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ABSTRACT 
 

 Using data from the PRS Group: International Country Risk Guide (ICRG), 

Freedom House’s Freedom in the World data set, the United Nations Conference on 

Trade and Development’s World Investment Report 2007, the CIRI Human Rights Data 

Project, and the World Bank’s World Development Indicators, this study considers the 

effect of changes in host country political environment on foreign direct investment (FDI) 

in that country. More specifically, the study builds on existing scholarship to focus on the 

effects of general and disaggregated sociopolitical variables on FDI inflows. Previous 

studies on the topic have shown negative and positive relationships between political 

liberalization and FDI flows in and to the host country, with more recent studies tending 

toward the positive. By conducting multivariate analyses using standard and fixed effects 

models on 144 countries from 1991-2006, this paper shows positive relationships 

between certain sociopolitical variables and FDI flows across all the countries in the data 

set.  In addition, the study looks at differences in these relationships according to region, 

speculating on possible reasons for variance, particularly in the context of the relevant 

time period.  This study concludes with a discussion of what these relationships mean for 

the United States and the world at large, what they could portend for the years and 

decades to come, and what questions policy-makers might consider when exploring the 
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complex interplay between economic and sociopolitical factors in the domestic and 

international arenas.  Awareness of these phenomena is increasingly vital to a better 

understanding of geopolitical realities. Domestic factors – both economic and political – 

are now simultaneously drivers of and responders to international market and political 

trends, and the relationship between political liberalization and FDI is an instructive 

example. 
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INTRODUCTION 
 
 
 The inclusion of socio-cultural variables in international political risk analysis 

models has become an integral part of geopolitical research projects, with increased 

freedom in certain areas having been proven to correlate positively – in certain 

timeframes – with increased foreign direct investment (FDI). Besides having obvious 

impacts on geopolitical trends, this relationship also affects the United States and the 

world at large both in its formulation of an evolving international relations theory, as well 

as its handling of domestic debt and impending fiscal insolvency.  

FDI is sensitive to political and economic risk, both before (in decision-making 

processes) and after (in administration and time horizon decisions) the fact of investment. 

Conceptually, economic risk is relatively understood and well-defined, lending itself 

quite well to objective, comparable and quantifiable metrics that – with as little 

imprecision as possible – can be controlled for with variables such as GDP per capita. 

This study will attempt to isolate political risk in general and analyze some of its 

disaggregated variables in relation to FDI flows. The partial effects estimates of the these 

variables of interest will also be closer to their actual values, with the obvious disclaimer 

that bias will remain even with arduous work to remove it.  

 An additional limiting factor to be employed before dealing specifically with 

political risk will be top and bottom-shelf omissions with regard to countries in the 

sample. Given that the top and bottom countries in FDI flows likely skew numbers 

considerably in a standard OLS regression, and that these countries are of less interest 

than the “bulk” of other countries differentially, conceptually and operationally, the 
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limiting of the sample or a different econometric technique seem prudent. Given the 

utility of keeping as many countries in the initial model as possible, the choice of a new 

technique seems to be the best solution; therefore, this study utilizes fixed-effects models 

and regionally specific regressions that hopefully side step the problem and yield 

straightforward results. 

This paper will begin with a general discussion of the interplay of economic and 

political risk, focusing on how they drive each other, interact and correlate. Next, it will 

explore political risk by itself, particularly how elements of political risk like civil and 

political liberties have interacted with FDI among many countries across time. Two main 

schools of thought will be addressed, one which argues that authoritarian regimes are 

most amenable to FDI, and the other – more recent – school that argues quite the 

opposite. Finally, this paper will take the latter argument further, disaggregating specific 

variables under the rubric of political risk in order to see which ones correlate 

significantly with FDI flows across both geography and time.  

Some specific questions this paper will aim to answer are: Do civil and political 

liberties correlate positively with FDI flows? Do these correlations vary over time, and 

are there differences based on “free” and “unfree” countries, broadly defined? It is hoped 

that the answers to these questions will help make more sense of the fascinating 

relationship between geopolitics, internal political freedom and the international 

economy.  

The data set compiled for this study is a combination of the PRS Group: 

International Country Risk Guide (ICRG), Freedom House’s Freedom in the World data 
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set, the United Nations Conference on Trade and Development’s World Investment 

Report 2007, the CIRI Human Rights Data Project, and the World Bank’s World 

Development Indicators. Collectively, these sets provide information on FDI flows, 

economic and political risk metrics, disaggregated political rights and civil liberties data, 

and general rankings of political freedom, all over periods of at least 20 years and in all 

countries. Given that all of these have slightly different time horizons (though all are 

compiled as panel data in year format), this study will be analyzing the years 1991-2006, 

a timeframe that represents the nexus of all the datasets and a compelling period of post-

Cold War political upheaval, consolidation, disintegration, evolution and devolution.  

These sets are very comprehensive, but some values are missing due to either true 

values of zero or to years when reporting in a country is made difficult by civil conflict or 

cross-border wars. Given the relative fluidity of countries in a twenty year period, there 

are also nations that either come into or out of existence (or change names); these 

instances are unavoidable and will be mentioned in the paper. Over all, these omissions 

are relatively constant through these data sets and others, and a further analysis of the 

data will help determine how to proceed knowing that certain values will be blank.  

Ultimately, this study seeks to isolate the partial effects of political and civil 

liberties on FDI inflows and outflows, paying particular attention to the post-Cold War 

era and of trends over time and among different geographic regions. 

There are of course certain assumptions this paper makes that should be addressed 

before analyzing the data and regressions. The first is that countries, like individuals in 

economic theory, seek to increase capital, whether for the people, or even simply for the 
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government and those who constitute it. Secondly, it is assumed that corporations and 

nations are increasingly interested in the political environments of host countries, due to 

some combination of growing international transparency, media saturation, goodwill, and 

economic self-interest. Following that assumption is the contention that corporations that 

invest in countries with improved or improving records on civil and political rights do so 

at least in part for that reason; in other words, there is some cognizance on the part of 

investing entities of their host country’s political environment, and that there is a 

prejudice toward sociopolitical freedom.  

Moreover, this paper begins with the assumption that the effect of political 

liberalization on FDI is greater than its corollary, that is, the possibly liberalizing effect of 

capital flow into a repressed country. According to this theory, economic engagement 

with politically repressed countries initiates the dialogue necessary to further freedom’s 

prospects. Critics of the trade policy of the United States toward Cuba often point to this 

possibility, which is an interesting example. Staying with the Cuban model, however, the 

theoretical ideas that underlie this paper would focus, again, on the opposite (though not 

entirely antithetical) relationship: Countries that wish to bring in added capital are 

compelled by the world market to liberalize to an extent acceptable to corporations and 

other nations.  

With these assumptions in mind, this study will examine empirically the 

relationship between sociopolitical liberalization and FDI in the host country, utilizing 

fixed effects modeling to interpret changes across countries and over time. First, a brief 
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theoretical background on the subject will help frame the issue and give it historical 

context.  

 
BACKGROUND 
 
 
 Conventional IR realist theory holds that states should be studied as entities in and 

of themselves, monolithic and self-interested, pitted against each other insofar as they 

want the same things and view themselves as competitive. The period between the end of 

WWII and the break-up of the Soviet Union in 1991 saw a bifurcated world order that 

lent credence to that idea, as sovereign state volition (to say nothing of individual will) 

was in many ways subsumed by the two giants on the world stage, giving the appearance, 

if not exactly the reality, of voluntary equilibrium.  

Indeed, the reality, rather than being clean cut and tectonic, was very possibly a 

façade. Quick and careful alignment along one of two axes for a sense of stability and 

safety in a nuclear world temporarily overshadowed internal and external grievances and 

buried – though by no means eradicated – the deep-seated differences between and within 

states. Fragile alliances across creed, race, tribe, and philosophy became the norm, 

though hardly due to any newfound organic harmony. Given this unique 

counterbalancing world order, states’ internal affairs were often overlooked or 

downplayed for the sake of internal, regional, and international stability. The cynical, if 

widely held, view contended that autocratic regimes, though inarguably cruel and 

sometimes barbarous, nonetheless guaranteed stability, which was of course a pleasing 

notion to the two global hegemonic players.  
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A sturdy hand, according to this view, preserves the monolithic and puzzle piece-

type existence of his state, thus retaining its discernability, predictability, and reliability 

on the tenuous though rational world stage. Contrary to the predictions of most 

geopolitical observers and due to a variety of different factors, however, the Cold War 

equilibrium dissipated with the collapse of the Soviet Union and the fall of its satellite 

regimes in Eastern Europe, Central Asia, and elsewhere. A grand reformulation of 

international affairs was in order, as well as a coherent, feasible and profitable approach 

to investment in economies formerly closed or otherwise distorted by the old order.  

The break up of that system from 1989-1991, pace Fukuyama and others, has led 

to increased inter-and-intra-civilizational conflict, as satellite states and allies became 

free to be chaotic, so to speak. Huntington’s cultural fault lines opened and widened in 

the absence of bifurcated equilibrium, enflaming old hatreds and prejudices, allowing 

new ones to manifest themselves, and destabilizing what turned out to have been 

artificially gained and sustained governments. Given that many of these states were 

initially insufficiently stable in this new order, and therefore not particularly suitable for 

foreign investment, some economists began to think that perhaps the stability that came at 

the expense of political freedom and civil rights was in fact the better environment for 

FDI. In short, they argued that authoritarianism provides an excellent host environment 

for FDI.  

If stability was purchased with authoritarianism, the theory went, so be it – the 

internal happenings of sovereign states were important only insofar as they affected the 

public face and sustainability of their governments. The correlation between political and 
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economic risk existed, certainly, but at a macroscopic level. The sovereignty of the state 

– if stable – trumped the sovereignty of the individual, both in international affairs and in 

international business. Economic considerations of multinational corporations, therefore, 

could still focus on Country A as defined strictly by its governmental stability at face 

value, or even of Countries A, B, and C of Region X and how they interrelate and offset 

each other’s influence. Any given country’s treatment of their own people – to exclude 

genocide, ethnic cleansing, and other “public relations fiascos” – is economically 

immaterial.  

What investors and scholars alike were to learn, however, was that the center 

could not hold, and that the internal political environments of potential host countries was 

ignored at great economic peril. The same notions that gave rise to the liberal 

internationalist and neo-conservative movements in international affairs and saw them 

gain adherents in the 1990’s and the new millennium likewise informed activity in the 

international market, namely that nations are living organisms that behave and interact 

dependent on their populations and how they interact, and that the denial of this premise 

by those in the political and economic spheres is both cynical and naïve.  

As more time has passed, new scholarship has pointed to the conceptual and 

statistical flaws in the preceding theory. Political openness, this school of thought argues, 

in addition to some semblance of economic liberalism, is ultimately the better host model 

for foreign investors, economically as well as ethically. For a variety of first and second-

degree reasons, governmental repression eventually leads to a more politically volatile, 

and thus less economically suitable and profitable, environment. No longer held together 
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internally by the inorganic, if effective, system of Cold War alliances, countries with 

restless populations unhappy with political repression and civil rights infringements now 

found themselves more accountable to their people. The consequences of authoritarian 

rule were thus much more likely to be made manifest in riots, protests, uprisings and 

revolutions, all of which, of course, have an initially destabilizing effect on governments 

and a cooling effect on FDI.  

More directly, to the extent that FDI flows are part of a global market economy, 

repressed populations in the host country, as well as correlated institutional deficiencies 

like corruption, weak or nonexistent contract law and poor rule of law, serve as market 

distortions that are inefficient and disincentivize further investment. In other words, 

investors avoid artificial markets, regardless of their causes.  

An important caveat to this thesis – though not entirely antithetical to its 

prevailing ideas – is the issue of international opinion, more specifically the 

disapprobation levied on companies and countries that invest in repressive regimes. For 

the most part, the effect of global public opinion, driven by some baseline understanding 

and agreement on international ethics, tends to move in the same direction as the political 

and economic trends outlined elsewhere in this paper. Occasionally, however, countries 

with a) strong links to domestically owned “private” corporations and b) very little to lose 

with regard to public opinion, will take financial advantage of environments others 

widely (and wisely, and morally) avoid. Chinese investment in Sudan and Russian 

investment in Iran immediately come to mind, with other examples obviously available. 

The aforementioned interrelating concerns of economic feasibility and political risk 
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awareness are therefore rendered largely moot in certain situations, thought the extent to 

which this phenomenon biases the data in a significant way is questionable.  

 

LITERATURE REVIEW 
 
 

 As stated earlier, there is ongoing scholarship regarding the host country political 

determinants of FDI, and there is yet no consensus on even the direction of the 

relationship, much less its magnitude and the underlying forces at work behind it. 

Nonetheless, a brief outline of this body of work will help contextualize this paper, and 

the paper itself will hopefully add some insight, however small, to the issue at hand. 

While not exhaustive of the subject, these pieces are the most relevant to this study and 

shine the most light on the idea of sociopolitical liberalization as a driver of FDI.  

First, though, in line with the older, realpolitik theory of investment discussed 

above, O’Neal (1994) shows that while United States multinational corporations have 

fared better in developed countries, “rates of return in the periphery have been greater 

under authoritarian regimes.” Investment flows in general, however, have not been 

significantly related to any specific type of government, and O’Neal stops short of 

advocating any particular optimal political environment for investing. In what could now 

be viewed as a transition piece between the old scholarship and the new, Singh and Jun 

(1995) show that sociopolitical instability – for which they use work hours lost to 

industrial disputes – has a negative impact on FDI, but that the strongest determinant of 

FDI flow to host countries is export orientation. Nonetheless, their first conclusion 

regarding industrial disputes provides an interesting and instructive method of analysis, 
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whereby research analysts utilize a proxy variable that quantifiably accounts for 

sociopolitical stability in a given country.  

Smarzynska and Wei (2000) focus specifically on corruption and show 

empirically that increased levels of corruption in a host country lead to statistically 

significant decreases in FDI. Corruption, as one of the most prevalent agents of domestic 

and international market distortion, is an unavoidable factor in any discussion of 

international political economy, and will therefore be included in this study. Interestingly 

(and somewhat problematically for research), corruption can occur in countries with 

wide-ranging records on human rights, civil liberties, and political repression, though it is 

characteristically greater in more repressive nations.  

Harms and Ursprung (2001) use empirical models to disprove the hypothesis that 

“political repression boosts FDI,” instead reaching the conclusion that multinational 

corporations are drawn to countries where political freedom and civil liberties are 

respected, and where unionization is allowed. They extrapolate from this data that there is 

a positive relationship between democracy and economic growth, conceptually co-

defining (or at least strongly correlating) liberalism with democracy. While this is not an 

altogether ill-advised analytical “jump,” it is nonetheless an imperfect relationship that 

has garnered much debate from Fareed Zakaria and others.  

Alon and Spitzer (2003) argue that religious freedom in the host country is 

positively statistically significantly related to that country’s international business risk 

environment, which one can argue directly affects inflow of FDI. The study is limited by 
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sample size and hampered (or at least complicated), like all studies of economic and 

political risk, by some degree of subjectivity and non-1:1 comparisons of variables.  

In an off-beat piece cited here more for its ingenuity than its empirical findings, Kliesen 

and Schmid (2004) argue that countries where a higher percentage of inhabitants believe 

in hell experience less corruption and a higher standard of living, thus making them at 

least theoretically better suited to FDI. Among other problems, cross-correlation would 

seem to be an issue here, but the piece takes itself lightly and is highly engaging.  

Busse (2004) – who has studied FDI and liberalization as much or more than 

other scholars – empirically confirms the analysis of previous studies that argued 

multinational corporations were increasingly attracted to democratic countries. He further 

adds that two possible reasons for this are a shift toward manufacturing and services and 

the increasing presence and effectiveness of NGO campaigns against investment in 

countries with repressive governments. This study will discuss the latter of those two 

phenomena in an attempt to understand the appeal of liberalism to investors with the 

obvious (and important) caveat of nations like China and Russia (as both investors and 

host countries). International opinion, it seems, is not always perceived as more important 

than short-term financial gain.  

Alon and Chase (2005) build on Alon’s former study and contextualize it with 

more economic risk data, concluding that religious freedom metrics are best examined in 

concert with existing economic factors as drivers of future economic performance in the 

international arena. In other words, when exploring the effects of sociopolitical factors on 

FDI, scholars are well-advised to temper the results with the truism that “wealth begets 
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wealth.” Of course, this is not to argue that these factors are not important and significant, 

which they almost certainly are, only that they should be analyzed in the context of 

domestic and international economic realities. 

Busse and Hefeker (2006) use panel data to show positive effects of political 

liberalization on FDI, finding specific links to reforming and strengthening political 

institutions. This is in contrast to Adam and Filippaios (2006), who show that there is 

some empirical evidence to support the “old” view that democracy actually discourages 

FDI, focusing on negative relationships between civil liberties in the host country and 

FDI. Interestingly, they also find a positive relationship between political freedom and 

FDI, indicating that the two are perhaps not as inextricably linked as some may believe. 

This study finds that although the two are often highly correlated, they do not always 

share the same sign or significance when regressed together on FDI.  

These two pieces, along with others discussed above, constitute part of a larger 

ongoing debate in political science, relief and development circles about which 

institutions should be fostered first in post-war reconstruction environments. While this 

study does not discuss that issue directly, its conclusions might contribute in some small 

way to the debate, at least to the extent that increased capital due to FDI is a boon to any 

developing economy.  

Finally, Li (2006) argues that rational expectation, uncertainty and political 

violence – surely correlated in no insignificant way with political repression – play into 

the FDI discussion. One compelling tangent to this argument is the link between rational 

expectation and stability, both of which can be argued are morally neutral, thus in some 
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ways establishing Li’s piece as in line with the realist school of development and 

geopolitics.   

 
CONCEPTUAL FRAMEWORK 

 
 
 As discussed in previous sections, the effects of political liberalization on FDI 

flows are complex, not least due to what could be called the circular nature of the 

relationship.  Simply put, while this paper approaches the relationship between trade and 

freedom from the perspective of the host country (from “freedom,” so to speak), it is 

certainly not the case that compelling arguments can be made from the opposite direction, 

that is, the effect of trade itself on political freedom, civil liberties, and even 

governmental and regional stability.  

Such a paper might focus on the geopolitical effects of globalization writ large, or 

more specifically on the ethical responsibilities of multinational corporations vis a vis 

investment in autocratic regimes. Does enhanced trade liberalize governments 

economically and, eventually, politically? Or does it simply enrich, empower, and 

entrench repressive governments? Perhaps countries and corporations are increasingly 

seeing the financial – as well as ethical – benefits of investing in countries where 

economic and political liberal reform is underway, thus in many ways creating a market 

incentive toward modernization and openness. That is certainly the optimistic – though 

not necessarily naïve – view.   

 Having said that, this study focuses on the effect of political liberalization on FDI, 

particularly in an international environment increasingly hostile to human rights abusing 
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regimes and characterized by a resultant stigma on investment in those regimes. In such a 

world environment, the onus for kinetic reform lies entirely on the host country 

government, which must lessen political repression (or at least create that impression) in 

order to lure foreign investment.  

 This study will evaluate that relationship using both standard Ordinary Least 

Squares (OLS) and fixed effect models. Given the nature of this study and of the data set 

itself, standard OLS regressions are not as helpful as they might be in other situations. 

Instead, several fixed effects models are employed, as it was determined that they best 

utilize panel data covering numerous countries over a designated period of time. It should 

also be noted that interpretation of the fixed effects regressions will rely largely on sign 

and significance – rather than magnitude – as the variables are measured in different 

ways and thus to do not lend themselves to straightforward interpretation. Thus the 

purpose of this study will be to point out variables that have a significant effect on FDI, 

and whether that effect is positive or negative (rather than dealing with specific money 

amounts). Many of the pieces cited in the review of literature employed a similar 

interpretation strategy with similar data sets.  

 

DATA AND METHODS 

Analysis Plan 
 
 The main population of interest in the present study is a group of 144 countries 

around the world over the time period 1991-2006. This selection, as mentioned above, is 

based on availability of data, ground covered by previous studies, and the singularly 
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transformative nature of the time period, an element essential to significant fixed effects 

models. Given the panel nature of the data utilized, as well as the presence of relatively 

time-invariant country factors, this study employs not just standard OLS regressions, but 

also fixed effects models. The results of the latter are generally of more statistical and 

policy significance, reflecting as they do the incremental changes in countries over time, 

in this case, from 1991-2006. It should also be noted that the availability of data across 

data sets will cause the number of countries used in each regression to vary. 

Since the variables of are different types and as such are impossible to compare 

numerically in any meaningful way, the data analysis will focus solely on the sign and 

significance of variable relationships, much like a number of the studies discussed in the 

literature review. Many of the significant regressions themselves are designed in the 

following manner: 

itGitititit ZXY !" +#+#+= #+  

Here, X is an amalgamation of socio-political risk factors, Z is a composite of the 

Freedom House variables for political rights and civil liberties, and G is a composite of 

socio-economic indicators. The models to follow adhere to this general framework and 

endeavor to find which, if any, specific variables have significant effects on FDI flow in 

the host country. The specific variables used in the merged data set are described in more 

detail below. 

  

Dependent Variable 
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 FDI: The dependent variable of interest in this study is FDI flow to the host country, 

represented here by the variable name flow. For clarification purposes, a few definitions 

are in order. While there are no universally agreed upon definitions for either term, the 

two provided below are generally representative of the majority of available views. 

The OECD defines FDI broadly as “the category of international investment that 

reflects the objective of a resident entity in one economy to obtain a lasting interest in an 

enterprise resident in another economy.”1 More relevant to this study, of course, is the 

definition provided by the organization responsible for the variable of interest, the 

UNCTAD. They define FDI as “an investment involving a long-term relationship and 

reflecting a lasting interest and control by a resident entity in one economy (foreign direct 

investor or parent enterprise) in an enterprise resident in an economy other than that of 

the foreign direct investor (FDI enterprise or affiliate enterprise or foreign affiliate).” 

In a global market, governments vie for increased capital, luring potential 

investors into their countries with attractive tax rates, economic stability, little to no 

active protectionism, and the exploitation of natural resources, among myriad other 

strategies. For the purposes of this paper, however, the relationship between political 

environment in the host country and FDI is crucial. The direction, intensity and 

sustainability of international capital flows have an undeniably economic component, but 

they are also related to socio-political trends. From the obvious (war, coups, extreme 

isolationism), to the not so obvious (press freedom, women’s rights, civil liberties 

protection), socio-political factors can both drive and inhibit FDI inflows, and thus 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
1 OECD glossary, http://stats.oecd.org/glossary/detail.asp?ID=1028 
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deserve the attention they have been given by the scholars briefly outlined above in the 

literature review.  

 

Independent Variables 

 Before explaining the following variables, all of which concern political “risk,” it 

is perhaps prudent to present a brief outline of the concept of risk, its relationship to 

economic risk, and the problems and solutions of its measurement. Georgetown Professor 

Gerald West defines political risk, as opposed to economic risk, as follows:  

In practice, economic and political risks are often difficult to differentiate. 

The intimate government involvement in national economies frequently 

obscures whether changes in cost, competition, or demand result from 

economic of political forces…Pragmatically, a risk is often perceived to be 

political if it relates to: 

1. A potential government act (law, decree, regulation, administrative 

decision, etc.) 

2. General instability in the political/social system (war, strife, 

frequent changes in government, etc.) 

For the purposes of this paper, a simple definition of political risk will suffice: Political 

risk is the probability of the occurrence of some political event that will change the 

prospects for the profitability of a given investment. (West 2008)” 

Given the intricate and inextricable interrelationship between economic and 

political risks, it is difficult to analyze how they interact, much less how one would best 
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“balance” the two. With that said, the simplest way to understand how economic and 

political risks interact in foreign direct investment is that quantitative and qualitative 

assessments of political risks provide a probabilistic lens through which one can analyze, 

interpret and manage economic risks.   

While all measurements and analyses of risk are by definition highly predictive 

and imprecise, there are additional problems with political risk. One is that the 

quantitative modeling of political risks is based on what some would consider arbitrary 

ratings systems. Many firms in the field of political risk assessment rely on these models 

at least in part, but many use their own ratings systems. Another is the increased variance 

in possible outcomes, particularly in the qualitative analysis of political risk. These and 

other significant shortcomings of political risk assessment notwithstanding, it is simply 

too important for foreign direct investment to ignore, and virtually all companies looking 

to expand or further expand into new countries utilize some form of it.   

Political risk is assessed and measured in a number of ways by a variety of in-

house analysts and consulting firms. Some lean more toward statistical modeling of 

macro-level information for increased predictability, while others rely on expert 

qualitative advice from individuals with significant experience in a particular part of the 

world or with regard to a specific issue (i.e. former diplomats, intelligence analysts or 

agents, etc) in the interest of comparability. Broadly speaking, however, most rely on 

some combination of the two methods described, fleshing out the predictive models with 

expert analysis.  
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This paper uses measures of political repression from three separate data sets as 

disaggregated functions of political risk.  Descriptions of these sets follow. 

Data 
 

The data sets described below together constitute the final set used for 

econometric modeling in this study. Collectively, these sets provide information on FDI 

flows, economic and political risk metrics, disaggregated political and civil liberties data, 

and general rankings of political freedom, all over periods of at least 20 years and in all 

countries. Given that all of these have slightly different time horizons (though all are 

compiled as panel data in year format), this study limits itself to the years 1991-2006, a 

timeframe that represents the nexus of all the datasets and is in and of itself a crucial 

period of state-building and redefinition after the Cold War.  

These sets are very comprehensive, but some values are missing due to either true 

values of zero or to years when reporting in a country is made difficult by civil conflict or 

cross-border wars. Given the relative fluidity of countries in a twenty year period, there 

are also nations that either come into or out of existence (or change names). As a result, 

this study is limited to 144 countries, with omissions that are not demonstrably systematic 

in a way that would lead to inherent bias of the regressions. The following is a brief 

description of each data source, which will be followed by a more in-depth description of 

the variables of interest.i  

 

PRS Group: International Country Risk Guide (ICRG) 
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The ICRG is published online, in print and on CD-ROM. Each monthly issue of 

this journal monitors 140 countries and includes more than 100 pages of financial, 

political and economic risk ratings. It offers analyses of events that affect the risk ratings 

in about 20-25 countries along with the economic and financial data underlying financial 

and economic risk ratings. The online and CD-ROM versions include the current issue 

and 12 months of previously published data. 

This data set contains variables related to law and order, ethnic tensions, religion 

in politics, internal and external conflict, government stability, socioeconomic conditions, 

and investment profile, many of which are utilized as political risk contextual variables.  

 

Freedom House: Freedom in the World  

Freedom in the World, a yearly publication of the organization Freedom House, is 

a comparative assessment of global political rights and civil liberties. Published since 

1972, the survey ratings and narrative reports on 193 countries and 15 related and 

disputed territories. Policy-makers and scholars have used this set widely, including 

many of the individuals mentioned in the literature review above.  The data set provides 

rankings on all countries for civil liberties and political rights, both of which are 

incorporated in certain models to provide a large-scale and general interpretation of the 

effect of these elements on FDI.  

 

United Nations Conference on Trade and Development: World Investment Report 

2007 (WIR07)  
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The WIR07 is the seventeenth in a series published by the United Nations 

Conference on Trade and Development (UNCTAD). The report analyses the latest trends 

in FDI. UNCTAD compiles statistics on FDI, which are presented in two separate 

products: an interactive database for the aggregate figures and an electronic publication 

with the detailed information by country. The FDI database presents inflows of FDI for 

196 reporting economies in an interactive format. This data set provides this study with 

accurate FDI flow information, which serves as the dependent variable of interest for all 

of the modeling.  

 

The CIRI Human Rights Data Project 

The Cingranelli-Richards (CIRI) Human Rights Dataset contains standards-based 

quantitative information on government respect for 13 internationally recognized human 

rights for 195 countries, annually from 1981-2006. It is designed for use by scholars and 

students who seek to test theories about the causes and consequences of human rights 

violations, as well as policy makers and analysts who seek to estimate the human rights 

effects of a wide variety of institutional changes and public policies including 

democratization, economic aid, military aid, structural adjustment, and humanitarian 

intervention. This data set disaggregates political freedom and civil liberties into more 

specific civil and political liberty variables, which this study will use to further explain 

the relationship found in earlier, more general regressions of civil liberties and political 

freedom on FDI. (For more specific definitions of the variables employed, please see 

endnote “i,” below.) 
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World Bank’s World Development Indicators 

This study utilizes a limited number of socio-economic variables from the World Bank 

data set, namely measures of GDP, literacy, and unemployment. The set includes 

information for 209 countries over the time period of 1960-2008, though the set is 

curtailed in this study due to availability of matching information in other sets described 

above.  

 

 RESULTS 
  
 The following section provides analyses of the data described in previous 

chapters, designed and interpreted in a manner consistent with the previous literature on 

the subject of liberalization and FDI. These models utilize some or all of the 25 

dependent variables and one independent variable (flow) previously defined, focusing on 

some or all of 144 countries spanning the years 1991-2006. As discussed earlier, the 

variables were chosen due to their relevance to this paper’s central hypothesis, being that 

elements of internal liberalization in a host country are likely to lead to incremental 

increases in FDI. The year span reflects both availability of data and an era of massive 

geopolitical change, media saturation, and internal and regional upheaval. Finally, the 

countries analyzed for this study are similarly products of data availability, but omitted 

countries present no discernible pattern and therefore no overriding bias to the models.  
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Regression Results: Ordinary Least Squares 

 

 As discussed earlier and in previous literature, standard Ordinary Least Squares 

(OLS) models, while typically the standard for straightforward regression models, hold 

very little interest in a study of this type. Given the important differences in variable 

scaling, the panel nature of the data, and the various elements within a country that do not 

change over time, a fixed effects model is a better analytical fit for this study. 

Nonetheless, Table 1 provides results of an OLS regression run on FDI flow using all of 

the discussed independent variables (here represented, as above, by general variables, 

with the specifics listed in an endnote): 

! 

Yit = "it + # X it + # Z it +$it
ii 

 
 
 

Table 1: OLS Regression on FDI Flow in 144 Countries, 1991-2006 
 

COEFFICIENT Model 
  
Corruption -848.99 
 (1,236.88) 
bureaucratic_quality -675.45 
 (1,674.23) 
democratic_accountability -1,065.48 
 (1,169.73) 
ethnic_tensions -679.29 
 (801.40) 
external_conflict 276.28 
 (879.22) 
government_stability 658.00 
 (660.19) 
internal_conflict 911.87 
 (694.19) 
investment_profile 804.38 
 (686.01) 
law_order 914.92 
 (1,116.13) 
military_politics -425.38 
 (993.06) 
religion_politics 586.42 
 (892.47) 
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socioeconomic_conditions 240.75 
 (850.17) 
Limassn -4,649.21* 
 (2,439.99) 
Disapoccur -5,964.59 
 (3,674.73) 
Killoccur 5,795.95** 
 (2,699.46) 
Empinx -2,277.42 
 (1,470.57) 
Move 5,677.70 
 (4,890.85) 
Physint -2,814.77* 
 (1,497.26) 
Polprisoccur -1,427.34 
 (2,949.38) 
Relfre 988.85 
 (3,864.73) 
Censorspeech 1,039.71 
 (2,702.43) 
Tortoccur -2,524.28 
 (5,671.39) 
Weconrepress 5,518.82* 
 (2,990.05) 
Wopolrepress -3,979.97 
 (3,294.06) 
Workerrestrict -8,323.29** 
 (3,226.02) 
Wosocrepress -4,817.38* 
 (2,405.47) 
freedom_house_cl -2,717.44 
 (1,790.98) 
freedom_house_pr -9.10 
 (1,176.49) 
L.gdp_cap 0.23 
 (0.35) 
L.GDP_growth -167.82 
 (323.67) 
literacy_rate 88.80 
 (84.15) 
unemp_rate -517.27*** 
 (186.22) 
Constant 23,033.69 
 (23,016.33) 
Observations 69 
R-squared 0.59 
Adj. R-squared 0.229 

Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.10 

 

While these results are again largely devoid of any meaningful interpretation, one notices 

in the third, full model the expected positive relationships between the ICRG variables 

and flow and negative relationships between the CIRI variables and flow manifesting 
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themselves in most of the coefficients. Both Freedom House variable coefficients are 

negative, as expected, at least according to the common wisdom brought to bear in this 

study. That said, neither coefficient is statistically significant according to any reasonable 

level, so this perceived oddity is not yet worth interpreting in any further detail.  

 

Regression Results: Fixed Effects Models 

 

 Given the problems with scaling and interpretation that standard OLS models 

present to a dataset such as this one, this study now turns to a series of fixed effect 

models. It should be noted that when dealing with panel data in a fixed effects model, 

there always exists a unique opportunity for auto-correlation among the variables, which 

can bias the coefficients and further complicate the interpretation of the models. Having 

tested for and found auto-correlation, this study utilizes auto-correlating correcting code 

within its fixed effects models when necessary, thus mitigating the problem. As an 

additional strategy to avoid bias, the following regressions dropped some of the less 

relevant (for the purposes of this study) and redundant independent variables from the 

model. It should likewise be noted that as discussed earlier, interpretation of these fixed 

effects models will be limited to the sign of the coefficients and their respective statistical 

significances. Due to scaling discrepancies, coefficient magnitude in the following 

models is very difficult to interpret in any meaningful sense, and this study will therefore 

not attempt to do so.  
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A logical initial starting place for fixed effects regressions is regressing FDI on 

purely financial variables, in this case, GDP per capita and GDP growth rates.2 In 

interpreting the financial regression of FDI and GDP, one can observe the effects of 

existing capital in the host country on investment in that country, thus establishing a 

benchmark against which other regressions in the study might be judged. As the first 

column in Table 2 illustrates, this very limited model indicates that GDP per capita has a 

positive effect on incoming FDI. In a purely economic model, therefore, one can surmise 

simply that wealth begets wealth. In other words, investors are attracted to countries 

where others have invested, and where economic conditions – at least as defined by GDP 

– are strong and robust. As the second column of Table 2 shows, however, the addition of 

other variables that are non-economic in nature suggests that the economic situation of a 

particular country does not tell the whole story of attracting FDI. 

Table 2: Fixed Effects Model on FDI Using Financial and Liberalization Variables 
 

 (1) (2) 
COEFFICIENT Model Model 
   
L.gdp_cap 0.84*** 2.24*** 
 (0.10) (0.20) 
L.GDP_growth 26.65 37.03 
 (39.77) (41.36) 
rights  -87.28 
  (1,162.80) 
liberties  946.61 
  (1,226.36) 
Constant -819.89 -10,370.69*** 
 (1,220.01) (1,484.42) 
Observations 1954 1950 
Number of country1 133 133 
R-squared 0.1330 0.1328 

Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.10 

 
 
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
2 For all future regressions described in this section, both GDP variables are lagged one year in order to 
reflect the assumption that investors invest based on the financial performance of the previous year. 
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Assuming, according to sound theoretical conjecture and the results above, that 

socio-political factors are very likely a factor in FDI inflows for a host country, this study 

next attempts to show which of these factors might be most important, and why. Table 3 

includes controls for lagged economic factors, literacy, unemployment and other socio-

economic variables not necessarily subsumed under the Freedom House aggregates, such 

as external conflict and internal conflict. Table 3 uses dummy versions of the Freedom 

House variables, where lower scores (0-3) equal 1 and higher scores (4-7) equal 0. As the 

scale ranges from high civil liberties and political rights to low civil liberties and political 

rights, a dummy value of 1 is associated with “free” and a dummy of 0 is associated with 

“not free.” Table 4 uses the original Freedom House variable formulation. 

Table 3: Fixed Effects Model on FDI Using Economic and Socio-political Variables, 
Freedom House Dummies 

 
COEFFICIENT Model 

corruption -239.23 
 (973.40) 

external_conflict 144.24 
 (821.92) 

internal_conflict -630.64 
 (454.34) 

law_order 1,312.87 
 (922.17) 

liberties 7,392.78* 
 (3,305.15) 

rights -2,687.81 
 (3,279.06) 

L.gdp_cap 0.81 
 (0.89) 

L.GDP_growth -289.90 
 (197.40) 

literacy_rate 147.47 
 (147.00) 

unemp_rate -411.65 
 (255.26) 

Constant -9,216.66 
 (16,915.03) 

Observations 77 
Number of country1 59 

R-squared 0.087 
Standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.10 
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Table 4: Fixed Effects Model on FDI Using Economic and Socio-political Variables, 
Original Freedom House Variables 

 
COEFFICIENT Model 
corruption 676.58 
 (1,208.43) 
external_conflict -451.87 
 (751.97) 
internal_conflict -341.02 
 (438.55) 
law_order 814.08 
 (984.57) 
freedom_house_pr 651.62 
 (721.45) 
freedom_house_cl -3,374.43** 
 (1,140.85) 
L.gdp_cap -0.87 
 (0.96) 
L.GDP_growth -1.15 
 (213.97) 
literacy_rate 212.83 
 (162.48) 
unemp_rate -690.17* 
 (302.18) 
Constant 7,688.89 
 (20,745.98) 
Observations 77 
Number of country1 59 
R-squared 0.0422 

Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.10 

 
 

In specifications using both the original Freedom House system, as well as the previously 

discussed dummy variable constructions, measures of civil liberties are shown to have a 

statistically significant effect on FDI inflows. In the former case, where the Freedom 

House variable has been re-coded as a dummy variable with 1 denoting a country with at 

least relatively high respect for civil rights and 0 denoting a country with very little if any 

respect for civil rights, the civil liberties variable (liberties) coefficient is positive, as 

expected, and statistically significant. In the latter case, where the number associated with 

the Freedom House civil liberties variable (0-7) is left as is and therefore correlates 

negatively with civil liberties in a given country, the civil liberties coefficient is negative, 
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as expected, and also statistically significant. Controlling for other socio-economic 

variables, binary and incremental measures of civil liberties are both correlated with 

inflows of FDI in such a way as to suggest strongly that host country liberalization helps 

drive FDI in that country.  

Lastly, an additional compelling issue at play in this data set is the possibility that 

countries with lower civil liberties rankings are in some ways fundamentally different 

than those with higher rankings, at least insofar as their regression interpretations are 

considered. Table 5 provides results limited to those countries that are determined by 

Freedom House to have a civil liberties score of less than 4 (coded here as a zero dummy 

variable).  

Table 5: Fixed Effects Model for Low Civil Liberties Nations 
 

COEFFICIENT Model 
  
corruption -476.19*** 
 (151.87) 
external_conflict -10.02 
 (91.56) 
internal_conflict 3.47 
 (80.32) 
law_order 284.81 
 (201.30) 
freedom_house_pr 498.30*** 
 (150.85) 
freedom_house_cl -433.37* 
 (237.61) 
L.gdp_cap 1.40*** 
 (0.18) 
L.GDP_growth 15.21 
 (15.38) 
Constant -1,822.68 
 (1,624.37) 
Observations 855 
Number of country1 78 
R-squared 0.0197 

Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.10 
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In limiting the sample like this, the model focuses on countries that have more room for 

upward liberal mobility, so to speak, and therefore serve as more “interesting” and 

certainly more dynamic examples from a geopolitical perspective. The results from this 

model show a statistically significant negative coefficient for the Freedom House civil 

liberties variable, which is to say that in countries where civil liberties are relatively to 

fully constricted, incremental increases in civil liberties protection are correlated with 

increased FDI to the host country. Among freer countries, as might be expected, the 

coefficient on the civil liberties variable in Table 6 loses all statistical significance, which 

is unsurprising due to the smaller room for improvement among these nations.  

 
Table 6: Fixed Effects Model on Higher Civil Liberties Nations 

 
COEFFICIENT Model 
  
corruption -601.60 
 (882.62) 
external_conflict -2,189.33*** 
 (725.23) 
internal_conflict 175.90 
 (599.22) 
law_order 319.90 
 (1,112.19) 
freedom_house_pr 428.71 
 (1,404.28) 
freedom_house_cl -1,450.55 
 (1,683.58) 
L.gdp_cap 1.86*** 
 (0.34) 
L.GDP_growth 206.62 
 (163.42) 
Constant 12,156.86 
 (10,156.35) 
Observations 951 
Number of country1 86 
R-squared 0.1428 

Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.10 
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Some possible reasons for the relationships described above, as well as other broader 

themes of the regression results and the implications thereof, follow in the discussion 

section.  

 
 
 

DISCUSSION 
 

 
 This paper examines the effects of certain general and disaggregated measures of 

civil liberties and political rights in host countries on FDI inflows using panel data on 144 

countries from 1991 to 2006. The findings, which are largely complementary to this 

paper’s theoretical hypothesis and much of the pervious literature on liberalization, 

suggest that there is a positive effect of increased civil liberties in the host country over 

time on that country’s FDI inflows. The relevance of this finding to the broader themes of 

this paper is apparent, and the implications for geopolitical discourse are manifold.  

 These findings are perhaps best explained beginning with economic phenomena 

and moving outwards to the sociopolitical realm. Investing entities are dependent upon –

and therefore ultimately interested in – relative rates of return on investment. In a 

theoretical global market without interventions and distortions and therefore in a state of 

equilibrium, the financial efficacy of investing in one country over another would be 

negligible. In reality, however, the global market is rife with such interventions and 

distortions, many of which investors perceive and measure as risk, both economic and 

political. Holding other factors constant, investors will be more attracted to host countries 

where both types of risk are lower, and probable rates of return are higher. What the 
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results above show is consistent with this theory of capital flow in an unstable global 

marketplace: Increased civil liberties lower risk rates in a host country, increase the rate 

of return, and ultimately lead to more FDI in the future. In simple terms, economic and 

political liberalization tend to drive each other in a rational and methodical way. 

Moving now from the economic to the sociopolitical, one theoretical construct 

given credence by the civil liberties findings above and in concert with the theories 

discussed by this paper and others is the importance of institutional and fundamental 

liberalizing reform. Perhaps one reason that measures of civil liberties were significant 

and in line with the hypotheses of this study, and measures of political repression and 

additional disaggregated socio-political variables were not, is that liberalization is more 

contingent on institutional, rather than structural, reform. To the extent that political 

liberalization yields more FDI for the host country (a theory validated repeatedly by the 

recent scholarship cited above), the results of the fixed effects models lead one to the 

conclusion that fostering a functioning environment of civil liberties dedicated to an 

increasing conceptual and practical adherence to the accompanying rule of law, is in the 

best interests of a country seeking increased capital from FDI inflows.  

Conversely, continuing to limit the civil liberties of a given population and 

moving in a more authoritarian direction can have not only geopolitically deleterious 

effects, but negative financial implications as well. Structural reform can be much more 

easily “faked,” manipulating international opinion with an edifice of liberalism bedecked 

with all of the trappings of a modern, advanced state: elections, bureaucracies, grand 

constitutions, and the like. It is the political version of a Potemkin village, and as is sadly 
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illustrated by pieces such as Fareed Zakaria’s “Illiberal Democracies,” it often works (if 

success is taken to mean short-term or temporary regime survival). 

 Institutional reform, however, is much harder to fabricate without serious 

reforming efforts on the part of the government. Accordingly, one would expect civil 

liberties reform to have a greater effect than political repression reform and other 

elements of structural socio-political efforts, due in no small part to the simple fact that 

the former is harder to fake than the latter, and thus will tend to be more “real” and 

sustainable.  The results of this study support that claim, particularly as they reflect 

incremental changes over time. Political liberalization – and more specifically, greater 

efforts to acknowledge, respect and foster civil liberties – can have positive effects for 

countries not just in terms of paramount issues of individual freedom and consequent 

international opinion, but financially as well. The hope for those who champion both 

economic and political liberalization is that the two can and will go hand in hand, fueled 

less by a “wave of democratization” than by a more fundamental and sustainable 

commitment to civil liberties.  

 

“Wherever the barriers to the free exercise of human ingenuity [are] removed, 

man [becomes] rapidly able to satisfy ever widening ranges of desire.” 

- F.A. Hayek (Hayek 2007) 

!
 

!
!
!
!
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APPENDIX 
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
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Freedom House 
Political Rights and Civil Liberties 
The variables freedom_house_pr and freedom_house_cl range from 1 to 7, based on the 
total number of points awarded to the political rights and civil liberties checklists. Each 
rating of 1 through 7, with 1 representing the highest and 7 the lowest level of freedom, 
corresponds to a range of total points. 
 
ICRG 
Corruption 
The variable corruption ranges from 0 (very corrupt) to 6 (not corrupt) is simply an 
assessment of corruption, defined broadly (but not limited) by the ICRG as “special 
payment and bribes connected with import and export licenses, exchange controls, tax 
assessments, police protection, or loans.” 
Bureaucratic Quality 
The variable bureaucratic_quality ranges from 0 (low quality) to 6 (high quality) and is a 
measure of the institutional strength and quality of a country’s bureaucracy.  
Democratic Accountability 
The variable democratic_accountability ranges from 0 (government not responsive to its 
people) to 6 (government very responsive to its people) and is a measure of how 
responsive government is to its people. The rationale, according to the ICRG, is that a 
government less responsive to its people is more likely to fail, and thus constitutes a 
riskier political environment.  
Ethnic Tensions 
The variable ethnic_tensions ranges from 0 (high racial and national tensions) to 6 
(minimal tensions) and is an assessment of the degree of tension within a country 
attributable to racial, nationality, or language divisions. 
External Conflict 
The variable external_conflict ranges from 0 (very high risk) to 12 (very low risk) and is 
an assessment both of the risk to the incumbent government from foreign action, ranging 
from non-violent external pressure to violent external pressure. It is broken out into three 
subcomponents (war, cross-border conflict, and foreign pressures), each of which is 
judged from 0-4. 
Government Stability 
The variable government_stability ranges from 0 (very high risk) to 12 (very low risk) 
and is an assessment of a government’s ability to carry out its declared programs. It is 
broken out into three subcomponents (government unity, legislative strength, and popular 
support), each of which is judged from 0-4. 
Internal Conflict 
The variable internal_conflict ranges from 0 (very high risk) to 12 (very low risk) and is 
an assessment of political violence in the country and its actual or potential impact on 
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governance. It is broken out into three subcomponents (civil war/coup threat, 
terrorism/political violence, and civil disorder), each of which is judged from 0-4. 
Investment Profile 
The variable investment_profile ranges from 0 (very high risk) to 12 (very low risk) and 
is an assessment of a factors affecting the risk to investment that are not covered by other 
political, economic, and financial risk components. It is broken out into three 
subcomponents (contract viability/expropriation, profits repatriation, and payment 
delays), each of which is judged from 0-4. 
Law and Order 
The variable law_order ranges from 0 (poor assessments of a country’s legal system and 
popular observance of the law) to 6 (positive assessments of a country’s legal system and 
popular observance of the law). It combines two components, one that takes into account 
the strength and impartiality of the legal system, and one that gauges popular observance 
of the law.  
Military in Politics 
The variable military_politics ranges from 0 (heavy military involvement in politics) to 6 
(little to no military involvement in politics), with lower numbers associated with higher 
levels of political risk.  
Religion in Politics 
The variable religion_politics ranges from 0 (coercive religion heavily involved in 
politics) to 6 (religion less involved in politics) and is an assessment of religious tension 
in a given country due to efforts by one or more religious groups to control political 
discourse, thus leading to inexperienced people imposing inappropriate policies.  
Socioeconomic Conditions 
The variable socioeconomic_conditions ranges from 0 (very high risk) to 12 (very low 
risk) and is an assessment of the socioeconomic pressures at work in society that could 
constrain government action or fuel social dissatisfaction. It is broken out into three 
subcomponents (unemployment, consumer confidence, and poverty), each of which is 
judged from 0-4. 
 
CIRI 
(Note: Variables from the CIRI dataset have been altered in STATA from various 
rankings of 0-2 , 0-3, or 0-4 to conform to a simpler, easier to interpret dummy 
construction of 0-1. The integrity of the variables is intact, and the following section 
accurately describes each CIRI variable as it has been reformatted.) 
 
Freedom of Assembly 
The variable limassn is a dummy that equals 1 if that freedom is limited, restricted, or 
denied completely to certain groups or all citizens, and equals 0 if freedom of assembly in 
the host country is “virtually unrestricted and freely enjoyed by practically all citizens.” 
Disappearances 
The dummy variable disapoccur equals 1 if disappearances have occurred occasionally or 
frequently in the host country in the given year, and 0 if have not occurred.  
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Extrajudicial Killings 
The dummy variable killoccur equals 1 if extrajudicial killings have occurred in the host 
country in the given year occasionally or frequently, and 0 if they have not occurred.  
Political Imprisonment 
The dummy variable polprisoccur equals 1 if some or many in the host country have 
been imprisoned because of their political, religious, or other beliefs in the given year, 
and 0 no one has been imprisoned for those reasons. 
Religious Restriction 
The dummy variable relfre equals 1 if there are no governmental restrictions on religious 
practices in the host country in the given year, and 0 if there are some. 
Freedom of Speech 
The dummy variable censorspeech equals 1 if there is complete or some host country 
government censorship and/or ownership of the media in the given year, and 0 if there is 
not.  
Torture 
The dummy variable tortoccur equals 1 if torture is practiced occasionally or frequently 
in the host country in a given year, and 0 if it has not occurred at all.  
Economic Rights of Women 
The dummy variable weconrepress equals 1 if women’s economic rights are repressed or 
do not exist in the host country in a given year, and 0 if economic rights for women exist 
and are enforced either in large part or in full.  
Political Rights of Women 
The dummy variable wopolrepress equals 1 if women’s political rights are repressed or 
do not exist in the host country in a given year, and 0 if political rights for women exist 
and are enforced either in large part or in full. 
Social Rights of Women 
The dummy variable wosocrepress equals 1 if women’s social rights are repressed or do 
not exist in the host country in a given year, and 0 if social rights for women exist and are 
enforced either in large part or in full. 
Worker’s Rights 
The dummy variable workerrestrict equals 1 if worker’s rights are somewhat or severely 
restricted in the host country in a given year, and 0 if they are fully protected.  
 
World Bank 
The variable gdp_cap is a measure of GDP per capita. GDP_growth is the growth rate in 
GDP for a given country. Literacy_rate  is the percent of the population above the age of 
15 who are literate. Umemp_rate is the adult unemployment rate among the total 
population.  
!
!
!
!
!
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