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ABSTRACT 
 
Foreign direct investments inflow toward developing countries is still one of the main 

drivers for economic growth for many developing countries. Despite the 2008 financial 

crisis, recent global trends show that foreign direct investments from U.S. multinational 

corporates are nevertheless the top source for developing countries to pursue financial 

inflows and business stimuli. Several studies have examined patterns of attracting FDIs in 

multilateral levels that focus on aggregate economic outcomes at the country level. Using 

a new disaggregated dataset that focuses on U.S. MNCs’ FDIs in other developing 

countries, and Ordinary Least Squares regressions with country and year fixed effects, 

and random effects, this paper builds on previous research by providing an examination 

of the pattern of U.S. MNCs’ operational activities. It particularly focuses on the 

information industry in developing countries at the disaggregated level. The findings of 

this analysis suggest that traditional strategies, deregulation, and improving business 

environment, are positively associated with the inflow of U.S. MNCs’ FDIs in the 

information industry. In light of the empirical evidence of this study, governments would 

be well advised to reshape their country strategies in attracting U.S. MNCs’ FDIs in the 

information industry. 
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INTRODUCTION 

 
  Using a new worldwide disaggregated dataset that reports the reinvested 

earnings of U.S. Multinational Companies (MNCs) of the Information Industry in 

developing countries after 2008, we investigate U.S. MNCs of the Information Industry 

around the world after the 2008 financial crisis. In addition, we look at how authorities 

in developing countries better responded to demands from U.S. MNCs of the 

information industry to attract foreign direct investments (FDIs). This research 

particularly explores three distinct channels that would support developing countries in 

shaping and improving their country strategies to attract FDIs in the information 

industry. They are (1) creating financial incentives, (2) de-regulating regulatory 

framework, (3) improving information infrastructure. 

  In contrast to existing studies that look at FDIs in multilateral levels that focus 

on aggregate economic outcomes at country level, this research uses a new 

disaggregated dataset that focusing on U.S. MNCs’ FDIs in other developing countries 

around the world, and examines the pattern of U.S. MNCs’ operational activities in 

developing countries after the 2008 financial crisis. Moreover, we specifically study 

how the U.S. multinational information industry responded to the crisis, as well as the 

mechanism of creating changes from policy perspectives at the country level.  

From a policy perspective, this research provides the empirical evidence for 

policy makers in developing countries to shape and improve their country strategies to 

attract FDI in the information industry. We will provide traditional strategies, such as 
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creating financial incentives and deregulation, which still have positive impacts on 

cutting-edge industries like the information industry. This study also suggests that the 

fundamental policy change to attract FDI in the information industry still depends on 

improving a country’s level of development in information infrastructure.  

 

LITERATURE REVIEW 

Discussion on FDIs 

 According to the official definition of the Foreign Direct Investment given by 

the Balance of Payments Manual: Fifth (BPM5) Edition from the International 

Monetary Fund (IMF) in 1993 and the Detailed Benchmark Definition of Foreign Direct 

Investment: Third Edition (BD3) from the Organization for Economic Cooperation and 

Development (OECD), FDI is an investment made to acquire lasting interest in 

enterprises operating outside of the economy of the investor (IMF, 1993 and OECD, 

1996). 

 The BPM5 also indicates that a threshold of over 10 percent of equity ownership 

could qualify an investment as a foreign direct investment. This further implies that this 

degree of equity ownership would normally be correlated with a degree of effective 

voice in the governance of an affiliated enterprise in the host country. Moreover, the 

ability and intentions to control foreign affiliated companies are the most critical 

characteristics that differentiate FDI from the foreign portfolio investment. 

 One of the main characteristics of FDI is that MNCs are seeking lasting return 

from their investment, and the only capital that is provided by the direct investor either 
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directly or through other enterprises related to the investor, should be classified as FDI 

(IMF, 1993). There exist different forms of capital flows between the parent company 

and affiliated entities in other countries that should be classified as FDI: (1) equity 

capital, (2) the reinvestment of earnings and (3) the provision of long-term and short-

term intra-company loans between parent and affiliate companies. 

U.S. FDI contribution to the world 

Worldwide, FDI plays a critical and growing role to the global market and an 

important part of the U.S. economy. The United States not only continues to be the most 

popular destination for inward FDI from other economies, the U.S. is also one of the 

leaders of outward foreign investments in other economies. As illustrated in Figure 1 

and 2, the U.S. inward FDI and outward FDI contributed to world FDI stock below: 

 

After a peak in 2007, the total amount of inward FDI worldwide dropped by 

12.4 percent from US$ 17,112 billion to US$ 14,980 billion while the U.S. inward FDIs 

declined during this period by 30 percent from US$3,552 billion to $2,487 billion. After 

2008, the world inward FDI increased in a stable rate and reach at US$ 26,039 billion in 
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2014 while the U.S. FDI increased in a relatively less elastic rate and reached at US$ 

5,410 billion in 2014, which accounts for roughly around 21 percent of the share of the 

world. 

 

After 2008, the world outward FDIs increased in a stable rate and reach at US$ 

25,875 billion in 2014 while the U.S. FDIs increased in a relatively less elastic rate and 

reach at US$ 6,319 billion in 2014, which accounts for roughly around 24.4 percent of 

the share of the world. 

Outward U.S. FDI in other economies 

 Following the discussion above, we specifically focus on the outward U.S. FDI 

in other economies. According to the Congressional Research Service (2013), the direct 

investments from the U.S. in other economies has sharply increased since the mid-

1990s One pertinent question remaining since that time, is whether U.S. MNCs’ 

increasing economic activities in foreign economies helps or harm U.S. domestic 

employment and economics. As the figure shows, employment of foreign affiliates is 
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increasing in several industries while the domestic employment in the U.S. has declined 

and the U.S. MNCs have lost their share of U.S. GDP over the last decade.  

Critics claim that the national benefits of these MNCs contributing to the U.S. 

from direct investment abroad are offset by the loss in U.S. domestic employment and 

the decreases of wages that attribute to the overall loss of the market. 

However, in the academic field of the economics, a major consensus concludes 

that foreign direct investments will not lower the average Americans’ overall income or 

replace domestic job opportunity (James, 2013).  

Hufbauer, Moran, and Oldenski (2013) have proven that the expansion of U.S. 

MNCs abroad will further strengthen U.S. MNCs’ capabilities in terms of hiring and 

investment both at the U.S. mainland and foreign economies. As a U.S. MNC enhances 

its employment in its affiliates abroad by 10%, domestic employment in the parent 

company in the U.S. will increase by about 4%. Additionally, the MNC increases in 

capital expenditures and exports. Moreover, in terms of spending in R&D, which is 

highly correlated to the overall U.S. domestic employment, especially in high-skilled 

level job opportunities, will increase around 5.4%. 

Other authors also claim that the cause of most U.S. job loss, especially in the 

manufacturing industry over the past decade, is only a reflection of a restructuring of 

U.S. manufacturing industries (James, 2013). To conclude, U.S. MNCs that are 

competitive enough to operate economic activities effectively in foreign markets will 

possibly be able to remit their earnings back to the U.S. and improve economic growth 

in the U.S. 
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Outward U.S. FDI finance 

Outward FDIs have three different forms of capital flows: (1) equity capital, (2) 

the reinvestment of earnings and (3) the provision of long-term and short-term intra-

company loans between parent and affiliate companies. Figure 3 below illustrates the 

descriptive characteristics on latest trends in outward U.S. FDIs by forms of capital. 

 

During the period from 2007 to 2008, the equity outflows of U.S. MNCs 

decreased from US$201 billion to US$127 billion and decreased stably since then. The 

equity outflow has gone upward in 2011 but reached its bottom of 7 billion in the most 

recent data in 2014. Meanwhile, the intra-company loan (debt instruments) increased 

from US$ -17 billion in 2007, US$ -31 billion in 2008, to US$ 42 billion in 2009. This 

figure fluctuated until 2011 and reached US$ 18 billion. Further, the outward US FDI 

reinvested earnings maintained a stable trend during the period from 2007 to 2009: US$ 

210 billion in 2007, US$ 212 billion in 2008, and US$ 204 billion in 2009. The figure 
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kept increasing increased beyond the 2008 crisis level and reached US$ 326 billion in 

2011. 

Based on the table above, we can tell that the equity capital of U.S. outward FDI 

experienced a drastic decline during 2008-2009, while the performance of reinvested 

earnings remained stable during the period of 2008-2009. 

Following the observation on reinvested earnings, Figure 3 also illustrates that 

the share of reinvested earnings went upward gradually after 2008 from 69% to 77% in 

2009, 96% in 2010, and 82% in 2011. This indicates that parent MNCs were investing 

in their affiliated units abroad instead of remitting their earnings directly back to the U.S.  

This also indicates that since the earnings in foreign affiliates contributed to a 

major proportion of the U.S. outward FDI, and U.S. MNCs re-invested these earnings 

abroad, the earnings of US MNCs in foreign economies became a possible 

representative indicator to represent U.S. outward FDI. 

U.S. outward FDI in developing markets 

The global trends of inflow FDI illustrates that since 2012/13, the total share of 

FDI inflows in developing countries have exceed the share of FDI inflows in developed 

countries after 20 years. The FDI Confidence Index Report of 2013 ranked China the 

second most attractive FDI destination in the world, right after the United States, and 

maintained these levels of confidence until the most recent report in 2015. Moreover, 

Brazil, Mexico, India, and several other developing countries occupied the top spots in 

terms of the FDI Confidence indicators (A.T. Kearney, 2013, 2014, 2015). 
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However, as we focus on U.S. outward FDI in developing countries, Figure 5 

illustrates that developed countries are still the main destinations for U.S. outward direct 

investments. The total share of U.S. MNCs’ outflows FDI in developing countries was 

below 10 percent in 2013. The contrast between global trends and the pattern of U.S. 

direct investment therefore raise questions for further research.
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Financial crisis 

The current financial recession that began in the end of 2007 ranks as the largest 

U.S. economic downturn since the Great Depression. This financial crisis has led to a 

progressive deterioration of the overall investment environment in the global economy. 

This deteriorating climate began to leave its first negative marks in investment 

programs, including FDI, in early 2008. As shown in Figure 4 above, a sharp decline in 

direct investments worldwide is illustrated. Other indicators also suggested that the 

financial instability during 2008 had a negative impact on MNCs’ strategies on direct 

investments abroad (UNCTD, 2010).  

However, while countries around the world are still restoring their economies 

from the 2008 crisis, the figure of FDI flows worldwide has recovered. How U.S. 

MNCs react to the current investment situation worldwide, and how developing 

countries could shift their policy and strategies on attracting foreign direct investment, 

is an important research topic. 

Information industry 

There is a small body of literature examining the impact of U.S. MNCs’ 

outflows by industry level. Our research uses the Information Industry as a pilot study. 

Compared to traditional industries like the manufacturing industry, the information 

industry is relatively cutting-edge in terms of MNCs’ own global business strategy as 

well as how countries would respond to their business entry. Hence it is worth 

researching whether or not traditional strategies for countries to attract foreign direct 

investments are applied to this new industry.  
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According to the North American Industry Classification System, the 

Information sector comprises establishments engaged in the following processes: (a) 

producing and distributing information and cultural products, (b) providing the means to 

transmit or distribute these products, and (c) processing data. 

The main components of the information industry are the publishing industries, 

including software publishing, and both traditional publishing and publishing 

exclusively on the Internet; the motion picture and sound recording industries; the 

broadcasting industries, including traditional broadcasting and those broadcasting 

exclusively over the Internet; the telecommunications industries; Web search portals, 

data processing industries, and the information services industries (North American 

Industry Classification System). 

The Information sector groups three types of establishments: (1) those engaged 

in producing and distributing information and cultural products; (2) those that provide 

the means to transmit or distribute these products as well as data or communications; 

and (3) those that process data. 

Figure 6 below illustrates that the share of the information industry is relatively small in 

the overall sectorial distribution of U.S. outward direct investment in other economies. 

However, since the development of the information industry is growing exponentially, 

research on the strategies to attract this industry would be a beforehand research for 

foreign countries. 
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Potential Factors that would be associated with outward FDIs 

There is a small body of literature examining the drive of U.S. FDI to countries 

by industry level. However, a number of studies examine determinants on outward FDI. 

Table 1 presents a selective literature review of the papers focusing on the potential 

determinants that would be correlated to outward FDI from a macro perspective. 

Root and Ahmed (1978) tested 44 economic, social, and political variables in 

discriminating among developing countries with respect to FDI in manufacturing. The 

only policy variable that appeared is the corporate tax level among essential 

discriminators.  

Nigh (1985) emphasized the negative relationship between political events and 

FDI in manufacturing for U.S. MNCs. A paper by Fatehi-Sedeh and Safizade (1988) 

provided empirical evidence from U.S. MNCs’ investment in South and Central 

American countries that sociopolitical situation is one of the most important 

determinants in investment decision. 

Dunning (1988) suggested that location factors correlate to a country’s 

attractiveness of FDI. Grubert and Mutti 1991 gave considerations on the impact of host 

country taxes and tariffs and the influence of these policies on international trade 

patterns in the United States. Wheeler and Ashoka’s (1992) econometric results suggest 

that agglomeration economies are indeed the dominant influence on investor 

calculations. Woodward and Rolfe (1993) argued that a positive relationship exists with 

the length of tax holidays, the size of free trade zones, and political stability. 
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The level of infrastructure is one of the key determinants to attract FDI, 

according to Cheng and Kwan (2000) based on empirical evidence in provincial level 

FDI in China. Stein and Daude (2002) give a holistic examination on institutional 

factors, such as voice and accountability, political stability and lack of Violence, 

government effectiveness, and rule of law.  

Gorg (2004) suggested that both entry incentives such as policy preferential and 

labor market regulations are critical to the decision of engaging in FDI. The variable of 

labor market regulation is an especially important dimension in U.S. MNCs’ location 

decision.  

Table 1 
FDI Indicators Reviewed�

Reference Researched Factors 

Root and Ahmed 1978 Corporate tax level 

Nigh 1985; Fatehi-Sedeh and Safizade 1988 Political risks 

Dunning 1988 Location factors 

Grubert and Mutti 1991 Tariffs and taxes 

Wheeler and Ashoka 1992 Economy size 

Woodward and Rolfe 1993 Length of income holidays, the size of free 
trade zones and political stability 

Rolfe and White 1992 Tax incentives 

Brewer 1993  The role of government policy in the process 

Cheng and Kwan 2000  

 

The level of infrastructure 

Stein and Daude 2002 Voice and Accountability, Political Stability 
and Lack of Violence, Government 

Effectiveness, Regulatory Quality, Rule of 
Law, and Control of Corruption 
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Table 1 (Cont’d) 
FDI Indicators Reviewed�

Reference Researched Factors 

Gorg 2005 Labor market regulations 

Benassy-Quere  et al. 2007  Ease of market entry for new firms is 
associated with greater FDI 

Harding and Smarzynska Javorcik 2007 Tax incentives: tax holidays 

Yu et al. 2007 The higher the sunk costs, the higher the 
operating costs and the higher the exit costs 

Oseghale and Nwachukwu 2010 Host country’s institutional framework 
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CONCEPTUAL FRAMEWORK 

This study will build on previous empirical papers in several ways. We 

categorized traditional “policy strategies” to attract U.S. FDI into: (1) Policy Regulation 

Variables and (2) Tax Incentives. Following prior studies, we have refined existing 

variables and updated new variables to represent the level of policy regulation in a 

country from a practical perspective, for instance, the length of average time to start a 

business and the coverage costs to start a business could represent the overall ease of 

regulatory framework in a country. Furthermore, we would like to know the level at 

which corporate tax could affect the decision of FDI in the information industry. This 

paper particularly focuses on the effect of the level of ICT infrastructure on the newly 

information industry while we will control other variables such as market size, political 

stability, free trade zones, and common language based on existing literature. 

Figure 7 
Factors Affecting U.S MNCs’ FDIs in Developing Countries 
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METHODOLOGICAL APPROACH 

A set of panel data will be used for the regression analysis in this paper. The key 

dependent variable to measure is the U.S. MNC’s outflow FDI in the information 

industry in developing countries, which is represented by U.S. MNCs’ majority-owned 

foreign affiliates sales in developing countries. Only the data collected by the U.S. 

Bureau of Analysis on the operations of U.S. MNCs allows investigation of this issue, 

by providing information on the orientation of US foreign affiliate sales. The data 

includes observations from 29 developing countries for the years from 2009 to 2013. 

The average time to start a business by country, the average cost to start a 

business by country, and the average days to resolve commercial disputes, are the key 

independent variable to represent developing countries’ level of policy regulation on 

business. Data are available by country by year from World Bank’s Doing Business 

Indicators online from 2009-2013. The variable that represents tax incentive is the 

corporate tax by country by year. Data are taken from KPMG’s World Corporate Tax 

Report online. 

 This research will include the following country-level controls: GDP per capita, 

a country’s level of political risk, whether a country has free trade agreements with the 

U.S., and whether a country is an English speaking country or not. See Table 2 for 

variable definitions and data sources. 

The proposed fixed effect regression model used in this research is as follow: 

!" #$%&' () = 	,- + ,/!" 01'224 () + ,5!" 6$7'24 () + ,8!" 6$7'201"29$02 ()

+ ,:!" 019;2$< () + ,=!" >?@A"B () + ,C!" D6;;0 ()
+ ,E!" ;1%9A'F () + ,GB2$() + ,H&"D'() + I( + J) + K() 
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The alpha term represents country fixed effects, the equivalent of a dummy 

variable for each state. Gamma represents time fixed effects, which, similarly, is the 

equivalent of a dummy variable for each year of data contained in the analysis. The last 

term in the model represents the error term. 

Table 2 
Variable Definitions 

Dependent Variable Definition 

U.S. MNCs’ Majority-
Owned Foreign Affiliates 
Sales (Information 
Industry)  

The dependent variable in the analysis is the sales. This is 
a continuous variable measuring the amount of sales in 
million from 2009 to 2013, by country. 

Source: U.S. Department of Commerce, Bureau of 
Economic Analysis 

Policy Regulation 
Variables 

 

Average Time to Start a 
Business (Days) 

The key independent variable in the analysis is the average 
time to start a business. This is a continuous variable in 
days from 2009-2013, by country.  

Source: World Bank, Doing Business Indicators 

Average Cost to Start a 
Business 

This is a continuous variable measuring the cost in percent 
of income per capita to start a business from 2009 -2013, 
by country. 

Source: World Bank, Doing Business Indicators 

Average Days to Resolve 
a Commercial Dispute 

This is a continuous variable measuring the time for 
resolving a commercial dispute through a local first-
instance court in days from 2009-2013, by country. 

Source: World Bank, Doing Business Indicators 
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Table 2 (Cont’d) 
Variable Definitions 

Dependent Variable Definition 

Tax Incentives Variable 

Corporate Tax This is a continuous variable measuring the percent of 
corporate tax from 2009 to 2013 by country. 

Source: KPMG, World Corporate Tax Report  

ICT Infrastructure Variable 

ICT Infrastructure This is a continuous variable measuring the level of ICT 
infrastructure from 2009 to 2013 by country. 

Source: Measuring the Information Society Report, The 
International Telecommunication Union 

Control Variables  

GDP per Capita This is a continuous variable measuring the GDP per Capita 
from 2009 to 2013 by country. 

Source: The World Bank Group 

Political Risks This is a continuous variable measuring the regional 
political risk from 2009 to 2013 by country. 

Source: The PRS Group, Regional Political Risk Index 

Free Trade Agreement with 
U.S. 

This is a binary variable indicates that whether a country has 
signed a free trade agreement with the U.S. or not from 
2009 to 2013. 

Source: International Trade Administration 

English Speaking Country This is a binary variable indicates that whether a English is 
an official language of the host country or not from 2009 to 
2013. 

Source: The World Factbook. Central Intelligence Agency. 
Retrieved 2009-01-11 
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DESCRIPTIVE FINDINGS 

The sample size in this analysis is 145 observations. Table 3 provides 

descriptive statistics for the proposed variables used in this research, and table 4 

illustrates a correlation matrix with the variables in the sample. As shown in Table 2, 

the average U.S. MNCs in the information industry’s sales is 1,067.27 million. The 

minimum number of MNCs’ sales is 2 millions (Nigeria in 2009) and the maximum is 

9,674 millions (Brazil in 2012). The mean of the average time to start a business is 39 

days while the shortest time is 5 days (Hungary in 2012) and the longest time is 147 

days (Brazil in 2009). The mean countries’ average costs to start a business is 23 

percent per capita while the lowest cost is 2.9 percent per capita (Russia in 2009) and 

the highest cost is 87.7 percent per capita (Nigeria in 2009). 

Table 4 shows a correlation matrix of the variables contained in the sample. The 

correlation between MNCs’ sales and the average time to start a business is positive, 

strong and statistically significant. The correlation between MNCs’ sales and the 

corporate tax is positive, weak and statistically significant. Both relationships conflict 

with existing literatures. As these relationships are only correlational, research would 

use the proposed regression analysis to provide a more precise estimate of the 

relationships between MNCs’ sales and other independent variables. 
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Table 3 
Descriptive Statistic 

Variable Mean Min Max Std Dev 

U.S. MNCs’ Majority-Owned Foreign 
Affiliates Sales (Information Industry) 

1067.27 

 
2 9674 1814.22 

Average Time to Start a Business (Days) 39 5 147 35.08 

Average Cost to Start a Business 23 2.9 87.7 21.81 

Average Day to resolve a commercial 
dispute 644.5 201 1420 275.43 

Corporate Tax 27 0 55 9.11 

ICT Infrastructure 3.38 2 4.8 0.64 

GDP per Capita 11801.21 1022.6 93605.7 17674.25 

Political Risks 70.7 45 86 9.47 

Free Trade Agreement with U.S. 0.28    

English Speaking Country 0.21    

N=145     
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  Table 4         
Correlation Matrix 

 
U.S. MNCs’ Majority-
Owned Foreign 
Affiliates Sales  

Average 
Time to 
Start a 
Business  

Average 
Cost to 
Start a 
Business 

Average Day 
to resolve a 
commercial 
dispute 

Corporate 
Tax 

ICT 
Infrastructu
re 

GDP 
per 
Capita 

Political 
Risks 

Free 
Trade 
Agreem
ent with 
U.S. 

English 
Speakin
g 
Country 

U.S. MNCs’ 
Majority-Owned 
Foreign Affiliates 
Sales  

1          

Average Time to 
Start a Business  

0.5742* 1         

Average Cost to 
Start a Business 

-0.1065 0.0894 1        

Average Day to 
resolve a 
commercial 
dispute 

0.111 0.0084 0.2246* 1       

Corporate Tax 0.1896* 0.2251* 0.072 0.2079* 1      

ICT 
Infrastructure 

0.0442 -0.3203* -0.6331* -0.1642* 0.0678 1     

GDP per Capita 0.034 -0.1136 -0.4050* -0.2461* -0.3489* 0.6423* 1    

Political Risks 0.0284 -0.3245* -0.2989* 0.0324 0.0307 0.6382* 0.3691* 1   

Free Trade 
Agreement with 
U.S. 

-0.1225 -0.1288 -0.1059 0.1407 0.0595 -0.1522 -0.1913* 0.3385* 1  

English Speaking  0.0053 -0.1044 0.4534* 0.2816* -0.075 -0.3177* 0.2393* -0.1748* -0.3152* 1 

22 
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REGRESSION RESULTS 

Table 5 displays the results from the Pooled OLS model for the overall group of 

countries, group of Asian developing countries, group of Latin American developing 

countries as well as the results of a panel estimation in versions of fixed and random 

effects.  

In model 1, magnitudes of all three coefficients of doing business indicators are 

positive, which may be reflecting colinearity. The coefficient of GDP for host 

developing countries is positive and significant. The significance of the GDP of the host 

country implies that overall a stronger economics of a country may attract U.S. FDI. 

Also, the dummy variable for English speaking countries is positive, and the proxy for 

free trade is positive and significant. 

The second part of Pooled OLS model presents the results of Asian markets and 

Latin American markets, which include other variables related to the nature of trade, 

and differences in business environment. In terms of the coefficient of GDP, results in 

Asia and Latin America are similar to the model 1.  Coefficients of business 

environments in Latin America are reasonable and accord to the theory. This result 

suggests that the overall business environment may drive U.S. FDI flows in Latin 

America as proxy indicators show. With respect to trade agreements, bilateral 

agreements do not provide the U.S. FDI flow for countries in Latin America. The sign 

for the other statistically significant variables – political risks – is positive as expected. 

As mentioned, the higher the political risk a country has in Asia or in Latin America, 

the lower the willingness that U.S. MNCs will invest. 
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Model 4 and 5 comprise variables already considered in the pooled OLS. The 

main difference with the pooled OLS is that now business environment indicators in the 

host country appear negative and significant, in accordance with the theory. The country 

and year fixed effects dummies account for over 80 percent of the variation in the U.S> 

MNCs’ FDIs in this sample. In this way, the results leave little variation to be explained 

by the independent variables in the model. In other words, it is a critical task to have 

additional independent variables to achieve statistical significance in explaining their 

correlation with U.S. MNCs’ FDIs. The near statistical significance of two business 

environment indicators in model 4 are notable and will be addressed. 
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Table 5 
Results for the Basic Pooled OLS, FEM and REM 

Dependent Variable: FDIs (U.S. MNCs’ Majority-Owned Foreign Affiliates Sales (Information Industry) 

Independent 
Variable 

OLS Model Fixed Effects Model Random Effects Model 

Model 1 
(World) Model 2 (Asia) Model3 

(LatinAm) Model 4 Model 5 

Const -1033.01 
(0.624) 15392  (0.002) 1954879 

(0.016) 

-301.55 
(0.825) 

 

-4351.01 
(0.378) 

Average Time 
to Start a 
Business 
(Days) 

51.93 
(0.000) 23.74   (0.205) -5.54    

(0.779) 
-2.57 

(0.759) 
-0.05 

(0.995) 

Average Cost 
to Start a 
Business 

12.53          
(0.300) -17.06  (0.038) -8.648 

(0,895) 
-13.10 
(0.125) 

-0.697 
(0.409) 

Average Day 
to resolve a 
commercial 
dispute 

.82 
(0.128) 2.91    (0.895) 19.288 

(0.008) 
1.76 

(0.394) 
.846 

(0.462) 

Corporate 
Tax 

31.29 
(0.358) 144.791 (0.088) -19266 

(0.015)  166.28 
(0.025) 

ICT 
Infrastructure 

3.38 
(0.019) 1916 (0.000) -348450 

(0.013)  -300.55 
(0.768) 

GDP per 
Capita 

.073  
(0.066) .245 (0.026) 0.271 

(0.024) 
.111 

(0.003) 
.129 

(0.000) 

Political Risks -83.82 
(0.011) -385.45 (0.000) -1245.96 

(0.15)  12.17 
(0.850) 

Free Trade 
Agreement 
with U.S. 

1709.26 
(0.005)  -243624.1 

(0.008)  -536.42 
(0.693) 

English 
Speaking 
Country 

75.75      
(0.884) -349.09 (0.362)   -845.62 

(0.493) 

Adjusted R-
squared 0.4947 0.9410 0.9451 0.2331 0.2081 
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POLICY IMPLICATIONS AND DISCUSSION 

There is an urgent need for developing countries to develop their strategies by 

improving regulation policy to attract U.S. MNCs’ FDIs in the information industry. 

The outcomes of the regression models above, using multi-OLS, country-year fixed 

effects, and random effects specification, provide empirical evidence to support the 

effects of business regulations on attracting U.S. MNCs’ FDIs. The results also indicate 

under five regression models, no evidence supports the effect of reducing corporate 

taxes in developing countries would attract U.S. MNCs’ FDIs in the information 

industry, except for the developing countries in Latin America.  

The results of this research demonstrate that bettering domestic regulations, 

especially improving the capability of resolving commercial disputes, in developing 

countries will modestly increase their inflow of U.S. MNCs’ FDIs. Of the five 

regression models demonstrated above, four suggest a negative relationship between the 

average cost to start a business in a developing countries and the inflow of U.S. MNCs’ 

FDIs, with two of results statically significant at conventional levels. There is one 

regression, an OLS regression without controlling fixed effects of the whole developing 

countries sample that presents a positive relationship between the average costs and U.S. 

FDIs in the information industry. The inclusion of country and time fixed effects 

changes the sign of the coefficients measuring the effect of the average costs on the 

inflow of U.S. FDIs from positive to negative. Moreover, controlling for other variables, 

the results demonstrated that the effect of the average costs to start business on U.S. 
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FDIs is relatively greater in countries in the Asian region than countries in Latin 

American region. 

These regression results do not imply the standardization of regulation policy 

across countries. The design of regulation focuses should reflect regional or national 

tendencies, for instance, the positive magnitude of the average time to start a business in 

the Asian region indicates U.S. MNCs’ tends not to flow in their investments into a 

country with a stable administration process while in the contrary. U.S. FDIs in the 

information industry tend to flow in countries in the Latin American region with a much 

shorter regulation process.  

Moreover, it is also vital to notice that, in the country and time fixed effects 

model, these business environment indicators still explain a certain proportion of 

variation in the inflow of U.S. MNCs’ FDIs in the information industry while the time 

fixed effect accounts for the majority of the variation in explaining the inflow of U.S. 

MNCs’ FDIs.  

These results suggest there is a correlation between regulation policy and 

financial incentives associated with the inflow of U.S. MNCs’ FDIs in the information 

industry in developing countries. However, several limitations exist in this analysis. The 

most accurate time fixed effect model should be based on long-term panel data set with 

sufficient research units. Unfortunately, the data to measure the time fixed effect is 

limited to 4 years of data after the 2008 financial crisis. Adding more years of data 

could provide more variable in explaining the inflow of U.S. MNCs’ FDIs in future 

analyses. Moreover, the country-level disaggregated data set collecting from Bureau of 
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Economic Analysis is limited to several regions. For instance, the county-level data of 

U.S. MNCs’ FDIs in the Middle East or African regions are not qualified and sufficient 

enough for further in-depth analyses, and hence this research would lose certain 

elements of precision, especially in regional level analysis. The difficulty of collecting 

comprehensive and long-term data in explaining the inflow of U.S. MNCs’ FDIs in the 

information industry is the one main cause related to the limitations of this study. In the 

future studies for this topic, as the accurate yearly data and regional data accumulate, 

better collection of these data, with increasing variation, will help explain the inflows of 

U.S. MNCs’ FDIs, and would provide a more accurate research model. 

In spite of the existing research limitations, our analysis provides results similar 

to previous research measuring similar patterns of U.S. MNCs’ operational activities in 

developing countries after the 2008 financial crisis. As mentioned, this study is at a 

disaggregated level, which is the key difference. This study particularly contributes to 

analysis on how the U.S. multinational information industry responds to changes in 

regulations in developing countries with rigorous quantitative analyses.  

With the support of rigorous empirical evidence for developing countries on the 

mechanism of creating changes in regulation policy in pursuit U.S. MNCs’ FDIs, it is 

vital for authorities to shape and improve their country strategies to attract FDI in the 

information industry. Fundamental policy change to attract FDI in the information 

industry still depends on traditional strategies, such as creating financial incentives and 

deregulation
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