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2,3 5.2 2,7 1,6 | 43)] (54 2,7 6,3 | (1,9 1,2 173 | 11,7
0,5 5,5 6,7 4,9 12| 4,6)] 0,06 0,9 | (1,1) 0,2 1,2 0,03
(B9 (@33)| (144|146 | Q0| G| 05| L7| (10)| 28| 55| 3.0
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(1993-1990)
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( ) b ( ) (59)
[2000-1990] R

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 | 2000
0 25,33 25,81 26,29 26,78 26,78 27,79 28,10 28,49 20,51 29,96 | 30,73
0) 2,91 1,87 1,87 1,87 1,87 1,87 1,09 1,41 3,56 1,55 | 2,55
() 2449 1771 1821 1858 1538 1484 1667 1680 1605 1604 1751
) 51,41 52,61 53,81 54,97 56,18 57,02 58,23 59,45 60,71 62,01 | 63,71
() 2,87 2,33 2,28 2,16 2,20 1,50 2,12 2,09 2,11 2,15 2,09
() 690 651 776 853 920 1055 1161 1272 1362 1436 1513
0 15,71 16,29 16,88 17,50 18,14 18,80 19,35 20,00 20,67 21,33 | 22,03
() 2,91 3,68 3,63 3,65 3,66 3,66 2,89 3,39 3,32 3,24 3,28
() 6662 7246 7298 6773 6625 6798 7305 7322 6218 6697 | 7865

() () ()
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Anniex on methodology and data used for calculating UNCTAD’s Inward
DI Performance Index and Inward FDI Potential Index

The UNCTAD {nward FDI
Performance Index

The UNCTAD Inward FDI Performance
Index is formulated as follows:

FDI, | FDI,

INDI =
GDP. /GDP
Where,
IND, = The Inward FDI Performance Index
of the i™ country
[DI, = FDl inflows in the ith country
DI, = World FDI inflows
GDF = GDP in the ith country

GDP = World GDR
W

As in the case of the Inward FDI Index
of WIRO1, three-year averages of FDI inflows
and GDP are used for calculating this Index.
The use of FDI flow data has certain problems.
In addition to imperfect reporting and non-
inclusion of certain items in FDI data by
some countries (see definitions and sources
in annex B), problems arise on account of
the growing importance of M&As as a mode
of FDI entry. M&As nol only exacerbate the
lumpiness of FDI inflows, bul may also distort
the relationship between FDI inflows as
reported in balance-of-payments (or (inancial)
terms and the real resource flows expected
to accompany them. Nevertheless, data on
FD! inflows are the best practical means
for building the Index: reliable FDI stock
data (i.e. that are not simply aggregations
of flow data) are available for fewer countries,
especially developing countries, than flow
data. Moreover, they do not show the current
value of stocks, which may be misleading
if inflows took place some years earlier.

Table 11.1 gives the UNCTAD Inward
DI Performance Index and rankings by the
index for 1988-1990 and 1998-2000 for all
countries for which data are available.

The UNCTAD Inward FDI
Potential Index

The inward FDI Potential Index is the
average of the scores on eight variables for
cach country. The score for each variable
is derived as follows: the value of a variable
for a country is taken, and subtracted from

it is the lowest value for that variable among
the countries; the result is then divided by
the difference between the highest and lowest
values of that variable among the countries.
The country with the lowest value is given
a scare of zero and the country with the
highest value, a score of one. Mathematicaily,
it is expressed as

V.-V

. [ min
Score =

Vma.t - vmfn

where,

V., = the value of a variable {or the county i

Vo = the lowest value of the variable among
the countries

the highest value of the variable among

the countries.

The Inward FDI Potential fndex uses
indicators for key FDI determinants on which
comparable data are available. This set of
variables does not, of course, cover all the
important factors affecting FI3I. However,
the excluded variables are difficult to
benchmark across large numbers of countrics
(see figure 1.1 for a comprehensive fist).
The choice of variables is based on findings
of studies on FDI determinants (WIR98;
Dunning, 1993). The correlation between
cach of a number of variables considered
to be important, including the variables
selected for the construction of the FDI
Potential Index, and the FDI Performance
Index is shown in annex lable 11.7.

The eight variables comprising the
Inward FDI Potential Index are:

e GDP per capita.’ This variable shows
the level of economic development of
a host country. It captures the size and
sophistication of the demand for goods
and services. It also shows the availability
of developed institutions, good living
conditions and the like, all of which
attract FDI. In addition, higher per capita
GDP often connotes higher labour
productivity and stronger innovative
capabilities, all conducive to FDI. (On
the other hand, it also denotes higher
wages, which might adversely affect low-
cost labour-seeking FDI. On balance,
however, low wages per se are not a
major factor inducing FDL)
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Real GDP growth (for the past 10 years).
This variable is a predictor of the future
size of a host-country market, one of
the main determinants of FDI. Higher
growth can also mean rising productivity
that could induce other kinds of FDI.

Exports as a percentage of GDP. This
shows the rdegree of international exposure
of a country. International business

BENCHMARKING FDI PERFORMANCE AND POTENTIAL

through trade generally lays the ground
for inward (as well as outward) FDI and
the international production that serves
to substitute for or complement trade.
(FDI, in turn, can affect the export-GDP
ratio positively. This would have to be
taken into account in order to establish
a clear causal relationship between the
two. In the present analysis, the export
ratio is included as an approximate

Table 11.4. Correlation between the UNCTAD Inward FDI Performance Index
and factors determining FDI, 1998-2000

Independent variable

FDI inflows share/GDP share

Economic determinants

-

»

GDP2

GOP growth rates”

GDP per capita®

Exports®

Share of exports in GDP®

Share of trade in GDPY

Telephone lines per 1,000 inhabitants®

Road nertworks per 1,000 inhabilants®

Railways, goods transported {ton-km. per § million of Gcpp)y
Commercial energy use per capitad

Inlernet users as a % of total population”

Share of R&D expenditures in GDP!

Science and engineering students as a % of total population!
Tertiary gross enrolment ralio as a % of relevant age group®
Students anrolled in tertiary institutions as a % of total population
Humber of empioyeas™

Labour cost per worker {in manufacturing}”

Constuimner price index®

External debt as a % of GDP?

Policy and husiness facilitation determinants
Country risk?
Corruption!
FDI regulation®
Property rights
Trade policy®
Number of bilateral investment treaties”
Number of double taxation treaties”
Number of invastment promotion agencies’
Number of export processing zones'

-0.024
0.018
0.310
0.060
0.376
0.549
0.327
0.141
-0.006
0.125
0.108
0.193
0.107
0.084
0.150
-0.071
0.234
0.182
0.027

0.262
0.286
-0.283
-0.197
-0.226
-0.008
-0.062
-0.042
-0.044

Source: UNCTAD.

Based on 192 countries.
Based on 177 countries.
Based on 181 countries.
Based on 178 countries.
Based on 188 countries.
Based an 90 countries.
Based on 130 countries.
Based on 185 countries.
Based on 81 countries.
Based on 140 countries.
Based on 154 countries.
Based on 167 countries.
Based on 149 countries.
Based on 78 countries,
Based on 161 countries.
Based on 136 countries.
Based on 138 countries.
Based on 189 countries.

- TG S0 RODTDH

~2T o023

NWote: * denotes the variables selected for constructing the Inward FDI Potantial Index. Correlation based on raw data

for a cross-section of countries.
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The UNCTAD Inward FDI Per}formance Index
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Figure 11.3. The UNCTAD Inward FDI Potential Index,® by host economy:
the top 20 and the bottom 20, 1998-2000

United States
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Singapore
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Canada
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Hong Kong, China ¥ t e ST Y T
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Taiwan Province of China k ¥ > IR A S
Australia ; 3 ; P R
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Korea, Republic of |8 ‘ . y -
France ;
Germany

Top 20
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Benin
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Zimbabwe
Georgia
Kyrgyzstan
Haiti
Rwanda

Bottom 20

Congo, Dem. Rep.
Myanmar
Sierra Leone

0.0

=

Source: UNCTAD.

a Based on eight economic and policy variables
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