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• What  publ ic  pol ic ies  are  appropr iate  to  encourage  

and  promote  inward  and  outward  fore ign  d irec t  

Focus of Focus of 
PresentationPresentation

and  promote  inward  and  outward  fore ign  d irec t  

inves tment?

• What  publ ic  pol ic ies  are  appropr iate  to  enhance  the  

economic  benef i t s  o f  inward  and  outward  fore ign  

d irec t  inves tment  f rom the  perspect ive  o f  

governments  in  Canada?



• The underlying study involved a major review of the empirical 
literature addressing two broad topics:

Overview of Overview of 
MethodologyMethodology

1. Factors influencing the location choices of multinational companies

2. Factors influencing the “spillover” benefits of (mostly) inward and 
outward foreign direct investment

• The bulk of the available studies focus on inward foreign direct 
investment at the national or regional levels.  Relatively few focus on 
sub-national political units. 



• Large economies are more attractive to foreign investors and are 
more likely sources of outward foreign direct investment.

Some WellSome Well--Known Known 
AssertionsAssertions

• “Good” political governance attracts foreign investment.

• Foreign ownership restrictions discourage inward foreign direct 
investment.

• An educated/skilled labour force and a modern physical 
infrastructure attract foreign investors.

Our empirical analysis confirms these assertions.



• How impor tan t  a re  d i f f e rences  in  t ax  ra t e s?

More Contentious Issues More Contentious Issues 
Regarding Determinants of Regarding Determinants of 

Location ChoiceLocation Choice

• How impor tan t  a re  f o re i gn  inves tment  promot ion  agenc i e s?

• How impor tan t  i s  t he  “openness”  o f  hos t  e conomies?

• How impor tan t  a re  t a rge t ed  subs id i e s?

• How impor tan t  a re  “ requ i rement s”  imposed  on  fo re i gn  
inves to rs?



Findings Regarding Findings Regarding 
Tax RatesTax Rates

• Di f f i cu l t  t o  d raw  unequ ivoca l  conc lus ions  r egard ing  t ax  

ra t e s  in  par t  because  o f  empi r i ca l  complex i t i e s .   
Every th ing  e l s e  cons tan t ,  h i gher  t ax  ra t e s  d i s courage  Every th ing  e l s e  cons tan t ,  h i gher  t ax  ra t e s  d i s courage  
inward  fo re i gn  d i rec t  i nves tment .

• But ,  pub l i c  s e rv i c e s / soc i a l  i n f ras t ruc ture  a t t rac t  i nward  
fo re i gn  d i rec t  i nves tment .

• So ,  i f  h i gher  t ax  ra t e s  a re  a c compan ied  by  improved  pub l i c  
s e rv i c e s / soc i a l  i n f ras t ruc ture ,  ne t  impac t  on  inward  
fo re i gn  d i rec t  i nves tment  w i l l  b e  pos i t i ve  and  the  
“package”  migh t  be  s t ra t eg i ca l l y  pre fe rab l e  t o  s imply  
r educ ing  t ax  ra t e s .  



• Inves tment  promot ion  agenc i e s  c an  make  a  d i f f e rence .

• No  cons i s t en t  r e l a t i onsh ip  be tween  the  openness  o f  hos t  

Findings Regarding Other Findings Regarding Other 
Less Obvious FactorsLess Obvious Factors

• No  cons i s t en t  r e l a t i onsh ip  be tween  the  openness  o f  hos t  
e conomies  and  the i r  a t t rac t i veness  t o  f o re i gn  inves to rs .

• Targe t ed  subs id i e s  c an  a t t rac t  i nward  fo re i gn  d i rec t  
i nves tment ,  bu t  the  bene f i t s  t o  the  hos t  e conomy  are  
d imin i shed .

• Requ i rement s  imposed  on  fo re i gn  inves to rs  a re  no t  
cons i s t en t l y  l i nked  t o  r educed  inward  fo re i gn  d i rec t  
i nves tment .  ( I t ’ s  poss ib l e  the  co s t s  a re  passed  on  t o  owners  
o f  domes t i c  a s se t s )  



• Good poli t ical  governance

Policy Relevant Factors Policy Relevant Factors 
Encouraging Inward Foreign Encouraging Inward Foreign 

Direct Investment Direct Investment 

• Good poli t ical  governance

• Well-educated,  trained workforce

• Physical/communications infrastructure

• Innovation capabi l i t ies



• Main factors  promoting inward foreign direct  

Factors Encouraging Factors Encouraging 
Outward Foreign Direct Outward Foreign Direct 

InvestmentInvestment

• Main factors  promoting inward foreign direct  

investment  also  promote  outward foreign direct  

investment.

• Explanation:  Those factors  encourage the  growth of  
ef f ic ient  and competi t ive  domestic  companies  that ,  
in  turn,  exploit  f irm-specif ic  assets  by  invest ing  
direct ly  in  foreign markets .



• Domestic capacity to absorb technology:

Factors Promoting Spillover Factors Promoting Spillover 
Benefits From Inward Foreign Benefits From Inward Foreign 

Direct InvestmentDirect Investment

- R&D capability

- Education level of workforce

• Geographical concentration of specialized assets 
(industrial clusters)



•Requirements for foreign investors to form joint 

Factors That Do Not Consistently Factors That Do Not Consistently 
Promote Spillover Benefits From Promote Spillover Benefits From 
Inward Foreign Direct InvestmentInward Foreign Direct Investment

•Requirements for foreign investors to form joint 
ventures or to take minority ownership

• Requirements for foreign investors to “source 
locally”



Factors Promoting Spillover Factors Promoting Spillover 
Benefits From Outward Foreign Benefits From Outward Foreign 

Direct InvestmentDirect Investment

• Domestic capacity to absorb technology

• ? (very few studies of  spillovers from 
outward foreign direct investment) 



• Tax  rate  d i f ferences/ infras tructure  d i f ferences  are  
s t ronger  inf luences  a t  the  sub-nat ional  l eve l .

Anything Different Anything Different 
For SubFor Sub--National Units?National Units?

s tronger  inf luences  a t  the  sub-nat ional  l eve l .

• Clusters  are  sub-nat ional  phenomena  ( loca l  and  
prov inc ia l  governments  can  have  s t rong  pol icy  
inf luence) .

• Promot ional  agenc ies  can  work  a t  the  sub-nat ional  
l eve l  (part icu lar ly  i f  they  fac i l i ta te  ass is tance  in  s i te  
se lec t ion,  c lear ing  bureaucrat ic  hurdles  and  so  forth) .


