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The first of the three chapters in this dissertation is an attempt to estimate the magnitude of
outsourcing in the manufacturing sector of recipient developing economies and to empirically
evaluate its impact on productivity gains while comparing its effects to those of FDI. Due to the
lack of outsourcing data, the study utilizes modified proxy measures based on existing models
dealing with outward outsourcing from advanced economies. Autocorrelation-robust fixed-effects
and GMM estimations using panel data on 115 developing countries for 2000-2012 reveal that
outsourcing has positive impacts on productivity comparable to those of FDI. Developing Asia,
which attracts over half of all outsourcing directed to developing economies, and Sub-Saharan
Africa, which attracts the least but is also the fastest growing outsourcing destination, are the
regions where outsourcing outperforms FDI in terms of the productivity premium. At the other
end of the spectrum is Latin America, whose share of total outsourcing declined the most and the
productivity premium is the smallest. In Latin America and in the Middle East and Northern
Africa the impact of FDI is twice as large as that of outsourcing. In Central and Eastern Europe,
the second largest outsourcing destination, economies benefit slightly more from FDI than they do
from outsourcing. Based on the results and existing theories, potential explanations and issues are
discussed and relevant policies are formulated.

Focusing on the Africa as fastest growing offshoring destination while also being the most
politically turbulent, the second chapter empirically investigates the effects of political stability
on FDI inflows into members of the Southern African Development Community (SADC) in the
post-Cold War period (1996-2013). The main finding is the existence of a non-linear relationship,
whereby political stability can only positively influence FDI inflows once a certain minimum
level of stability has been reached. The critical point is identified to correspond to an approximate
value of -1.00 of the World Bank’s ‘Political Stability and Lack of Violence’ governance
indicator, with the effects being more robust above the 0.00 cutoff. Angola and the Democratic
Republic of Congo are identified as the only two countries which display political stability levels
consistently below the cutoff point and also as the only two severely natural-resource-dependent
SADC members. A narrative is developed of why these do not fit the pattern, while stressing the
necessity to address political stability and regional integration as key factors in FDI attraction and
economic development in the region.

The third chapter analyzes FDI from the perspective of the source couniry, focusing on Japan
in view of the fact that the country’s outward FDI remains under-researched despite it being a
major source of FDI worldwide. The location determinants of Japan’s FDI outflows (JFDI) are
empirically investigated using both panel and time-series data from 2001 to 2012 for all recipient
destinations and includes novel control variables such as a destination’s salience in Japanese
financial media (The Nikkei), composite measures for market size and governance based on
principal component analysis as well as alternative measures of exchange rates and other
macroeconomic indicators. The main findings are that market size, a minimum level of
development (no low-income status) and a strong Japanese yen are the key determinants of JFDI
in that period, reflecting a shrinking domestic market and an increasing proportion of JFDI
directed to non-advanced economies. A major contribution to existing literature is the provision of
evidence that JFDI and international trade are both complements and substitutes depending not




only on the industry, as previous studies have established, but also on the country. A vector
autoregressive analysis for each destination reveals Granger causality effects for trade restrictions
on JFDI, whereby in economies attracting large amounts of JFDI, inward investments and trade
with Japan are substitutes, whereas this is not the case in smaller, non-traditional non-high income
markets. With regard to these findings, the implications of hitherto unexplored determinants, such
as agenda setting, are discussed and suggestions for future research are put forward.
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