not specifically make inferences about how the cross- sections ,or subsamples may differ over the chosen time period. 

The fixed effect method is also known as the Least Squares Dummy Variables(LSDV) estimators (Narayanamurthy Vijayakumar et al., 2010). The fixed effect method can be referred to as the LSDV because it makes it possible for each group to have a different constant and the model also includes a dummy variable to represent each group. The different groups in this analysis are the different countries inherited in the dataset. The dummy variables are put in place to capture the heterogeneity present. 
The model with the fixed effect method with dummies for the different groups, can be specified as:  
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(2.2)
Whenever the tested variables in the model are of the same value for the different cross sections or subsamples, the fixed effect model is not an adequate model to use because it will not include such variables.  An appropriate alternative that deals with this problem is the pooled estimation model with random effects. 
Under the random effect method , the constants for all subsamples within the dataset are treated as random parameters.
The random parameter consist of the mean value of the constant for the subsample and an added random error term. The constant can than be defined as:
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With B representing the mean value of the constant for the subsample and  vi  representing the sub sample specific random error term. 
According to Yaffee (2003) , for this method to give accurate outcomes the sub- sample specific random error term need to be uncorrelated with any other errors inherited in the variables.   

The random effects model can be modeled as followed: 
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  (2.4) 
Whenever the model is modeled as such, the sub-sample specific random error term is heterogeneity specific to the cross- section of subsample. The random error term will however be constant over time for the a specific cross- section.  Because there is a error term for the different cross-sections , the pooled estimation model with random effect is also known as the one-way random effects model.
To determine if either the fixed effect is more appropriate than the random effect method for the datasets under consideration, the Haussmann test is conducted. Under the Haussmann- test, the null hypothesis, Ho, states that the constants of the cross-sections are  of equal value. This would make the random effect method more applicable that the fixed method. Under the alternative hypothesis, H1, : the  constants of the cross- sections are not of equal value. In this case the fixed effect method would be more appropriate in the analysis. To determine if the null hypothesis, Ho,  needs to be rejected an F- statistic is calculated based on the following formula :
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If the produced test statistic of the Haussmann-test is of large value, the null hypothesis that  the that the random effect method is the appropriate method to use , is rejected. If the produced test statistic is small, the random effect method will method will produce adequate results.
However to conduct an appropriate Haussmann test it is necessary to have a larger enough sample period. 
Given that the samples used in the analysis for the developing countries in general, the BRIC countries and the LDCs are not large enough it is not possible to conduct the Haussmann test on the used samples. 
Therefore in the subsequent analysis , results will be provided on the pooled estimation models with use of the common  constant method, fixed effect method and random effect method. By providing all three methods , a comparison can be made between the three methods. However, given the different nature of the subsamples inherited in the samples for the BRIC countries and LDCs , it can be inferred that the pooled estimation analysis with the fixed effect method will give better estimations of the coefficients for the variables under consideration. 
Corrections to model 

In the first and second pooled estimation analysis, regarding the BRIC countries and LDCs respectively   a correction is made to the standard errors with the White correction method. Under this method the regression on the panel data is formed by a multivariate regression and estimated white- type robust the standard errors are brought about. This correction to the standard error is made because it is expected that the residuals of the equations will portray signs of heteroscadastisity.  

For both analyses a d. f. correction is made. This correction makes the variances robust without changing the leading degrees of freedom correction term. By making this correction the results will be more comparable with results obtained from other sources.  
Additional test on data
To determine whether the dependent variables, Foreign direct investment in BRIC countries and LDCs, exhibit  non- stationary patterns , unit root test are conducted on the time series representing the variable. 
If the time series representing the variables are non-stationary , they entail a unit root. Whenever this is the case, it is hypothesized that a shock to the data on the variable  will have a lasting effects on the path that the variable will follow. If the data does not contain a unit root , it is expected that the data will follow a trend- stationary process. Meaning that if there are shocks or significant changes to the data, their existence will decay over time and the data will revered to its regular path. 
The model that is used for the unit root test is represented by the following formula: 
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With H0: the series contain a unit root against H1: the series are stationary. 
It is furthermore tested if the significant variables have are exhibiting a relationship to the dependent variable in the long run. This is done by means of a co integration test. The co integration test determines if a set of variables exhibits a linear combinations , which makes the set of variables stationary. In this case, the relation between the variables can also be regarded as a long run phenomenon, from which the relationship between the variables deviates on the short run. 
Whenever a co integrated relationship between the set of variables is found, is it advised to control for the correlation while testing for a significant effect of the independent variables on the dependent variables. 
3.4 Robustness of model 
To infer whether the found significant relationship between the independent variables and the dependent variable is robust, the same data will be tested in a modified model. The modified model will consist out of data covering the time period 2002- 2007 .  
This sample period starts at the year of the introduction of a common currency in the European Union, the Euro. It was expected that with the introduction of the Euro , the European union countries would possess a strong currency that would attain a solid position in the international monetary system. It was furthermore expected , that the Euro would be able to challenge the position of the strongest currency in the world, the dollar, and change the power of the dollar and other strong currencies( Frisch ,2003). 
By having a stronger European currency against the currencies of the developing countries would make is relatively cheaper for the European Union countries to invest and a rise in Foreign direct investments made by European Union countries  in the developing countries can be expected.
It will be tested if over this shorter time period ,that is denoted by having a common currency in the European countries, the same significant relationships are found between the dependent variable and independent variable that were deemed significant over the longer time period used previously. 
4. Results

4.1 Results pooled estimation on developing countries 

The results presented in this section show which motives are of importance to the FDI decision by European Union countries in developing countries in general. The developing countries chosen for this regression are some developing countries from two distinct developing country classes used in the subsequent analysis’s . These countries are; Brazil, Russia, India, China, Bangladesh, Liberia, Uganda and Angola. These countries belong to the developing country class emerging markets and least developing countries. 

Table 1 provided the descriptive statistics on the variables (motives) considered in the regression . For the different variables there were 95 observations present . The descriptive statistics for the individual countries can be found in the appendix to this research paper
Table 2 provides results on the correlation between the different variables. As can be seen, the correlation between the different variables are high. Leading to cases of multicollinearity. The correlation between the variables for the individual countries can be found in the appendix. 
Table 3 provides results on the pooled regression conducted on the set of developing countries. The regression is conducted under three methods; 1. Common constant method, 2. Fixed effect method, 3. Random effect method.  

Under the common constant method and random effect method it is found that the variable GDP , representing the market size of the economies, can be regarded a significant motive of FDI. The variables representing the motives economic prospect, economic stability, labor population, labor costs, political stability and openness to trade are found insignificant in determining FDI. 

Under The fixed effect method It is found that the motives market size, economic stability and political stability are considered variables for the FDI decision by European Union countries in the chosen developing countries. Given that the chosen developing countries are inherently very different , the results provided by the regression with the fixed effect method can be regarded as most valid. 
To determine whether the found significant variables for the developing countries in general are significant whenever the different countries are subdivided into the developing country class they belong, there are two analysis’s conducted subsequently on the two different development classes inherited in the developing countries used in this regression. 

The first class considered will be the developing country class; fast emerging markets, represented by the countries Brazil, Russia, India and China(BRIC countries). The second developing countries class, least developed countries(LCDs) ,considered will consist out of the countries, Bangladesh, Uganda, Liberia and Angola. 
Table 1: Descriptive Statistics of Variables in BRIC Countries Analysis
	 
	Obs. 
	Mean 
	Std. Dev. 
	Min 
	Max 

	Log eu Flow 
	95
	20.21356
	2.367996
	14.84513
	23.75572

	Log Gdp
	95
	25.89756
	1.877579
	22.24932
	28.57101

	Gdp Growth 
	95
	6.313634
	4.446816
	-12.56976
	20.27958

	Inflation 
	95
	161.3004
	659.4581
	-1.694092
	5399.526

	Interest rates 
	95
	3.620271
	17.58178
	-94.21996
	33.41

	Labor size 
	95
	64988586
	31359272
	1292981
	97879075

	Log Labor costs 
	95
	21.19357
	2.101594
	14.47688
	24.38146

	Stability 
	95
	20.04421
	22.3094
	1
	64.8

	Trade
	95
	47.86201
	35.15976
	0
	219.1791


Table 2: Correlation of Variables in Developing countries Analysis

	 
	Eu_Flow 
	Gdp 
	Gdp_growth 
	Inflation 
	Int. rates 
	Stability 
	Labor_Size 
	Trade 
	Lab.Cost

	EU_Flow 
	1
	 
	 
	 
	 
	 
	 
	 
	 

	Gdp
	0.773
	1.000
	 
	 
	 
	 
	 
	 
	 

	Gdp_Growth
	0.034
	0.050
	1.000
	 
	 
	 
	 
	 
	 

	Inflation 
	-0.088
	-0.267
	0.065
	1.000
	 
	 
	 
	 
	 

	Int. rates 
	-0.145
	0.029
	-0.035
	-1.383
	1.000
	 
	 
	 
	 

	Stability 
	-0.801
	-0.711
	0.112
	-0.477
	0.107
	1.000
	 
	 
	 

	Labor_size 
	0.323
	0.241
	-0.030
	-0.349
	0.107
	-0.791
	1.000
	 
	 

	Trade 
	-0.157
	-0.344
	0.043
	0.202
	-0.773
	-0.472
	-0.855
	1.000
	 

	Lab. Cost
	0.032
	0.702
	0.170
	-0.276
	0.065
	-0.353
	0.502
	-0.467
	1.000


 Table 3: Motives for FDI inflows from the European Union in Developing countries: Pooled data estimation results based on Pooled OLS, Fixed effects and Random effects 

	Dependent variables = Log Foreign Direct Investment in Developing Countries 
	 
	 
	 

	Independent variables = 
	Ols(Pooling) 
	Fixed Effects
	Random Effects 

	Constant 
	-11.74812
	-6.95708
	-11.5546

	 
	{0.0404}*
	{0.3755}
	{0.0531}*

	Log Gdp 
	1.200523
	0.997512
	1.197547

	 
	{0.000}*
	{0.0025}*
	{0.000}*

	Gdp_growth 
	-0.005127
	0.058703
	-0.004099

	 
	{0.8203}
	[0.0830}**
	{0.8509}

	Inflation 
	6.85E-07
	-0.000191
	2.09E-05

	 
	{0.9935}
	{0.2015}
	{0.7945}

	Interest Rates 
	-0.0082
	-0.002263
	-0.007769

	 
	{0.3860}
	{0.7810}
	{0.4008}

	Stability 
	0.014396
	-0.11875
	6.14E-09

	 
	{0.3761}
	{0.0036}*
	{0.5069}

	Labor Size
	7.03E-09
	4.91E-08
	6.14E-09

	 
	{0.4406]
	{0.0217}
	{0.5069}

	Trade
	0.005852
	0.003739
	0.005013

	 
	{0.4394}
	{0.6461}
	{0.5057}

	Log Labor Costs
	-1.73E-11
	2.91E-12
	-1.87E-11

	 
	{0.1707}
	{0.9194}
	{0.1423}

	 
	 
	 
	 

	Observations 
	95
	95
	95

	Adjusted R
	0.703455
	0.8200
	0.735833


Notes: 

a) Figures in parenthesis represent probabilities

b) * denotes significance at the 5 % level 

        c)    ** denotes significance at the 10 % level  
4.2 Results pooled estimation on BRIC countries 
Table 4, Table 5 and Table 6 represent results of the first pooled estimation analysis in which the relationship is tested, between FDI inflows from the European Union into BRIC countries and a set of different motives for FDI. The descriptive statistics of the different variables tested in this first analysis are provided in Table 4. For the different variables there were 62 observations available. 
To infer whether the dependent variable, FDI in BRIC countries by European Union countries exhibit a stationary pattern, a unit root test is conducted on the pooled data representing the variable. It is found that the FDI in the BRIC countries by European Union countries is stationary, and it following a certain trend. 
 
In table 5, The correlation between the different variables is presented.  

As can be seen , most variables exhibit a correlation lower than 0.4 leading to limit cases of  multicollinearity. The Variables market size (GDP) and Labor_ size (Labor size) present the highest correlation with the dependent variable FDI inflows from the European Union into BRIC countries (EU _ inflow), 0.678 and 0.547 respectively. The highest correlation between the variables is found in the relationship between the interest rate and inflation, which are both measures of economical stability. 
In table 3 the results from the pooled estimation analysis on the BRIC countries are presented under the three methods 1.common constant method, 2. fixed effect method and 3. random effect method. Under Pooled OLS, the motive that is related to the market size(GDP) of the country is of significance to the decision for European Union countries to engage in FDI in the BRIC countries. This supports the hypothesis that the larger the market, the more foreign direct investments are made by countries from the European Union..

The results further provide supporting evidence for the relationship between FDI in developing countries and the labor costs. The lower the labor costs , the more foreign direct investments are being made in the BRIC countries.

There is also found significant evidence for an existing relationship between the labor size and FDI in the BRIC countries. As expected, the larger the labor force in the BRIC countries the more foreign direct investments are made by EU countries. 
Besides providing results on the significant relationships between the dependent variable and some independent variables , the analysis has also shown under pooled OLS, the insignificance of the relationship between the independent variables; economic stability (interest_ rates and inflation),    political stability(stability) , growth prospect(GDP _ growth), trade openness(Trade) and the dependent variable FDI in BRIC countries. Overall, the pooled OLS with the common constant method is able to explain 61,96 % of the variance in the dependent variable European Union inflow of FDI in the BRIC countries. 
It is also found that under Pooled OLS with random effects the same variables are deemed significant and insignificant as under Pooled OLS with a common constant. When considering Pooled OLS model with fixed effects or random effects , the model is able to explain 61,96%.

 A can been seen from table 6 , whenever the same data set is presented under Pooled estimation with Fixed effects a slightly different picture appears. 
As mentioned earlier, the results of the pooled estimation analysis for the BRIC countries are provided with the common constant method, fixed effect method and random effect method.  The sample used was not sufficient to conduct an appropriate Haussmann test.

However, because of the remotely different nature of Brazil, Russia, India and China in economic terms , it can be assumed that the estimates of the parameters provided by the pooled estimation analysis with the fixed effect method will be the most accurate.  
Under Pooled estimation with fixed effects, the only significant variable is the market size of the BRIC countries. The variable representing the market size ,GDP, is of relatively high value for the BRIC countries compared to many other countries in the world. According to figure provided by  Wilson and Purushothaman (2003), the BRIC countries are among the top 15 countries when ranked according to GDP.  
The fact that the market size of the BRIC countries is found to be a significant motive for FDI considerations in the BRIC countries stems from the inquiry that many investments made in the BRIC countries are market oriented. Given that the BRIC countries represent large lesser mature markets, there is much room for first time placers of products in these markets. It can further me inferred that the larger the market for the products provided by the investment,  the more expected revenue can comes from selling the product locally(Wan,X , 2010). According to Wan(2010), having a large market also brings about the economies of scale which stems from having the ability to produce larger amounts for the larger potential market that the BRIC countries represent.  
It can inferred however, that there are many other countries that are fairly ‘’new’’ and have large market sizes and are in turn able to benefit from the mentioned disadvantages of a large market size. However the BRIC countries relative attractiveness compared to other countries having large market size stems from the inquiry that the BRIC countries are less intertwined with the economies in the rest of the world. This bring about that the business cycle are also less integrated with the developed countries in the world leading to larger idiosyncratic risk for the BRIC countries and lower common risk with the developing countries(Dash, 2007).
If we consider that some of the investments made are export oriented , the market size of the BRIC countries is also an important consideration. This stems from the fact that the large markets size brings about economies of scale and spill over effects( OECD , 2000). 
According to Dash(2007), another rationale on which investments in BRIC countries is based is centered around the economic growth that these countries are experiencing. Since it is found that many of the FDI investments made in the BRIC countries are in search of new consumer market , it was expected that the growing market of the BRIC countries would be a significant motivation for FDI investments made in these countries. It is found however that the growth of the economies, represented by the GDP growth is not proven to be a significant motive for FDI whenever the BRIC countries are considered. The insignificance of growth in this particular analysis, as a motive for FDI possible stems from the fact the growth of the BRIC countries, as measured by GDP, has been showing different patterns for the respective BRIC countries , branded by increases and decreased in the growth rate,  as apposed to an increasing patterns for the FDI inflows to the BRIC countries from the European Union. It can be inferred however that the growth prospect of the BRIC countries is expected to be increasing over the coming years and that FDI considerations are made with this future prospect in mind.  In particular, It is expected that the economies of the BRIC countries could grow larger than the economies of the G6  when measured in US dollar terms.( Wilson and Purushothaman, 2003).  
As previously cited, different scholars cited that there can appear an relationship between the economic stability in countries on the one hand and FDI on the other hand. This relation could exhibit a positive relationship, with a more stabile economy receiving more FDI , or exhibit a negative relationship, with less stabile economies receiving more FDI. In the pooled analysis with fixed effect method on the BRIC countries however, it is not found that the economic stability if the BRIC countries is taken as a motive for investing in FDI.  

This can be due to the proxies used to represent economic stability, interest rates and inflation in the BRIC countries which do not exhibit to be a significant motive for FDI. 
It was also found by Erdal(2002) , that the interest rates, as determining the costs of borrowing, of the host countries does not represent a significant motive for FDI. In the case of the BRIC this may stem from the fact that the investments made in the BRIC countries are not financed by funds attained in the host country. Whenever this is not the case the level of the interest rate in the host country does influence the costs of the investment. 

Inflation as cited , influences the costs of the inputs used and amount received for the final product. 

To determine whether the inflation rate in the host cost has an effect on the investment , it most also be considered how the FDI is financed(Sayek,2008). The fact that inflation is not an significant motive for FDI may arise from investments being financed by financing means not provided by the host country.
It was expected that the variable political stability would exhibit a positive relationship with the foreign direct investments made in the BRIC countries. In the conducted analysis no relationship is found between political stability and FDI in the BRIC countries. These findings are supported by  Wheeler and Moody(1992), which also found that political risk is an insignificant motive in determining FDI. The variable can be proven to be a significant determinant of FDI whenever the country under consideration has been experiencing reforms in its political structure over the years that are in line with the pattern of FDI going into the host country. According to Wan(2010) , there have been political reforms in the BRIC countries over the past decades that have likely affected the inflow of FDI. However, the political reforms made in the BRIC countries in the sample period under analysis have not caused major changes in the political stability of the countries. This leads to a slight changes in the political stability of the BRIC countries that do not exhibit a significant relationship with the changes in FDI inflow into the BRIC from the European Union.  
Wheeler and Moody(1992)), also found that there that the size of the labor force can be an significant motive in the decision to engage in FDI. It was also found by different scholars that FDI in developing countries, as the BRIC countries, was driven by low wage costs.  These findings are not supported by the conducted analysis on the BRIC countries. In the analysis it is not found that the size of the labor force and the low labor costs can be regarded as an significant motive for FDI. The significance of the relationship was expected to arise from the effect that the labor force has on the possible labor supply in the host country and in turn the effect it had on labor costs. Low labor cost would provide the foreign investor with an opportunity to decrease labor costs and in turn increase international competitiveness. However, whenever if the FDI made are not driven by the desire to be more competitive internationally, the domestic workers that supply there labor will not be regarded as a motive for the FDI decision. In the case of the BRIC countries , it is cited that the foreign direct investments made are not so much meant to for exporting purposes but are mostly done with an market seeking motive in mind. Whenever this is the case , the investments are meant for the domestic market of the host country and international competitiveness is not so much desired. The wages provided to these workers are often not at minimum , but represent attractive wages at local standards( Institute for International economics). 
The openness of the economy to trade is also proven to be an insignificant motive for FDI into the BRIC countries in the conducted analysis under the fixed effect method. The insignificance of the variable can possible be due to the high competition between developing countries for FDI. Many different countries , that are not so much open to trade offer foreign investors many incentives and are still able to attract FDI(Wan, 2010). Brazil , for example, has been able to attract many foreign investments , despite its relatively low degree op openness to import and export.  

To infer whether there exist a linear combination between the found significant independent variable and the dependent variable on the other hand , co- integration tests are conducted. As cited earlier ,if a linear combination is found  between a set of variables they exhibit a long run phenomenon from which is deviated in the short run.  Whenever the BRIC countries are considered as a whole, there is found a long run relationship between the dependent variable , FDI in BRIC countries by European Union countries and the independent variable, market size.
 
From the analysis , conducted with pooled OLS, fixed effect method and random effect method, the fixed effect method with 63,36 % is able to explain most of the variation in the dependent variable FDI in the BRIC countries by European Union countries.  
To check whether the found significant relationship between the FDI in BRIC countries by European Union countries and the market size of the BRIC countries in the analysis with the fixed effect method are robust, the variable are tested over a smaller sample period ranging from 2002 until 2007. It is found that whenever that the variable market size is tested over a smaller sample period, market size is still found to be a significant determinant of FDI in BRIC countries by European Union countries. 
  

However, given that a high correlation is found between the variables for the individual countries, it can be inferred that the found significant relationships are due country specific factors. 


Table 4: Descriptive Statistics of Variables in BRIC Countries Analysis 

	 
	Obs. 
	Mean 
	Std. Dev. 
	Min 
	Max 

	Log EU inflow 
	62
	21.55326
	1.555519
	15.15051
	23.75572

	Log Gdp
	62
	27.1496
	0.540548
	26.0009
	28.57101

	Gdp Growth 
	62
	5.813435
	4.748231
	-12.56976
	14.199

	Inflation 
	62
	115.8642
	393.5974
	-1.254785
	2251.704

	Interest rates 
	62
	4.964908
	6.193782
	-7.982425
	33.41

	Stability 
	62
	4.696774
	1.108088
	1
	6.4

	Labor force 
	62
	83440711
	8937561
	69462398
	97879075

	Trade 
	62
	38.88626
	16.82961
	14.93284
	72.02918

	Log Labor costs 
	62
	            22.16 
	          1.07 
	      20.24 
	       24.38 


Table 5: Correlation of Variables in BRIC Analysis

	 
	EU Flow 
	GDP 
	GDP growth 
	Inflation 
	Interest rates 
	Stability 
	Labor  Force 
	Trade 
	Labor Costs

	EU Flow 
	1
	 
	 
	 
	 
	 
	 
	 
	 

	GDP
	0.678
	1
	 
	 
	 
	 
	 
	 
	 

	GDP growth 
	0.215
	0.393
	1
	 
	 
	 
	 
	 
	 

	Inflation 
	-0.086
	-0.101
	-0.024
	1
	 
	 
	 
	 
	 

	Interest rates 
	-0.303
	-0.230
	-0.203
	0.807
	1
	 
	 
	 
	 

	Stability 
	0.346
	0.327
	0.088
	-0.234
	-0.382
	1
	 
	 
	 

	Labor Force 
	0.547
	0.631
	0.349
	-0.222
	-0.273
	0.342
	1
	 
	 

	 Trade  
	0.087
	0.252
	-0.064
	-0.190
	-0.229
	0.418
	0.224
	1
	 

	 Labor Costs  
	0.178
	0.637
	0.359
	-0.222
	-0.025
	0.099
	0.554
	0.293
	1


Table 6: Motives for FDI inflows from the European Union in BRIC countries: Pooled data estimation results based on Pooled OLS, Fixed effects and Random effects

	Dependent variables = Log Foreign Direct Investment in BRIC Countries
	 
	 
	 

	Independent variables =
	OLS(Pooling) 
	Fixed Effects
	Random Effects 

	Constant 
	-15.34443
	-21.76691
	-15.34443

	 
	{0.1405}
	{0.0094}*
	{0.1405}

	Log GDP 
	1.631849
	1.77067
	1.631849

	 
	{0.0009}*
	{0.0002}*
	[0.0009}*

	GDP _Growth 
	-0.022659
	0.037748
	-0.022659

	 
	{0.3026}
	{0.3028}
	{0.3026}

	Inflation 
	0.000821
	0.000321
	0.000821

	 
	{0.1999}
	{0.5557}
	{0.1999}

	Interest Rates 
	-0.062636
	-0.049727
	-0.062636

	 
	{0.1161}
	{0.2076}
	{0.1161}

	Stability 
	-0.12198
	-0.137356
	-0.12198

	 
	{0.3830}
	{0.2692}
	{0.3830}

	Labour Force
	8.07E-08
	4.05E-08
	8.07E-08

	 
	{0.0004}*
	{0.2189}
	{0.0004}*

	Trade
	0.001667
	0.009648
	0.001667

	 
	{0.8363}
	{0.6075}
	{0.8363}

	Log Labour Costs
	-0.599194
	-0.355344
	-0.599194

	 
	{0.0000}*
	{0.3230}
	{0.0000}*

	 
	 
	 
	 

	Observations 
	62
	62
	62

	Adjusted R²
	0.619679
	0.633692
	0.619679


Notes: 

c) Figures in parenthesis represent probabilities

d) * denotes significance at the 5 % level 

        c)    ** denotes significance at the 10 % level  
4.3 Results pooled estimation on LDCs 

Table 7, Table 8 and Table 9 present the results from the pooled estimation analysis conducted in which the relationship is tested, between FDI inflows from he European Union into a set of LDC countries and a set of different variables. In table 7, the descriptive statistics of the different variables in this analysis are provided. For most variables their were 64 observations except for the variable interest rates(interest_ rates) , political stability(stability) , labor cost( log labor _cost) and trade (trade)  for which there were 55, 46, 42 and 59 observations available respectively.  
To infer whether the dependent variable, FDI in LDCs by European Union countries exhibit a stationary pattern, a unit root test is conducted on the pooled data representing the variable. It is found that the FDI in the LDCs by European Union countries is stationary, and is it following a certain trend.

In table 8, the correlations between the different variables used in the LDC analysis are presented. The variables that exhibit the highest correlation with the dependent variable, European Union Inflows in LDC, are the independent variables GDP (GDP) and Labor costs (Labor_ costs) with correlations of 0.471 and 0.556 respectively . 

The independent variables that exhibit the highest correlation in the LDC analysis, are labor size(labor_ size) and market size(GDP).   
In table 9 the results on the pooled estimation analysis for the LDC are presented. Under Pooled OLS, the variable labor cost( labor_ costs) is proven to be a significant motive for the FDI decision  by European Union  in LDC.

However opposed to the BRIC analysis, when considering the LDC, the FDI decision by European Union countries also takes into account the political stability(stability) LDC. There exist a negative significant relationship between the political stability in the LDC.  The remained of the tested variables are deemed insignificant in the decision by European Union.

The Pooled OLS model with common constants is able to explain 32,49% of the variance in the dependent variable FDI in LDC by European Union countries. 
Under Pooled OLS with fixed effect and random effects different variables are proven to be significant. Under Pooled OLS with random effect the only significant variables in the determination of FDI in LCD, are political stability(stability) and labor costs ( log labor_ costs) 

 Here there is also support for the hypothesis that lower labor cost bring about more FDI. the analysis conducted with the random effects method is able to explain 32,49 % of the variance in the dependent variable FDI in LDC by European union countries .
On the set of LDCs again , an analysis is conducted with the pooled OLS method, random effect method and fixed effect method. Also Haussmann test is conducted to determine whether the random effect or fixed effect method is the most appropriate method to use. However , the analysis conducted on the sample representing the set of LDCs is not proven sufficient to attain an outcome from the Haussmann test.
 

Again because of the remotely different nature of Bangladesh, Angola, Liberia and Uganda in economic terms , it can be assumed that the estimates of the parameters provided by the pooled estimation analysis with the fixed effect method will be the most accurate.  

Under analysis with fixed effects also a different picture appears.

Under the analysis with the fixed effect method the variable GDP, representing the market size of the LDCs  is found to be insignificant. The insignificance of the market size for these sample of countries may stem from the fact that much of the FDI is not market-seeking oriented but rather export –oriented . The FDI in the LDCs is in most instances not done in search of a new market for their products or services because the market size of the set of LDCs are among the smallest of the world.  

With the smaller market , the advantages that are endured from a large market , as demand effects and economies of scales, cannot be benefited from whenever the market size is small as in the case of these LDCs. 
The growth prospect of the country is found not to be an insignificant determinant for FDI by the European Union into the set of LDCs. 

Given that the European Union countries do not take into account the market size of the LDCs as a motive to invest in these countries, it is a logical follow up that the growth of these economies, represented by the growth of the GDP, is not taken into account as well whenever FDI is considered for these countries. 
The economic stability is found to be an significant determinant whenever is it measured by the interest rate but proves to be an insignificant determinant for FDI in the LDCs whenever measured by the inflation rate of the host country.  
As cited earlier, the interest rate of the host country influences the cin appendix osts of borrowing and investing whenever the invest is financed with funds attained in the host country. As the LDCs try to attract FDI with attractive fiscal and credit policies, many of the FDI made in the LDCs is financed partly by means provided by the host country( Balasubramanyam) leading to the interest rate being an significant motive for investing in the LDCs. 
Given that the investments are probably partly financed by means provided by the host country , it is expected that the inflation rate, which influences the prices of inputs and outputs, would be a significant considerable motive of FDI. However the significance of the interest rate and insignificance of the inflation rate for the LDCs could be due to the fact that the inputs are not obtained in the host country and the outputs not being sold in the host country, as the FDI in the least developing countries is mostly export oriented.     
It is found for the set of least developing countries, the political stability is proven to be an significant determinant for the FDI inflow. The found relationship however is negative, which implies that the less stabile the political situation is in the economies under consideration the more foreign direct
Investments are made. This result is supported by Kumar (2007)that found that FDI may flows may have riskier destination. These riskier destinations as the set of LDCs represents, will give out pay a higher premium for FDI trough tax incentives  or other incentives. It is found by Balasubramanyam(1984), that the LDCs are known  for providing tax incentives as, tax reductions or tax holidays. Other incentives can possible be depreciation allowances , investment allowances and larger subsidies provided to foreign investors.   A significant relationship was also found by Root and Ahmed(1979). The found that the amount of political strikes, riots and reforms to the political framework have a significant effect on the amount of FDI inflows to a host country. 
As found in the analysis on the BRIC countries , the size and cost of the labor force are found to be  insignificant motives for FDI in the set of least developing countries.

As mentioned previously, for the set of LDCs most of the FDI made is resource seeking and export oriented. Given the nature of the FDI, is was expected that the foreign investors would be in search of large amounts of unskilled labor hired at low wages leading to cost efficiencies. However the fact the these variables are found insignificant motives for the FDI decision can according to Balasubramanyam(1984) ,   be related to the fact that the foreign firms located in LDCs tend to be active in relatively capital-intensive industries and use more capital –intensive techniques than the firms owned locally. It is often inferred that the use of capital in countries such as the set of LDCs is inappropriate and may negatively affect the employment of the local labor force.  An explanation often provided for the extensive use of capital- intensive techniques over labor is the price distortions present in the factor  market of the least developing countries. The price distortion is caused by different institutional factors that cause the price of capital to be understated and causes the relative price of labor to be overstated (Balasubramanyam,1984).
Not only do these institutional factors include concessions provided by the host country, for example depreciation allowance and subsidies  provided on the capital held by the foreign firm, but these institutional factors also include effects caused by exchange rates that are overvalued.  
The openness of the economy to trade is also proven to be an insignificant motive for FDI into the LDCs. The insignificance of the variable can, just as in the case of the BRIC countries be due to the high competition between developing countries for FDI. It was found by Wan(2010, that mny different countries , that are not so much open to trade offer foreign investors many incentives and are still able to attract FDI. 
To infer whether there exist a linear combination between the found significant independent variable and the dependent variable on the other hand , co- integration tests are conducted. As cited earlier ,if a linear combination is found  between a set of variables they exhibit a long run phenomenon from which is deviated in the short run.  Whenever the LDCs are considered as a whole, there is not found a long run relationship between the dependent variable , FDI in LDCs by European Union countries and the independent variable, political stability. There does however exist a long run relationship between the dependent variable, FDI in LDCs by European Union countries and the independent variable , interest rate. 
 

The analysis with the fixed effects method for the LDCs is able to explain 43,24% of the variance in the dependent variable FDI in the LDCs countries by European Union countries.   
To check whether they found significant relationship between on the one hand , the FDI in LDCs by European Union countries and on the other hand the variables political stability and interest rates, in the analysis with the fixed effect method are robust, the variable are tested over a smaller sample period, ranging from 2002 until 2007. It is found that whenever that the variable political stability and interest rate are test over the smaller sample, the variables are insignificant determinant of FDI in LDCs by European Union countries. 
  

However again , given that a high correlation is found between the variables for the individual countries, it can be inferred that the found significant relationships are due country specific factors. 

Table 7: Descriptive statistics of variables in LDC countries analysis

	 
	Obs.
	Mean
	St. Dev. 
	Min. 
	Max.

	Log( Eu_flow) 
	64
	14.25
	7.95
	-9.21
	20.67

	Log(GDP)
	64
	23.03
	1.11
	21.00
	24.95

	Gdp_growth 
	64
	6.36
	17.28
	-35.09
	106.28

	Inflation 
	64
	258.67
	886.51
	-10.01
	5399.53

	interest_rates 
	55
	1.92
	28.60
	-96.87
	29.82

	Stability 
	46
	49.70
	11.39
	23.70
	66.60

	Labor force 
	64
	20206567
	25388671
	750361
	75126704

	Log(labor_costs) 
	42
	18.98
	2.48
	13.98
	22.60

	Trade 
	59
	69.02
	50.41
	0.00
	219.18


Table 8: Correlation of variables in LDC countries analysis

	 
	Eu_Flow 
	Gdp 
	Gdp_gr. 
	Inflation 
	Int. rates 
	Stability 
	Lab._Size 
	Trade 
	Lab. Costs 

	EU_Flow 
	1
	 
	 
	 
	 
	 
	 
	 
	 

	Gdp
	0.471
	1
	 
	 
	 
	 
	 
	 
	 

	Gdp_Growth
	0.009
	0.061
	1
	 
	 
	 
	 
	 
	 

	Inflation 
	-0.076
	-0.183
	0.073
	1
	 
	 
	 
	 
	 

	Int. rates 
	0.046
	0.220
	0.018
	-0.803
	1
	 
	 
	 
	 

	Stability 
	0.035
	-0.037
	-0.089
	-0.414
	0.615
	1
	 
	 
	 

	Labor_size 
	0.439
	0.883
	-0.025
	-0.181
	0.212
	0.057
	1
	 
	 

	Trade 
	-0.016
	-0.251
	0.005
	0.234
	-0.320
	-0.524
	-0.468
	1
	 

	Lab. Costs
	0.556
	0.798
	-0.241
	-0.163
	0.228
	-0.455
	0.845
	-0.436
	1


Table 9: Motives for FDI inflows from the European Union in LDC countries: Pooled data estimation results based on Pooled OLS, Fixed effects and Random effects

	Dependent variables = Log Foreign Direct Investment in LDC Countries 
	 
	 
	 

	Independent variables = 
	Ols(Pooling) 
	Fixed Effects
	Random Effects 

	Constant 
	7.748572
	2.817991
	7.748572

	 
	{0.7613}
	{0.9106}
	{0.7613}

	Log GDP 
	0.030510
	0.073767
	0.030510

	 
	{0.9789}
	{0.9609}
	{0.9789}

	GDP_Growth 
	0.082843
	-0.027149
	0.082843

	 
	{0.6469}
	[0.8838}
	{0.6469}

	Inflation 
	0.000138
	0.000259
	0.000138

	 
	{0.6530}
	{0.2490}
	{0.6530}

	Interest Rates 
	0.019297
	0.028337
	0.019297

	 
	{0.1668}
	{0.0699}**
	{0.1668}

	Stability 
	-0.102554
	-0.78888
	-0.102554

	 
	{0.0302}*
	{0.0782}**
	{0.0302}*

	Labor Force
	-2.47E-08
	1.580E-08
	-2.47E-08

	 
	{0.6859]
	{0.7143}
	{0.6859}

	Trade
	-0.000699
	0.002932
	-0.000699

	 
	{0.9507}
	{0.7015}
	{0.9507}

	Log Labor Costs
	0.742453
	0.848255
	0.742453

	 
	{0.0129}*
	{0.3426}
	{0.0129}*

	 
	 
	 
	 

	Observations 
	42
	42
	42

	Adjusted R²
	0.324910
	0.432441
	0.324910


Notes: 

a )    Figures in parenthesis represent probabilities

b) * denotes significance at the 5 % level 
c) ** denotes significance at the 10 % level 
5.Trends and FDI implications
5.1 Trends and FDI implications for BRIC countries 

Figure 1: FDI inflow BRIC countries from the European Union in USD
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Figure 1 displays the FDI inflow from the European Union into the Brazil, Russia, India and China and BRIC measured in US Dollar over the time period 1992- 2007. 

Whenever the BRIC is considered as a whole, The FDI inflows from the European union into the BRIC countries over the years has shown an increasing pattern characterized by large fluctuation in earlier years. From the year 2002 onward, the trend of FDI inflow shows a large growth in yearly FDI spending by European union companies in the BRIC countries. 

Overall, the FDI inflows rose from around 950 million US Dollar over the year 1992 to around 52,7 billion US dollar over the year 2007.
It is expected that the portrayed growth in FDI spending  by the European Union in the BRIC countries will persist onwards. To sustain growth in FDI inflows, It is however of importance that the BRIC countries keep growing in the economical, political and social economic sense as well 

According to Wilson and Purushothaman (2003), to maintain growth in the economical sense, the BRIC countries will have to implement and attain reliable policies regarding the macro economic conditions in the countries. For example, an effort must me put forward to maintain low inflation rate and have exchange rates that are not characterized by fluctuations.  
To attain growth in the political sense , the must be strived for a stable and strong framework governing the political processes in the countries that is not characterized by uncertainty. This argument is supported by considering the political development in Russia and the increasing FDI it received over the recent years.  To ensure growth in the political sense , it is also of importance that the political institutions promote openness to foreign markets. Whenever this is the case , FDI investments made will be encouraged. For example, this can be seen from the Figure 1 , that India has received the lesser of the FDI inflows in the BRIC countries. This is to due to India having a relatively closed economy that does not encourage FDI so much as the other BRIC countries.

To ensure growth in the social economical sense , it is of high importance that a larger part of the population attains high levels of education. Whenever the population is better educated , it is expected that there is more growth in the economy in general.  Of the different BRIC countries, it is noted that India has the biggest disadvantage when is comes to an educated population.  

5.2 Trends and FDI implications for LDCs 

Figure 2: FDI inflow Least Developed Countries from the European Union in USD 
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Figure 2 displays the FDI inflow from the European Union into the Angola, Uganda, Liberia, Bangladesh and the set of least developed countries (LDCs)as a whole, measured in US Dollar over the time period 1992- 2007. 

Whenever the LDCs  are considered as a whole, The FDI inflows from the European union into the set of LDCs over the years has shown large fluctuations. 

Even though FDI inflows from the European union into the LDC countries have exhibit large fluctuations, the inflows rose from around 3 million US Dollar in 1992 to around 420 million US dollar in 2007.
This large increase in FDI inflows is mainly driven by increased FDI by European Union coutries in Angola. However, the FDI Inflow from the European Union countries into the set of LDCs is represents only a small fraction of the FDI inflow in the BRIC countries. Given this fact , there is more that the LDCs need to consider than just attaining growth prospects in the economy, political institution and social economically.  
First, according to Balasubranyam(..) the incentives that are used to atract FDI to the LDCs is often ineffective. The incentives used to attract FDI to these countries are mainly based fiscal and credit concessions. These type of concessions are mostly beneficial whenever the FDI is market-seeking based and can for the host country be seen as import- substituting industrialisation.  However as most of the FDI in least developing countries is resource seeking and  has an export purpose, it would be better advised for these countries to use export promoting strategies. These strategies could be based om making the economies of the LDCs more open to trade.  Moreover, it is often found that the policies used to promote FDI , are often counterproductive because of protectionistive motives inherented in the policies. The protectionivite policies are thought of protecting the local economy need to be abolished for the FDI to prosper in it’s intended way Balasubranyam(1984).
Most importantly of all, for the LDCs to receive more FDI inflow there needs to be an investment climate developed that is attractive to foreign investors. The investment climate of the countries regards the supportive and informative services provided in the country, political certainty, certainty of the policies regarding FDI and proper mechanisms governing the administrative part of investments(Athukorala and Sharma ,2006 ) 
If the set of LDCs is unable to improve its attractiveness as an destination for investment, the LDCs will not be able to benefit from the economic prosperity that can come hand in hand with foreign direct investments.
6. Summary and Conclusion 
In this study, the motives for European Union FDI inflows for two sets of developing countries are determined by performing pooled data analysis’s on the datasets covering the time period 1992- 2007. The first data set contain s the fast growing developing countries: Brazil , Russia, India and China(Bric). The second data set contains the least developed countries(LDCs): Bangladesh, Liberia, Uganda and Angola(LDCs). Before considering the sample sets separately a regression is conducted on all considered developing countries. It is found that the motives market size , economic stability and political stability are of importance to the FDI decision by European Union countries. However given that the developing countries used in the regression belong to different developing country classes it was expected that the found significant variables could only be relevant for a certain type of developing country class. To determine if this is the case the sample sets were considered separately in pooled estimation analysis’s subsequently. 
In the pooled data analysis conducted on the BRIC countries , it is found that the market size of the countries is an significant motive for FDI. It is further found that the variables market growth, economic stability, political stability, labor force , trade openness and labor costs are insignificant motives for FDI in the BRIC countries. 

In the pooled estimation analysis conducted on the set of LDCs It is found that the economic stability and political stability of the countries is a significant motive for FDI. It is further found that the variables market size , economic growth, labor force , trade and labor costs are insignificant motives for FDI in the set of LDCs. 

Given that different variables are found significant motives for FDI , the two sets of developing countries will need different policies to improve the FDI inflows from the European Union. It is suggested that the BRIC countries will be able to attain larger FDI in flows in the future if these countries improve their political system, economical foundation and educate the workforce properly.  For the set of least developing countries it is suggested that they use different policies to attract FDI from the European union towards their countries and that they increase the attractiveness of the investors climate. If the set of LDCs is able to do so, it will possible attain larger FDI inflows from the European Union in the future. 
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Appendix 
Table 10. Descriptive statistics for Angola

	 
	Obs. 
	Mean 
	Std. Dev. 
	Min 
	Max 

	Log eu Flow 
	7
	17.36729
	1.174296
	14.88022
	18.30527

	Log Gdp
	7
	23.18706
	1.025218
	22.34058
	24.80526

	Gdp Growth 
	7
	11.19821
	6.203096
	3.2398
	20.27958

	Inflation 
	7
	1142.871
	1996.838
	4.125084
	5399.526

	Interest rates 
	7
	-36.58828
	46.58856
	-94.21996
	13.03601

	Labor size 
	7
	6281810
	963481.2
	5422653
	7769390

	Log Labor costs 
	7
	15.73195
	0.743148
	14.47688
	16.5111

	Stability 
	7
	30.41429
	9.429109
	23.7
	44.7

	Trade
	7
	117.9177
	56.64429
	0
	178.9971


Table 11. Descriptive statistics for Bangladesh 

	 
	Obs. 
	Mean 
	Std. Dev. 
	Min 
	Max 

	Log eu Flow 
	13
	18.4571
	1.116463
	16.1181
	20.66892

	Log Gdp
	13
	24.62282
	0.176541
	24.35927
	24.94886

	Gdp Growth 
	13
	5.526692
	0.624745
	4.77
	6.525

	Inflation 
	13
	4.387851
	1.679815
	1.585395
	7.345332

	Interest rates 
	13
	10.08873
	2.191741
	6.199308
	14.02558

	Labor size 
	13
	65135246
	6283335
	56220932
	75126704

	Log Labor costs 
	13
	21.63949
	0.546976
	20.90697
	22.60461

	Stability 
	13
	49.33846
	3.314498
	40
	52.9

	Trade
	13
	35.05552
	5.549609
	28.20949
	46.47912


Table 12. Descriptive statistics for Brazil 

	 
	Obs. 
	Mean 
	Std. Dev. 
	Min 
	Max 

	Log eu Flow 
	16
	22.23408
	1.167484
	19.71978
	23.75572

	Log Gdp
	16
	27.26699
	0.315479
	26.77892
	27.94307

	Gdp Growth 
	16
	3.038438
	2.144375
	-0.544
	6.092

	Inflation 
	16
	338.5474
	738.8681
	3.732129
	2251.704

	Interest rates 
	16
	6.704375
	10.86152
	0.94
	33.41

	Labor size 
	16
	83028645
	9319168
	69462398
	97879075

	Log Labor costs 
	16
	21.59374
	0.378269
	20.94401
	22.20087

	Stability 
	16
	4.69375
	0.783555
	3.1
	5.8

	Trade
	16
	21.80248
	4.821259
	14.93284
	28.97318


Table 13. Descriptive statistics for China

	 
	Obs. 
	Mean 
	Std. Dev. 
	Min 
	Max 

	Log eu Flow 
	16
	21.9898
	1.593189
	17.09642
	23.5809

	Log Gdp
	16
	27.57761
	0.526308
	26.75557
	28.57101

	Gdp Growth 
	16
	10.49194
	2.151143
	7.6
	14.199

	Inflation 
	16
	5.790923
	6.14231
	-1.25479
	20.60739

	Interest rates 
	16
	1.869109
	4.132068
	-7.98243
	7.311303

	Labor size 
	16
	83028645
	9319168
	69462398
	97879075

	Log Labor costs 
	16
	22.29075
	1.41168
	20.23835
	24.38146

	Stability 
	16
	5.20625
	0.534751
	4.1
	5.9

	Trade
	16
	50.18974
	12.45782
	36.39325
	72.02918


Table 14. Descriptive statistics for India 

	 
	Obs. 
	Mean 
	Std. Dev. 
	Min 
	Max 

	Log eu Flow 
	16
	20.36962
	1.572358
	15.15051
	22.36824

	Log Gdp
	16
	26.90863
	0.430738
	26.22678
	27.7939

	Gdp Growth 
	16
	6.577063
	1.873904
	3.885
	9.817

	Inflation 
	16
	6.071842
	2.473677
	3.027252
	10.00058

	Interest rates 
	16
	6.953034
	1.479388
	4.317633
	9.123054

	Labor size 
	16
	83028645
	9319168
	69462398
	97879075

	Log Labor costs 
	16
	23.16618
	0.713492
	21.78709
	24.34002

	Stability 
	16
	3.80625
	1.575846
	1
	6.3

	Trade
	16
	29.04786
	9.399646
	18.64386
	47.44453


Table 15. Descriptive statistics for Liberia 

	 
	Obs. 
	Mean 
	Std. Dev. 
	Min 
	Max 

	Log eu Flow 
	4
	16.27953
	1.849413
	14.84513
	18.90002

	Log Gdp
	4
	22.47329
	0.20038
	22.24932
	22.71788

	Gdp Growth 
	4
	6.275
	2.974757
	2.599998
	9.400004

	Inflation 
	4
	9.906061
	6.620182
	1.065202
	15.96172

	Interest rates 
	4
	6.266771
	7.60935
	-0.78954
	16.85054

	Labor size 
	4
	1374770
	74847.9
	1292981
	1466481

	Log Labor costs 
	4
	17.82131
	0.385423
	17.2767
	18.18261

	Stability 
	4
	50.05
	1.482116
	48.4
	51.4

	Trade
	4
	127.3182
	62.17482
	88.43364
	219.1791


Table 16. Descriptive statistics for Russia 

	 
	Obs. 
	Mean 
	Std. Dev. 
	Min 
	Max 

	Log eu Flow 
	14
	21.62899
	1.209977
	19.8837
	23.59432

	Log Gdp
	14
	26.8017
	0.527525
	26.0009
	27.88948

	Gdp Growth 
	14
	2.765285
	6.629755
	-12.5698
	10

	Inflation 
	14
	112.6444
	78.5575
	6.922
	238.799

	Interest rates 
	14
	4.242857
	0.846453
	2.3
	5.7

	Labor size 
	14
	84853506
	8451105
	72989940
	97879075

	Log Labor costs 
	14
	21.52505
	0.453262
	20.96637
	22.27366

	Stability 
	14
	5.135714
	0.595634
	4.4
	6.4

	Trade
	14
	56.73622
	6.516613
	47.2572
	69.39376


Table 17. Descriptive statistics for Uganda

	 
	Obs. 
	Mean 
	Std. Dev. 
	Min 
	Max 

	Log eu Flow 
	9
	17.48384
	1.057385
	16.10805
	19.24661

	Log Gdp
	9
	22.74369
	0.270283
	22.48808
	23.23142

	Gdp Growth 
	9
	7.114195
	1.768894
	4.944972
	10.78474

	Inflation 
	9
	4.799505
	5.55365
	-1.69409
	15.35492

	Interest rates 
	9
	15.11098
	5.844487
	4.549661
	21.70722

	Labor size 
	9
	11595743
	1025421
	10190135
	13185506

	Log Labor costs 
	9
	19.61168
	0.238146
	19.26483
	19.92825

	Stability 
	9
	62.05556
	2.220986
	58.2
	64.8

	Trade
	9
	38.39153
	4.556502
	33.12383
	47.32713


Table 18. Correlation between variables for Brazil 

	 
	EU Flow 
	Gdp 
	Gdp gr. 
	Inflation 
	Int.rates 
	Stability 
	Lab. Size 
	Trade 
	Lab. Co.

	EU Flow 
	1,000
	 
	 
	 
	 
	 
	 
	 
	 

	Gdp
	0,497
	1,000
	 
	 
	 
	 
	 
	 
	 

	Gdp growth 
	-0,035
	0,379
	1,000
	 
	 
	 
	 
	 
	 

	Inflation 
	-0,505
	-0,397
	0,282
	1,000
	 
	 
	 
	 
	 

	Int. rates 
	-0,767
	-0,469
	0,098
	0,941
	1,000
	 
	 
	 
	 

	Stability 
	0,619
	0,428
	0,091
	-0,784
	-0,857
	1,000
	 
	 
	 

	Labor Size 
	0,373
	0,557
	0,249
	-0,583
	-0,930
	0,751
	1,000
	 
	 

	 Trade  
	0,013
	0,057
	0,212
	-0,269
	-0,299
	0,223
	0,819
	1,000
	 

	 Labor Co. 
	0,043
	0,715
	0,443
	-0,402
	-0,457
	0,272
	0,751
	0,511
	1,000


Table 19. Correlation between variables for Russia 

	 
	EU Flow 
	Gdp 
	Gdp gr. 
	Inflation 
	Int.rates 
	Stability 
	Lab. Size 
	Trade 
	Lab. Co.

	EU Flow 
	1,000
	 
	 
	 
	 
	 
	 
	 
	 

	Gdp
	0,915
	1,000
	 
	 
	 
	 
	 
	 
	 

	Gdp growth 
	0,576
	0,300
	1,000
	 
	 
	 
	 
	 
	 

	Inflation 
	0,859
	0,689
	0,827
	1,000
	 
	 
	 
	 
	 

	Int. rates 
	-0,205
	-0,037
	-0,530
	-0,309
	1,000
	 
	 
	 
	 

	Stability 
	-0,147
	-0,324
	0,320
	0,070
	-0,347
	1,000
	 
	 
	 

	Labor Size 
	0,846
	0,659
	0,847
	0,993
	-0,375
	0,072
	1,000
	 
	 

	Trade 
	-0,280
	-0,194
	-0,369
	-0,288
	0,785
	0,006
	-0,359
	1,000
	 

	Labor Co.
	0,511
	0,719
	-0,338
	0,163
	-0,048
	-0,444
	0,152
	-0,651
	1,000


Table 20. Correlation between variables for India

	 
	EU Flow 
	Gdp 
	Gdp gr. 
	Inflation 
	Int.rates 
	Stability 
	Lab. Size 
	Trade 
	Lab. Co.

	EU Flow 
	1,000
	 
	 
	 
	 
	 
	 
	 
	 

	Gdp
	0,957
	1,000
	 
	 
	 
	 
	 
	 
	 

	Gdp growth 
	0,740
	0,760
	1,000
	 
	 
	 
	 
	 
	 

	Inflation 
	-0,351
	-0,533
	-0,160
	1,000
	 
	 
	 
	 
	 

	Int. rates 
	-0,076
	-0,034
	-0,323
	-0,506
	1,000
	 
	 
	 
	 

	Stability 
	0,469
	0,573
	0,329
	-0,279
	0,062
	1,000
	 
	 
	 

	Labor Size 
	0,800
	0,925
	0,640
	-0,750
	0,013
	0,580
	1,000
	 
	 

	Trade 
	0,883
	0,963
	0,775
	-0,559
	-0,102
	0,580
	0,954
	1,000
	 

	Labor Co.
	0,917
	0,983
	0,684
	-0,630
	0,056
	0,580
	0,947
	0,942
	1,000


Table 21. Correlation between variables for China

	 
	EU Flow 
	Gdp 
	Gdp gr. 
	Inflation 
	Int.rates 
	Stability 
	Lab. Size 
	Trade 
	Lab. Co.

	EU Flow 
	1,000
	 
	 
	 
	 
	 
	 
	 
	 

	Gdp
	0,847
	1,000
	 
	 
	 
	 
	 
	 
	 

	Gdp growth 
	0,039
	0,022
	1,000
	 
	 
	 
	 
	 
	 

	Inflation 
	-0,133
	-0,289
	0,773
	1,000
	 
	 
	 
	 
	 

	Int. rates 
	-0,054
	0,088
	-0,779
	-0,946
	1,000
	 
	 
	 
	 

	Stability 
	0,395
	0,370
	-0,024
	-0,349
	0,193
	1,000
	 
	 
	 

	Labor Size 
	0,807
	0,943
	-0,212
	-0,440
	0,201
	0,378
	1,000
	 
	 

	Trade 
	0,811
	0,851
	0,360
	0,086
	-0,324
	0,324
	0,804
	1,000
	 

	Labor Co.
	0,870
	0,988
	0,136
	-0,197
	-0,016
	0,402
	0,921
	0,907
	1,000


Table 22. Correlation between variables for  Bangladesh 
	 
	Eu_Flow 
	Gdp 
	Gdp_gr. 
	Inflation 
	Int. rates 
	Stability 
	Lab._Size 
	Trade 
	Lab. Cost

	EU_Flow 
	1.000
	 
	 
	 
	 
	 
	 
	 
	 

	Gdp
	0.573
	1.000
	 
	 
	 
	 
	 
	 
	 

	Gdp_Growth
	0.639
	0.916
	1.000
	 
	 
	 
	 
	 
	 

	Inflation 
	0.238
	0.452
	0.464
	1.000
	 
	 
	 
	 
	 

	Int. rates 
	-0.161
	-0.269
	-0.346
	-0.944
	1.000
	 
	 
	 
	 

	Stability 
	0.296
	0.115
	0.083
	-0.571
	0.538
	1.000
	 
	 
	 

	Labor_size 
	0.584
	0.983
	0.877
	0.379
	-0.176
	0.193
	1.000
	 
	 

	Trade 
	0.584
	0.969
	0.842
	0.424
	-0.240
	0.159
	0.953
	1.000
	 

	Lab. Costs
	0.607
	0.956
	0.862
	0.459
	-0.245
	0.063
	0.939
	0.910
	1.000


Table 23. Correlation between variables for Liberia 
	 
	Eu_Flow 
	Gdp 
	Gdp_gr. 
	Inflation 
	Int. rates 
	Stability 
	Lab._Size 
	Trade 
	Lab. Costs 

	EU_Flow 
	1.000
	 
	 
	 
	 
	 
	 
	 
	 

	Gdp
	0.326
	1.000
	 
	 
	 
	 
	 
	 
	 

	Gdp_Growth
	0.094
	0.185
	1.000
	 
	 
	 
	 
	 
	 

	Inflation 
	-0.072
	-0.045
	0.182
	1.000
	 
	 
	 
	 
	 

	Int. rates 
	0.071
	0.033
	0.182
	-0.957
	1.000
	 
	 
	 
	 

	Stability 
	0.192
	0.757
	-0.291
	-0.138
	0.136
	1.000
	 
	 
	 

	Labor_size 
	0.379
	0.937
	0.054
	-0.102
	0.081
	0.363
	1.000
	 
	 

	Trade 
	0.170
	0.603
	-0.083
	-0.225
	0.112
	0.671
	0.649
	1.000
	 

	Lab. Costs
	0.687
	0.368
	0.392
	-0.275
	0.147
	0.363
	0.391
	0.278
	1.000


Table 24. Correlation between variables for Angola 

	 
	Eu_Flow 
	Gdp 
	Gdp_gr. 
	Inflation 
	Int. rates 
	Stability 
	Lab._Size 
	Trade 
	Lab. Costs 

	EU_Flow 
	1
	 
	 
	 
	 
	 
	 
	 
	 

	Gdp
	-0.078
	1.000
	 
	 
	 
	 
	 
	 
	 

	Gdp_Growth
	-0.050
	0.607
	1.000
	 
	 
	 
	 
	 
	 

	Inflation 
	-0.238
	-0.324
	-0.083
	1.000
	 
	 
	 
	 
	 

	Int. rates 
	0.168
	0.555
	0.416
	-0.712
	1.000
	 
	 
	 
	 

	Stability 
	0.048
	0.978
	0.926
	-0.373
	0.614
	1.000
	 
	 
	 

	Labor_size 
	0.209
	0.830
	0.708
	-0.469
	0.773
	0.950
	1.000
	 
	 

	Trade 
	0.239
	-0.101
	-0.103
	-0.044
	0.115
	-0.148
	0.039
	1.000
	 

	Lab. Costs
	-0.141
	0.573
	0.129
	-0.188
	0.315
	0.763
	0.667
	0.242
	1.000


Table 25. Correlation between variables for Uganda 

	 
	Eu_Flow 
	Gdp 
	Gdp_gr. 
	Inflation 
	Int. rates 
	Stability 
	Lab._Size 
	Trade 
	Lab. Costs 

	EU_Flow 
	1.000
	 
	 
	 
	 
	 
	 
	 
	 

	Gdp
	0.629
	1.000
	 
	 
	 
	 
	 
	 
	 

	Gdp_Growth
	0.166
	0.348
	1.000
	 
	 
	 
	 
	 
	 

	Inflation 
	-0.273
	-0.521
	-0.278
	1.000
	 
	 
	 
	 
	 

	Int. rates 
	0.079
	-0.173
	-0.144
	-0.969
	1.000
	 
	 
	 
	 

	Stability 
	-0.113
	0.117
	0.243
	-0.095
	0.063
	1.000
	 
	 
	 

	Labor_size 
	0.585
	0.911
	0.195
	-0.504
	-0.055
	-0.242
	1.000
	 
	 

	Trade 
	0.681
	0.872
	0.325
	-0.376
	0.104
	0.000
	0.868
	1.000
	 

	Lab. Costs
	0.365
	0.618
	0.403
	-0.157
	-0.021
	0.179
	0.714
	0.752
	1.000


 A.1 Pooled Unit Root test on Log( EU_flow?) for BRIC countries 
	Pool unit root test: Summary 
	

	Series: LOG(EU_FLOW_B), LOG(EU_FLOW_R), LOG(EU_FLOW_I),

	        LOG(EU_FLOW_C)
	
	

	Date: 06/23/10   Time: 17:45
	

	Sample: 1 16
	
	
	

	Exogenous variables: Individual effects

	Automatic selection of maximum lags
	

	Automatic selection of lags based on SIC: 0

	Newey-West bandwidth selection using Bartlett kernel

	Balanced observations for each test 
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	Cross-
	

	Method
	Statistic
	Prob.**
	sections
	Obs

	Null: Unit root (assumes common unit root process) 

	Levin, Lin & Chu t*
	-4.50801
	 0.0000
	 4
	 60

	
	
	
	
	

	Null: Unit root (assumes individual unit root process) 

	Im, Pesaran and Shin W-stat 
	-3.70973
	 0.0001
	 4
	 60

	ADF - Fisher Chi-square
	 29.3638
	 0.0003
	 4
	 60

	PP - Fisher Chi-square
	 25.6179
	 0.0012
	 4
	 60

	
	
	
	
	

	
	
	
	
	

	** Probabilities for Fisher tests are computed using an asymptotic Chi

	        -square distribution. All other tests assume asymptotic normality.


A.2 Haussmann test for BRIC Countries Analysis

	Correlated Random Effects - Hausman Test
	

	Pool: BRIC
	
	
	

	Test cross-section random effects
	

	
	
	
	
	

	
	
	
	
	

	Test Summary
	Chi-Sq. Statistic
	Chi-Sq. d.f.
	Prob. 

	
	
	
	
	

	
	
	
	
	

	Cross-section random
	0.000000
	8
	1.0000

	
	
	
	
	

	
	
	
	
	

	* Cross-section test variance is invalid. Hausman statistic set to zero.

	** Warning: robust standard errors may not be consistent with

	        assumptions of Hausman test variance calculation.


A.3 Cointegration test log(Eu flow?)  & log (gdp?) for BRIC Countries 
	Johansen Fisher Panel Cointegration Test
	
	
	
	

	Series: LOG(EU_FLOW?) LOG(GDP?) 
	
	

	Date: 06/23/10   Time: 17:48
	
	

	Sample: 1 16
	
	
	

	Included observations: 16
	
	

	Trend assumption: Linear deterministic trend
	

	Lags interval (in first differences): 1 1
	

	
	
	
	
	

	Unrestricted Cointegration Rank Test (Trace and Maximum Eigenvalue)

	
	
	
	
	

	
	
	
	
	

	Hypothesized
	Fisher Stat.*
	
	Fisher Stat.*
	

	No. of CE(s)
	(from trace test)
	Prob.
	(from max-eigen test)
	Prob.

	
	
	
	
	

	
	
	
	
	

	None
	 20.71
	 0.0080
	 18.11
	 0.0204

	At most 1
	 15.32
	 0.0532
	 15.32
	 0.0532

	
	
	
	
	

	
	
	
	
	

	* Probabilities are computed using asymptotic Chi-square distribution.
	
	
	
	

	
	
	
	
	

	Individual cross section results
	
	

	
	
	
	
	

	
	
	
	
	

	
	Trace Test
	
	Max-Eign Test
	

	Cross Section
	Statistics 
	Prob.** 
	Statistics
	Prob.**

	
	
	
	
	

	
	
	
	
	

	Hypothesis of no cointegration
	
	

	_B
	 12.7564
	 0.1241
	 9.7563
	 0.2284

	_R
	 18.8886
	 0.0148
	 18.8819
	 0.0087

	_I
	 11.0636
	 0.2076
	 7.2313
	 0.4621

	_C
	 13.9794
	 0.0835
	 11.5705
	 0.1278

	Hypothesis of at most 1 cointegration relationship
	

	_B
	 3.0001
	 0.0833
	 3.0001
	 0.0833

	_R
	 0.0068
	 0.9337
	 0.0068
	 0.9337

	_I
	 3.8323
	 0.0503
	 3.8323
	 0.0503

	_C
	 2.4089
	 0.1206
	 2.4089
	 0.1206

	
	
	
	
	

	
	
	
	
	

	**MacKinnon-Haug-Michelis (1999) p-values
	


A.4 Robustness check model with Fixed effects for BRIC countries 
	Dependent Variable: LOG(EU_INFLOW?)
	

	Method: Pooled Least Squares
	
	

	Date: 06/23/10   Time: 18:27
	
	

	Sample: 1 6
	
	
	

	Included observations: 6
	
	

	Cross-sections included: 4
	
	

	Total pool (balanced) observations: 24
	

	White cross-section standard errors & covariance (no d.f. correction)

	
	
	
	
	

	
	
	
	
	

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.  

	
	
	
	
	

	
	
	
	
	

	C
	-4.380522
	11.60922
	-0.377331
	0.7106

	LOG(GDP?)
	1.257205
	0.628753
	1.999521
	0.0618

	LABOR_SIZE?
	1.20E-07
	5.97E-08
	2.010128
	0.0606

	LOG(LABOR_COSTS?)
	-0.832335
	0.535103
	-1.555466
	0.1383

	Fixed Effects (Cross)
	
	
	
	

	_B--C
	-0.568560
	
	
	

	_R--C
	-0.241780
	
	
	

	_I--C
	0.062195
	
	
	

	_C--C
	0.748145
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Effects Specification
	
	

	
	
	
	
	

	
	
	
	
	

	Cross-section fixed (dummy variables)
	

	
	
	
	
	

	
	
	
	
	

	R-squared
	0.904875
	    Mean dependent var
	22.41062

	Adjusted R-squared
	0.871302
	    S.D. dependent var
	0.962888

	S.E. of regression
	0.345432
	    Akaike info criterion
	0.950451

	Sum squared resid
	2.028496
	    Schwarz criterion
	1.294050

	Log likelihood
	-4.405415
	    Hannan-Quinn criter.
	1.041608

	F-statistic
	26.95205
	    Durbin-Watson stat
	2.130740

	Prob(F-statistic)
	0.000000
	
	
	

	
	
	
	
	

	
	
	
	
	


B.1  Pool Unit Root test on Log( eu_flow?) for LDCs 
	Pool unit root test: Summary 
	

	Series: LOG(EU_FLOW_A), LOG(EU_FLOW_B), LOG(EU_FLOW_L),

	        LOG(EU_FLOW_U)
	
	

	Date: 06/23/10   Time: 20:54
	

	Sample: 1 16
	
	
	

	Exogenous variables: Individual effects

	Automatic selection of maximum lags
	

	Automatic selection of lags based on SIC: 0 to 3

	Newey-West bandwidth selection using Bartlett kernel

	
	
	
	
	

	
	
	
	
	

	
	
	
	Cross-
	

	Method
	Statistic
	Prob.**
	sections
	Obs

	Null: Unit root (assumes common unit root process) 

	Levin, Lin & Chu t*
	-5.69170
	 0.0000
	 4
	 57

	
	
	
	
	

	Null: Unit root (assumes individual unit root process) 

	Im, Pesaran and Shin W-stat 
	-5.44943
	 0.0000
	 4
	 57

	ADF - Fisher Chi-square
	 40.7534
	 0.0000
	 4
	 57

	PP - Fisher Chi-square
	 30.7966
	 0.0002
	 4
	 60

	
	
	
	
	

	
	
	
	
	

	** Probabilities for Fisher tests are computed using an asymptotic Chi

	        -square distribution. All other tests assume asymptotic normality.




B.2 Haussmann test for LDC Countries Analysis

	Correlated Random Effects - Hausman Test
	

	Pool: ABLU
	
	
	

	Test cross-section random effects
	

	
	
	
	
	

	
	
	
	
	

	Test Summary
	Chi-Sq. Statistic
	Chi-Sq. d.f.
	Prob. 

	
	
	
	
	

	
	
	
	
	

	Cross-section random
	0.000000
	8
	1.0000

	
	
	
	
	

	
	
	
	
	

	* Cross-section test variance is invalid. Hausman statistic set to zero.

	** Warning: robust standard errors may not be consistent with

	        assumptions of Hausman test variance calculation.

	** Warning: estimated cross-section random effects variance is zero.


B.3 Co integration test log(eu_flow?) and stability for LDCs
	Johansen Fisher Panel Cointegration Test
	
	
	
	

	Series: LOG(EU_FLOW?) STABILITY? 
	
	

	Date: 06/23/10   Time: 21:36
	
	

	Sample: 1 16
	
	
	

	Included observations: 16
	
	

	Trend assumption: Linear deterministic trend
	

	Lags interval (in first differences): 1 1
	

	
	
	
	
	

	Unrestricted Cointegration Rank Test (Trace and Maximum Eigenvalue)

	
	
	
	
	

	
	
	
	
	

	Hypothesized
	Fisher Stat.*
	
	Fisher Stat.*
	

	No. of CE(s)
	(from trace test)
	Prob.
	(from max-eigen test)
	Prob.

	
	
	
	
	

	
	
	
	
	

	None
	 11.59
	 0.0719
	 9.137
	 0.1660

	At most 1
	 13.07
	 0.0420
	 13.07
	 0.0420

	
	
	
	
	

	
	
	
	
	

	* Probabilities are computed using asymptotic Chi-square distribution.
	
	
	
	

	
	
	
	
	

	Individual cross section results
	
	

	
	
	
	
	

	
	
	
	
	

	
	Trace Test
	
	Max-Eign Test
	

	Cross Section
	Statistics 
	Prob.** 
	Statistics
	Prob.**

	
	
	
	
	

	
	
	
	
	

	Hypothesis of no cointegration
	
	

	_A
	
	Dropped from Test
	

	_B
	 15.2998
	 0.0535
	 13.9701
	 0.0556

	_L
	 14.4572
	 0.0712
	 10.2394
	 0.1967

	_U
	 5.0791
	 0.8004
	 2.9678
	 0.9489

	Hypothesis of at most 1 cointegration relationship
	

	_A
	
	Dropped from Test
	

	_B
	 1.3297
	 0.2489
	 1.3297
	 0.2489

	_L
	 4.2177
	 0.0400
	 4.2177
	 0.0400

	_U
	 2.1113
	 0.1462
	 2.1113
	 0.1462

	
	
	
	
	

	
	
	
	
	

	**MacKinnon-Haug-Michelis (1999) p-values
	


Co integration test log(eu_flow?) and interest_rates? For LDCs
	Johansen Fisher Panel Cointegration Test
	
	
	
	

	Series: LOG(EU_FLOW?) INTEREST_RATES? 
	

	Date: 06/23/10   Time: 21:37
	
	

	Sample: 1 16
	
	
	

	Included observations: 16
	
	

	Trend assumption: Linear deterministic trend
	

	Lags interval (in first differences): 1 1
	

	
	
	
	
	

	Unrestricted Cointegration Rank Test (Trace and Maximum Eigenvalue)

	
	
	
	
	

	
	
	
	
	

	Hypothesized
	Fisher Stat.*
	
	Fisher Stat.*
	

	No. of CE(s)
	(from trace test)
	Prob.
	(from max-eigen test)
	Prob.

	
	
	
	
	

	
	
	
	
	

	None
	 41.54
	 0.0000
	 35.70
	 0.0000

	At most 1
	 22.81
	 0.0036
	 22.81
	 0.0036

	
	
	
	
	

	
	
	
	
	

	* Probabilities are computed using asymptotic Chi-square distribution.
	
	
	
	

	
	
	
	
	

	Individual cross section results
	
	

	
	
	
	
	

	
	
	
	
	

	
	Trace Test
	
	Max-Eign Test
	

	Cross Section
	Statistics 
	Prob.** 
	Statistics
	Prob.**

	
	
	
	
	

	
	
	
	
	

	Hypothesis of no cointegration
	
	

	_A
	 13.7731
	 0.0894
	 10.4633
	 0.1832

	_B
	 11.2721
	 0.1953
	 8.8983
	 0.2947

	_L
	 42.5744
	 0.0000
	 37.6477
	 0.0000

	_U
	 16.2828
	 0.0380
	 12.4269
	 0.0956

	Hypothesis of at most 1 cointegration relationship
	

	_A
	 3.3097
	 0.0689
	 3.3097
	 0.0689

	_B
	 2.3737
	 0.1234
	 2.3737
	 0.1234

	_L
	 4.9267
	 0.0264
	 4.9267
	 0.0264

	_U
	 3.8558
	 0.0496
	 3.8558
	 0.0496

	
	
	
	
	

	
	
	
	
	

	**MacKinnon-Haug-Michelis (1999) p-values
	


B.4 Robustness check model wit Fixed effects for LDCs 
	Dependent Variable: LOG(EU_FLOW?)
	

	Method: Pooled Least Squares
	
	

	Date: 06/23/10   Time: 21:25
	
	

	Sample: 1 6
	
	
	

	Included observations: 6
	
	

	Cross-sections included: 4
	
	

	Total pool (unbalanced) observations: 18
	

	White cross-section standard errors & covariance (no d.f. correction)

	
	
	
	
	

	
	
	
	
	

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.  

	
	
	
	
	

	
	
	
	
	

	C
	-17.34686
	23.98986
	-0.723091
	0.4847

	INTEREST_RATES?
	-0.018622
	0.029795
	-0.625001
	0.5447

	STABILITY?
	-0.044913
	0.063491
	-0.707393
	0.4940

	LOG(LABOR_COSTS?)
	1.908151
	1.176396
	1.622031
	0.1331

	Fixed Effects (Cross)
	
	
	
	

	_A--C
	5.738217
	
	
	

	_B--C
	-3.609057
	
	
	

	_L--C
	1.985269
	
	
	

	_U--C
	0.372805
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Effects Specification
	
	

	
	
	
	
	

	
	
	
	
	

	Cross-section fixed (dummy variables)
	

	
	
	
	
	

	
	
	
	
	

	R-squared
	0.456962
	    Mean dependent var
	17.72889

	Adjusted R-squared
	0.160760
	    S.D. dependent var
	1.634309

	S.E. of regression
	1.497191
	    Akaike info criterion
	3.930360

	Sum squared resid
	24.65739
	    Schwarz criterion
	4.276616

	Log likelihood
	-28.37324
	    Hannan-Quinn criter.
	3.978104

	F-statistic
	1.542736
	    Durbin-Watson stat
	3.220983

	Prob(F-statistic)
	0.252148
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� See appendix A.1 for test results on unit root test for BRIC countries 


� See appendix A.2 for Haussman test results for BRIC countries  


� See appendix A.3for test results on co integration test for BRIC countries 


� See appendix A.4 for test results on Robustness check model BRIC


� See appendix for correlations between variables for individual countries 


� See appendix B.1 for unit root test on LDCs 


� See appendix B.2for test results on Haussmann test for LDCs 


� See appendix B.3 for test results on co integration test for LDCs


� See appendix B.4 for test results on Robust model for LDCs 


� See appendix for correlations between variables for individual countries 
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