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Abstract
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SUMMARY
Since the beginning of the 1990s, direct foreign investment (FDI) flows to developing countries have increased dramatically, and they now constitute the largest share in the net resource flows to these countries. Although FDI flows have increased in relative and absolute terms, they have gone to a relatively small group of countries. Low-income countries have, on average, been less successful in attracting FDI than middle-income countries, but as the distribution of FDI flows is highly uneven for both these country groups, average group performance is easily overestimated. After exploring the distribution of FDI flows across developing countries, this paper investigates whether this distribution can be explained by the standard neoclassical model or by modified versions of this model that allow for different technologies across countries. In the strictest version of the neoclassical model, with only capital and labor as inputs and identical technologies across countries, the poorest countries should attract most foreign capital, provided capital is sufficiently mobile across all countries. Apart from the strictest version of the neoclassical model, the paper also tests alternative versions of this model that have country-specific technologies. Under these alternative specifications, the poorest countries do not necessarily attract the most foreign capital, since their production technologies may be less capital-intensive, or their total factor productivity may be lower, than that of richer countries. Although the modified versions of the neoclassical model are somewhat better in explaining the distribution of FDI flows across developing countries than the strictest version, none of the specifications pass a significance test. The paper, therefore, concludes that for understanding the distribution of FDI flows across developing countries, the standard neoclassical model, either with or without exogenous differences in technologies across countries, is not very helpful.
I. INTRODUCTION
Capital flows to developing countries have increased substantially since the late 1980s, and as a result net resource flows to these countries have risen above their previous record high, recorded just before the start of the debt crisis in 1981. In 1994, net resource flows to developing countries were about US$207 billion, of which US$89 billion went to low-income countries and US$118 billion to middle-income countries.2 As a percentage of GNP, net resource flows have returned to about the same level as before the 1980s debt crisis. As Table 1 shows, in 1980 net resource flows to developing countries were 4.1 percent of their total GNP. The level subsequently fell to 2.9 percent in 1985 and 2.7 percent in 1990, after which it climbed back to just above 4 percent in 1993–94. Table 1 also shows that, especially for low-income countries, foreign capital has gained importance, unlike in the 1970s when net resource flows to low-income countries, in percent of GNP, were about half of what middle-income countries received. Another difference between the two surges in net resource flows is that in the 1990s foreign direct investment (FDI) is the largest component, while in the second half of the 1970s and the beginning of the 1980s private loans were the main component of net resource flows. Furthermore, during the first half of the 1990s FDI flows to low-income countries rose by a factor of seven, while FDI flows to middle-income countries ‘only’ doubled (World Bank, 1996).3
Table 1. Net Resource Flows to Developing Countries, 1970–94
(As a percentage of GNP)
[image: images/9781452713892_t0004-01.jpg]
Source: World Bank, World Debt Tables (1992 and 1996)

Figure 1 gives the composition of capital flows to developing countries. The rise in foreign capital flows to these countries is to a large extent accounted for by the increase in FDI, which has been the largest item in net resource flows to developing countries since 1992. From 1970 to 1994, FDI flows to developing countries rose in current U.S. dollars from US$2.27 billion to US$80.1 billion, which is a compounded annual growth rate of some 6.5 percent; total net resource flows to developing countries grew by about 5.5 percent per year over the same period. Important recipients of FDI in recent years were Mexico, Malaysia, Indonesia, China, Thailand, and the Philippines. In 1994 the first three countries accounted for almost 60 percent of total FDI flows to developing countries, excluding the economies in transition. The four East Asian countries (excluding China) together have accounted for approximately 50 percent of FDI flows to developing countries since 1990 (Jaspersen, Aylward, and Sumlinski, 1995).
Figure 1. Composition of Net Resource Flows to Developing Countries, 1970–94
(In billions of U.S. dollars at current market prices)
[image: images/9781452713892_f0006-01.jpg]

It is encouraging to see that many developing countries have regained access to foreign capital after the sharp decline in capital flows resulting from the debt crisis in the 1980s, and, especially, that FDI has become a main component of their net resource flows. Unlike other types of capital flows, FDI can introduce new foreign technologies into the host economy, and its economic importance may therefore be larger than what is measured by the transfer of financial resources. Empirical support for this hypothesis is, for example, provided by Borensztein, De Gregorio, and Lee (1995), who confirm that FDI is an important vehicle for the transfer of technology. It would, therefore, be interesting to see which developing countries are receiving most of the FDI. Furthermore, as FDI comes closest to the definition of foreign capital in the standard neoclassical model, as presented by, among others, MacDougall (1960), it would be interesting to find out whether this model can explain the pattern of FDI flows to developing countries. Lucas (1990) already raised the question, Why isn’t capital flowing from rich to poor countries?, arguing in the case of India, that the small amount of capital flows to this country cannot be explained by a standard neoclassical model with only capital and labor as inputs. The focus of this paper, however, is not so much on the volume of FDI flows from industrial to developing countries as on the distribution of these flows across the latter.
Section II of this paper looks at the distribution of FDI flows to developing countries. Section III investigates whether the observed distribution can be explained by the standard neoclassical model or by extended versions of this model in which production technologies differ across countries. For this purpose, production functions are estimated that satisfy the neoclassical properties of constant returns to scale and diminishing marginal returns to capital and labor. On the basis of the estimated production functions, marginal rates of return to capital are calculated, which are subsequently compared with the pattern of FDI flows to developing countries. The results are summarized in Section IV.
II. THE DISTRIBUTION OF FDI FLOWS
In the introduction it was established that FDI flows to developing countries have increased considerably since 1970 and, especially, since the beginning of the 1990s. Table 2 gives the shares of FDI flows to and from low- and middle-income countries in total FDI flows.4 Although FDI flows to and from developing countries have continuously increased in absolute value over the years, the share of these countries in world FDI flows decreased in relative terms until the end of the 1980s but rose sharply thereafter. What will not be surprising is that developing countries have a larger share in world inward FDI flows than in world outward FDI flows. High-income economies have most of the time accounted for some 95 percent or more of total outward FDI.
Table 2. Share of Developing Countries in Total Inward and Outward FDI Flows, 1975–94
[image: images/9781452713892_t0008-01.jpg]
Sources: IMF, Balance of Payments Statistics; and
World Bank, World Debt Tables (1992 and 1996).

Figure 2 shows the shares of low- and middle-income countries in total inward FDI flows over the years 1971–94. While total inward FDI flows dropped in the early 1990s, FDI flows to developing countries have increased dramatically since then, with low-income countries’ share increasing the fastest. As Figure 2 shows, in 1994 both groups of countries had almost the same share in total inward FDI flows—18.5 percent for low-income countries, and 19.2 percent for middle-income countries.
Figure 2. Share of Developing Countries in Total Inward FDI Flows, 1971–94
(In percent of total)
[image: images/9781452713892_f0009-01.jpg]

What Figure 2 does not tell is whether the increasingly larger amount of FDI that is flowing to developing countries is the result of their growing importance in the world economy in terms of GNP, or of other factors that have made developing countries more attractive to foreign investors. Figure 3 shows that for middle-income countries the ratio of FDI to GNP has increased slightly since 1986. The relative increase in FDI flows to middle-income countries is, thus, less pronounced than the increase in the absolute size of these flows. The rising amount of FDI flows to this group of countries has been partly matched by the increase in their GNP. The group of low-income countries, however, has experienced a significant rise in the FDI-GNP ratio. The increase in the early 1990s was largely accounted for by China. China’s FDI-GNP ratio was about 6 percent in 1994, and, because of the country’s size, these 6 percent had a strong upward effect on the weighted average of the FDI-GNP ratio for low-income countries. If China is excluded from the group of low-income countries, the average FDI-GNP ratio in 1994 was about 1 percent, which corresponds with the average for middle-income countries in that year.
Figure 3. FDI Flows to Developing Countries, 1970–94
(As a percent of GNP)
[image: images/9781452713892_f0010-01.jpg]

It is also interesting to look at the distribution of FDI-GNP ratios among individual countries in each of the two income groups. Of the 82 developing countries in the sample, 36 are low-income countries and 46 are middle-income countries (See Appendix Table 8). The distribution of five-year moving averages of the FDI-GNP ratios of the low-income countries is shown in Figure 4. For instance, 1974 gives the average FDI-GNP ratio over 1970–74. For each five-year period, Figure 4 indicates the median, the average (arithmetic mean), and the upper bounds of the first and third quartile of the distribution. Hence, the vertical lines that connect the upper bounds of the first and third quartiles constitute an interval that covers 50 percent of the observations. The smaller the interval, the closer these 50 percent of the observations lie around the median. That the distribution of the FDI-GNP ratio is skewed is immediately clear when the median is compared with the average of the distribution. In all periods, the average of the distribution is larger than the median, implying that a relatively small group of low-income countries is receiving large amounts of FDI compared with their GNP, whereas a larger group of low-income countries is receiving comparatively small amounts of FDI. Especially in periods in which capital flows to developing countries increase—such as at the end of the 1970s and beginning of the 1990s—the distribution becomes more skewed. What is striking is that until 1988 the countries in the bottom 25 percent of the distribution received zero or less FDI.5 In periods when the low-income group increased its share in inward FDI flows, therefore, only a few of its members succeeded in attracting the additional FDI.
Figure 4. Distribution of FDI-GNP Ratios for Low-Income Countries, 1974–94
(Five-year moving averages; in percent)
[image: images/9781452713892_f0011-01.jpg]

The picture for the group of middle-income countries is somewhat different, but there are also resemblances with that for the low-income countries. As can be seen in Figure 5, the distribution is also skewed, but not all middle-income countries in the first quartile are deprived of FDI. Again, the arithmetic mean of the distribution is above the median, but the distance between the two fluctuates less than for the low-income countries. The distribution becomes less dense around the median at the beginning of the 1990s. What seems to hold for low-income countries—a relatively small number of countries receives comparatively large amounts of FDI—also holds for the group of middle-income countries; however, for the group of low-income countries, the distribution becomes more uneven in some periods than for the group of middle-income countries. An important difference between the two groups is that the median for middle-income countries is always larger than the median for low-income countries. Hence, middle-income countries are, in general, more successful in attracting FDI than low-income countries. This conclusion contrasts with the earlier observation that the low-income countries have become especially successful in attracting FDI since the beginning of the 1990s. This will be elaborated upon below.
Figure 5. Distribution of FDI-GNP Ratios for Middle-Income Countries, 1974–94
(Five-year moving averages; in percent)
[image: images/9781452713892_f0012-01.jpg]

Resuming, the distributions of the FDI-GNP ratios show that the “average” middle-income country is more successful in attracting FDI than the “average” low-income country: arithmetic means and medians are always highest for middle-income countries. The distribution of the FDI-GNP ratios is skewed for both country groups, and average group performance may be overestimated, as in both income groups a comparatively small number of countries receives relatively large amounts of FDI.

III. FDI AND THE MARGINAL PRODUCT OF CAPITAL IN DEVELOPING COUNTRIES

If the neoclassical model is taken literally, with only capital and labor as inputs and identical technologies across countries, the poorest countries should have the highest rates of return to capital and, consequently, attract the most foreign capital. Regarding the discussion in the preceding section, it is at least doubtful that this model can explain the observed distribution of FDI flows to developing countries because, if it were correct, low-income countries should have had the highest FDI-GNP ratios. The strictest version of the neoclassical model may not be able to explain the observed pattern of FDI-GNP ratios, but a modification that allows for different technologies across countries might perform better.

In this section, production functions are estimated that satisfy the neoclassical properties of constant returns to scale and diminishing marginal returns to labor and capital. Subsequently, the marginal products of capital that follow from these production functions are calculated. The obtained results are used to investigate how much of the distribution of FDI flows across developing countries can be explained by the marginal product of capital. Several specifications of the production technology are tested. For the first specification, the strictest version of the neoclassical model, it is assumed that all countries in the world use the same production technology. For the second one, it is assumed that technologies differ between countries in the intercept of the production, that is there can be differences in total factor productivity (TFP) across countries. Finally, for the third specification, it is assumed that technologies between countries can differ in the slope of the production function, that is there is no restriction on differences in the intensity with which the factors of production are used.

The basic equation that is estimated is the log-linear Cobb-Douglas production function:

[image: images/9781452713892_e0014-01.jpg]

where qt is real GDP per worker, kt the capital stock per worker, and εt the error term, all in period t. The intercept A represents TFP, and α is the capital share parameter; a higher α implies that the production technology is more intensive in capital and less intensive in labor. In the first specification of the production function, A and α are assumed to be identical across all countries, developing and industrial. In the second specification, A is unrestricted, while α is assumed to be identical for all countries. In the third specification, A is assumed to be identical across all countries, while α is allowed to be different across countries.

The production function in (1) is a monotone transformation of f(k) = exp(A)kα. The marginal product of capital is then given by

[image: images/9781452713892_e0015-01.jpg]

The value of the marginal product of capital can be calculated by substituting into (2) the value of the observed capital stock per worker and the parameter values that are estimated with (1). It follows from equation (2) that, under identical technologies across countries, that is uniform A and α, countries with comparatively low ratios of capital per worker have high marginal products of capital and low per capita incomes. These countries should then attract the most capital from abroad, according to the neoclassical hypothesis. When technologies differ and countries with comparatively low ratios of capital per worker also tend to have low TFPs, the high marginal products of capital that follow from capital scarcity are at least partially offset by the low TFPs. If there is, indeed, a positive relationship between the size of the capital stock and TFP, this may give an indication of why low-income countries, on average, receive less FDI than middle-income countries, as was found in Section II. This reasoning would also support the proposition that human capital, infrastructure, and political stability matter for FDI, as the estimate of A captures the effects of these factors on the productivity of capital and labor.

A lower α also reduces the marginal product of capital for a given capital-labor ratio. It implies that the production process is less capital intensive. If firms can choose from technologies with different α’s, they may choose a technology with a low α when capital is comparatively scarce and a technology with a higher α when capital is more abundant. This would suggest that, in poor, capital-scarce developing countries, production technologies are more intensive in labor and, therefore, have a lower α than technologies in more capital-abundant countries. If α would increase with a country’s capital stock, reflecting adjustments in the appropriate technology, it would be another alternative explanation of the relatively small FDI flows to low-income countries.

A. The Data

The data that have been used to estimate the production functions are from the Penn World Tables Mark 5.6 (PWT56), which are an updated version of the data set developed and discussed by Summers and Heston (1991). The advantage of this data set is that variables can be compared across countries and over time, which is convenient for pooled estimations, as the ones presented below. The variables KAPW and RGDPW in PWT56 give, respectively, the capital stock per worker—k in equation (1)—and real GDP per worker—q in equation (1)—in constant international dollars. Summers and Heston (1991) construct the variable KAPW, which runs from 1965 to 1990, by using a perpetual inventory method. According to this method, capital stock per worker is estimated as the cumulated, depreciated sum of past gross domestic investment in producers’ durables, nonresidential construction and other construction. Although this data set contains time-series for 150 countries, KAPW is, unfortunately, available only for a limited number of countries. For the countries with asterisks in Appendix Table 8 both KAPW and FDI data are available, and they constitute the sample that has been used to estimate the production functions. For some countries for which KAPW data are available in PWT56 (Poland, Yugoslavia, Syria, and Iran), there are no or only limited data on inward FDI flows; these countries were, therefore, not included in the sample. The final sample then consists of 10 low-income countries, 25 middle-income countries and 22 industrial countries. For these countries KAPW is available from 1965 to 1990. There are 12 missing observations: Swaziland (4), Nepal (5) and Botswana (3). Hence, the total number of observations is 1,470 (47 countries times 26 observations per country, minus 12 missing observations).

B. Estimation Results

Several production functions have been estimated under different assumptions of technology. The results are presented in Table 3. The results in column (1) were obtained by estimating


Table 3. Estimation Results: Production Functions under Different Technology Specifications

(Pooled data; 1,470 observations; Dependent variable = [image: images/9781452713892_c0018-01.jpg])

[image: images/9781452713892_t0018-01.jpg]

Notes: All estimations are OLS. q^[image: images/9781452713892_c0018-03.jpg] is real GDP per worker (log). k^[image: images/9781452713892_c0018-04.jpg] is capital stock per worker (log). See text for the definition of dummy variables, DUM33, DUM66, k33, and k66. Standard errors are in parentheses. The reported standard errors are based on a heteroscedasticity-consistent covariance matrix. Under the specifications in columns (2a) and (2b) there is no common intercept; each country has a unique intercept. Under the specifications in columns (3a) and (3b) there is no common slope parameter; each country has a unique slope parameter. The estimates of the individual intercepts and slope parameters are given in Appendix Tables 6 and 7.
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where a ^ indicates the logarithm of a variable, the index i refers to countries, and the index t refers to periods. This is a pooled regression, and it does not allow for country-specific effects; therefore, A and α are identical for all countries. Two other specifications of the technology have been tested that allow for different technologies across countries. Columns (2a) and (2b) are based on a specification that allows for different intercepts. The basic equation for this specification is

[image: images/9781452713892_e0016-02.jpg]

The results in columns (3a) and (3b) are based on a specification of the technology that allows for different slopes; the basic equation is

[image: images/9781452713892_e0016-03.jpg]

Columns (2a) and (3a) give the estimation results for the basic equations (4) and (5), in which countries are assumed to have the same technology for all periods. This assumption may be too restrictive, however, for production technologies change when economies mature. The specifications in columns (2b) and (3b) allow for this change in technology and assume that countries with a low capital-labor ratio will use a different technology than countries with a higher capita-labor ratio. To test this hypothesis, the sample has been divided into three sets on the basis of the size of the capital-labor ratios. Each set contains one-third of the observations, with the lowest capital-labor ratios in the set Ω33, the highest ratios in Ω100, and the intermediate ones in Ω66. DUM33 and DUM66 are intercept dummies; for example, [image: images/9781452713892_c0017-01.jpg] when ki,t є Ω33 and zero otherwise, κ33 and κ66 are slope dummies with, for instance, [image: images/9781452713892_c0017-02.jpg] when ki,t є Ω66 and zero otherwise. The parameter estimates on DUM33 and DUM66 must be interpreted as corrections on the estimated values of the intercepts Ai, whereas estimates on κ33 and κ66 should be interpreted as corrections on the slope parameters αi. All equations have been estimated using ordinary least squares (OLS) and the standard errors are calculated from a heteroscedasticity-consistent covariance matrix.6

Column (1) of Table 3 shows that, under the assumption that all countries in the sample use the same technology, the TFP parameter, A, is estimated to be equal to 3.881, while the slope parameter, α, is estimated to be equal to 0.594. The latter is somewhat higher than what it is usually thought to be. Generally accepted values of the capital share parameter, with capital narrowly defined to include only physical capital, lie in the range of 0.3 to 0.5.7

Under the specifications in columns (2a) and (2b) each country has a unique intercept that captures country-specific effects, such as the stock of human capital, infrastructure, and government policies. The estimate on the capital share parameter now lies in the appropriate range. The results in column (2b) show that countries with relatively low capital-labor ratios use the least capital-intensive technologies, whereas the most capital-intensive techniques are used by countries with intermediate capital-labor ratios. Given the strong correlation between per capita output and the capital-labor ratio, these results imply that the middle-income countries are using the most capital-intensive techniques and the low-income countries the least capital-intensive techniques. This is a correction in the technology that raises the marginal products of capital in middle-income countries compared with those in low-income countries, and it could explain the relatively large flow of FDI to middle-income countries. The effects of the intercept dummies in column (2b), however, seem to work in the other direction: TFP is higher in countries with the lowest capital/labor ratios and lower in countries with intermediate capital/labor ratios. As will be shown below, the net effect of these corrections is a reduction in the difference between the average marginal products of low-income and middle-income countries.

Columns (3a) and (3b) present the estimation results under the assumption that technologies across countries differ in the slope parameter of the production function. Under this specification, there is no common slope; each country has a unique capital-share parameter. The corrections from the dummies point in the same direction as does the specification with unique intercepts (columns (2a) and (2b)); however, DUM33 is now not significant.

The estimation results have been used to calculate the marginal products of capital for each of the 35 developing countries in the sample. Five sets of marginal products have been calculated under different assumptions regarding the production technology. Table 4 reports the average FDI-GNP ratios over 1970–94 and the average marginal products of capital over 1965–90 for each specification. The averages are lagged, to allow for a slow response of FDI flows to high marginal products of capital.


Table 4. Marginal Products of Capital 1/

[image: images/9781452713892_t0019-01.jpg]

1/Column numbers refer to the specifications in Table 3.

2/In percent of GNP.



It is striking to see that, once differences in technologies across countries are allowed, the difference between the average marginal products of middle- and low-income countries is smaller than in the specification with an identical technology for all countries (column (1) of Table 4). Under all four specifications, the marginal product of capital is higher in low-income countries than in middle-income countries, implying that the latter should, on average, receive less FDI. However, each income group has a country that generates large outliers in the marginal products of capital (Sierra Leone for the low-income countries, and Paraguay for the middle-income countries), and excluding these countries leads to average marginal products of capital that are much closer to each other. Hence, allowing for different technologies seems to improve the explanatory power of the marginal products, although not sufficiently. When the outliers Sierra Leone and Paraguay are excluded, the specification in column (3b) comes closest to explaining why the average middle-income country receives more FDI than the average low-income country. Under this specification each country has its own capital share parameter, and, in addition, technologies change as countries become less capital scarse. Figure 6 is a scatter diagram for the technology specification in column (3b), from which the observations on Sierra Leone and Paraguay have been excluded. A Spearman rank test on the observations in this diagram yields a value of 0.199, which is insignificant at the 10 percent level. Hence, countries with the highest average marginal product of capital do not seem to have the highest average FDI-GNP ratio.


Figure 6. Marginal Product of Capital and FDI 1/

[image: images/9781452713892_f0021-01.jpg]

1/ Excluding Sierra Leone and Paraguay.



Of course, information is lost when taking averages over the entire sample period, and perhaps more can be learned when averages are taken over shorter periods. Hence, the next step will be to investigate whether the distribution of five-year moving averages of the FDI-GNP ratios can be explained by the marginal products of capital that were calculated for the five sets of specifications. One approach would be to regress the marginal products on the five-year moving averages of the FDI-GNP ratios, but then a relationship between the two variables (linear or nonlinear) would be assumed. Instead, a somewhat more flexible non-parametric approach is followed here, which tests whether the relationship between the FDI-GNP ratios and the marginal products of capital can be described by an increasing function. The proper test for this relationship is a Spearman rank test, with which it is possible to test whether a high FDI-GNP ratio corresponds with a high marginal product of capital.

Table 5 lists the Spearman rank tests for annual marginal products of capital and the five-year moving averages of the FDI-GNP ratios. The null hypothesis is that of no positive relation between the FDI-GNP ratio and the marginal product of capital. As the results show, regardless of the assumed specification of the technology, for most years the null hypothesis cannot be rejected. The specifications that allow for different technologies across countries give the most significant results, but only for 7 out of the 21 time periods at the 10 percent significance level. These results certainly do not support the strictest version of the neoclassical model, with identical technologies across countries; however, even when different technologies are allowed across countries, the results do not seem to support a positive relationship between FDI and the marginal product of capital.


Table 5. Spearman Rank Test on Positive Relationship Between Marginal Product of Capital and FDI-GNP Ratio, 1970–94 1/

[image: images/9781452713892_t0022-01.jpg]

1/Column numbers refer to specifications in Table 3. The test statistic is t=rs(N−2)/(1−rs2)[image: images/9781452713892_c0022-01.jpg] with rs as the Spearman rank coefficient. There are N − 2 degrees of freedom. * indicates significant at 10 percent significance level; ** indicates significant at 5 percent significance level.

2/Number of observations.


IV. CONCLUSIONS
The investigations in this paper have focused on FDI flows to developing countries. Although these flows have increased in relative and absolute terms, they have gone to a relatively small group of countries; meanwhile, a large number of developing countries remain deprived of FDI or receive only minor amounts. It was found that low-income countries were, on average, less successful in attracting FDI than middle-income countries. But since the distribution of the FDI-GNP ratios is very skewed for both income groups, this result is less clear-cut on the individual country level. While the highest FDI-GNP ratios are found in the group of middle-income countries, there are many low- and middle-income countries that receive minor amounts of FDI.
Furthermore, the empirical results in this paper suggest that the marginal product of capital, as defined by the standard neoclassical model, cannot explain the observed distribution of FDI flows to developing countries. Modifications that allow for differences in TFP or capital share parameters across countries do not sufficiently improve the explanatory power. What might improve the explanatory power of the marginal products is a more endogenous specification of the technology. This would mean allowing the production technology of a country to be dependent on structural characteristics of its economy, such as the stock of FDI. In this paper, two specifications (corresponding to columns (2b) and (3b)) have been tested under which countries can use different technologies as their capital-labor ratios increase beyond a certain threshold. It was found that under these specifications capital-scarce, low-income countries use the least capital-intensive production techniques, whereas middle-income countries use the most capital-intensive techniques. These specifications with variable technologies give a better, although not sufficient, explanation of FDI flows to developing countries, but it will be interesting to further investigate them. Finally, in this paper the effect of human capital on the marginal product of capital is measured only through the intercept. It should be explored whether the inclusion of human capital as a separate factor of production yields marginal products of capital that can better explain the pattern of FDI flows to developing countries.
APPENDIX I

Table 6. TFPs (A) and Capital Share (α) Parameters for Industrial Countries 1/
[image: images/9781452713892_t0026-01.jpg]
1/Column numbers refer to the specifications in Table 3.

Table 7. TFPs (A) and Capital Share Parameters (α) for Developing Countries 1/
[image: images/9781452713892_t0027-01.jpg]
1/Column numbers refer to the specifications in Table 3.

Table 8. Country Sample
[image: images/9781452713892_t0028-01.jpg]
Notes: FDI-GNP ratios from 1970 to 1994 have been constructed for the 82 low- and middle-income countries listed in this table. The data are from the IMF’s Balance of Payments Statistics Yearbook and the World Bank.
Capital stock data are available from the Penn World Tables (Mark 5.6) for all industrial countries and the 35 developing countries marked with an asterisk.
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