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Abstract 
Several empirical studies have demonstrated how trade facilitation – i.e. the simplification and 
harmonization of international trade procedures – increases both trade volumes and the number of 
products traded. How trade facilitation affects other areas of economic activity has, however, 
received much less attention. In this paper, we focus on the potential impact of trade facilitation 
on foreign direct investment. A growing number of studies have emphasized the complementary 
relationship between trade and investment, suggesting that reductions in inefficient trade 
procedures may also be an effective policy for attracting foreign direct investment. We 
empirically analyze this issue by estimating a gravity model of bilateral foreign direct investment 
taking into account trade procedures in the investment-receiving country. We make use of 
Eurostat data on foreign direct investment flows from the EU members to a large number of 
developed and developing countries. Trade procedures are proxied by the time in days required to 
import (and export) obtained from the World Bank’s Doing Business Database. Our preliminary 
results suggest that countries with more inefficient trade procedures receive less foreign direct 
investment, lending support to the complementarities between trade and investment. Interestingly, 
the estimated negative coefficients are in absolute terms smaller in economically larger countries. 
This is consistent with a theoretical explanation where larger economies attract more market-
seeking investments, which in turn are expected to be less sensitive to trade procedures. 
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1 Introduction 

Trade facilitation, i.e. loosely speaking reducing red tape at the border, has received a lot of 

attention in trade policy circles lately. A relatively large research literature (for an overview, see 

Persson 2012a) has been able to show that simplification and harmonization of international trade 

procedures has the potential to increase both trade volumes and the number of products traded. 

How trade facilitation affects other areas of economic activity has, however, received much less 

attention. In this paper, we focus on the potential impact of trade facilitation on foreign direct 

investment. A growing number of studies have emphasized the complementary relationship 

between trade and investment, suggesting that reductions in inefficient trade procedures may also 

be an effective policy for attracting foreign direct investment. We empirically analyze this issue 

by estimating a gravity model of bilateral foreign direct investment taking into account trade 

procedures in the investment-receiving country. We make use of Eurostat data on foreign direct 

investment flows from the EU members to a large number of developed and developing countries. 

Trade procedures are proxied by the time in days required to import (and export) obtained from 

the World Bank’s Doing Business Database. Our preliminary results suggest that countries with 

more inefficient trade procedures receive less foreign direct investment, lending support to the 

complementarities between trade and investment. Interestingly, the estimated negative 

coefficients are in absolute terms smaller in economically larger countries. This is consistent with 

a theoretical explanation where larger economies attract more market-seeking investments, which 

in turn are expected to be less sensitive to trade procedures. 

The remainder of the paper is organized as follows. In Section 2, we define trade 

facilitation in a more thorough fashion, and then discuss how it can be measured empirically and 

what the connection is to foreign direct investment. In Section 3, we outline the econometric 

strategy, and Section 4 contains the regression results. Section 5, lastly, summarizes the main 

points and outlines which conclusions that can be drawn. 

 

2 Trade Facilitation 

2.1 Definition and Measurement 

The term trade procedures refers to customs practices and documentary requirements that are 

imposed on goods crossing national borders. Customs practices cover routines like the use of 

information technology, use of computerized container scanning, risk management techniques, 
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degree of reliance on importing and exporting firms, skill level among staff, bureaucratic 

structures and extent of corruption. Documentary requirements consist, for example, of insurance 

certificate, certificate of conformity with product standards, carrier declaration and certificate of 

origin.  

Inefficient import and export procedures give rise to direct costs to trading firms because 

they will have to devote resources to complying with the procedures rather than directly 

productive activities. However, there are also large indirect costs involved because of the delays 

that are the result of unnecessarily complex procedures. These costs may arise in several ways. 

The most straightforward reason is that there may be depreciation costs, either because products 

quickly lose their market value – examples include fashion and advanced technology – or in terms 

of physical depreciation. Delays also cause costs for international traders because companies have 

to keep goods in store instead of just being able to quickly ship them. Long delays are also 

associated with increased uncertainty about delivery times, which means that companies may be 

unable to take advantage of business and export opportunities and will be unable to use modern 

just-in-time production techniques.  

To illustrate empirically the barriers caused by trade procedures, we use the number of 

days it takes to comply with all necessary trade procedures. The data comes from the World 

Bank’s (2010) Doing Business Database. In the Trading across borders section of this survey, 

local freight forwarders, shipping lines, customs brokers, port officials and banks are asked about 

how much time it would take for a hypothetical trading firm to comply with all the necessary 

procedures to export or import a well-defined, standardized good.1 The procedures range from the 

factory gate to the departure from the port of exit for export goods and from the arrival at the port 

of entry to the delivery at the importer’s warehouse for import goods. The same measure has been 

used by, for instance, Djankov et al (2010), Martínez-Zarzoso and Márquez-Ramos (2008), 

Persson (2008) and Persson (2010).  

As outlined above, inefficient trade procedures give rise to both direct and indirect costs. 

We argue that since the time delays that are caused by trade procedures reasonably must be very 

correlated with the procedures’ degree of complexity and inefficiency, this measure should do a 

good job of capturing both types of costs.  

                                                      
1 The hypothetical trading firm, that is a private limited liability company, fully domestically owned with a 
minimum of 60 employees, is located in the country’s most populous city but does not operate within an 
export processing zone (EPZ) or an industrial estate with special export or import privileges. The good is 
assumed to be non-hazardous, not to include any military arms or equipment, not to require refrigeration or 
any special environment, nor any special phytosanitary or environmental safety standards, and to be 
shipped in a dry-cargo, 20-foot, full container load. Trade is assumed to take place by ocean transportation. 
For more specifics, see World Bank (2010), or Djankov et al. (2010). 
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While data from the Doing Business Database has been used in several studies, it is 

important to point out that the data is not ideal. First, the data does not differentiate between 

products, between different destination or origin countries or between large and small firms, even 

though, of course, such differences are likely to exist. Another problem is that there is (in 

practice) little real time series variation, which means that the researcher must primarily rely on 

the cross-sectional variation between countries. Econometrically, this makes controlling for 

unobserved heterogeneity much more difficult, and, obviously, it also makes it a lot harder to 

draw conclusions on causality rather than correlation. These issues all pose problems for the 

empirical analysis, but it should be emphasized that no other available data is better on these 

accounts, and the possible alternative data sources also tend to have poorer geographical 

coverage. 

2.2 Previous Research 

The literature on how trade facilitation affects international trade is relatively large. Using various 

ways to define and measure trade facilitation and to estimate its results – and focusing on various 

geographical areas – a number of empirical papers have confirmed the expected negative effects 

from inefficient trade procedures on aggregated trade volumes. For example, Djankov et al. 

(2010) find that for every additional day that a product is delayed, trade is reduced by at least 1 

percent. Other papers in this literature include Wilson et al. (2003; 2005), Nordås et al. (2006), 

Soloaga et al. (2006), Iwanow and Kirkpatrick (2007; 2009), Lee and Park (2007), Persson 

(2008), Shepherd and Wilson (2009) and Bourdet and Persson (2012). Using less aggregated data 

on trade volumes, Sadikov (2007) and Martínez-Zarzoso and Márquez-Ramos (2008) have 

illustrated that export volumes of differentiated products are more sensitive to trade procedures 

than export volumes of homogeneous goods. 

While there are now several studies of volume effects, there are still few studies which 

investigate the effects of trade facilitation on the extensive margin of trade. Using similar 

empirical setups by employing the number of exported products as a measure of the extensive 

margin, Dennis and Shepherd (2011) and Persson (2012) both find evidence that inefficient trade 

procedures is associated with fewer export products. Persson (2012) further illustrates that this 

negative effect is more pronounced for differentiated products than it is for homogeneous goods. 

Shepherd (2010) focuses on geographical diversification rather than product diversification, and 

concludes that trade facilitation also has the potential to increase the number of export markets. 

As evidenced by the brief review above, we know fairly much about the relationship 

between trade facilitation and international trade, and it is safe to say that trade facilitation has 

been established as one of the available trade policy tools for countries wishing to expand and 
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diversify their trade. When it comes to the relationship between trade facilitation and foreign 

direct investment, however, the situation is very different. The idea that the two could plausibly 

be linked was raised by Engman (2005), but as far as we are aware there is to date no empirical 

research at all looking at this relationship.    

2.3 Trade Facilitation and FDI 

On a theoretical basis, the effect of trade facilitation on FDI is ambiguous. This has to do with the 

motivations for FDI and its relationship with trade. The theoretical literature has identified two 

main categories of FDI: horizontal and vertical. Horizontal FDI – when the multinational firm 

replicates its production activity in multiple countries – is designed to serve foreign customers 

and can be viewed as a substitute to exports. This type of FDI is affected by factors such as 

market size and trade costs where higher transport costs or trade barriers increase the incentives 

for the multinational firm to choose FDI over export as a mode to reach foreign markets.2 In the 

case of horizontal FDI, inefficient trade procedures would thus increase the probability of the firm 

choosing FDI over exports, while trade facilitation would have the opposite effect.  

On the other hand, vertical FDI – when the multinational firm fragments the production 

process internationally – may induce trade. Vertical FDI stems from comparative-advantage 

reasons where stages of production are located in different countries based on where they can be 

done at lowest costs. As this will be accompanied by trade (in possibly both intermediate and 

final goods) between the parent company and its foreign affiliates, trade and FDI can in this case 

be seen as complementary activities.3 Similarly, additional motives such as export-platform FDI - 

when FDI is placed into a host-country for the purpose of exporting to neighboring third countries 

– are also expected to be positively associated with trade. In these cases, the existence of efficient 

and predictable procedures at the border should have a positive effect on FDI. 

In reality, the strategies of multinational firms are complex and could entail several 

motives, making it difficult to establish an exact relationship between FDI and trade. Empirically, 

there seems to be a strong positive correlation between the two (e.g., Chakrabati, 2001, and 

Neary, 2009)4 and some studies emphasize that this is likely a two-way relationship (see, e.g., 

Aizenman and Noy, 2005).  

 
                                                      
2 Horizontal FDI can be modeled as a proximity-concentration trade-off where FDI occurs instead of 
exports when the benefits of avoiding trade costs outweigh the losses of not being able to exploit scale 
economies (by concentrating production in the home country). See Brainard (1997). 
3 See, e.g., Helpman (1984) and Baltagi et al (2007). 
4 The positive correlation between FDI and trade appears despite the fact that 
ost empirical studies also tend to find stronger support for horizontal motives for FDI compared to vertical 
motives (reference). 
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Since it is plausible that the nature of the relationship between trade procedures and FDI 

depends on the type of FDI, we want to incorporate this difference into the empirical analysis. 

Specifically, we want to test the following hypotheses. First, given the theoretical background, the 

effect of trade procedures on vertical FDI should be negative. Second, the effect of trade 

procedures on horizontal FDI is less certain and could be negative or positive, but at any rate, the 

effect should be less negative than the effect on vertical FDI.  

A problem with testing these hypotheses is that there is no definitive way to separate 

horizontal and vertical FDI. In the empirical analysis, we will approach this problem by using the 

market size of the host country as a proxy for the type of FDI. Specifically, we will assume that 

the larger the host market – as measured by GDP – is, the more probable is it that the FDI is 

horizontal rather than vertical. Correspondingly, we expect that FDI to small markets should be 

negatively associated with the export procedures of the host country. We further expect that FDI 

to large markets should be less negatively associated with the host country’s export procedures 

than FDI to small markets.  

3 Empirical Strategy  

To investigate the impact of cumbersome cross-border export procedures on FDI, we use 

unbalanced panel data on bilateral FDI flows from the EU27 countries to a large number of 

developed and developing countries. We follow previous studies of FDI and employ a gravity 

framework.5 Our baseline model to be estimated is: 

 

(1) 𝐹𝐷𝐼𝑖𝑗𝑡 = exp(𝛽1)𝐷𝑎𝑦𝑠𝑗𝑡
𝛽2𝐺𝐷𝑃𝑖𝑡

𝛽3𝐺𝐷𝑃𝑗𝑡
𝛽4𝑃𝑂𝑃𝑖𝑡

𝛽5𝑃𝑂𝑃𝑗𝑡
𝛽6𝐷𝑖𝑠𝑡𝑖𝑗

𝛽7 

exp�𝛽8𝐵𝑜𝑟𝑑𝑒𝑟𝑖𝑗 + 𝛽9𝐿𝑎𝑛𝑔𝑢𝑎𝑔𝑒𝑖𝑗 + 𝛽10𝐶𝑜𝑙𝑜𝑛𝑦𝑖𝑗� exp(𝜇𝑖 + 𝜆𝑡)𝜀𝑖𝑗𝑡  
 

where FDIijt is the flow of FDI from the investing country i to host country j in year t. The FDI 

data are taken from Eurostat and we use bilateral net FDI outflows from 27 investing EU 

countries to a total number of 198 host countries as our dependent variable. The data contain a 

large amount of missing values (24 percent of all observations). As for the remaining non-missing 

observations, these constitute both positive, zero and negative flows (65, 26 and 7 percent of all 

                                                      
5 Blonigen and Piper (2011) show that traditional gravity variables are the most important factors for 
explaining FDI activity. Theoretical foundations for the gravity framework for FDI are found in, for 
example, Carr et al (2001) and Bergstrand and Egger (2007). 
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observations respectively).6 While we address ways of handling zero values, the negative flows 

are difficult to interpret and therefore dropped in the empirical analysis. 

The explanatory variable of main interest is Daysjt. This variable measures the number of 

days it takes to comply with all relevant export procedures in the exporting host country. As 

discussed above, this measure should to a large degree capture the costs inflicted on traders by 

inefficient procedures. The other explanatory variables include the source and host countries’ 

GDP and population, the distance in kilometres between the largest cities in the importing and 

exporting country respectively, and dummy variables taking the value one if the trading countries 

have a common border, the same official language or a joint colonial history. μi is a specific effect 

for every investing country and λt  is a specific effect for every year. εijt is a disturbance term. For 

data sources and details concerning the construction of variables, see Table 1 in the Appendix. 

We use a fixed effects Poisson Pseudo-Maximum-Likelihood (PPML) estimation of the 

equation in its original multiplicative form. This solution was first suggested by Santos Silva and 

Tenreyro (2006), who noted that this estimator has two advantages over the traditional approach 

of making the model linear by taking logarithms and then estimating it by a Least Squares (LS) 

estimator. First, the PPML estimator can be used on the model in its original multiplicative form, 

implying that the observations with zero FDI flows do not have to be dropped. Given that the 

value of FDI is zero for a lot of the observations in our dataset, this is particularly relevant. 

Second, the PPML estimator is consistent, even in the presence of heteroskedasticity. This is not 

true for the LS estimator. To test the robustness of the results, we also use a negative binomial 

model, which is the most common alternative to the Poisson model. This model has the advantage 

of being less restrictive, since it does not assume that the mean equals the variance. In addition, 

we consider the underlying location decision by the use of a binary choice model (probit).7 

It is important to notice that while we do have access to data for six years (2005-2010), 

there is in practice not much time-series variation in the Doing Business Data, implying that we 

must primarily rely on cross-sectional variation to capture the effects of inefficient trade 

procedures on FDI flows. This reduces the options when it comes to controlling for unobserved 

heterogeneity. In a panel gravity model, one would normally want to include both source and host 

country fixed effects. While our baseline setting does include fixed effects of the investing 

                                                      
6 As for the zero observations, these could be due to no FDI actually taking place or to the FDI flow being 
too small to be reported. Negative signs are due to disinvestment, e.g., when the investor sells shares or 
pays back loans. 
7 Another alternative to the PPML estimation would be to follow Helpman et al (2008), who propose using 
a form of sample selection estimation to solve the problem of zero FDI flows being dropped. While 
theoretically appealing, this method introduces the new difficulty of finding a suitable exclusion restriction 
for identification of the second-stage equation. This is in practice quite difficult to do. 
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country, we leave out host country fixed effects since they would capture almost all of the trade 

procedure effects which we are trying to assess. However, we stress that the cross-sectional 

nature of the data must be kept in mind when interpreting the results. 

 

4 Empirical Results 

4.1 Vertical vs. horizontal FDI  

Results below to be discussed... 
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Table 1. Regression results from Poisson estimations 

 

Two types 
of markets  

Three types 
of markets  

Four types 
of markets  

Five types 
of markets 

All markets 
 

GDP source -2.420 -1.910 -1.872 -1.801 -2.463 

 
(0.228) (0.373) (0.386) (0.427) (0.221) 

Population source 11.33** 11.86** 11.39** 11.77** 11.73** 

 
(0.0316) (0.0368) (0.0439) (0.0373) (0.0263) 

GDP host 0.768*** 0.684*** 0.700*** 0.634*** 0.417*** 

 
(0) (0) (0) (0) (0.00657) 

Population host -0.354*** -0.198*** -0.222*** -0.158* -0.328*** 

 
(0.000159) (0.00770) (0.00489) (0.0647) (0.000150) 

Distance -0.634*** -0.661*** -0.647*** -0.660*** -0.624*** 

 
(0) (0) (0) (0) (0) 

Contiguity -0.0794 -0.244 -0.244 -0.290* -0.0966 

 
(0.658) (0.177) (0.179) (0.0974) (0.564) 

Common language 0.215 0.399* 0.429* 0.476** 0.250 

 
(0.347) (0.0791) (0.0540) (0.0372) (0.262) 

Colony 0.782*** 0.721*** 0.712*** 0.738*** 0.829*** 

 
(0) (3.15e-06) (9.27e-07) (1.60e-07) (0) 

Time to export -0.615*** -0.924*** -1.077*** -1.187*** -4.512*** 

 
(0.00387) (0) (0) (0) (4.73e-06) 

Time to export * largest market 0.190 
    

 
(0.210) 

    Time to export * largest market 
 

0.527*** 
   

  
(0) 

   Time to export * largest market 
  

0.685*** 
  

   
(0) 

  Time to export * largest market 
   

0.791*** 
 

    
(0) 

 Time to export * Host gdp 
    

0.154*** 

     
(1.62e-05) 

Time FE Yes Yes Yes Yes Yes 
Source FE Yes Yes Yes Yes Yes 
Observations 19,157 13,244 10,350 8,314 19,157 

Note: In each of the first four columns, only the smallest and largest markets are included. In the first 
column, all observations are divided into two groups based on market size (measured by gdp of the host 
country), in the next column, a division into three groups have been made etc. In the final column, all 
observations are included. Dependent variable is always fdi flows. Robust p-values in brackets. Asterisks 
denote significance at the 1% (***), 5% (**) and 10% (*) levels. 
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Table 2. Regression results from Negative Binomial estimations 

 
All 

Two types 
of markets  

Three types 
of markets  

Four types 
of markets  

All 
observation
s 

GDP source 0.940*** 0.937*** 0.875*** 0.902*** 0.934*** 

 
(0) (0) (0) (0) (0) 

Population source -0.573*** -0.572*** -0.534*** -0.566*** -0.570*** 

 
(0) (0) (0) (0) (0) 

GDP host 0.461*** 0.429*** 0.456*** 0.488*** 0.238*** 

 
(0) (0) (0) (0) (0) 

Population host -0.0602*** -0.0537*** -0.0672*** -0.0906*** -0.0597*** 

 
(1.95e-05) (0.000144) (4.10e-05) (4.57e-06) (1.68e-05) 

Distance -0.458*** -0.446*** -0.422*** -0.386*** -0.447*** 

 
(0) (0) (0) (0) (0) 

Contiguity 0.378*** 0.405*** 0.371*** 0.315*** 0.414*** 

 
(0) (0) (0) (2.17e-08) (0) 

Common language 0.185*** 0.194*** 0.218*** 0.189*** 0.208*** 

 
(2.93e-05) (1.19e-05) (2.22e-05) (0.000900) (2.95e-06) 

Colony 0.759*** 0.751*** 0.691*** 0.727*** 0.752*** 

 
(0) (0) (0) (0) (0) 

Time to export -0.195*** -0.282*** -0.176*** -0.167*** -2.271*** 

 
(1.21e-09) (0) (6.47e-05) (0.00193) (0) 

Time to export * largest market 
 

0.0830*** 
   

  
(2.61e-08) 

   Time to export * largest market 
  

0.151*** 
  

   
(0) 

  Time to export * largest market 
   

0.0986*** 
 

    
(0.000956) 

 Time to export * Host gdp 
    

0.0822*** 

     
(0) 

Time FE Yes Yes Yes Yes Yes 
Source FE Yes Yes Yes Yes Yes 
Observations 19,157 13,244 10,350 8,314 19,157 

Note: In each of the first four columns, only the smallest and largest markets are included. In the first 
column, all observations are divided into two groups based on market size (measured by gdp of the host 
country), in the next column, a division into three groups have been made etc. In the final column, all 
observations are included. Dependent variable is always fdi flows. Robust p-values in brackets. Asterisks 
denote significance at the 1% (***), 5% (**) and 10% (*) levels. 
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4.2 Location decisions 

Results below to be discussed... 

Table 3. Location effects. Results from probit estimations 

 
All 

Two types 
of markets  

Three types 
of markets  

Four types 
of markets  

Five types 
of markets 

GDP source 0.797*** 0.797*** 0.787*** 0.787*** 0.784*** 

 
(0) (0) (0) (0) (0) 

Population source -0.406*** -0.406*** -0.407*** -0.425*** -0.441*** 

 
(0) (0) (0) (0) (0) 

GDP host 0.201*** 0.197*** 0.190*** 0.213*** 0.179*** 

 
(0) (0) (0) (0) (0) 

Population host -0.0516*** -0.0508*** -0.0540*** -0.0492*** -0.0275 

 
(6.06e-08) (1.26e-07) (1.85e-05) (0.000911) (0.104) 

Distance -0.275*** -0.275*** -0.279*** -0.238*** -0.233*** 

 
(0) (0) (0) (0) (0) 

Contiguity 1.701*** 1.699*** 1.568*** 1.585*** 1.313*** 

 
(0) (0) (5.38e-11) (6.63e-07) (7.78e-06) 

Common language -0.254*** -0.253*** -0.229*** -0.252*** -0.300*** 

 
(1.19e-06) (1.25e-06) (0.000124) (0.000169) (2.24e-05) 

Colony 0.939*** 0.939*** 0.717*** 0.692*** 0.660*** 

 
(0) (0) (0) (0) (5.84e-10) 

Time to export -0.119*** -0.124*** -0.107*** -0.123*** -0.152*** 

 
(2.38e-07) (2.51e-07) (0.000846) (0.00260) (0.00257) 

Time to export * largest market 
 

0.00694 
   

  
(0.449) 

   Time to export * largest market 
  

0.0252* 
  

   
(0.0995) 

  Time to export * largest market 
   

-0.0457** 
 

    
(0.0396) 

 Time to export * Host gdp 
    

-0.000660 

     
(0.983) 

Time dummies  Yes Yes Yes Yes Yes 
Number of observations 25,646 25,646 17,214 13,245 10,510 

Note: In each of the first four columns, only the smallest and largest markets are included. In the first 
column, all observations are divided into two groups based on market size (measured by gdp of the host 
country), in the next column, a division into three groups have been made etc. In the final column, all 
observations are included. Dependent variable is binary, taking the value one if there are positive bilateral 
fdi flows into the host country in a particular year.. Robust p-values in brackets. Asterisks denote 
significance at the 1% (***), 5% (**) and 10% (*) levels. 
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5 Summary and Policy Implications 

Recognizing that trade facilitation, i.e. loosely speaking reducing red tape at the border, has been 

shown to be strongly associated with expanding and diversified trade, in this paper we ask 

whether improved trade procedures could also be a way to expand FDI. Considering the 

differences between vertical and horizontal FDI – while the former is often thought as a having a 

complementary relationship with trade, the latter is more likely to be a substitute for trade – we 

hypothesize that vertical FDI should be negatively associated with cumbersome trade procedures, 

whereas horizontal FDI should be less negatively affected by inefficient trade procedures. We 

then test this hypothesis in an empirical investigation, estimating a gravity model of bilateral FDI 

taking into account trade procedures in the investment-receiving country. In the regressions, the 

efficiency of export procedures in the host country is captured by the number of days it takes to 

comply with all relevant export procedures. We also incorporate the differences between vertical 

and horizontal FDI by allowing the effect of trade procedures to differ between small and large 

markets (as measured by the GDP of the host country). 

While our results are so far very preliminary indeed, we have found some promising 

results. Our regressions confirm that while the effect of time-consuming export procedures is 

negative for both small and large markets, the effect is significantly larger (in absolute terms) for 

the smaller markets. In fact, the more we exaggerate the differences between small and large 

markets in our regressions (by progressively excluding host countries that are neither among the 

smallest nor the largest economies), the larger the differences in effects we get. This is an 

encouraging finding. 

As this paper is still work in progress, we do not yet want to offer any strongly worded 

policy conclusions. However, our preliminary results do suggest that it is smaller economies that 

may stand to yield particularly large effects from engaging in trade facilitation.  
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Table 4. Variables and data sources (to be considered) 
Variable Definition  Source 

FDI  Bilateral net FDI outflows   Eurostat 

Time for imports The number of days needed to comply 
with all procedures necessary to import a 
product in the host country  

 World Bank 

GDP   World Bank 

Population Total population  World Bank 

Distance Bilateral distance in kilometers between 
the largest cities in host and investing 
country  

 CEPII 

Common border Dummy variable indicating whether the 
host and investor share a common border  

 CEPII 

Common language Dummy variable indicating whether the 
host and investor share a common 
language 

 CEPII 

Capital controls Index measuring the host's degree of 
capital account openness 

 Chinn and Ito (2008) 

Natural resources Total natural resources rents in host 
country 

 World Bank 

Inflation Inflation in consumer prices in host 
country 

 World Bank 

Trade openness Sum of exports and imports measured as 
a share of gross domestic product  

 World Bank 

Secondary education Total enrollment in secondary education 
as a percentage of the population in host 
country 

 World Bank 

Tertiary education Total enrollment in tertiary education as 
a percentage of the population in host 
country 

 World Bank 

Corruption Index measuring the host’s control of 
corruption 

 World Bank 

GDP per capita In host country  World Bank 

GDP growth In host country  World Bank 
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