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ABSTRACT 

 
  This thesis evaluates the effect of intellectual property rights (IPR) protection on foreign 

direct investment (FDI) inflow for high-income, middle-income, and BRICS countries. Scholars 

debate over whether IPR protection’s impact on FDI inflow is positive or negative; this thesis 

finds that IPR protection’s impact depends on a country’s development stage and what the coun-

try’s comparative advantages are. Foreign investors invest in middle-income countries, including 

BRICS, to gain access to cheaper labors and to reduce their operational costs; in this case, strictly 

enforced IPR protection adds to the cost and makes the country less attractive as an investment 

destination. Economic well-being of a market is still a major determinant of a company’s invest-

ment decisions and IPR protection is not a priority in some cases.  

  This thesis argues that, in order to increase a country’s FDI volume, all policy makers 

should focus on expanding the country’s economy and stabilizing its currencies. For middle in-

come countries, infrastructure is also an attractive selling point for foreign investors. 

  This thesis can be improved by finding more accurate measurements for a country’s tech-

nological advancements, its political stability, and whether if the country joined multi-lateral 

trade organizations such as the World Trade Organization. 
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I. Introduction 
 

Intellectual Property (IP), as defined by the World Intellectual Property Organization, re-

fers to creations of the mind including inventions, literary and artistic works and designs.a Intel-

lectual Property Rights (IPR) protection allows people to earn recognition and financial benefit 

from their mind creations. Even though IPR include patents, copyrights, and trademarks, in this 

thesis I will focus on patents because patents are closely related to inventions and technology ad-

vancement, which in turn affects foreign direct investment (FDI).  

The goal of this thesis is to evaluate the effect of IPR protection on FDI inflow. In this 

thesis, I will examine the changes that took place in upper and middle-income countries over the 

past 21 years (1993 to 2013) and I attempt to show that IPR protection increases firms’ costs of 

operation in foreign market, and thus discourage FDI inflow in emerging markets such as the 

BRICS countries. My hypothesis is two-fold: for developed countries, FDI inflow will increase 

as IPR Protection increases; for developing countries, abruptly increasing IPR protection will 

lead to a decrease in FDI inflow. My contention is that FDI mainly takes place when the foreign 

market offers incentives; it is possible for inappropriate IPR protection policies to be harmful to 

the overall investment environment. 

FDI is investment made to acquire lasting interests in enterprises operating outside of the 

home economy of the investor.b FDI volume can provide an indication of a country’s involve-

ment in the world economy and trade. FDI is usually a win-win situation. In most cases the initi-

ating parties of FDI are multinational companies (MNCs). With intentions of benefiting from a 

                                                
a "What Is Intellectual Property?” World Intellectual Property Organization. 
b "Foreign Direct Investment (FDI)." UNCTAD. 
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presence in a foreign market in the long run, MNCs’ decisions are carefully calculated based on 

what the foreign market offers. MNCs choose to invest in a foreign market in order to avoid 

forced localization and gain better access to market resources. Recipient countries and their com-

panies benefit from the inflow of capital investment, more competitive markets and a reduced 

unemployment rate. For the past decade, FDI has grown to become an important component of 

the world economy and a source of private capital. Some countries are therefore seeking to con-

struct domestic markets that are attractive to FDI.  

BRICS, a term coined by Jim O’Niell of Goldman Sachs Asset Management in 2001, is 

an acronym for the group of developing countries that are considered the major emerging mar-

kets – Brazil, Russia, India, and China. With encouragement from China, South Africa has re-

cently been added to this group. This group is a good fit for the purpose of the present study be-

cause existing studies suggest that IPR protection’s impact on FDI is contingent on a country’s 

development stage. In theory, IPR protection could hinder FDI inflow for developed countries 

and augment FDI inflow for developing countries.  

A foreseeable challenge facing my study is that, since the global economic crisis of 2008, 

BRICS countries have been expressing fewer and fewer common interests. Even though they are 

all developing economies, they have been acting on distinctive political and economic priorities. 

Consequently, there are many factors outside what can be measured by this study. Key aspects 

such as national development priorities and strategies of each country will affect my results.  

The paper proceeds as follows. Section II of this paper will review the work of scholars 

focusing on the relationship between FDI inflow and IPR protection. Section III outlines the dif-

ferent existing theories I test in this paper. Section IV introduces my data, explains how they are 
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collected and explains my choices of individual variables. Section V presents the empirical re-

sults which I use to estimate the impact of IPR protection on FDI. Finally, Section VI provides 

policy recommendations in light of the findings.  
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II. Background and Literature Review 
 

In this section, I cover the existing academic debate on whether strengthening IPR protec-

tion will encourage FDI inflow. I divide up the debaters into three groups: those who believe IPR 

protection will help FDI inflow, those who believe IPR protection will hinder FDI inflow, and 

those who are ambivalent. At the end, I also outline the steps necessary to reach a sound IPR pro-

tection policy.  

Background 

 Decisions on whether to invest in a foreign market are complex and factors change con-

stantly. Contributing factors in the decision making process include preferential policies or tax 

breaks, technology transfers, and stable and diverse markets. Policy makers face the challenge of 

setting the most appropriate intellectual property regulations to maximize the economic perfor-

mance of their countries. In order to improve citizens’ welfare and take advantage of their full 

potential, it is critical that policy makers have clear understanding of the developmental stages 

they are in and the leverage that can be used to make their markets more attractive.  

 A common model used to explain IPR protection is the North-South Model. North and 

South are not indicative of countries’ locations; instead, they are referencing to the level of coun-

tries’ technology progress. Countries in dominant positions with abundant endowments, ad-

vanced technologies and other advantages are referred to as the North. Countries that are less de-

veloped and focus more on labor-intensive industries are referred to as the South. While the 

North focuses on innovation, the South spends its resources on imitation. As Branstetter, Fisman, 

Foley and Saggi (2007) point out, North-South transactions creates a win-win situation. Through 

production shifting, Northern firms are able to devote more resources to new innovative ideas as 
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they outsource the labor-intensive activity to Southern firms. Impact of these benefits maximized 

especially in the technology intensive industries. In addition, Tanaka and Iwaisako (2014) show 

analytically that strengthening patent protection in the South creates a win-win situation – it 

raises social welfare in both the South and the North.  

However, while North-South transactions may create a win-win situation in terms of in-

novation intensity and rational distribution of workload, IPR protection may hurt labor in both 

the North and the South. For example, Hung-Ju Chen (2015) finds that with increasing innova-

tion, wage inequality in the North is intensified and workers in the South are deprived of oppor-

tunities to escape from low-skilled work, which is limiting to the South’s development. In addi-

tion, labor dissatisfaction can lead to social unrest, which hurts overall economic development. 

As more studies are performed in this field, scholars such as Dhar and Joseph (2012) are 

suggesting a new dimension, focusing on transactions between two Southern states. Globaliza-

tion has increased interaction for not only developed countries, but also for developing countries. 

They argued that the relationship between two southern states should not be characterized with a 

focus on technology transfer; in most cases, the states are building a platform to stimulate coop-

eration and encourage exchange of knowledge. In order words, by helping each other, the South-

ern states benefit in a different way other than financial rewards. For country groups such as the 

BRICS, a South-South model might be more appropriate.  

Studies Arguing that IPR Protection Leads to Increased FDI Inflow 

Scholars who believe in a positive correlation between IPR protection and FDI inflow 

support their idea by reasoning that IPR protection signals a more mature and stable market; 
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some of them exploress this issue further from the perspective of Northern subsidiaries in the 

South, while others examine its implication across sectors.  

Dunning (Denisia, 2010) theorizes that a firm would engage in FDI if by investing it can 

have ownership advantages, benefit from internalizing these advantages, and maximize its ad-

vantage through firm ownership in a foreign locale. He also states that the benefits of FDI need 

to outweigh costs incurred to set up the location. Otherwise, as opposed to setting up a foreign 

location, firms will be better off exporting their products.  

The rationale behind supporting a positive correlation is that IPR protection demonstrates 

Southern firms’ willingness to be responsible economic players. It is a confidence signal for 

Northern firms that their rights will be respected and protected. As a result of careful financial 

calculations, more Northern firms will be willing to invest strategically, vertically or horizon-

tally, in a foreign market. Thus, Awokuse and Gu (2009) find that foreign countries with both 

strong imitative ability and strengthened IPR protection can attract more international transac-

tions from the U.S. 

From the perspective of Northern subsidiaries in the South, stronger IPR protection 

makes them more attractive and more important. Stephan (2010) argues that IPR protection will 

benefit FDI inflow of Southern states because it helps Northern subsidiaries to act more effi-

ciently. With strong IPR protection, Northern subsidiaries in the south are more likely to receive 

sensitive knowledge and information from their headquarters. Moreover, Northern subsidiaries 

will better understand their roles in the complete business cycle. As a result, they will be more 

autonomous and can react faster to emergency situations. This will attract more FDI as invest-

ment in this foreign country is now more valuable and more likely to result in economic benefits.  
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Within the assumption that the relationship is between IPR protection and FDI inflow is 

positive, other studies look at whether the degree of impact varies across sectors. Smarzynska 

(2002) argues that, assuming all governments want to attract FDI with the hope that multina-

tional corporations will bring new skills and technologies, IPR protection’s impact on FDI varies 

by sectors, especially for transition economies. She points out that weak IPR protection deters 

investors in both sensitive and non-sensitive sectors from undertaking local production and 

forces them into distribution industries.  

Studies Arguing that IPR Protection Leads to Decreased FDI Inflow 

Not all scholars support the view that stronger IPR protection leads to more FDI inflow, 

especially in closed economies. For example, Pathak, et al. (2013) argue that IPR protection neg-

atively impacts economic growth in emerging economies because IPR protection discourages in-

dividuals from entering into technology entrepreneurship. The monopolistic nature of IPR and 

resources used on IP protection could otherwise be used more productively. They argue that 

poorly designed IPR protection policies will negatively impact FDI inflow. 

IPR protection is monopolistic in nature; with different intentions, it can be used as an al-

ternative to price manipulation. Kashcheeva (2013) argues that, though it is true that a strength-

ened patent system increases incentives for firms to innovate, the increasing cost of acquiring 

knowledge will slow down the diffusion of technology into the public domain in a closed econ-

omy. Consequently, economic development is hurt rather than helped. Gould and Gruben (1995) 

agree and argue that the extent of IPR protection’s impact on FDI inflow could be negative. If a 

market is developed and highly protected, agents are unlikely to innovate. Players will spend 
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their resources on legislative schemes to preserve their market shares. Such a market with strong 

IPR protection is uncompetitive and less likely to attract FDI.  

From a Northern perspective, IPR protections are also expensive. Filing for trademarks 

and patents takes both time and effort. Apart from the filing fees IP owners have to pay, they also 

have to go through complicated procedures and wait for an extended period, depending on the 

country. Glass and Saggi (2001) also point out that fewer resources can be devoted towards pro-

duction when governments spend more resources on IPR protection enforcement. FDI volume 

from other Northern countries will contract as a host country’s investment for plant equipment 

and technology decrease.  

From a Southern perspective, the cost of IPR protections also makes Southern markets 

less attractive. One of the biggest incentives for Northern firms to invest in a foreign market is to 

become more competitive. With the added costs of IPR protections, Southern markets lose their 

competitive edge. According to Bulvari, Sokak and Merkezi (2008), it is a disincentive for 

MNCs to have to pay for IPR protection and get products that are otherwise easily duplicated. As 

a result, FDI inflow will decrease.  

IPR Protection and Its Ambivalent Impact on FDI Inflow 

The last of the three mainstream thoughts on IPR protection and FDI inflow is that the 

relationship between the two exists but is ambivalent; that many other factors are intertwined in 

this relationship. Accounting for both sides of the argument, it is important that we recognize 

that IPR protection is not the sole determining factor affecting FDI inflow; such inflow is also 

affected by market conditions, the development stage of the receiving country and the type of 

FDI.  
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In their study examining IPR protection’s impact on FDI using the North-South model, 

Mathew and Mukherjee (2013) find that if imitation occurs under both export and FDI by North-

ern firms, stronger IPR protection in the South leads to ambiguous incentives for FDI. The ra-

tionale behind their finding is that FDI inflow from the North is likely to decrease with a strong 

Southern patent regime if the cost of Southern innovation is low enough to occur irrespective of 

the Southern regime. But if the cost of Southern innovation is moderate, FDI only occurs under a 

strong patent regime. In other words, there is a trade-off between domestic innovation and FDI 

volume. FDI volume also does not depend on patent policy alone; Northern firms will also evalu-

ate a Southern market’s attractiveness through viewing other complementary policies.  

Many scholars with ambivalent attitudes believe in the importance of distinguishing de-

velopment stages and market conditions when explaining IPR protection’s impact on economic 

development. Scholars, including Chu, Cozzi and Galli (2013), agree with Bramstetter and Saggi 

(2011) and argue that inappropriate IPR protection will hurt FDI inflow. They contend that IPR 

protection should be stage-dependent and that only appropriate IPR systems can contribute to the 

economic development that is specific to the country. It is optimal for developing countries to 

gradually strengthen their IPR protections. Abruptly raising the level of IPR protection will in 

fact hurt a developing country’s social welfare. 

Development stages can also be understood as the difference between developed and de-

veloping countries. Branstetter and Saggi (2011) argue that IPR protection’s effectiveness de-

pends on whether the country is developed or developing. They believe IPR protection improves 

social welfare in two ways. First, IPR protection lowers prices and shifts production to lower 
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cost locations in the South. Then, the protection encourages FDI inflow to the South and pro-

motes technology advancement. Depending on the developmental stage a country is in, IPR re-

forms’ effect on the South is indeterminate. Specifically, IPR protection in developing countries 

could have adverse effects on prices without impacting innovation. Going back to China as an 

example of indeterminate effect, Chen finds that the strength of Chinese IPR protection has al-

ready differentiated regions based on their economic development. He notes an uneven impact of 

IPR protection between the eastern and the central part of China. He attributes this to the differ-

ent developmental stages of the two regions. 

The development stage of a country also determines the type of FDI it will receive. Thus, 

Sudsawasd and Chaisrisawatsuk (2015) argue that IPR protection’s impact on FDI is larger in 

developed economies because inward FDI in these countries is usually vertical, meaning one of 

the many stages of production is in a foreign market. IPR protection’s impact on FDI is smaller 

in developing countries because inward FDI in these countries is usually horizontal, meaning 

multi-plant firms duplicate the same stage of production in various other markets.  

Guide for Future IPR Protection Policies 

Among the scholars with ambivalent attitudes on IPR protection and FDI inflow, it is 

widely recognized that IPR protection is a complicated process and that relevant decisions 

should be determined case by case. Yu (2007) argues that IPR protection is an integral and es-

sential part, though the innovation system is complex. IPR protection is a catalyst that should be 

tailored to local needs. Adams (2010) agrees with this point and specifically says that in order to 

create a favorable environment for FDI, IPR reforms must be accompanied by proactive policies 

that encourage improvements in government institutions and business climates.  
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Scholars concerned with practice such as Park (2011) provides three steps for determin-

ing proper IPR protection policies. First, policy makers need to find out which factors comple-

ment IPR policies in the country in question. In some cases, the right policy may be promoting 

dynamic competition; in others it may be increasing absorptive capacity and improving the qual-

ity of infrastructure. Second, policy makers should be aware of the quality of FDI they attract – 

whether the inflows concentrate in high-value technologies or low-skill manufacturing. Quality 

can be encouraged through subsidies and favorable financial policies. Third, policy makers 

should be able to enforce their preferred policies.  

Contribution 

This paper will look at IPR protection’s impact for three country groups – high-income, mid-

dle-income, and BRICS countries. It will contribute to the existing studies on this subject by 

looking at BRICS countries, the group of representative emerging economic markets. My goal is 

to determine whether the stage-dependent approach suggested by many scholars is in fact appli-

cable. While attempting to identify either a positive or a negative correlation between IPR pro-

tection and FDI inflow, I would also like to examine which factors play important roles in deter-

mining FDI inflow. Lastly, I would like to provide policy recommendations for BRICS coun-

tries, if I find similarities among them.  

Next, I turn to my theoretical model.  
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III. Theoretical Framework 
 

In theory, FDI investment decisions are motivated by incentives economically either im-

mediately or perceived in the future. Therefore, I develop a framework that evaluates both short-

term and long-term benefits. The model includes the impact of the economic well-being of the 

country, policy implementation, and country’s political environment. Political environment is de-

termined by markets’ openness to foreign investors and countries’ political stability. The frame-

work could be expressed as the following:  

FDI inflow = f (Economy, Policy, Politics, µ)    (1) 

The economic data will give us an idea of the overall economic condition of the country 

and whether it is a place that is suitable for business investments. Using these data I can deter-

mine if the country is developing or developed. Theoretically, a large and stable economic body 

will be attractive to FDI. 

 The policy aspect is where I include the power of IPR protection. Depending on a coun-

try’s economic development plan, it could benefit from different levels of IPR protection en-

forcements. 

Political environment hinges on government’s attitude and its ability to act. I include 

openness factors to indicate government’s willingness to interact with the international commu-

nity. I also include stability and corruption measures to make sure that policy intentions are 

properly translated into real impact. Government’s openness and its ability to act should posi-

tively influence FDI inflow. 

 I next discuss the data I use.  
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IV. Data, Descriptive Statistics, and Empirical Model 
 

The data I use are panel data covering the period from 1993 to 2013. I picked 1993 as the 

starting year because 1993 was when the Russian Federation adopted its current constitution and 

political structure; most of the data on the Russian Federation are only available starting from 

1993. The data stop at 2013 because it usually takes one to two years for organizations to com-

pile and publish them. 

Additionally, my data on China only covers mainland China. The Hong Kong Special 

Administrative Region (SAR) and Macau SAR underwent transitions in authority and forms of 

government during the 1990s, and some of the change in foreign direct investment volume for 

them can be attributed to factors that are separate from policy changes. The effect of power tran-

sition, especially from western systems to Chinese authority, is hard to quantify.  

The main source of my data is the database of the World Bank Group (WBG). Eighteen 

out of the twenty variables, including my dependent variable, are from the WBG. Other sources 

of data include the United Nations Conference on Trade and Development (UNCTAD), the 

World Intellectual Property Organization (WIPO), and the International Trade Center. The pri-

mary source of these organizations’ data are individual national governments, so I believe these 

international institutions are reliable and the information they provide is accurate. 

This paper uses a fixed-effect multi-variable regression with volume of FDI inflow a 

country receives as the dependent variable. I also run OLS regressions to show the results if 

time-invariant variables are not controlled for. Because the size of FDI, population, GDP, num-

ber of patent applications filed by residents, and cost of filing for patent are quite large compared 

to other variables, I applied the natural log when analyzing these variables. 
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Dependent Variable 

The dependent variable of this model is FDI inflow volume. According to the WBG, for-

eign direct investment is defined as “the sum of equity capital, reinvestment of earnings, and 

other capital”.c I am less interested in FDI outflow volume because intellectual property rights 

protection domestically is unlikely to have an impact on FDI outflow.  

Independent Variables – Interval Ratio 

My model includes twenty independent variables. The variables that help me to learn 

about a country’s economy include its consumption, research and development (R&D) expendi-

ture, unemployment rate, exchange rate, inflation rate, and interest rate.  

The model measures IPR protection by looking at charges for IP use, number of patent 

applications received, and number of patents granted. I also look at if the number of patents filed 

by the country’s residents because it is reflective of its market atmosphere. Other studies have 

suggested using the cost of filing for patents as an indicator of IPR protection, though it is hard 

to find reliable data on the cost of filing for patents for past years. The cost is usually given as a 

range, not a specific number. Moreover, it is also challenging to evaluate the value of the time 

and effort that went into these patent applications. Therefore, the cost of filing is not included.  

I measure political environment by rule of law, corruption, investor’s expectation on gov-

ernment’s ability to enforce policies and political stability. Statistics on the rule of law, corrup-

tion and stability are obtained through the WBG and are a part of the Worldwide Governance In-

                                                
c "Foreign Direct Investment, Net Inflows (BoP, Current US$)." The World Bank Group. 
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dicators project. I am confident in the accuracy of this source because they based their observa-

tions on 30 individual data sources produced by a variety of survey institutes, think tanks, non-

governmental organizations, international organizations, and private sector firms.d  

Openness of a market is reflected through the size of imports and the size of its tariff. Lo-

gistics is measured by the length of railroad divided by population of the country. I also include 

the length of its usable railroad to describe a country’s infrastructure development. 

I next discuss the empirical model I estimate.  

  

                                                
d “Worldwide Governance Indicators”, the World Bank Group. 
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Table 1: Descriptive Data 
 

Variable Obs Mean Std. Dev. Min Max 
year 2,478 2003 6.056523 1993 2013 
cpi 2,189 75.06601 27.75075 0.2027408 218.0367 

exchange 1,466 96.09657 18.61688 30.95308 272.3714 
fdi 2,400 9.94E+09 3.51E+10 -3.58E+10 7.34E+11 

GDP 2,459 11984.56 15556.94 205.6124 87772.69 
inflation 2,168 17.63325 153.5717 -18.10863 4734.915 
ipcharge 892 2.48E+09 6.39E+09 -1.39E+07 4.64E+10 

ipres 1,790 10934.34 49935.46 1 704936 
netimport 994 1.51E+11 3.25E+11 2.56E+08 2.76E+12 

rail 1,448 12421.86 27145.86 251 228999 
RD 1,245 1.035492 0.9570906 0.00544 4.47954 
rinr 1,934 6.975305 12.33956 -91.72441 130.7843 
tariff 1,582 7.34725 7.013216 0 100.57 
tech 2,089 11.20356 13.20281 0 74.99461 

unemp 2,415 9.357888 5.917018 0.7 39.3 
population 2,478 4.80E+07 1.58E+08 64868 1.36E+09 

Incomegroup 2,478 3.177966 1.634869 1 5 
patentapp 1,932 15744.56 64835.86 1 825136 

patentgrant 1,776 7254.721 28437.61 1 277835 
corruption 1,770 0.166485 1.048836 -1.576207 2.585616 

rule 1,770 0.1342987 1.003306 -1.923882 1.99964 
reg_qual 1,770 0.2367455 0.9464756 -2.176161 2.247353 
pol_stab 1,770 0.0013609 0.9595094 -3.184814 1.668068 

rail_per_p~n 1,448 0.0003728 0.0003152 5.30E-06 0.0017848 
nomexchange 1,405 7594.211 2941.775 11.71079 26178.38 

lfdi 2,306 20.83087 2.400654 2.302585 27.32179 
lpopulation 2,478 16.06178 1.818833 11.08011 21.02882 
lipcharge 883 18.76473 3.076941 7.882315 24.56071 

lipres 1,790 5.869084 2.52701 0 13.46586 
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Empirical Model 

log (FDI) = β0 + β1 log(population) + β2 corruption + β3 nomexchange + β4 log(GDP)  + β5 
tech + β6 inflation + β7 lipcharge + β8 patentapp +β9 patentgrant + β10 lipres + β11 netimport 
+ β12 rail_per_person + β13 RD + β14 reg_qual + β15 rinr +β16 rule + β17 pol_stab + β18 tariff 
+ β19 unemp + β20 rinr+ µ        (2) 
 
where all variables are in current USD and adjusted for inflation of year 2015. 
 
Some of my variables are described in the proceeding sections. The rest are below. 
 
Protection of IPR: My hypothesis is that stronger IPR protection will lead to more FDI 
inflow. I measure IPR protection using four variables: 
 

• lipcharge measures how much it costs to use a patent in the country. 
• patentapp measures how many patent applications were received by the country’s 

national IP authority. 
• patentgrant measures how many patents were granted by the authority. 
• lipres measures how many patent applications were filed by the country’s resi-

dent. 
 

Corruption reflects “perceptions of the extent to which public power is exercised for pri-
vate gain”.e My hypothesis is that the more corrupt a country is, the less likely foreign in-
vestors will invest in that country because of the red tape costs, reduced efficiency, and 
threats for expropriation.  
 
Nomexchange is the real exchange rate of country’s currency relative to USD, inflation 
adjusted. My hypothesis is that a lower exchange rate for foreign investors will attract 
more FDI inflow because this would imply relative labor costs will be lower.  

 
GDP is the “sum of gross value added by all resident producers in the economy plus any 
product taxes and minus any subsidies not included in the value of the products”.f My hy-
pothesis is higher GDP is associated with an increase in FDI inflow.  
 
Inflation is inflation calculated based on CPI. My hypothesis is that inflation will reduce 
FDI inflow because inflation could be associated with unstable economic conditions.  

 
Netimport is the volume of overall trade inflow. My hypothesis is that as import volume 
goes up, FDI inflow will go up.  
 

                                                
e “WGI 2015 FAQ.” WBG. 
f "GDP per Capita (current US$)." WBG. 
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Rail_per_person is the length of railroad in the country measured in kilometers divided 
by the country’s population. My hypothesis is that better infrastructure and logistic ar-
rangements will increase FDI inflow.  
 
RD is “the  percentage of GDP spent on research and development, specifically on crea-
tive work undertaken systematically to increase knowledge”.g My hypothesis is that if a 
country spends more money on R&D, then it is more likely for it to have a more compre-
hensive IPR protection system, which in turn increases FDI inflow. 
 
Reg_qual reflects “perceptions of the ability of the government to formulate and imple-
ment sound policies and regulations that permit and promote private sector develop-
ment”.h My hypothesis is that this is positively correlated to FDI inflow because foreign 
investors are only likely to invest in countries where their involvement is encouraged by 
the local government. 
 
Rinr is the real lending interest rate. My hypothesis is that higher real interest rate will 
decrease volume of FDI, as the interest rate provides a less-risky alternative compared to 
investment.   
 
Rule reflects “perceptions of the extent to which agents have confidence in and abide by 
the rules of society, and in particular the quality of contract enforcement, property 
rights”.i My hypothesis is that the more the government follows the rule of law, the more 
FDI will flow inwards. 
 
Pol_stab measures “the likelihood of political instability and/or politically-motivated vio-
lence”.j My hypothesis is that this is negatively correlated with FDI inflow because vio-
lence is disruptive of the daily operations of business. 
 
Tariff measures the tariff rates imposed by governments. My hypothesis is that trade bar-
riers will reduce FDI inflow by increasing the costs associated with it. 
 
Tech measures high-tech exports as a percentage of manufactured exports. High-tech ex-
ports will increase only if the country is advanced in technology and has invested heavily 
in research and development. My hypothesis is that higher tech is associated with lower 
FDI inflow because having high volume of high-tech exports is correlated with having 
better patent protection mechanisms, which adds to the operational costs of the compa-
nies.  
 

                                                
g “Research and Development Expenditure.” WBG. 
h “WGI 2015 FAQ.” WBG 
i “Research and Development Expenditure.” WBG.  
j “WGI 2015 FAQ.” WBG 
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Unemp is the unemployment rate as a  percentage of the labor population. My hypothesis 
is that higher unemployment will lead to lower FDI inflow because high unemployment 
indicates that the overall economy is not as dynamic and thus the country would not be an 
ideal choice as destination of investment.  
 
µ is the random error. 
 
In the next section, I discuss the results of estimating this equation.  
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V. Regression Results 
 

Before I go into the analysis, I want to explain an assumption I made when tying my data 

to the literature review I did. In the literature review section, I discussed the power of IPR pro-

tection using a North-South model. When organizing my data, I represented the North using data 

from high-income countries and the South using data from middle-income countries. The coun-

tries are divided in to the groups by the World Bank. According to World Bank’s definition, 

high-income countries are those with a gross national income (GNI) per capita of $12,736 or 

more; middle-income countries are those with a GNP per capita of at least $1,045; low-income 

countries are those with a GNP per capita of less than $1,045k.  

The justification for such division is because I believe technology advancement comes 

after a country has the ability to fulfill its basic needs. If a country is considered a higher income 

country using the World Bank standard, then it is more likely for them to have the funds and re-

sources to develop their technology; on the other hand, if a country is considered a middle-in-

come country, then it is more likely that they will have somewhat limited resources that can be 

devoted towards technology as they have other priorities to consider.  

I run four sets of regressions on my dataset. The four sets are on all countries, high-in-

come countries, middle-income countries, and BRICS countries. My intention is to test my the-

ory that the effect of IPR protection on volume of FDI is dependent on the development stage a 

country is in. I also want to examine the data for BRICS countries to see if the five countries rep-

resent a set of variables that are representative of the emerging economies.  

                                                
k "Country and Lending Groups." The World Bank. 
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For each of the sets, I run a set of OLS regression and a set of fixed effect regression. I 

will specify for each country group the variables I exclude from my main regression. In order to 

take into account the effect of missing observations, that is, to maximize the number of observa-

tions and thus maximizing the explanation power and minimizing the effect of collinearity, I run 

OLS and fixed effect regressions without them and for each individual variable. The analysis be-

low will focus mostly on FE regressions without the variables with too many missing observa-

tions because it is more important for us to control for time variant and country specific effects. I 

will also point out the differences between the results from fixed effect regressions and OLS re-

gressions.  

All Countries – Fixed Effects 
 

In this first model, I examine the effect of IPR protection on FDI for all of the high and 

middle-income countries I was able to collect data on. I ran a fixed effect and excluded the varia-

bles with large number of missing observations as they undermine the significance for the fixed 

effect model. I then ran separate regressions for each missing variable with other variables that 

have larger number of observations. The variables I exclude are netimport, exchange, ipcharge, 

rail_per_person, RD, and tariff as they all have over 600 missing variables. Doing so increases 

my number of observations to 792. For the fixed effect regression excluding variables with many 

missing entries, the model is significant at the 99 percent level of confidence and captures 39 

percent of the data variation. Variables significant at the 95 percent level of confidence or greater 

include lpopulation, GDP, patentgrant, unemp, rinr and reg_qual. Patentapp, lipres, and infla-

tion are significant at 90 percent level. The regression for tariff individually is significant at the 
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95 percent level of confidence and the coefficient for tariff is significant at the 99 percent level 

of confidence.  

As expected, the number of patent applications received by government authorities, the 

number of patent applications filed through Patent Cooperation Treaty, and the number of pa-

tents granted have significant impact on FDI inbound volume. However, it is interesting to find 

that these three variables do not carry the same sign. Given that the average FDI inflow for an 

average country is USD 9.9E9, this means each additional patent application will lead to a USD 

20,691 increase in FDI inflow. This shows us that, when investors make investment decisions, 

IPR does make a difference. Company see a clear indicator that a country has strong IPR aware-

ness, as represented by more people filing for patents, they will be more confident in their invest-

ment in a foreign country. However, as the number of patents increase, perhaps the costs associ-

ated with production in the foreign country also increase. FDI inflow should decrease with 

higher costs of operations. That is why we see a negative correlation between patentgrant and 

lfdi. For an average country during an average year, a one percent increase in patentgrant is asso-

ciated with a USD 68,705 decrease of FDI inflow volume. To more make sense of this difference 

in sign, I examine the effect of patentapp and patentgrant in countries with different income lev-

els. Lastly, a 1 percent increase in patent numbers filed by residents of a country is associated 

with a 0.16 percent increase in FDI inflow. 

GDP, inflation and unemployment provide indicators of the well-being of the overall 

economy. Overall, FDI inflow will increase when the economy is doing well. Countries with 

higher GDP should also have more FDI inflow. This could be attributed to the fact that countries 

with larger GDPs may have a more diverse economic eco-system, and thus more opportunities 
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for investment. Unemp is measured as a  percent of total labor force. Unemployment’s impact is 

significant and it has a negative influence on volume of FDI as expected. Inflation could be asso-

ciated with unstable economic environment or unstable policies; it is consistent with my hypoth-

esis that  higher inflation is associated with lower FDI inflow. 

Real interest rate has a negative impact on FDI inflow. This makes sense because savings 

is an alternative to investing, and if the return to savings increases, it is less likely for people to 

invest.  

The Worldwide Governance Indicator defines regulatory policy as “perceptions of the 

ability of the government to formulate and implement sound policies and regulations that permit 

and promote private sector development”. l Its positive correlation with FDI inflow, as hypothe-

sized before, is reasonable because it is less likely for foreign investors to put their money in 

countries where they do not believe in the government and its policies.  

It is interesting to find that population has a positive impact on FDI. Larger population 

perhaps implies cheaper labor cost and abundant labor supply, hence reducing production cost in 

the country. A one percent increase in population will lead to a 3.7 percent increase in  

FDI inflow. This is also one of the motivations why I examine BRICS countries as a group – 

Brazil, India and China all have large populations.  

Research and development should also the enhances volume of FDI. Its negative correla-

tion with FDI inflow in the regression is surprising. Because this is a fixed effect regression, and 

its R-squared value is only 0.27, I may need more observations to reach a conclusion. 

                                                
l “Worldwide Governance Indicators”, the World Bank Group. 



 

24 
 

The rest of the variables, namely tech, nomexchange, lipcharge, tariff and netimport are 

not statistically significant. Lipcharge’s insignificance is easily explainable – it is true that a 

company’s investment decision should be related to the costs associated with using a patent in 

the foreign country because this is directly related to the company’s operational costs, however, 

the fact that the Northern companies usually use their own patents when in Southern states can 

explain this lack of correlation. Very rarely do the Northern companies seek to expand their 

knowledge through working with Southern companies, hence the cost of using a patent is less 

relevant in their investment decisions.  

Indicators related to overall import environment, including nomexchange, tariff and ne-

timport, are insignificant. This tells me that, even though import and FDI are both transactions 

across borders, they are motivated by different incentives. A condition favorable for imports is 

not necessarily favorable for FDI.  

The insignificance of tech contradicts with my hypothesis that whether a country is tech-

nologically advanced plays part in foreign companies’ investment decisions. Perhaps in most 

cases, companies would invest in Southern countries for cheap production costs alone; whether 

or not technology is developed in a country is less relevant.  

All Countries – OLS Regression 

This next model I examine is a OLS regression that looks at the correlation between FDI 

inflow volume and IPR protection without controlling for time. The variables with a significant 

amount of missing observations that I excluded are the same as the ones I excluded for the fixed 

effect model. Overall, the model is significant at the 99 percent level of confidence with the re-
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gression explaining 66 percent of the variation in the dataset. Variables significant at the 95 per-

cent level of confidence or above include lpopulation, GDP, patentgrant, lipres, rinr, rule, 

reg_qual, and unemp. Patentapp, pol_stab and tech are significant at 90 percent level. For the 

key variables of interest, namely patentgrant and patentapp, the signs are the same compared to 

the results from the FE models, and the magnitude have reasonable variations. 

For the variables missing many observations, coefficients of nomexchange, lipcharge, 

tariff, and netimport are statistically significant, and the signs for these variables are the same 

compared to the results the fixed effect model produced. For an average company in an average 

year, a one percent increase in the money they pay to use a patent will lead to a 0.34 percent in-

crease in FDI inflow volume, a slight inconsistency with the fixed-effect model. This result also 

shows that after controlling for time-invariant variables, the impact of rule and pol_stab are no 

longer significant in the OLS model. This might point to a problem with the measurement of 

these variables – they might not be measuring the intended effects.   
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Table 2: OLS and Fixed Effect for all countries (coefficients and standard errors) 

Variables OLS FE 
lpopulation 0.679*** 3.719*** 

 -0.0441 -0.826 
GDP 2.55e-05*** 0.000118*** 

 -6.37E-06 -2.26E-05 
inflation -0.00697 -0.00989* 

 -0.00644 -0.00555 
patentapp 3.64e-06* 2.09e-06* 

 -2.18E-06 -1.06E-06 
patentgrant -1.44e-05*** -6.94e-06** 

 -5.09E-06 -2.83E-06 
lipres 0.126*** 0.168* 

 -0.0309 -0.0863 
rinr -0.0231*** -0.0254*** 

 -0.00535 -0.00429 
tech 0.00589* 0.00718 

 -0.00323 -0.00922 
unemp -0.0166** -0.0884*** 

 -0.00793 -0.0171 
corruption 0.116 -0.112 

 -0.161 -0.238 
rule -0.651*** 0.193 

 -0.158 -0.343 
reg_qual 1.397*** 0.923*** 

 -0.13 -0.248 
pol_stab 0.129* -0.162 

 -0.0698 -0.191 
Constant 9.188*** -42.12*** 

 -0.677 -13.57 
   

Observations 792 792 
R-squared 0.663 0.393 

Robust standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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High-income Countries – Fixed Effects 

In this section I use a fixed effect model and look at the relationship between IPR protec-

tion and FDI inflow for high-income countries defined by the World Bank. The dataset covers 

fifty countries and has 484 observations. For the fixed effect regression excluding variables with 

many missing observations, the model is significant at the 99 percent level of confidence. Only 

23 percent of the variation in the dataset is captured by the model. For data collected on high-in-

come countries, many observations are missing for netimport and lipcharge, both of which I ex-

cluded from the FE model. Fewer variables have significant coefficients when I look at data for 

high-income countries at least in part due to fewer observations. Variables significant at the 95 

percent level of significance include GDP, inflation, and lipres, and their signs are consistent 

with my hypothesis.  

Individual regression for rinr is significant at the 95 percent level of confidence. A nega-

tive coefficient, as hypothesized, means that people would prefer saving the money in a bank if 

the real interest rate is high. After all, FDI has risks attached to it and people will always resort to 

the safer option.  

As I control for time invariant factors, most of these variables and no longer significant 

and IPR protection is what drives investment decisions, which is consistant with my hypothesis. 

Two of my four key variables of interest are significant. Patentgrant is significant at 90 percent 

level and the negative coefficients aligns with my hypothesis. For an average high-income coun-

try in an average year, one percent increase in patentgrant will lead to a USD 84,941 decrease in 

FDI inflow volume. Lipres is significant at 95% level; every one percent increase in number of 

patent applications filed by residents is associated with a 38% increase in FDI inflow volume. 
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Even though coefficient lipres is positive and inconsistent with my theory, it could be explained 

as a confidence signal. Because it does not take into account the action of foreign entities, it is a 

weaker indicator of foreign entity’s behaviors and relevant influences. It is a stronger indicator 

for political stability – if residents file for more patent applications, it is more likely that the 

country has a sound political environment and the government is able to enforce its policies. FDI 

income for high-income countries is not dependent on how many patents are filed in a country 

but is dependent on resident’s awareness of IPR protection. 

As suggested by the data, it can be seen that indicators for economic well-being and the 

size of population are no longer significant. This could be explained by the fact that FDI invest-

ment in a developed country is often not motivated by cheap labor or low production cost in that 

country. Investors are in the country to produce, to get help with developing advanced technolo-

gies, and to take advantage of the education and human resources in the developed country. The 

above mentioned goals could make overall economic condition less relevant to the investment 

decision.  

High-income Countries–OLS Regression 

This is an OLS regression that covers high-income countries only and it has 219 observa-

tions. Overall, this model is significant at the 99 percent level of confidence with the regression 

explaining 64 percent of the variation in the dataset. Majority of the signs are consistant with the 

findings of the FE model. Variables significant at the 95 percent level of confidence include 

lpopulation, nomexchange, inflation, lipres, rail_per_person, rinr, tech,unemp and pol_stab. 

Tariff is significant at the 90 percent level of confidence. For the variables missing many obser-

vations, none of the coefficients is statistically significant.  
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Table 3: OLS and Fixed Effect for high-income countries (coefficients and standard errors) 
 

VARIABLES OLS FE 
   

lpopulation 1.187*** -1.483 
 (0.0831) (1.263) 

GDP 4.24e-05*** 0.000136*** 
 (6.10e-06) (2.40e-05) 

inflation -0.0121 -0.0280** 
 (0.0150) (0.0106) 

patentapp 1.68e-07 2.91e-06 
 (2.84e-06) (2.16e-06) 

patentgrant -7.18e-06 -8.58e-06* 
 (7.18e-06) (4.49e-06) 

lipres -0.275*** 0.379** 
 (0.0595) (0.169) 

tech 0.0257*** -0.0133 
 (0.00504) (0.0159) 

unemp -0.0392*** -0.0322 
 (0.0122) (0.0240) 

corruption 0.165 0.315 
 (0.178) (0.323) 

rule -0.355 -0.234 
 (0.330) (0.389) 

reg_qual 0.729*** -0.258 
 (0.239) (0.566) 

pol_stab -0.446*** -0.201 
 (0.113) (0.335) 

tariff -0.0785*** -0.0966 
 (0.0216) (0.0752) 

Constant 4.273*** 41.40** 
 (1.076) (20.07) 
   

Observations 484 484 
R-squared 0.639 0.230 

 
Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 
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Middle-income Countries – Fixed Effects 

 This next model I examine is a fixed effect regression that looks at the correlation be-

tween FDI inflow volume and IPR protection for the 68 middle-income countries over 21 years. 

The variables with a significant amount of missing observations that I excluded are ipcharge, ne-

timport, rail_per_person, RD, nomexchange, and tariff. After I removed variables with many 

missing observations, my observation increased by 314 and this model includes 407 observa-

tions. For the fixed effect regression excluding variables with many missing variables, the model 

is significant at the 99 percent level of confidence and captures 51 percent of the data variation. 

Variables significant at the 95 percent level of confidence or above include lpopulation, GDP, 

rinr, unemp, and reg_qual. Their signs are the same as the results for regressions on all countries 

and are consistent with my hypotheses.  

Compared to the regression with all countries, patentgrant, patentapp, lipres, and infla-

tion are no longer significant. This is consistent with my theory that for less developed countries, 

IPR protection is not a determinate factor for FDI inflow. Here, the variables that are indicative 

of the overall economic condition, namely population, GDP, real interest rate, and unemploy-

ment, are significant. A significant coefficient for reg_qual is indicative of the local govern-

ment’s role in firm’s investment decisions. If the government appears to have the private sector’s 

interest at heart, foreign investors are more likely to invest. Overall, the result shows us that a 

foreign investor’s decision to invest in a middle-income is mostly motivated by the country’s 

economic environment and the long-term prospects.   

 The individual regression for research and development (R&D) is also significant. It is 

surprising to find a negative sign for R&D. This situation also occurred for the fixed effect 
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model that looked at all the countries. While this contradicts my expectations, it indicates that 

research and development is correlated with lower volume of investment flows. This could possi-

bly be because R&D efforts sometimes crowd out foreign investments; moreover, R&D could be 

used to exacerbate protectionism, depending on countries’ policies. 

Middle-income Countries– OLS Regression 

 In this regression, I use the same data on the same countries from the last model, though I 

use an OLS regression. Overall, the model is significant at the 99 percent level of confidence 

with the regression explaining almost 67 percent of the variation in the dataset. Variables signifi-

cant at 95 percent level of confidence are the same.  

Variables significant at the 95 percent level also include lnomconsumption, lpopulation, 

inflation, lipres, nomnetimport, unemp,and reg_qual. GDP and tech are significant at the 90 per-

cent level of confidence. For the variables missing many observations, none of the coefficients 

are statistically significant. By comparing this outcome with the FE regression result, we can see 

that after we control for time invariant factors, the variables related to IPR protection, namely 

patentapp, patentgrant, and lipres, are no longer significant. This finding is consistent with my 

theory that intellectual rights protection measurements in middle-income countries is not corre-

lated with FDI inflow volume. 
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Table 4: OLS and Fixed Effect for middle-income countries (coefficients and standard er-

rors) 

 OLS FE 
VARIABLES lfdi lfdi 

   
lpopulation 0.570*** 4.142*** 

 (0.0572) (0.980) 
GDP 0.000350*** 0.000449*** 

 (3.77e-05) (0.000166) 
inflation -0.00807 -0.000799 

 (0.00557) (0.00688) 
patentapp 1.38e-05** 2.88e-06 

 (6.96e-06) (2.62e-06) 
patentgrant -4.15e-05* -7.40e-06 

 (2.19e-05) (2.52e-05) 
lipres 0.181*** 0.0196 

 (0.0350) (0.0883) 
rinr -0.0172*** -0.0266*** 

 (0.00572) (0.00551) 
tech -0.00377 0.0107 

 (0.00277) (0.00656) 
unemp -0.0258*** -0.0841*** 

 (0.00855) (0.0236) 
corruption -0.0709 -0.336 

 (0.288) (0.289) 
rule -0.387* -0.484 

 (0.226) (0.442) 
reg_qual 0.680*** 1.290*** 

 (0.160) (0.390) 
pol_stab 0.163* 0.0374 

 (0.0980) (0.194) 
Constant 10.01*** -49.87*** 

 (0.850) (16.49) 
   

Observations 407 407 
R-squared 0.668 0.507 

 
Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 
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BRICS Countries – Fixed Effect 
 

Finally, I run regressions looking only at the BRICS countries. For the fixed effect re-

gression excluding variables with many missing observations, the model captures 87 percent of 

the data variation within the pairs. It is worth noting that this model only has 57 observations and 

the predictive power of this model might be affected. Variables significant at the 95 percent level 

of confidence include lpopulation, GDP, lipres, rail_per_person, rule and corruption. Inflation 

is significant at the 90 percent level of confidence. Variables taken out to preserve the most ob-

servation are ipcharge, netimport, RD, tariff and nomexchanage. None of the individual regres-

sions I ran had significant results. The result shows, just like for other middle-income countries, 

investments come to BRICS countries for their population, size of economic condition and politi-

cal prospects. BRICS also benefit from infrastructure building, as shown by rail_per_person 

with a positive and significant coefficient. Patentapp and patentgrant are insignificant, indicat-

ing that these aspects are uncorrelated to investor’s investment decisions.  

I interpret lpopulation’s significance as showing that BRICS countries, like other middle-

income countries, are attractive as FDI destination for their cheap labor. What is different for 

BRICS countries compared to other middle-income countries is that rail_per_person is also sig-

nificant and positive. This show me that foreign investors also value the infrastructure BRICS 

countries can provide. This makes sense because BRICS countries cover vast territories and easy 

transportation is key to cutting operational costs. 

Interestingly, we see a negative coefficient for lipres, which is log of number of patent 

applications filed by residents of the country. A one percent increase in the number of patent ap-
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plications filed by residents will lead to a 0.32 percent decrease in FDI inflow. This result sup-

ports my theory that strong IPR awareness domestically subtracts from FDI inflow. In this sense, 

BRICS countries stand out from the other middle-income countries, for which lipres is an insig-

nificant variable. Even though the result is consistent with my expectation, it is also important I 

recognize that the result might be less powerful because my observations are limited, and results 

could be different if more observations can be included in the study. 

BRICS Countries– an OLS Regression 

The final regression I discuss is an OLS regression for the BRICS countries. It is also 

limited in the number of observations. Overall, the model is significant at 99 percent level with 

the regression explaining 94 percent of the variation in the dataset. Variables taken out to pre-

serve the most explanation power are ipcharge, netimport, RD, tariff and nomexchanage. None 

of the individual regressions I run has significant results. Variables significant at 95 percent level 

include lpopulation, GDP, inflation,patenapp, unemp, corruption, and rule. This model, like the 

fixed effect regressions, also only has 57 observations.  

In this model, patentapp is significant and has a negative impact on FDI inflow volume. 

This contradicts to what I found using the fixed effect model. Even though the results are differ-

ent from a data analysis prospective, the interpretation is still consistent with my theory that 

tougher IPR protection enforcement mechanism will lead to decrease in FDI inflow volume in 

emerging markets because it adds to operational costs.  

I next turn to the implications of my results and conclude.  
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Table 5: OLS and Fixed Effect for BRICS countries (coefficients and standard errors) 
 

 OLS FE 
Variables lfdi lfdi 

lpopulation 6.130*** 10.11*** 
 (1.424) (0.521) 

GDP 0.00204*** 0.00146*** 
 (0.000314) (0.000154) 

inflation 0.0647*** 0.0339* 
 (0.0175) (0.0154) 

patentapp -4.72e-06** -4.99e-06 
 (1.85e-06) (2.88e-06) 

patentgrant -1.12e-06 1.94e-05 
 (7.11e-06) (3.16e-05) 

lipres -0.270 -0.325** 
 (0.301) (0.112) 

rail_per_per-
son 

3,495 8,268*** 

 (2,427) (1,186) 
rinr -0.00575 -0.00265 

 (0.00783) (0.00605) 
tech 0.0151 -0.00187 

 (0.0322) (0.0143) 
unemp 0.206*** 0.0365 

 (0.0709) (0.0374) 
corruption 2.280*** 1.592*** 

 (0.598) (0.301) 
rule -2.248*** -1.726** 

 (0.787) (0.558) 
reg_qual 0.375 0.172 

 (0.762) (0.648) 
pol_stab 0.252 0.0682 

 (0.335) (0.285) 
Constant -103.9*** -177.5*** 

 (28.29) (8.994) 
   

Observations 57 57 
R-squared 0.936 0.878 

 
Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 
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VI. Discussion and Policy Recommendation 
 

As is obvious from the empirical evidence, countries with different income levels and dif-

ferent technology endowments should tailor their policies to their need. Countries in different de-

velopmental stages offer unique opportunities. For their governments to best design policies, of-

ficials should understand why investors would want to invest in their home country, whether for 

learning about advanced knowledge, or for gaining access to cheap labor with efficient logistics, 

to best attract FDI. When making a decision, officials should both consider the practical out-

comes of the policies and the signals the policies send out.  

For high-income countries, it is in their best interest to maintain its economic competi-

tiveness, grow its GDP, and control for inflation. The governments should encourage residents to 

apply for patents as a confidence booster to the potential investors. These actions will allow the 

investors to see that the economic environment in the country is stable. In order for the govern-

ment to send out positive signals and create positive momentum for technological advancement, 

policy makers should have mechanisms in place to make sure the process for patent application 

is smooth. This can be achieved by simplifying the application process, creating a unified plat-

form on a national level, and having a system that keeps track of the development and new inno-

vations building on existing patents. In other words, receiving a grand amount of patent applica-

tions from residents is a sign of IPR protection awareness, and such awareness will help the 

Northern states attract more FDI.  

High-income countries should also encourage spending – the negative coefficient on real 

interest rate indicates to us that foreign investors would only invest in high-income countries 

when real interest rate is lower and when investment would have a chance to generate more 
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profit than saving the money in a bank. Policies that would stimulate spending in the country will 

positively impact FDI inflow. Along the same line, preferential tax policies would also have the 

same effect. Lowering tax obligations for foreign companies is another way for their investment 

to yield more profit than saving the money in banks.  

For the middle-income countries, it is in their best interest to learn from high-income 

countries’ policies and make adjustments based on their own realities. An expansionary mone-

tary policy and preferential tax treatments will also encourage FDI inflow in middle-income 

countries.  

What the middle-income countries should do differently is they should not emphasize so 

much intellectual property protection as the high-income countries would. Patents and the per-

ceptions related to patents are less powerful in developing countries as they offer attractive in-

centives other than technology advancements. However, it is worth noting that there is no evi-

dence that suggests better IPR protection will harm middle-income countries’ FDI inflow. If the 

middle-income countries are already at a stage where they are close enough to the high-income 

level and are ready to make the transition to brand themselves as countries that are competitive 

based on their technology advancement, it might also be wise to start implementing some poli-

cies on patent protection and prepare for the next steps to come. The key is the gradual transition 

between the different policies – the market will receive abrupt policy announcements as a shock.  

Another important policy aspect a middle-income country should focus on that the high-

income countries did not need to is its employment rate. As mentioned in the empirical analysis 

section, foreign investors invest in middle-income countries for their labor. Therefore, I argue 
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that it is crucial for the government to properly allocate the country’s human resource, reduce un-

employment due to the friction of transaction, and motivate the working-age population to be 

employed or to actively seek for jobs.  

A third aspect the middle-income countries should focus on is their regulatory quality. 

While regulatory quality is also important for high-income countries, the ability to enforce sound 

policy is often assumed for high-income countries. In order to make up for the lack of confidence 

in regulating and enforcing policies, the middle-income countries could consider releasing an-

nual work progress report on how the specific regulations were implemented the year before. For 

the middle-income countries that would like to take a proactive position, they could issue clear 

guidelines on what type of foreign investment they welcome in the specific year to encourage 

foreign investment.  

The result of my analysis seems to suggest a middle-income trap for the Southern coun-

tries. The middle-income trap refers to a situation where a country at a certain development stage 

struggles to develop further due to its certain advantages that are valued by foreign investors. In 

this case, because the middle-income countries have lower operational costs due to cheaper labor 

and lower regulation enforcement costs, foreign investors come and invest in industries lower on 

the value chain. The middle-income countries are then trapped in the situation where they would 

like to advance their technology, but are forced to give up some opportunities to remain an at-

tractive investment destination for the high-income countries. BRICS countries are among the 

group facing such challenges.  
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In response to this situation, I recommend for the leaders of middle-income countries to 

push forward policies that will help their countries be less dependent on foreign capital. For ex-

ample, the governments of middle-income countries could have requirements in place that pro-

mote, or even require joint partnership between foreign investment and local capital where the 

local participants hold majority stakes. At the same time, the middle-income countries should not 

give in to the trap and stop developing IPR protection measures. In order to move out of the trap 

and earn higher income, the best approach is to attract the right kind of investment. Creating a 

safe environment both politically and intellectually is crucial to market development in the mid-

dle-income countries.  

In the case for BRICS countries, all of the suggestions I proposed for the middle-income 

countries apply. I would like to add another suggestion to this smaller group, which is when car-

rying out IPR protection policies, the countries should focus on quality instead of quantity if they 

think they are in an appropriate stage to do so. I say this specifically about BRICS countries be-

cause the five countries have large populations, and it is easy for them to just produce a certain 

number of patents per year and reach a number that looks good on paper. The reality is that re-

search and development spending does not pay off immediately and a country should not expect 

more efforts in research and development this year will lead to an immediate increase in the pa-

tents. In order to improve patent quality, the countries should also have stricter regulations on 

what needs to be done in order for something to qualify for a new patent.  

For future research, I have five suggestions. First, a better indicator of a country’s tech-

nology advancement would be helpful to understand the relationship between technology ad-
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vancement and the development stage a country is in. Export of high-tech products might not di-

rectly translate into the technology stage a country is in; it could be foreign investors coming in 

and manufacturing these products in a country, while the foreign investors still maintain control 

over the patent. 

Second, it is also possible to break down FDI inflow into industries and do more specific 

analysis that compare the industries that are in different positions in the value chain. My assump-

tion would be for the countries that are attractive to industries lower on the value chain, IPR pro-

tection will harm them more than if they are attractive to industries higher on the chain.  

Another overall observation is that tech is not significant for any of the country groups, 

even though going into the research I thought tech should be significant because it is indicative 

of whether the country is “north” or “south”. Depending on the country group, I expected tech to 

have either a positive or a negative effect. However, as the data indicated, tech is not significant, 

which lead me to believe that proportion of high-tech exports is not a good measure of how ad-

vanced a country’s technology is. Perhaps in future researchers can find a better measure of a 

country’s advancement in the tech industry.  

Fourth, WTO accession should also be included to achieve more accurate results. Theo-

retically, because World Trade Organization (WTO) membership requires countries to maintain 

a minimum standard of IPR protection, FDI inflow of a country would increase after its acces-

sion into WTO, other factors, such as reduced trade barriers, notwithstanding. The outcomes of 

Uruguay Round in 1994, namely the Agreement on Trade-Related Aspects of Intellectual Prop-

erty Rights (TRIPS), narrowed the gaps between IPR protection standards among the countries 

and brought countries under common international rules. 
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Lastly, future researchers could come up with a better measurement of political stability. 

The data for reg_qual and pol_stab are consistently significant and the data for corruption and 

rule are consistently insignificant. These four variables are inter- correlated to some degree, 

though they should vary from each other. What the Worldwide Governance Indicators could im-

prove on is to differentiate among the variables more so they each have distinctive variations.   
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VII. Conclusion 
 

It is commonly believed that there is a positive correlation between IPR protection and 

FDI inflow volume, though various scholars have challenged this idea and presented evidence of 

the adverse effects on the South as a result of strong IPR protection. I argue that in discussing the 

issue of IPR protection and its impact on FDI, it is crucial to distinguish between the North and 

the South, because IPR protection’s impact on FDI depends on a country’s progress in economic 

development. 

Analysis based on this distinction implies that developing countries should not follow 

policy models of developed countries exactly. Moreover, the FDI inflow of a country will rely 

heavily on political leaders’ understanding of current economic conditions. Because IPR protec-

tion policy is closely related to a country’s progress in technological advancement, i.e. whether 

the country belongs to the North or the South, policy makers should constantly adapt their poli-

cies to catch up with the economic status quo.  

Given that this thesis focuses on BRICS countries as a group, I argue that currently it is 

beneficial for the four countries to have IPR protection policies in place as a confidence booster 

for potential investors. However, IPR protection should not be too strict to the point where it 

adds too much to the amount foreign companies have to invest to operate in the country and dis-

courages investment from foreign countries. 

I also argue for BRICS leaders to help their countries make the transition from the South 

to the North and evolve from developing to developed, they should be wary of the degree of IPR 

protection. Too much protection will hurt the country’s development if younger generations are 

deprived of their creativity and are only accustomed to repetitive, low-tech work.  
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