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ABSTRACT  
 

Numerous studies have been undertaken regarding FDI, its determinants and impact on beneficiary countries, 

but very few papers directly examined profitability and its importance for the FDI. The study addresses this gap 

by including return on capital into determinants of Swedish FDI alongside the variables that are traditionally 

assumed to have an impact on FDI. Regression analysis suggests that the predictive role of profitability is 

significantly superior to that of other variables, explaining 85% of the variation of FDI stock. Market size, 

geographical location and economic freedom in the beneficiary country are other variables that have statistical 

support for their roles. Conversely, the study refutes the significance of several variables which are commonly 

believed to be important determinants of FDI. The findings of the article will have certain implications for 

company managers, policy-makers and academicians. The study also indicates that the reforms aimed at 

improving investment climate in beneficiary countries may not be efficient if we fail to understand the 

connection between the business environment and the profitability of a particular project.  
 

Keywords: Foreign Direct Investments (FDI), determinants of FDI, return on capital, multiple regression 

analysis, Sweden  

 

1. INTRODUCTION: RESEARCH PROBLEM AND PURPOSE 

Foreign direct investments (FDI) play an increasingly significant role in the modern economy. One of the 

fundamental explanations for the rise in FDI during recent years is the phenomenon of globalization as well as 

boom in trade liberalization. Following global economy uncertainties, FDI declined in 2014 to 1.2 trillion USD. 

Global FDI inflows, however, are projected to grow to 1.4 trillion USD in 2015, to 1.5 trillion USD in 2016 and 

to 1.7 trillion USD in 2017 (UNCTAD, 2015). Both UNCTAD’s FDI forecast model and its business survey of 

large Multinational Enterprises (MNEs) signal a continued rise in FDI flows in the coming years.  

 

The analysis of determinants of FDI has already received much attention in the literature. Existing studies 

suggest that macroeconomic and political issues, institutions, labour costs, human capital, financial and trade 

openness, the size of countries, endowments of natural resources, taxes, as well as investment climate in 

beneficiary countries, are all important factors. Empirical evidence, however, in favour of the above suggested 

determinants often remains ambiguous. Furthermore, some researchers have reported that those potential 

variables most likely to be determinants of FDI yield a set of possible models exceeding 1.4 x 1017(Blonigen & 

Piger, 2011). Such a variety of probable alternatives provides an exciting research opportunity for scholars, but 

provides little assistance for managers and public authorities searching for crucial factors that have an impact on 

FDI. It seems that an appropriate theoretical model with reliable predictive power explaining FDI patterns is far 

from being settled. 

 

A few scholars suggested that the determinants of FDI are not the same in different world regions (Asiedu, 

2001) or even varied within one geographical region (Artige & Nicolini, 2005). Considerable efforts of 

researchers therefore began to be invested in analysing the flow of FDI from a specific investor-country to 

particular regions (Galan & Gonzáles-Benito, 2006; De Angelo et al., 2010; Torrisi, 2015; Williams & Zhang, 

2015; Becker, 2016). Many studies, however, emphasise the open-ended character of this research field and they 

suggest more effort needs to be invested in the systematisation and testing of existing hypotheses to reflect the 

priorities for FDI decision-making in different regions and countries. 

 

In our study, we examine the determinants of Swedish FDI using a dataset provided by Statistics Sweden1 for 

the period 2007-20142. The internationalisation of Swedish firms has accelerated since the mid-1990s due to 

increasing foreign ownership in the Swedish economy and the continuing expansion of operations of Swedish 

firms abroad (Hakkala & Zimmermann, 2005). The value of FDI amounted to SEK 2 824 billion at the end of 

2014, which is approximately 72% of Swedish GDP (see Chart 1). 
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The geographical distribution of Swedish FDI has roughly been the same over the last ten years. The majority of 

Swedish direct investment assets abroad were in Europe, North America and Asia at the end of 2014. Sweden's 

largest FDI abroad are currently to be found in the United States, Finland and the Netherlands. In relative terms, 

Asia has increased the most as a recipient region of Swedish FDI, rising from 2% of the total assets in 2004 to 

6% in 2014 (Statistics Sweden, 2015a; 2015b). A Swedish foreign assets portfolio is relatively diverse, 

providing an opportunity to analyse FDI in 73 countries world-wide in our study (See Table 1 for list of 

countries included in the analysis). 

 

The basic theoretical discussion concerning the determinants of FDI might start by asking why companies invest 

in other countries. As a rational economic agent, a firm’s main objective is to maximise profit. The classical 

economic model assumes that MNEs systemically engage in a cost-benefit analysis of different 

internationalisation strategies and then select the optimal one. Growth is commonly considered to be a core 

factor in understanding the reasons for internationalisation of firms (Dunning, 2004). The fundamental reason 

why firms invest in another country therefore may well be explained by profit, or the return on capital. In 2014, 

for example, income on Swedish FDI amounted to 9% while return on equity in Swedish companies owned 

from abroad was 7% (see Chart 2). If companies would have the same profitability at home as in the foreign 

markets, an international expansion strategy would be hard to motivate. 

 

Numerous research papers have been undertaken regarding FDI, its determinants and impact on beneficiary 

countries, but very few of them examine directly profitability and its importance for the FDI. The importance of 

profitability has been emphasised by several scholars (see Kinda, 2010; Mottaleb & Kalirajan, 2010; Nnadozie 

& Njuguna, 2011); direct data on profitability, however, has been seldom included in studies of FDI 

determinants. This paper attempts to fill the gap by including return on capital yielded by foreign investors as a 

determinant of FDI alongside other variables that are traditionally assumed to have an impact on FDI.  

 

The study does not distinguish between various countries that are included into Swedish FDI portfolio; 

heterogeneity or individuality which may exist between regions or countries is not addressed specifically. This 

limitation does, however, enable a search to be made for general patterns that explain foreign investments made 

by a particular developed country (Sweden) in the global arena.  

 

The remainder of the article is structured as follows: firstly, we review the previous literature on the 

determinants of FDI. Secondly, we introduce a theoretical model and methodology of investigation, and define 

the major variables. Thirdly, we present the results of the multiple regression analysis and compare the findings 

with those of other academic articles. The concluding final part suggests forward-looking topics for future 

research. 

 

The findings of the article will have certain implications for company managers, policy-makers and academic 

researchers. Regarding policy recommendations, the article offers some guidance for public authorities on 

factors that have an impact on foreign investors. Firms’ executives who are searching for simple ‘benchmark’ 

determinants that are crucial for assessment of FDI can benefit from our study’s conclusions. For researchers, 

the paper extends knowledge on FDI determinants by emphasising the profitability factor and highlights the 

importance of a more nuanced interaction between macro-economic and political variables on one side, and 

profitability of a particular project on the other.  

 

2. LITERATURE REVIEW 

2.1. Main theories on determinants of FDI  
The analysis of the determinants of FDI has already received much attention in literature. Some of the variables 

that have been put forward to explain FDI are encompassed by formal hypotheses or theories of FDI whereas 

others are suggested because they make sense intuitively.  

 

Dunning (1993) suggested a well-recognised and broadly-applied conceptualisation of FDI determinants called 

the Eclectic paradigm, which is based on ownership, location, and internalisation advantages that are known 

collectively as the OLI paradigm. Ownership advantages may include a company’s superiority over competitors 

in marketing practices or technology. Locational advantages relate to the country-specific advantages including 

low labour costs, tax benefits and quality of infrastructure. Internalisation advantages relate to the production 

activities undertaken by the firm itself rather than licensing them to another party. The OLI paradigm has been 

reflected in several research articles regarding determinants of FDI for different geographical locations (Child & 

Tsai, 2005; Johnson, 2005; Sauvant, 2006; De Vita & Kyaw, 2008).  
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Another theory suggests two main reasons to invest abroad: horizontal and vertical FDI (Shatz & Venables, 

2000). A horizontal (or market-seeking) FDI aims to serve the local market, since it typically involves 

duplicating parts of the production process following establishment of additional capacities to supply foreign 

locations. A vertical (or efficiency-seeking) FDI targets the low-cost inputs since it involves slicing the vertical 

chain of production and relocating part of this chain to a low-cost location. The hypothesis on horizontal versus 

vertical FDI has been expanded more recently through the introduction of an export platform investment 

concept (Ekholm et al., 2007). An export platform investment is used to produce in a low-cost country for either 

export back to the parent country or to third countries.  

 

It is important to note that the national economics of countries are shaped by the formal and informal 

institutions, defined by North as the ‘rules of the game’ (North, 1990). Institution theory, therefore, has an 

important impact on study of FDI determinants. When MNEs enter new international markets, they need to 

adjust to the requirements of formal and informal institutions which are different from the institutions in their 

home market (e.g., Bevan et al., 2004; Pande & Udry, 2005; Arslan & Larimo, 2011; Tan & Meyer, 2011).  

 

Macro-economic mainstream literature has generally attempted to explain FDI outcome variables using broad, 

country-level indicators like institutional quality, the policy environment and infrastructure (see, for example, 

Dethier et al, 2011). The macro-analyses obviously generated useful insights, although the findings of the 

macro- econometric literature are often questioned due to concerns about the robustness of the results. 

Furthermore, given the large number of macro-economic determinants, it would be hard to avoid 

multicollinearity, when using a single regression model 3.  Recent studies, therefore, have been cautious in their 

interpretation of the empirical evidence and generalisation of proposals (Commander & Svejnar, 2007). 

 

A growing number of studies in the economic literature have focused on the role of the investment climate as an 

important factor in attracting FDI inflows. Research provides some evidence that a favourable investment 

environment can help increase the chance of obtaining FDI inflows and increase productivity (Dollar et al., 

2005; Hallaward-Driemeier et al., 2006; Sekkat & Veganzones-Varoudakis, 2007; Kinda, 2010; Mottaleb & 

Kalirajan, 2010; Hornberger et al., 2011; Hallward-Driemeier & Pritchett, 2011; Golubeva, 2015). However, no 

single set of indicators was used by the various studies to describe investment climate and there is still little 

guidance about which aspects of business climate are important in attracting foreign investors.  

 

Sekkat & Veganzones-Varoudakis (2007) considered infrastructure availability, sound economic and political 

conditions as being among the factors that make up investment climate. Infrastructure, particularly electricity, 

water, transport and telecommunications, is found to be the most important factor in explaining firm 

performance and attracting investors (Dollar et al., 2005; Calderón et al., 2011). In addition to the availability of 

infrastructure, Kinda (2010) suggested that financial constraint should be ranked as the most important 

investment climate problem, followed by institutional issues.  

 

Regarding institutions and the policy environment, Pande & Udry (2005) and Dollar et al. (2005) argued for the 

importance of quality legal institutions, better law enforcement, increased protection of private property rights, 

improved central government bureaucracy, smoother-operating financial markets, increased levels of 

democracy, and higher levels of trust. Mottaleb & Kalirajan (2010) found that socio-economic and political 

variables such as rules and regulatory frameworks, bureaucratic hurdles and red tape, regulations relating to 

setting up a new business, judicial transparency and the extent of corruption in the host country may influence 

the inflow of FDI. Analysis by Wagle (2010) identified a statistically significant relationship between 

regulations and the value of inward direct investment. The study of Freckleton et al. (2012) focused on the 

impact of corruption on economic growth through its indirect effect on FDI. Gelb et al. (2007) looked more 

closely at tax administration and labour regulations and argued that policies become more serious determinants 

of the business climate at this stage, largely because the state has stronger capacity to implement them. 

 

There is limited literature that considers political risk and inward FDI, but studies by Busse & Hefeker (2005) 

and Goswami & Haider (2014) have highlighted the importance of political stability in attracting FDI into a 

country. In their cross-country analysis, Busse & Hefeker (2005) found that some indicators for political risk 

and institutions were closely associated with FDI, such as government stability, law and order, and quality of the 

bureaucracy. Openness (or liberalisation) of the economy allow markets to properly function, therefore 

attracting FDI from MNEs (Sekkat & Veganzones-Varoudakis, 2007). Bengoa & Sanches-Robles (2003) used 

panel data from 18 Latin American economies to demonstrate that economic freedom is a determining factor of 

FDI.  
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The search for determinants of FDI flow continues in the scientific community. Abbott & De Vita (2011) 

introduced a new factor in the literature by analysing the role of exchange rate regime on FDI inflow. Blanton & 

Blanton (2007) claimed in their study that respect for human rights is positively and significantly related to FDI. 

A study by Harms & Ursprung (2002) found that FDI tends to flow into countries with civil and political 

freedom. Mody et al. (2003) investigated the role of information in driving FDI flows, and found that 

transparency in information can have positive impacts. Wong & Tang (2011) examined the relationship between 

inward FDI and employment in Singapore. They found evidence of long-term causality emerging from 

employment to FDI inflows. Lahréche-Révil (2006) determined that high tax rates have negative impact on FDI 

inflows in a country.  

 

The review of literature suggests that no single set of indicators was used by the various studies to describe 

determinants of FDI. Indeed, there have been disagreements in conclusions between scholars. Durlauf et al. 

(2008), for example, argued that previous findings on the direct importance of institutions are often exaggerated. 

The empirical results of the study by Goswami & Haider (2014) refuted the conventional notion that 

government failure is an important contributing factor for poor FDI inflow. Rather, cultural conflict and the 

attitude of the partner country towards the host country are found to be mostly responsible for deterring FDI 

inflow. De Angelo et al. (2010) found that consumer market size and consumer sales are more important in 

explaining capital movements into Brazil than other frequently-offered explanations such as exchange rates and 

country risk. While traditional determinants might be more important for smaller markets, in the case of larger 

emerging markets such as Brazil, MNEs might be less concerned with short-term fluctuations of economic and 

political factors and guided more by an internal market that affords greater opportunities to achieve economies 

of scale and scope.  

  

Many factors such as labour costs, taxation and trade openness have been found to have both negative and 

positive effects, which indicates a lack of robustness and limited predictive power of regression models (Kok &  

Ersoy, 2009).  

 

Blonigen & Piger (2011) used Bayesian statistical techniques that allow selection, from a large set of candidates, 

of those variables most likely to be determinants of FDI activity. The researchers included potential variables 

that can yield a set of possible models exceeding 1.4 x 1017(p. 3). Furthermore, authors analysed eight studies in 

the field of FDI with combined 47 co-variates. They found that no co-variate was shared by all eight studies and, 

on average, a co-variate was only used in 1.7 of the eight studies. Interestingly, almost 85% of the co-variates 

included in these eight studies are found to be statistically significant (p. 5).  

 

To sum up, analysis of the determinants of FDI has already received attention in the economic literature. A 

number of existing studies suggest that macroeconomic and political determinants, institutions, trade openness, 

labour costs, level of human capital, financial openness, the size of countries, natural resources endowment, 

taxes and investment climate in recipient countries are all important factors. Empirical evidence, however, in 

favour of the above suggested determinants often remains ambiguous. There is no consensus between scholars 

regarding a widely-accepted set of explanatory variables that can be regarded as the ‘true’ determinants of FDI. 

Many studies, therefore, emphasise an open-ended character for this research field and suggest more effort 

should be directed towards the systematisation and testing of existing hypotheses to reflect priorities for FDI 

decision-making. Furthermore, additional economic, political, social and cultural variables, that have not been 

proper investigated yet might also significantly affect the inflow of FDI. Despite extensive literature on FDI 

determinants, an appropriate model specification for explaining FDI patterns is far from being established. The 

causal link between foreign investments and factors describing the business environment of the beneficiary 

country also remains unclear.  

 

2.2. FDI and Profitability  

Kok & Ersoy (2009) proposed that foreign investors are influenced by the profitability of the project.  

 

In line with standard economic textbooks, Nnadozie & Njuguna (2011) defined profit (Π) as the difference 

between revenues (R) and costs (C). Given that total revenue is a product between quantity of goods (Q) and its 

corresponding price (P), Π may be expressed as: 

 

Π  =  Π (P, Q, C), where ∂Π / ∂P > 0;  ∂Π / ∂Q > 0 and  ∂Π / ∂C < 0      (1) 

 

Furthermore, total cost is a combination of the input costs (IN), operational costs (OP) and hidden costs (HD). 

Input costs is defined as the cost of different factors of production such as land, labour, raw material and 
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electricity; operation costs include financial and transaction costs while hidden costs involve, for example, the 

monetary cost of applying for a licence to start a business. 

 

It is reasonable to assume that profits are maximised in a country where foreign investors can operate their 

businesses at a low cost and produce at full scale with competitive market prices. Therefore, variables which 

determine profit can also determine the FDI flows into a country. The equation for FDI will be:  

 

FDI = f(P, Q, IN, OP, HD)     (2) 

 
According to the assumptions of the equations, foreign investors prefer to invest in countries where they can 

produce large amounts of goods at lower costs. Different hypotheses can be derived from the above equations 

testing the importance of market size, price of raw materials and labour, transportation costs, etc. for attracting 

FDI.  

 

Moreover, business environment and rules and regulations relating to investment also might affect the cost of 

doing business in a country. A business-friendly environment with well-functioning rules and regulations could 

significantly reduce operational and hidden costs. Thus, profit-seeking foreign investors might prefer to invest in 

countries where there is a business-friendly investment climate. 

 

Several researchers argued that the profit-related incentives to investors do not generally work unless they are 

appropriately combined with other incentives to improve the general investment climate. In other words, 

specific incentives are relevant for an investment decision only if the general business environment is conducive 

for making profit (Athukorala, 2009). Stern (2002) noted that it is the policy, institutional, and behavioural 

environment - both present and expected - that influences the returns, and risks associated with investment in a 

specific location. 

 

The importance of profitability has been emphasized by several scholars (see Kinda, 2009; Mottaleb & 

Kalirajan, 2010), although the direct data on profitability has rarely been included in studies on determinants of 

FDI. Instead, the profit function was commonly viewed as a result of multiple variables, and the theoretical 

framework reflected assumptions about the factors that determine FDI and return on capital.   

 

It is necessary to mention that there is no unanimity among researchers on the question of whether there is a 

direct link between FDI inflow and profitability. Empirical evidence by Agarwal regarding the relationship 

between inter-country differences in the rates of return and FDI (1980), for example, does not provide any 

conclusive results. According to Agarwal, this ambiguous finding is due to statistical and conceptual problems. 

Theoretically, FDI is a function of expected profits but available data consists of reported profits. 

 

Furthermore, globalisation decreases differences in the cost of capital by reducing information asymmetry and 

associated agency costs as well as through cross-border flows of knowledge and technology (Fogel et al, 2013).  

 

Nnadozie & Njuguna (2011) also pointed out that Africa’s share of global FDI remains small, despite that 

continent yielding the highest rate of return among developing host regions. It is not clear, however, whether 

researchers took into account a risk-adjusted return on African investments or just a return in absolute terms. 

 

In our view, one of the challenges to understanding FDI and profitability lies in tax issues. “World Investment 

Report 2015” (UNCTAD 2015) remind us once again that MNEs build their corporate structures through cross-

border investments in the most tax-efficient manner. The size and direction of FDI flows are, therefore, often 

influenced by MNE tax considerations, because the structure and modality of investments enable opportunities 

for avoiding tax on subsequent investment income. The profits reported by MNEs may not resemble actual 

returns since transactions between the parent company and its affiliates are subject to intra-company pricing 

rather than to market pricing. The above equations of profitability function (1) and (2) might be substantially 

modified by MNEs within the framework of their business and operational goals. 

 

In summary, then, traditional profitability function in connection with FDI has been mainly researched through 

different input factors such as natural resources, the size of the market, factor prices, transport costs and other 

factors. A better business environment is also believed to lead to higher returns on capital, which, in turn, 

engenders a higher foreign investment. Empirical support regarding connections between profitability and FDI 

has been limited due to problems with data, among other aspects of the research. In this light, further 

investigation of the impact of profitability on FDI can contribute to our understanding of global investment 

flows and MNEs’ foreign decision-making. 
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3. THEORETICAL MODEL, METHOD AND DEFINITION OF VARIABLES 

3.1. Model and method 
The theoretical model has been suggested in line with previous research recommendations (Sekkat & 

Veganzones-Varoudakis, 2007; Kinda, 2009; Nnadozie & Njuguna, 2011; Alam et al., 2013; Goswami & 

Haider, 2014; Torrisi, 2015).  

 

A multiple regression model has been applied to test the ability of suggested independent variables to explain 

the behaviour of the dependent variable, FDI. The variables (indicators) tested in this study are selected on the 

basis of FDI theories and previous empirical literature. Potential determinants of FDI incorporated into the 

analysis of this paper include return on capital, market size (GDP), geographical factors (joint border dummy, 

distance to Sweden), infrastructure variables (electricity consumption, mobile subscribers), natural resources 

endowment (fuel exports), technological development level (high tech exports), trade openness (merchandise 

trade), corporate tax rate, and labour cost (monthly salary). Indices associated with business climate have also 

been included: index of economic freedom, legal rights index, political stability index and index of government 

effectiveness.   

 

The following equation is proposed to assess the impact of various factors on FDI: 

 

FDI =  + 𝛽1 (Return on Capital) + 𝛽2 (GDP) + 𝛽3 (Joint Border dummy) + 𝛽4 (Distance) + 𝛽5 (Electricity 

Consumption) + 𝛽6 (Mobile Subscribers) + 𝛽7 (Fuel Exports) + 𝛽8 (High Tech Exports) + 𝛽9 (Merchandise 

Trade) + 𝛽10 (Tax Rate) + 𝛽11 (Monthly Salary) + 𝛽12 (Economic Freedom) + 𝛽13 (Legal Rights) + 𝛽14 

(Political Stability) + 𝛽15 (Government Effectiveness) + ɛ𝑡   (3) 

where  is a constant;  𝛽1 - 𝛽15  are vectors of parameters to be estimated; FDI is average FDI stock for the 

period 2007-2014; ɛ𝑡 is the stochastic error term.  

 

To test the hypothesis, we apply the .01, .05 and .1 levels of significance. If the p-value is less than our selected 

significance levels, than we reject the null hypothesis.4  The expected sign of the estimated coefficients is 

positive with exception of three coefficients: 𝛽4 (Distance), 𝛽10 (Tax Rate), and 𝛽11 (Monthly Salary) which are 

expected to be negative. 
 

The paper goes a step further by removing the profitability factor from the regression model. The logic behind 

such an exercise is that profitability might be explained by other variables included in the model. We intend, 

therefore, to compare the predictive power of the model including and excluding profitability. The revised 

model with the indicator of return on capital removed is as follows:  

 

FDI =  + 𝛽1 (GDP) + 𝛽2 (Joint Border dummy) + 𝛽3 (Distance) + 𝛽4 (Electricity Consumption) + 𝛽5 (Mobile 

Subscribers) + 𝛽6 (Fuel Exports) + 𝛽7 (High Tech Exports) + 𝛽8 (Merchandise Trade) + 𝛽9 (Tax Rate) + 𝛽10 

(Monthly Salary) + 𝛽11 (Economic Freedom) + 𝛽12 (Legal Rights) + 𝛽13 (Political Stability) + 𝛽14 (Government 

Effectiveness) + ɛ𝑡     (4) 

 

Stepwise methodology has been chosen to present empirical results so that only statistically significant variables 

are presented in the model. Stepwise regression implies that we add sequentially independent variables that are 

statistically significant. 

 

3.2. Definition of variables and data sources 

FDI is defined as an investment involving long-term and lasting control by a foreign direct investor of 10 per 

cent or more of the foreign enterprise resident within a different economy (UNCTAD 2015).  

 
Value of Swedish FDI abroad or FDIti is defined as  

 

FDIti  = E + LC + CC - LL – CL + P + IL + OH, where   (5) 
 

FDIti  - Swedish FDI at time t in a country i 
E = total equity  

LC = long-term claims  

CC = current claims  

LL = long-term liabilities  

CL = current liabilities  

http://www.businessjournalz.org/efr
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P = direct-owned properties abroad 

IL = parent company investment loans 

OH = overseas homes 

 

In our study, we use data about FDI stock per country (average for 2007-2014 in million SEK) as the dependent 

variable. Direct investment can vary considerably, and for a small country like Sweden large individual 

transactions may have a substantial impact on the development of assets going abroad on a year on year basis. 

Averaging allows us to address a long term implications of foreign stocks mitigating a cyclist nature of 

investment activity. 

 

To illustrate profitability in direct investment companies, the income has been calculated in relation to equity. 

Equity is defined here as average equity during the year. Income on Swedish direct investment assets abroad, Iti, 

is defined as 

 

Iti  = R + W + CL – CG – T + I, where    (6) 

 

Iti  = income on Swedish direct investment assets abroad at time t in a country i 
R = income after net financial items  

W = write-downs (net) included in r 

CL = capital losses included in R 

CG = capital gains included in R 

T = tax in Swedish-owned companies abroad 

I = interest on parent company investment loans 

 

The majority of independent variables chosen for regression analysis are represented by ‘objective’ data: GDP at 

market prices in current USD, air distance in km to Sweden, electric power consumption kWh per capita, mobile 

cellular subscriptions per 100 people, fuel exports as % of merchandise exports, high-technology exports in 

current USD, merchandise trade as % of GDP, total tax rate as % of commercial profits and average monthly 

salary in USD.  

 

Few variables are represented by indices that provide subjective measures of different factors of the business 

environment: Economic Freedom Index, Legal Rights Index, Political Stability Index and Government 

Effectiveness Index. These indices are assigned scores that are used as criteria to rank different countries. 

Indices are a perception-based data source. 

 

A dummy variable, when there are only two possible outcomes, has been applied. For analysis, existence of a 

common border with Sweden is coded by 1 and absence, by zero.  

 

Definition of variables and data sources is summarised in Table 2.   

 

4. RESULTS OF THE EMPIRICAL ANALYSIS  

Table 3 summarises the descriptive statistics for independent variables included in the regression analysis while 

correlation coefficients are presented in Table 4. The Pearson correlation is strong between FDI and return on 

capital (0.924), followed by coefficients between FDI and GDP (0.566) and joint border dummy (0.535) 

respectively.  

 

Table 5 is devoted to the regression coefficients of models 1-5, including profitability factor equation (3). These 

models are found to be statistically significant with the following vectors: 

 

FDI1 = -189 + 11.3 (Return on Capital)  

 

FDI2 = -2124 + 10.3 (Return on Capital) + 0.005 (GDP)  

 

FDI3 = -2435 + 8.7 (Return on Capital) + 0.008 (GDP) + 75493 (Joint Border) 

 

FDI4 = -932 + 8.8 (Return on Capital) + 0.011 (GDP) + 71962 (Joint Border) – 0.18 (High Tech Exports) 

 

FDI5 = 2942 + 8.8 (Return on Capital) + 0.011 (GDP) + 74597 (Joint Border) – 0.20 (High Tech Exports) –  224 

(Fuel Exports) 
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Collinearity statistics are satisfactory. The VIF value ranging between 1 and 2 indicates that independent 

variables are not strongly correlated with each other.3 Furthermore, there is no multicollinearity between 

profitability and GDP, which is somewhat surprising. The estimates are also heteroskedastic consistent.5 

 

Coefficients of multiple determinations6 for models derived from equation (3) are presented in Table 6.   

 

In our multiple regression, R Square for ‘Return on Capital’ as a predictor of FDI is 85.4, which means that 

85.4% of variation in the dependent variable, FDI, is explained by the profitability of investments. Furthermore, 

adding GDP and the joint border dummy variable increases the predictive power of the model to 90.4%, which 

is a high figure. Two additional factors were found to be statistically significant via stepwise model inclusion: 

high-technology exports in USD and fuel exports as percentage of merchandise exports. Both variables have a 

negative sign, suggesting an inversely proportional relationship between FDI and these factors. Empirical results 

of our study suggest that Swedish FDI was not streaming into the countries with rich natural resources or with 

high technological development levels. Conversely, profitability of investments appeared to be a key 

determinant of Swedish FDI followed by GDP (a proxy for market size) and a joint border dummy variable (a 

proxy for geographical closeness).  

 

In line with equation (4), the profitability factor was removed from the regression model during the next step of 

the analysis. Besides, such an exercise seems to be logical due to a high correlation between FDI and return on 

capital (0.924). Table 7 provides a summary of the regression coefficients of the models 6-9, where independent 

variables have been entered into equation only when they are statistically significant. Models 6 -9 had the 

following vectors: 

 

FDI6 = 17250 + 0.019 (GDP)  

 

FDI7 = 8089 + 0.020 (GDP) + 201217 (Joint Border)  

 

FDI8 = 27250 + 0.021 (GDP) + 183917 (Joint Border) – 3.56 (Distance) 

 

FDI9 = -56522 + 0.020 (GDP) + 172283 (Joint Border) – 3.57 (Distance) + 1291 (Economic Freedom) 

 

Coefficients of multiple determinations for models derived from equation (4) are presented in Table 8. R Square 

has reduced significantly after removal of the profitability factor. Major predictors of models 6 -9 include GDP, 

joint border dummy, distance to Sweden and economic freedom index. GDP and a joint border with Sweden 

appeared to be the major predictors, explaining 68% of the variation of FDI stock. Furthermore, an additional 

geographical variable has been added to the regression. The sign of the estimated coefficient 𝛽4 (Distance) is 

negative, in line with our expectations. A country which is further from Sweden could expect to get less FDI, 

everything else being equal.  

 

It is interesting to note that the economic freedom factor (being represented by an index) appeared to be 

statistically significant and was added to the equation. This is the first (and only) perception-based variable, that 

was suggested for inclusion in the regression. When four predictors are included in model 9, R Square is equal 

to 0.711. This is an acceptable range, indicating a good overall explanatory power of selected variables for FDI. 

On the other hand, a predictive power of these four variables together is lower than that of profitability factor 

alone (R Square of which is 0.854).    

 

In summary, empirical results of the regression analysis suggest a decisive role of return on capital in predicting 

FDI. When the profitability factor is included into the regression, only 14.6% of the variation in FDI stock is 

due to other sources, such as random error or variables not included in the analysis. Our study therefore provides 

additional support for the literature highlighting the importance of profitability as a determinant of FDI (Kok & 

Ersoy, 2009; Kinda, 2010).  

 

Besides profitability, business opportunities are evidently affected by the size of markets, often represented by 

the GDP of the host countries. According to our study, GDP appeared to be one of the most powerful drivers of 

foreign direct investments. A higher GDP is commonly assumed to imply better market opportunity and greater 

attractiveness for FDI. Empirical evidence from our research gives an indication that Swedish FDI belongs to 

horizontal (or market-seeking) type rather than to vertical (or efficiency-seeking) one.  

 

In the economic literature, Mottaleb & Kalirajan (2010) found that the lower middle-income countries with 

large domestic markets are the preferred destination of FDI. De Angelo et al. (2010) suggested that traditional 
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determinants of FDI might be more important for smaller markets, but for larger economies MNEs might be less 

concerned with short-term fluctuations of economic and political factors and guided more by the size of internal 

market. Torrisi (2015), on the other hand, found that domestic market size in smaller economies may not be 

relevant for foreign investors. In our study, no distinction has been made between the sizes of economies. 

Taking into account the whole portfolio of Swedish FDI in 73 countries, however, GDP is the second most 

significant factor after profitability in explaining investment destination. 

 

We did not find any evidence that infrastructure variables (electricity consumption, mobile subscribers), trade 

openness (merchandise trade), corporate tax rate, and labour cost (monthly salary) are statistically significant 

determinants of Swedish FDI. The findings of the study contradict research papers that assume the above-

mentioned factors are likely to be robust determinants of FDI (see, for example, Asiedu, 2002; Sekkat & 

Veganzones-Varoudakis, 2007; Kok & Ersoy, 2009; Alam et al., 2013).  

 

We suggest that geography is important to explain FDI patterns. In our study, a joint border dummy is positively 

related to FDI stock, compared to distance to Sweden, which has a negative impact; both are statistically 

significant. Variables related to geography are still seldom incorporated into analyses, with few exceptions (see 

Bevan & Estrin, 2004; Becker, 2016).  

 

The economic freedom factor (being represented by an index) appeared to be statistically significant in our 

study when profitability has been removed from the set of independent variables. Our conclusion is in line with 

the findings of Bengoa & Sanches-Robles (2003). They used panel data from 18 Latin American economies to 

show that economic freedom is a determining factor of FDI. It is not clear, however, why an economic freedom 

index was found to be statistically important when other indices included in the study (legal rights index, 

political stability index and government effectiveness index) failed to get support. Our article is not the first to 

exclude the significance of these indices. Alam et al. (2013), for example, did not find any significant 

relationship between political stability and FDI.  

 

The scope of our research paper does not cover an analysis of whether these business climate indices reflect 

reality correctly. Bittlingmayer et al. (2005), for example, claimed that the business climate indices with the best 

outcome explained only 5% of the total variation of the performance. A factor might be very important 

determinant of FDI, but the way we measure it does not allow reality to be captured in the right way. We prefer, 

therefore, to avoid a broader generalisation regarding the non-significance of business climate factors that failed 

to get statistical support in our study. The findings of our research paper can be generalised only after they are 

validated for countries other than Sweden with similar market characteristics. A deeper analysis of indices 

content and measurements criteria is required, as supported by Hallward-Driemeier & Pritchett (2011).   

 

5. CONCLUSIONS: PRACTICAL IMPLICATIONS AND FUTURE RESEACH AGENDA 

Academic research on FDI tends to focus on macroeconomic factors and different indices as proxies describing 

the investment environment. In our article, we included both data on profitability of Swedish FDI as well as 

various economic, institutional and political indicators of the beneficiary countries; both ‘objective’ and 

perception-based variables (indices) have been evaluated.  

 

Empirical results of the study suggest that profitability of investments is a key determinant of Swedish FDI. The 

probability that foreign investors receive returns on their investments is fundamental in their decision to invest 

in a country. The predictive power of the model in our study deteriorates significantly when the profitability 

factor has been removed from the regression. The outcome of analysis suggests that the predictive role of 

profitability is far ahead of predictive capabilities of other variables, explaining 85% of the variation of FDI 

stock. Progress in understanding and measuring profitability in foreign markets can, therefore, be a driving force 

in the analysis of FDI. Future research challenges, in our view, include developing profitability function in a 

detailed factor analysis, which is placed in the business environment of a particular country.  
 

Firms’ executives searching for simple ‘benchmark’ determinants that are crucial for assessment of FDI can 

benefit from the conclusions of our study, especially those regarding the importance of profitability. Analyses of 

historical data on investment returns in a particular country, profitability for peer firms in the region, and 

competitors’ benchmarks can be used to guide managers in their assessment of FDI.   

 

The empirical results also showed that the internal market represented by GDP was indeed a significant 

determinant of Swedish FDI globally; this might be explained by the need of MNEs to gain access to new 

markets. The article’s advice to policy planners engaged in the promotion of FDI in beneficiary countries is to 

try to stimulate their internal markets rather than, for example, tweak fiscal and monetary policies.  
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A joint boarder dummy and distance in kilometres from a potential investor appeared to be significant factors in 

our study. The article suggests focusing more attention on geographical factors and their impact on FDI. While 

it is impossible to change geographical location of the beneficiary country and move it closer to potential 

investor, it might yet be possible to mitigate the distance factor. Future scholars can put efforts to test 

hypotheses exploring how improvement of business logistics, transport and other connection channels can 

reduce transaction costs and minimise the effect of geographical distance on FDI.  

 

Though we do appreciate Tandon’s (2002) assertion that the foreign investor is in business for profit and not for 

development, the inclusion of economic freedom by our study in the statistically significant set of determinants 

emphaises the importance of business climate for MNEs. Our empirical results extend the conclusions of 

various authors on the determinants of FDI by validating the role of a non-traditional determinant of FDI such as 

economic freedom. But there is a need to deepen and broaden understanding of the content and dynamics of 

economic freedom, including its impact on firms and particular projects.  

 

Concerning policy recommendations, the findings of the article offer some guidance for public authorities on 

factors that have an impact on foreign investors.  According to the World Bank Group (2010), in the past five 

years about 85% of economies have made it easier to do business by reforming business regulation. Our study 

suggests that reforms aimed at improving investment climate in the beneficiary countries may not be efficient if 

we fail to understand the connection between business environment and profitability of a particular project. 

 

Specific proxy variables and indices are very important in searching for FDI trends. However, these quantitative 

estimates capture only a few aspects of the qualitative nature of different phenomena and there is a certain 

probability of risk in obtaining wrong results. Continuing work by the research community should target 

improvements in the methodology and validation of such proxies and indices.  

 

Our study does not consider possible differences that might occur between emerging markets and developed 

countries as investments’ destinations. There may be also variations within regions, causing particularities in 

explanations of FDI determinants. It would be interesting to determine whether Swedish FDI had the same 

determinants in developed countries and in the emerging markets. If such a difference exists, there is a need for 

additional support measures from public policy authorities which are attempting to attract FDI into these 

investment destinations.  

 

The article’s scope is limited to an examination of how firms already in operation made FDI. Do we have a 

miss-match between what investors have been looking for and what they have found when operations started in 

the host countries? The question of whether there is a difference between hypothetical expectations of foreign 

investors and the reality of daily operations in the host countries, is also awaiting future investigation.     

 

The findings of the article have certain implications for company managers, policy-makers and academic 

researchers. This paper extends the knowledge on FDI determinants by emphasising the profitability factor and 

highlights the importance of a more nuanced interaction between macro-economic and political variables on the 

one hand and profitability of a particular project on the other.  
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NOTES 
1 The Riksbank, Sweden's central bank, used to prepare a "Balance of Payments" including the data on FDI. 

Since 1st September 2007, the data has been assembled by Statistics Sweden (SCB) on behalf of the Riksbank. 

Publicly available data on FDI can be acquired through www.scb.se. The empirical data, analysed in this study, 

is slightly different compared to the publicly available statistics. Firstly, it is more detailed per country. 

Secondly, there is a difference in definitions of FDI and return on capital in this study compared to publicly 

available statistics (see §3.2. Definition of variables and data sources). According to publicly available data, the 

value of Swedish FDI, for example, was SEK 2 824 billion at the end of 2014 (Statistics Sweden, 2015). 

However, according to the broader definition of FDI utilised in our study, the corresponding figure of Swedish 

FDI is SEK 2 897 billion.  

 
2 Statistics Sweden provided detailed data for Swedish FDI for the period 2003-2014. The data for profitability 

is, however, limited to 2007-2014 due to changes in methodology. We performed regression analysis applying 

FDI stock average as a dependent variable for the periods 2003-2014 and 2007-2014, leaving the other 
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independent variables unchanged. There is no material difference which can lead to disparity in conclusions 

when results for the two periods 2003-2014 and 2007-2014 are compared. In the article we present the 

regression model for FDI stock average for the period 2007-2014.  

3 Multicollinearity exists when independent variables are correlated. Correlated independent variables make it 

difficult to make inferences about the individual regression coefficients and their individual effects on the 

dependent variables. It is common to use the variance inflation factor (VIF). A VIF greater than 10 is considered 

unsatisfactory, indicating that the independent variable should be removed from the analysis. 

 
4 The null hypothesis is 𝐻0 : 𝛽1 = 𝛽2 = … = 𝛽15 = 0. If the null hypothesis is true, it implies the regression 

coefficients are all zero and, logically, are of no use in estimating the depending variable FDI. The alternative 

hypothesis is  𝐻1 : Not all 𝛽 are = 0. 

 
5 Heteroscedasticity refers to the circumstance in which the variance associated with the residuals of the 

dependent variable is not homogenous across the range of values of independent variables. A test of 

heteroscedasticity of error terms determines whether a regression model's ability to predict a dependent variable 

is consistent across all values of that dependent variable. In the study, regression residuals were analysed 

through histogram and scatterplot.  

 
6 Co-efficient of multiple determinations is defined as the percent of variation in the dependent variable 

explained, or accounted for, by the independent variable. It can range from 0 to 1. A value near 0 indicates little 

association between set of independent variables and the dependent variable. A value near 1 means a strong 

association. 

 
7 The Durbin-Watson statistic measures autocorrelation, when successive residuals are correlated. The value of 

the Durbin-Watson statistic can range from 0 to 4. The value of 2 means no autocorrelation. In our study, there 

is no time series data, and autocorrelation risk between data on different countries is low. However, a formal test 

was performed validating hypothesis regarding absence of autocorrelation.  

 

APPENDIX 

 

Chart 1. “Swedish FDI and GDP at market prices, SEK bln, 2007-2014” 

 

 

 
 

Source: Author’s calculation based upon data from Statistics Sweden (2015) and www.scb.se 
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Table 1: “List of 73 countries – recipients of Swedish FDI – that have been included into analysis”  

 

Algeria Argentina Australia Austria 

Bahamas Belgium Bosnia and Herzegovina Botswana 

Brazil Bulgaria Canada Chile 

China Colombia Croatia Cyprus 

Czech Republic Denmark Ecuador Egypt 

Estonia Finland France Germany 

Greece Hong Kong Hungary Iceland 

India Indonesia Ireland Israel 

Italy Japan Kazakhstan Kenya 

Korea, South Latvia Lithuania Luxembourg 

Malaysia Mexico Morocco Netherlands 

New Zealand Norway Panama Peru 

Philippines Poland Portugal Romania 

Russia Saudi Arabia Serbia Sierra Leone 

Singapore Slovak Republic Slovenia South Africa 

Spain Sri Lanka Switzerland Taiwan 

Thailand Turkey Ukraine United Arab Emirates 

United Kingdom United States Uruguay Venezuela 

Vietnam    

 

 

Chart 2. “Profitability of Swedish FDI abroad and Profitability of Foreign Investments in Sweden,                       

in %, 2007-2014” 

 

 

 
 

Source: Author’s calculation based upon data from Statistics Sweden (2015) 
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Table 2 “Definition of Variables and Data Sources”  

 

N Variable Definition of 

variables 

Time 

period 

Data source 

1 Swedish FDI FDI stock per 

country in MSEK  

Average 

2007-2014  

The data was provided by Statistics Sweden for 

research purposes 

 

2 Return on 

Capital 

Return on capital 

in MSEK  

Average 

2007-2014 

The data was provided by Statistics Sweden for 

research purposes 

 

3 GDP GDP at market 

prices (current 

USD)   

Average 

2007-2014 

World Development Indicators Metadata 

http://data.worldbank.org/indicator/NY.GDP.MKTP.C

D 

 
4 Joint Boarder 

dummy 

Existence of joint 

border 1; non-

existence 0 

Current 

status 

 

5 Distance 

Between 

Countries 

Air distance in km 

to Sweden, not 

driving distance 

Current 

status 

http://www.distancefromto.net/distance-from-united-

arab-emirates-to-sweden 

 

6 Electric 

Power 

Consumption 

Electric power 

consumption 

(kWh per capita)  

Average 

2007-2013 

 

World Development Indicators Metadata 

http://data.worldbank.org/indicator/EG.USE.ELEC.K

H.PC 

7 Mobile 

Subscribers 

Mobile cellular 

subscriptions (per 

100 people) 

Average 

2007- 

2014 

 

World Development Indicators Metadata 

http://data.worldbank.org/indicator/IT.CEL.SETS.P2/c

ountries 

8 Fuel Exports Fuel exports (% 

of merchandise 

exports)  

Average  

2007- 

2014 

World Development Indicators Metadata 

http://data.worldbank.org/indicator/TX.VAL.FUEL.ZS

.UN 

9 High 

Technology 

Exports 

High-technology 

exports (current 

USD)  

Average  

2007- 

2014 

World Development Indicators Metadata 

http://data.worldbank.org/indicator/TX.VAL.TECH.C

D/countries 

10 Merchandise 

trade 

Merchandise trade 

(% of GDP)  
Average  

2007- 

2014 

World Development Indicators Metadata 

http://data.worldbank.org/indicator/TG.VAL.TOTL.G

D.ZS/countries 

11 Tax Rate Total tax rate (% 

of commercial 

profits) 

Average 

2013-2014 
World Development Indicators Metadata 

http://data.worldbank.org/indicator/IC.TAX.TOTL.CP.

ZS 

12 Monthly 

Salary 

Average Monthly 

Disposable Salary 

(Net After Tax), 

in USD 

Average 

2013-2014 

http://www.numbeo.com/cost-of-

living/prices_by_country.jsp?displayCurrency=USD&

itemId=105 

13 Economic 

Freedom 

Index 

Measures 

economic 

freedom (the 

higher score, the 

better) 

Average  

2007- 

2014 

http://www.heritage.org/index/explore?view=by-

region-country-year 

14 Legal Rights 

Index 

Strength of legal 

rights index 

(0=weak to 

12=strong)  

Average  

2013- 

2014 

World Bank, Doing Business project  

http://www.doingbusiness.org/ 

 

15 Political Measures political Average The Worldwide Governance Indicators (WGI) project 

http://www.businessjournalz.org/efr
http://data.worldbank.org/indicator/NY.GDP.MKTP.CD
http://data.worldbank.org/indicator/NY.GDP.MKTP.CD
http://www.distancefromto.net/distance-from-united-arab-emirates-to-sweden
http://www.distancefromto.net/distance-from-united-arab-emirates-to-sweden
http://data.worldbank.org/indicator/EG.USE.ELEC.KH.PC
http://data.worldbank.org/indicator/EG.USE.ELEC.KH.PC
http://data.worldbank.org/indicator/IT.CEL.SETS.P2/countries
http://data.worldbank.org/indicator/IT.CEL.SETS.P2/countries
http://data.worldbank.org/indicator/TX.VAL.FUEL.ZS.UN
http://data.worldbank.org/indicator/TX.VAL.FUEL.ZS.UN
http://data.worldbank.org/indicator/TX.VAL.TECH.CD/countries
http://data.worldbank.org/indicator/TX.VAL.TECH.CD/countries
http://data.worldbank.org/indicator/TG.VAL.TOTL.GD.ZS/countries
http://data.worldbank.org/indicator/TG.VAL.TOTL.GD.ZS/countries
http://data.worldbank.org/indicator/IC.TAX.TOTL.CP.ZS
http://data.worldbank.org/indicator/IC.TAX.TOTL.CP.ZS
http://www.numbeo.com/cost-of-living/prices_by_country.jsp?displayCurrency=USD&itemId=105
http://www.numbeo.com/cost-of-living/prices_by_country.jsp?displayCurrency=USD&itemId=105
http://www.numbeo.com/cost-of-living/prices_by_country.jsp?displayCurrency=USD&itemId=105
http://www.heritage.org/index/explore?view=by-region-country-year
http://www.heritage.org/index/explore?view=by-region-country-year
http://www.doingbusiness.org/
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Stability 

Index 

stability ranges 

from 0 (lowest) to 

100 (highest rank) 

2007-2014 http://info.worldbank.org/governance/wgi/index.aspx#

home 

16 Government 

Effectiveness 

Index 

Measures quality 

of public services 

ranges from 0 

(lowest) to 100 

(highest rank) 

Average 

2007-2014 

The Worldwide Governance Indicators (WGI) project 

http://info.worldbank.org/governance/wgi/index.aspx#

home 

 

Table 3: “Descriptive Statistics for Independent Variables” 

 

Variables  Mean Std. Deviation N 

Swedish FDI  34185.45 71075.544 73 

Return on Capital  3049.47 5826.359 73 

GDP  882273.41 2095412.627 73 

Joint Border dummy .04 .200 73 

Distance Between Countries  5278.85 4150.080 73 

Electric Power Consumption 5885.52 6752.804 73 

Mobile Subscribers 113.25 26.543 73 

Fuel Exports  16.2772 23.54740 73 

High Technology Exports  25827.69 60824.779 73 

Merchandise Trade  77.5264 55.74957 73 

Tax Rate  41.46 17.895 73 

Monthly Salary  1354.79 1130.482 73 

Economic Freedom Index 65.7959 9.89780 73 

Legal Rights Index 5.4429 2.55921 73 

Political Stability Index 55.4330 27.43870 73 

Government Effectiveness Index 69.3771 22.67760 73 

 

Table 4: “Pearson Correlation Coefficients between the Variables” 

 

N 
VARIA-
BLES 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 

1 Swedish 

FDI  
1 .924 .566 .535 -.291 .311 .086 -.050 .299 -.079 .013 .481 .336 .165 .328 .431 

2 Return 

on 

Capital  

.924 1 .479 .471 -.285 .290 .105 -.001 .340 -.012 .048 .458 .293 .088 .316 .401 

3 
GDP .566 .479 1 -.053 .065 .117 -.178 -.075 .662 -.224 .182 .234 .111 .160 .017 .172 

4 Joint 

Boarder 

dummy 

.535 .471 -.053 1 -.237 .297 .108 .103 -.064 -.079 -.069 .295 .175 .100 .271 .268 

5 
Distance 

Between 

Countries 

-.291 -.285 .065 -.237 1 -.229 -.181 .050 .023 -.115 .119 -.172 -.032 .052 -.234 -.182 

6 Electric 

Power 

Consump

-tion 

.311 .290 .117 .297 -.229 1 .165 .017 .043 .031 -.199 .553 .409 .096 .515 .510 

7 Mobile 

Subscrib-

ers 

.086 .105 -.178 .108 -.181 .165 1 .089 -.172 .,511 -.148 .306 .349 -.042 .,418 .339 

http://www.businessjournalz.org/efr
http://info.worldbank.org/governance/wgi/index.aspx#home
http://info.worldbank.org/governance/wgi/index.aspx#home
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8 Fuel 

Exports 
-.050 -.001 -.075 .103 .050 .017 .089 1 -.168 -.102 .065 -.091 -.304 -.278 -.296 -.353 

9 High 

Technolo

-gy 

exports 

.299 .340 .662 -.064 .023 .043 -.172 -.168 1 .034 .155 .237 .088 .047 .047 .207 

10 Merchan-

dise 

Trade 

-.079 -.012 -.224 -.079 -.115 .031 .511 -.102 .034 1 -.291 .182 .383 .144 .335 .274 

11 
Tax Rate  .013 .048 .182 -.069 .119 -.199 -.148 .065 .155 -.291 1 -.262 -.398 -.184 -.279 -.266 

12 Monthly 

Salary  
.481 .458 .234 .295 -.172 .553 .306 -.091 .237 .182 -.262 1 .711 .171 .659 .766 

13 Econo-

mic 

Freedom 

Index 

.336 .293 .111 .175 -.032 .409 .349 -.304 .088 .383 -.398 .711 1 .483 .712 .870 

14 Legal 

Rights 

Index 

.165 .088 .160 .100 .052 .096 -.042 -.278 .047 .144 -.184 .171 .483 1 .266 .298 

15 Political 

Stability 

Index 

.328 .316 .017 .271 -.234 .515 .418 -.296 .047 .335 -.279 .659 .712 .266 1 .771 

16 Govern-

ment 

Effective

-ness 

Index 

.431 .401 .172 .268 -.182 .510 .339 -.353 .207 .274 -.266 .766 .870 .298 .771 1 

 

Table 5: “Summary of the Regression Coefficients of the Models 1-5 (including Profitability Variable)”  

 

Model 

Unstandardized 

Coefficients 

t Sig. 

Collinearity Statistics 

B Std. Error Tolerance VIF 

1 (Constant) -188.773 3620.294 -.052 .959     

Return on Capital  11.272 .554 20.365 .000* 1.000 1.000 

2 (Constant) -2124.066 3441.762 -.617 .539     

Return on Capital  10.338 .591 17.500 .000* .770 1.298 

GDP .005 .002 3.302 .002* .770 1.298 

3 (Constant) -2435.537 3019.740 -.807 .423     

Return on Capital  8.670 .629 13.794 .000* .524 1.910 

GDP  .008 .002 5.198 .000* .671 1.490 

Joint Border dummy 75493.204 16103.679 4.688 .000* .678 1.475 

4 (Constant) -932.271 2862.396 -.326 .746     

Return on Capital  8.802 .590 14.931 .000* .521 1.919 

GDP  .011 .002 6.440 .000* .456 2.191 

Joint Border dummy 71962.412 15106.760 4.764 .000* .674 1.483 

High Technology Exports -.179 .055 -3.287 .002* .558 1.793 

5 (Constant) 2942.048 3325.548 .885 .379     

Return on Capital  8.791 .575 15.298 .000* .521 1.919 

GDP  .011 .002 6.705 .000* .455 2.197 

Joint Border dummy 74596.797 14775.281 5.049 .000* .670 1.493 

High Technology Exports  -.197 .054 -3.662 .000* .545 1.837 

Fuel Exports  -224.138 104.710 -2.141 .036** .961 1.041 

* Significant at 1%, ** Significant at 5%, *** Significant at 10% 
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Table 6: “Coefficients of Multiple Determinations for Models 1-5”  

 

Model R R Square 

Adjusted R 

Square 

Std. Error of the 

Estimate Durbin-Watson7 

1 .924a .854 .852 27364.244  

2 .935b .874 .870 25634.818  

3 .951c .904 .900 22486.083  

4 .958d .917 .912 21040.668  

5 .960e .923 .917 20507.472 1.924 

a. Predictors: (Constant), Return on Capital 

b. Predictors: (Constant), Return on Capital, GDP  

c. Predictors: (Constant), Return on Capital, GDP, Joint Border dummy 

d. Predictors: (Constant), Return on Capital, GDP, Joint Border dummy, High Technology Exports  

e. Predictors: (Constant), Return on Capital, GDP, Joint Border dummy, High Technology Exports, 

Fuel Exports  

 
Table 7: “Summary of the Regression Coefficients of the Models 6-9 (excluding Profitability Variable)” 

 

Model 

Unstandardized 

Coefficients 

t Sig. 

Collinearity Statistics 

B Std. Error Tolerance VIF 

6 (Constant) 17249.897 7501.776 2.299 .024     

GDP  .019 .003 5.784 .000* 1.000 1.000 

7 (Constant) 8089.031 5623.001 1.439 .155     

GDP  .020 .002 8.290 .000* .997 1.003 

Joint Border dummy 201216.867 25550.096 7.875 .000* .997 1.003 

8 (Constant) 27250.205 8389.218 3.248 .002     

GDP  .021 .002 8.886 .000* .994 1.006 

Joint Border dummy 183916.506 24936.656 7.375 .000* .942 1.061 

Distance Between 

Countries  
-3.557 1.202 -2.960 .004* .941 1.063 

9 (Constant) -56522.347 32103.195 -1.761 .083     

GDP  .020 .002 8.881 .000* .979 1.021 

Joint Border dummy 172283.024 24263.410 7.101 .000* .913 1.096 

Distance Between 

Countries  
-3.567 1.151 -3.099 .003* .941 1.063 

Economic Freedom 

Index 
1291.108 479.038 2.695 .009* .955 1.047 

* Significant at 1%, ** Significant at 5%, *** Significant at 10% 
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Table 8: “Coefficients of Multiple Determinations for Models 6-9”  

 

Model R R Square 

Adjusted R 

Square 

Std. Error of the 

Estimate Durbin-Watson7 

6 .566a .320 .311 59010.785  

7 .800b .640 .629 43275.082  

8 .825c .680 .666 41059.244  

9 .843d .711 .694 39313.476 1.902 

a. Predictors: (Constant), GDP 

b. Predictors: (Constant), GDP, Joint Border dummy 

c. Predictors: (Constant), GDP, Joint Border dummy, Distance Between Countries  

d. Predictors: (Constant), GDP, Joint Border dummy, Distance Between Countries, Economic 

Freedom Index 
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