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1 | INTRODUCTION

The continual expansion of global investments causes greater economic interdependence among
a broader range of countries. However, this interdependence does not preclude the persistence of
imbalances in growth and development. Over a decade ago, while the core of the global economy
experienced an economic crisis, many countries in the global South showed an unprecedented
socio-economic development (Dargin, 2013; Gray & Gills, 2018). This paper explores the ‘rise
of the South’ (UNDP, 2013) by investigating recent trends in the growth of foreign direct in-
vestments (FDI) and factors explaining these flows to different types of countries in the South
(UNCTAD, 2006, 2014, 2015; UN-Habitat, 2018).

Studies exploring the global investment network show that the ‘East-West triad’ - North
America, Europe and Asia-Pacific - persistently dominates, while investments to the rest of the
world are limited (OECD, 2016; UN-Habitat & IHS-Erasmus University Rotterdam, 2018; Wall &
van der Knaap, 2011; Wall & Stavropoulos, 2016). However, the ‘rest of the world’ is increasingly
investigated by addressing the rising role of emerging economies, China and India, in particular
(e.g. Haakonsson et al., 2012; Jadhav, 2012; Soumaré et al., 2016; Varma et al., 2015). Only a few
studies investigate why FDI is directed to or sourced from other parts of the South (e.g. Asiedu &
Lien, 2011; Cleeve et al., 2015). There is limited and fragmented knowledge about the evolving
geography of FDI into and within different parts of the South, and its motivations.

Furthermore, previous studies have shown that MNEs seek the competitive advantages that
different countries offer according to their levels of economic development (e.g. Blonigen, 2005;
Ramirez-Alesén & Fleta-Asin, 2016), and their power positions in the global economy (Chase-
Dunn & Lawrence, 2010; Dezzani, 2001; Dezzani & Johansen, 2012; Van Hamme & Pion, 2012;
Van Hamme & Grasland, 2011). Still, most studies on FDI in the global South do not consider
asymmetries between countries in the South as origins and destinations of FDI.

To contribute to the limited literature on FDI in the global South, we seek answers to two re-
search questions. RQ1: What is the distribution of global FDI (2006-2014) into and between semi-
peripheral and peripheral countries of the global South? RQ2: Which location factors explain the
flows of FDI to these types of countries? Answering these allows us to unravel trends and explana-
tory factors of investments by MNEs from advanced countries (AMNEs), and from emerging (or,
semi-peripheral) and peripheral Southern countries (EMNEs, and what we term PMNEs) and
targeting different parts of the South.

The remainder of this paper is organised as follows. Section 2 reviews the literature on FDI
targeting the global South by MNEs from North and South. Section 3 describes the data and
methods used. Section 4 presents the geographic distribution and growth trends of FDI targeting
the two groups of countries in the South. Section 5 identifies the location factors for FDI into
those groups. Section 6 discusses the results of our analyses. Section 7 outlines the implications
of our analyses and makes recommendations for further research.

2 | The South in the interdependent world economy
2.1 | Shifting global interdependencies
Countries' technological advancement has been taken to determine their role in the international

division of labour (Hymer, 1972; Wallerstein, 1979). The top-down aspect of this world-system
hierarchy means, at the extremes of the spectrum, economic integration always benefits the core
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at the expense of the peripheries. This classic view has, however, been challenged since the 1990s
(Sanderson, 2005; Schwartzman, 2006) with the rise of emerging and developing economies
(Meyer & Thaijongrak, 2013; UNCTAD, 2015).

Despite growth and development taking place in less advanced economies, the uneven struc-
ture of the global economy has not profoundly changed (e.g. Chase-Dunn & Lawrence, 2010,
p. 474; Dezzani & Johansen, 2012, p. 580). Moreover, uneven development also extends to the
South, through increasing South-South economic relations (Schwartzman, 2006; Smith, 2017).
Therefore, an analysis of the roles of different types of countries in the evolving international
division of labour remains critical (cf. McElroy, 2018, p. 717).

We review what has been exposed about investments by AMNEs, EMNEs and PMNEs in the
South. The studies on FDI often make use of Dunning's (1998) distinction between resource-
seeking, market-seeking, efficiency-seeking and strategic asset-seeking motivations. These moti-
vations correspond to different levels of advancement of sought after location factors as indicated
in the following review (cf. Dunning & Narula, 1996).

2.2 | AMNE investments: Emerging productive interdependence

Reviewing existing studies on FDI in the South is tricky because they lack comparability’ and
partly report inconclusive results on location factors. Studying FDI from advanced (OECD)
countries targeting developing countries, Antonakakis and Tondl (2015, p. 23) find a fair share to
be continually resource-seeking. While they do not find institutional factors to be robust
determinants for all FDI in developing countries, others (e.g. Asiedu & Lien, 2011) do find
resource-seeking FDI to be sensitive to institutional factors.

Market-seeking motivation, according to Antonakakis and Tondl (2015, p. 21), makes AMNEs
favour large Southern countries with advanced markets, qualified labour, high wages and high
productivity (also see Buckley & Hashai, 2014) but, as Cuervo-Cazurra and Genc (2008, p. 976)
show, also least developed countries are valuable markets for AMNESs. Further, Antonakakis
and Tondl (2015, p. 21) find that a bulk of AMNE investment to the South is efficiency-seeking
and favours destinations with low labour costs and tax rates. Ramirez-Alesén and Fleta-Asin
(2016), however, remind that factor price advantages diminish as countries develop and are able
to offer other advantages. Also, efficiency-seeking motivations are related to complex knowledge-
intensive production processes requiring highly qualified labour and developed financial markets.

Motivations behind FDI by AMNEs differ across regions, although evidence is scattered and
mostly concerns investments targeting Asia, Africa or individual BRIC countries. Market and
efficiency-seeking motivations drive AMNE:s to invest in Asia and the BRIC countries (Jadhav, 2012;
Vogiatzoglou, 2007). Yet, the increasing search for knowledge and skills is captured by the influence
of location factors like education and intellectual property rights protection which have been found
essential for FDI attraction into China and India (Belkhodja et al., 2017; Haakonsson et al., 2012).
Resource and market-seeking motivations drive MNEs generally to invest in African countries, but
also there changing location determinants (higher skill levels) have attracted higher value-added
efficiency-seeking FDI (Cleeve et al., 2015). However, a more systematic and comprehensive study
of AMNES' investments in different types of countries of the global South is still needed.

!Existing studies stem from divergent theoretical approaches (e.g. Assuncio et al., 2013), analyse varying types of
countries, have different data sources (e.g. Blonigen, 2005), or test new datasets using determinants derived from earlier
literature (e.g. Jadhav, 2012).
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2.3 | EMNE and PMNE investments: The challenge from the South

Until the 1980s, the South was primarily a recipient of investments. Today, it is impossible to
ignore MNEs from developing countries, especially when they have intensified competition at
the global scale and are increasingly challenging AMNESs by moving from low cost production
activities to innovation (e.g. Aharoni, 2015, p. 26; Buckley & Hashai, 2014, p. 424). Since 2003,
South-South FDI have been growing faster than North-South (UNCTAD, 2005) and accounts for
more than half of total FDI in some of the poorest countries (UNCTAD, 2006). South-South FDI
has been found to be driven by similar factors as North-South FDI (Aykut & Goldstein, 2006),
however, the literature on South-South FDI lacks specificity on how different types of countries
in the South feature as a source or destination of investment flows.

Research on FDI originating in the South focuses predominantly on EMNE investments, and
often compares them with those of AMNEs. We find fragmented evidence of location factors as-
sociated with EMNESs' southbound FDI. For instance, Chinese resource-seeking FDI is more prone
to invest in institutionally weak, oppressive or unstable locations than AMNEs (e.g. Buckley
et al., 2007, p. 513; Quer et al., 2012). Market-seeking FDI by EMNEs is attracted to markets with
a strong export orientation (Rabellotti, 2014, p. 87). Asian efficiency-seeking FDI is attracted to
other Asian countries offering lower production costs (e.g. Sim & Rajendran Pandian, 2007).

EMNES' strategic asset-seeking FDI, instead, have been predominantly associated with ad-
vanced economies where they can access more advanced resources and catch up with AMNESs
(e.g. Cuervo-Cazurra et al., 2015; Giuliani et al., 2016). However, strategic asset-seeking FDI by
EMNEs also occurs in the South (e.g. Demirbag & Glaister, 2010, p. 1557), especially in countries
with growing domestic markets and catching up technologically (Buckley & Hashai, 2014).

Thus, the importance of the South in global FDI flows is rising, even if the South still remains
a small player. Development is taking place in many Southern countries which affects the mo-
tivations of MNEs to invest in them and changes their role in global FDI flows. There is a gap
in the literature, however, regarding MNEs originating in the peripheral countries of the South
(PMNEs). We do not have a good grasp on what motivates PMNEs' investments in different parts
of the world, and whether they are likely to challenge EMNEs.

This study aims to remedy this situation by studying FDI flows prompting the integration of
the South into the world economy. In addition to considering the top-down North-South rela-
tions, we observe FDI flows within the South. Analysing different types of FDI flows is crucial
because the number and diversity of international relations (similarly as found in earlier anal-
yses of trade relations; cf. Greenaway & Milner, 1990; Havrylyshyn, 1985) are said to enhance
the strategic position of countries in the world economy, and reduce exploitative core-periphery
relations (Clark, 2010, p. 1145).

3 | DATA AND METHODS
3.1 | Data

The FDI data is sourced from the fDi Markets database (Financial Times, 2015) and uniquely
consists of greenfield cross-border project ventures or expansions of at least 1 million USD.
These are investments by MNEs holding high firm profile requirements, which are known to
directly facilitate the growth of capital formation, local productivity and employment in foreign
markets (Agosin & Machado, 2005), as well as the transfer of core technology and production
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N: North; Ssp; Southern semi-periphery; Sp: Southern periphery

- top-down FDI flows in the traditional world-system analysis (1, 5)
{ emerging FDI flows identified in this study (2-4, 6)

FIGURE 1 FDI flows targeting the South

processes to the host country (Nocke & Yeaple, 2007). Because this type of investment has a
well-defined tangible impact on regional development, it is often used in studies by international
development agencies and academics. Furthermore, the database is based on transactions cross-
referenced from different sources and is updated annually to ensure that only completed projects
are included.

The data used covers the period 2006-2014, which includes 75,351 FDI ventures worldwide
that target the global South. The data was coded into North-South constituents according to
the ‘Brandt Line’ (Brandt, 1980), and countries positions according to the international core-
periphery division of labour (Van Hamme & Grasland, 2011, p. 21; Van Hamme & Pion, 2012,
p. 78). The countries of the global South are presented in Appendix A (Table Al). In this study,
the global South is coded by the southern periphery (Sp) and southern semi-periphery (Sgp). The
latter includes Southern ‘emerging economies’ and the kinds of countries that are varyingly in-
cluded in projections of potentially emerging economies. The southern core (Sc) only includes
two destinations, which limited statistical purposes and was excluded. The global north is coded
by (N). Figure 1 identifies the six FDI flows of interest.

The country-level indicators considered as location factors are based on the Global
Competitiveness Historical Dataset developed by the World Economic Forum (Porter et al., 2006).
As with the FDI data, these indicators cover the period 2006-2014. The dataset is derived from the
global South countries’ annual Global Competitiveness Index (GCI) which consist of three levels
of indicators: the three key indicators, the 12 pillars that define the key indicators and the sub-
indicators defining the pillars. The data are based on macroeconomic and microeconomic measures
that explain a country's prosperity and effectiveness in utilising available resources (Porter et al.,
2006; Sala-i-Martin et al., 2014, p. 9). In Appendix A (Table A2), the indicators used can be seen.

3.2 | Methods

Due to the heterogeneity and multicollinearity found in the GCI pillars, these were recalculated
using the Pena's Distance (P2 distance) method with sets of underlying indicators (Pérez-Luque
etal.,2015). The recalculation was done for goods market efficiency, infrastructure, macroeconomic
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environment, labour market efficiency, technological readiness, market size and health. The P2
distance index is a synthetic index that combines all indicators into a single representative vector.
This allows comparisons between entities (temporal and spatial) and is considered an exhaustive
synthetic indicator because it is not based on a reduction of information (Bonet-Garcia et al.,
2015). To calculate the P2 distance, we started with a matrix X of order (m, n) in which m is the
number of countries and »n the number of variables. Each element, X7i, is the value of the variable
i in country r. The P2 distance indicator calculates the distance of each country regarding a
theoretical country of reference. Initially, a distance matrix D is calculated as:

dri = |Xri — X*i

where Xri is the r'™ element of the reference base vector

X*i = (x1, x2, ..., xn). For each variable, a reference value must be defined to compare the dif-
ferent countries (Bonet-Garcia et al., 2015).

The calculation of the P2 distance follows the formula

n .
di
Dp2 = Z {(O.i)(l_RiZ,i—l,i—z ..... 1)}~
i=1

With Ri2=0; where di = IX,; — Xy| with the reference base x: = (Xx;, X«,...X«,) Where:

n = number of variables

X,; = value of variable i in the spatial entity r

oi = standard deviation of variable i

Riz, ili2..1 is the coefficient of determination in the regression of X; over X; _ ;, X; _ 5, ... Xj
already included.

To answer RQ1, we carried out trend analysis of the numbers and shares of FDI flows and
mapped the data using ArcGIS (ESRI, 2011), both according to the six flow types represented in
Figure 1. To answer RQ2, econometric analyses were run on the correlation between location
factors (independent variables) and inward FDI (dependent variable). We used a general linear
model (GLM) because our dependent variable is a count measure and is longitudinal. The appli-
cable models for count fall under the Poisson family of GLMs, including negative binomial and
zero-inflated types (e.g. Agresti, 2015). To avoid the problem of over-dispersion in our data, we
used the negative binomial model®.

In our negative binomial regressions, the link function is logarithmic, and thus, for each sep-
arate regression, the formula for the model is

log (DV,) = Bo+ By # IV + By 5 IV + - + By # IVy + uy,

DV, = dependent variable, FDI counts.
k = number of independent variables.

IV = j™ independent variable, location factors, j = 1 ... k.

’In ordinary linear regression, the mean of the dependent variable is predicted with a linear combination of predictors.
In GLM, the mean of the dependent variable can be a nonlinear function of independent variables. Negative binomial
regression assumes the dependent variable, and consequently, the error of the model to have a negative binomial
distribution.
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TABLE 1 FDI flows to the South (2006-2014 aggregate)

FDI DESTINATION
Destination Destination Destination
Ssp Sp S, total
FDI Origin North FDI number 40477 15823 56300
ORIGIN share of total 58% 23% 81%
growth 2% 6.5% 3.5%
Origin South FDI number 5472 7775 13247
share of total 8% 11% 19%
growth 5.5% 10.5% 8.5%
Total targeting South FDI number 45949 23598 69547
share of total ~ 66% 34% 100%
growth 2.5% 7.5% 4%
Origin South, Ssp FDI number 3916 3256 7172
disaggregated share of total 6% 5% 10%
growth 3.5% 8% 5.5%
Sp FDI number 1556 4519 6075
share of total 2% 6% 9%
growth 12.5% 12.5% 12.5%

Note: Based on fDi Markets data.

The models are estimated with robust standard errors (HAC) using EViews (EViews, 2015).
Multicollinearity of the independent variables was checked using VIF tests. The Wald X2, Chi-
Squared Test, was used to test the joint significance of independent and dependent coefficients.
All our results showed significant Wald X2, which means that there is joint significance and no
over-specified variables used. The analyses proceeded stepwise according to the three levels of GCI
indicators discussed earlier on. In step A, the models test the three key indicators, that is, basic
requirements, efficiency-enhancers and innovation-driven. In step B, the models test at a lower level
the 12 pillars of competitiveness, and finally, in step C, the sub-indicators comprising each pillar.

4 | RESULTS
4.1 | FDIdistribution into the global South

The total number of FDI ventures in the South (Sqp and Sp) for the period 2006-2014 was 69,547
(Table 1). Approximately four-fifths of those investments originated in the North, and the rest
originated in the South. This dominance is observed in Figure 2 (maps a and b), which portrays
dense flows from the North to Sgp and Sp. Interestingly, however, South-South flows have had the
highest growth rate, at 7%, which is more than double the growth rate of the North-South flows.
The higher growth of South-South FDI is largely due to investments [Sgp-Sp], [Sp-Ssp] and [Sp-Sp].
Investments by PMNEs had the highest growth rate, while those by EMNEs grew more slowly.
Likewise, investments to the semi-peripheries, [N-Sgp] and [Sgp-Sep], revealed the lowest growth
rates. Hence, FDI from and to Southern peripheries is growing fastest.
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FIGURE 2 Aggregated FDI flows between country categories (2006-2014): FDI flows 1-6, as in Figure 1;
the maps are presented in the order that corresponds to their volumes from highest (a) to lowest (f) (see Table 1)

Most FDI from the North still goes to the Southern semi-periphery (map a, Figure 2), accounting
for 58% of investments. Northern investments to the Southern periphery confirm increasing inter-
dependencies between hierarchically opposed world regions (cf. Clark, 2010; Dezzani & Johansen,
2012). Map b (Figure 2) reveals the diversity and intensity of Northern FDI to the Southern peripher-
ies, suggesting a new dynamic in the global economy. However, both maps confirm the predominance
of top-down flows from the North, suggesting the persistence of the hierarchic division of labour.

Of investments originating in the Sgp, over half went to other Sgp countries, while the S; re-
ceived a somewhat smaller share suggesting that the Sqp countries hold cohesive relations with
each other (map d). Yet, their investments in the S, have grown faster than in the Sgp, suggest-
ing many S, countries offer interesting opportunities for EMNEs, particularly in Africa and the
Middle East (map e).

Of PMNE investments, three-quarters have targeted the Sy and one-quarter the Sgp. This result
contradicts classic world-system analysis that overlooked intra-group interdependences and bot-
tom-up relations originating in peripheral countries. We found that [S,-Sp] investments cover the
largest FDI volume within the South, even though they stem from a limited set of Sp countries
(map c). Moreover, the [Sp-Sp] and the [Sp-Sgp] investments have the highest growth rates.
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In summary, FDI flows to the South have grown in volume and diversity, as peripheral coun-
tries are increasingly involved (RQ1).

4.2 | The factors of FDI attraction into the global South

Six models were tested, as described in Section 3. Table 2 presents the results of the models
according to the largest (model 1) to the smallest (model 6) volumes of FDI (as seen in Table 1).

4.2.1 | Basicrequirements

The results of step A reveal that the category basic requirements is only negatively significant in
model 6, where FDI is from S;, to Sgp. This implies primary factors (related to societal institutions,
infrastructure, macroeconomy and health) are not sufficient to attract investors. As seen later in
step B, this is strictly due to the negative impact of institutional burden, and in more detail in step
C, explained by the business cost of terrorism (a proxy of risk), suggesting PMNE investments are
affected by the institutional framework related to general safety. The basic requirements category
thus provides only a limited understanding of FDI flows to the South; in most categories, basic
requirements alone do not suffice to influence FDI.

4.2.2 | Efficiency-enhancers

The results of step A reveal that efficiency-enhancers are positively significant in all six models,
that is, they matter independently of origin or destination country groups. This is in line with
previous studies indicating that FDI in the South is efficiency-seeking. In step B, the technological
readiness and market size pillars remain significant in all six models.

The technological readiness pillar assesses a country’s agility in adopting new technologies.
In step C, the significant factor in models 1 [N-Sgp], 2 [N-Sp], and 5 [Sgp-Sp] is the firm-level
technological absorption, that is local firms' ability to adopt technologies. Thus, AMNEs seek
countries with high technological capabilities in both the Sqp and Sp. Similarly, EMNESs are drawn
to countries in the S, where relatively advanced activities can be carried out, that is EMNEs are
not seeking only natural resources or low labour costs but are also drawn by the global trend to-
wards skill-intensive activities. Thus, EMNEs' investments in the Sp, are — in technological terms
- similarly motivated as those of AMNEs in the South. In model 6 [Sp-Sgp], the availability of the
latest technology as a significant indicator suggests that PMNESs seek locations in the Sgp to access
particular technologies, a sign of their attempts to acquire a higher level of technological com-
petence, possibly by interacting with local firms or technology providers or by monitoring them
from a closer distance.

The market size pillar concerns the combined size of a country’'s domestic and foreign mar-
kets. This reflects a country's efficiency through specialisation and advantages of economies of
scale in the production of services and goods for all of its markets. Step C reveals that the foreign
market size is common to all models, except model 6 [Sp-Sgp], suggesting that countries in the
South function as export platforms for all investors, except PMNEs in Sgp. The latter are attracted
by the domestic market size, suggesting that PMNESs seek to succeed in these relatively more de-
manding markets.
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The higher education and training pillar is significant and negative concerning investments in
Sgp in models 1 [N-Sgp], and 4 [Sgp-Sepl, and it is positive in model 2 concerning investments in Sp
[N-Sp]. This seems to imply that AMNEs and EMNESs do not invest in the Sgp because of activities
that require relatively advanced skills. This may suggest labour cost in Sgp countries has risen.
AMNEs, therefore, invest in Sp countries since these also increasingly have highly educated and
skilled labour. In step C, only the tertiary education enrolment rate is significant and negative in
model 4, indicating that EMNESs do not invest in other Sgp countries for advanced skills.

The goods market efficiency burden pillar measures domestic competition and government
intervention. In step B, this proved to be positively significant in models 1 [N-Sqp]| and 4 [Sgp-Ssp],
and negatively significant in model 2 [N-S;], that is, AMNEs and EMNE:s find Sgp, markets suf-
ficiently efficient and AMNEs find Sy markets burdensome. In step C, we observe that in model
1, FDI flows are affected negatively by the intensity of local competition and positively by trade
tariffs, suggesting that AMNESs seek Sgp countries with relatively easy access and to serve local
markets. In model 2, the intensity of local competition has a significant negative impact on FDI,
suggesting AMNEs avoid pressure from local contenders in Sp. Further, the negative impact of
the number of days to start a business and positive impact of the business impact of rules on FDI
indicate that AMNESs seek to invest in Sp countries that have a relatively advanced regulatory
environment. In model 4, EMNE:s are affected negatively by the intensity of local competition and
total tax rate in Sgp, indicating avoidance of intra-group investments if it toughens competition
or increases costs.

The labour market catalyst pillar was significant in step B in models 1 [N-Sgp], 2 [N-Sp], and
4 [Sqp-Sgpl. This indicates labour market efficiency is a condition for AMNE investments in the
whole South, and EMNEs, in other Sgp countries. Step C sheds further light on models 1 and 4.
The flexibility of wages increases AMNE attraction to Sqp countries, signalling the importance of
local instead of centralised bargaining. The share of women in the labour force as an attractor of
EMNE investments to Sqp indicates that EMNES seek countries with relatively advanced business
environments characterised by equal opportunity or inclusiveness, fairness, and openness of la-
bour markets.

The financial market catalysts pillar was negatively significant in models 1 [N-Sgp], 2 [N-Sp],
and positively significant in model 3 [Sp-Sp]. This may indicate that well-functioning financial
markets deter AMNESs through increased local competition. Instead, well-functioning financial
markets in other peripheral countries serve PMNEs' needs. The Middle Eastern countries as cen-
tral to the [Sp-Sp] investments (map c, Figure 2) may help explain this. Step C clarifies, with
significant results for models 1 and 3 that for AMNESs, the negative impact of the ease of access to
loans was an impediment in Sqp investments. PMNEs were attracted to other Sp countries by the
affordability of financial services and the ease of access to loans, which is fundamental if they lack
capital reserves or their home-country banks do not support them abroad.

4.2.3 | Innovation-driven

The third category of location factors, innovation-driven, reflects an advanced level of develop-
ment on the part of the host country and the most demanding requirements on the part of inves-
tors. This was significant in model 4 [Sgp-Sgp], EMNES' intra-group investments. In step A, it was
negatively significant. However, innovation-driven factors were significant and positive in steps
B and C. The negative sign in step A was influenced by the other pillar in this category, business
sophistication, which was negative in step B but not strong enough to be significant. In step B,
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the innovation-driven pillar is explained by the innovation catalyst, which measures countries'
R&D capability and whether they have the knowledge necessary to innovate and upgrade firms'
profiles at the global scale. This supports the conclusion that EMNESs engage in strategic-asset-
seeking FDI within the Sqp. Finally, the patent application in step C is a formal indicator showing
the ability to create original new knowledge is not the privilege of the North but also happens
in the Sgp. The Sqp-Sgp flows are not evenly distributed globally, as map d (Figure 2) shows: the
Asian countries are more dominant investors and recipients of investments.
Table 3 presents a summary of the results.

5 | DISCUSSION
51 | Top-down flows from the North

The dominance of the North is evident as [N-Sgp] and [N-S;] are the most frequent investment
flow types. While [N-Sgp] investments are the most voluminous flow type in the data, they showed
the lowest growth rate. The Sp instead, is increasingly attracting investments directly from core
countries. [N-Sp] investments are relatively voluminous already and grew three times faster
than [N-Sgp] investments. Presumably this is because countries in the Sgp are becoming more
independent, more specialised, and more expensive — and some of the factors that previously
attracted Northern FDI now characterise the rising Sp. This result signifies a distinctive emerging
trend that should attract more attention in contemporary research.

All AMNEs' investments in the South are explained by efficiency-enhancers. This confirms
previous research explaining FDI flows to developing countries by efficiency- and market-seeking
motivations (e.g. Antonakakis & Tondl, 2015; Jadhav, 2012). Further, our results on market-
seeking factors show that they apply to all AMNE FDI in Southern countries, not only to particu-
lar regions or large and more advanced markets (Antonakakis & Tondl, 2015; Buckley & Hashai,
2014). Additionally, while existing research identifying market-seeking motivation does not sys-
tematically distinguish between host and export markets, our results show that export market
opportunities in Southern countries attract AMNESs investments.

AMNEs perform technologically relatively sophisticated activities in the South, as demon-
strated by the technological readiness requirement in both Sgp and Sp. Then again, our results
complement Ramirez-Alesén and Fleta-Asin (2016), who found that although cost advantages
are decisive for global FDI in less developed countries, their importance diminishes with coun-
tries’ rising levels of development. Our results show that in the largest group, AMNE invest-
ments, efficiency-enhancers remain predominant for both groups of receiving countries. While
investments toward the Sgp and Sp are in many respects similar in terms of the requirements they
set for these operating environments, those towards S, are more influenced by the efficiency in
the host country's domestic markets, that is, a reasonable level of red tape, and an advanced reg-
ulatory environment.

5.2 | Intra-group flows
There is evidence of persistent differences between Southern country groups in terms of their

patterns of intra-group FDI. While the growth of [S¢p-Sep] investments is slowing down, the
growing dynamism in S, is demonstrated by the relatively high volume and fast growth of [Sp-Sp]
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investments. This indicates, vis-a-vis Van Hamme and Pion (2012), that the peripheral group of
countries is not merely subject to top-down dominance and unable to form mutually cohesive
groups.

EMNESs' intra-group investments [Sqp-Sgp| are explained by efficiency-enhancers and it is the
only flow type featuring innovation-driven factors. The former suggest that EMNEs avoid other
Sgp countries where local competition, and tax and education levels are high, indicating that
they are crowding out as low-cost production platforms. Instead, the patenting capability factor
from the latter renders Sgp countries export platforms of high value-added products suggesting
this group is forming strong intra-group relations in a similar way that the global North has
done. Female participation in labour markets may indicate a level of societal transformation and
availability of talent. These results qualify previous findings indicating motivations for EMNE in-
vestments in all of the South are efficiency-, market-, and strategic asset-seeking. Further, while
previous literature found that EMNES' strategic asset-seeking FDI targeted advanced economies,
our results support research suggesting that such assets are increasingly acquired in other Sgp
countries (cf. Buckley & Hashai, 2014; Demirbag & Glaister, 2010).

As PMNESs' intra-group FDI has not been specifically studied, a novel finding is that PMNEs
benefit from accessible financial services in other peripheral countries, understandably support-
ing their production and export activities.

The location factors explaining intra-group flows show both EMNEs and PMNEs use intra-
group investments to access export platforms to third countries. Unlike, for example Quer et al.
(2012) in the case of EMNESs' overall investments, we found no evidence supporting EMNESs' or
PMNESs' attraction to institutionally weak countries. Our results regarding a required level of
technological sophistication suggest that not only host countries but also EMNEs and PMNEs
may benefit from technological capability upgrade when they invest in countries with similar
developmental circumstances. For EMNEs, this is highlighted by host country patenting capabil-
ity. Hence, intra-group flows have potential strategic importance and development potential for
PMNEs and EMNEs, as well as their home and host countries.

5.3 | Reciprocal top-down and bottom-up flows

The least frequent investment flows were found in reciprocal top-down and bottom-up FDI flows
between the Sgp and Sp. [Sgp-Sp] investments, a ‘traditional’ top-down relation, is the larger of
these, and growing at a moderate rate. [Sp-Sgp| investments are the only bottom-up FDI flow type
in the analysis, and the smallest in volume, but growing rapidly.

Our results show that efficiency-enhancer factors explain [Sgp-Sp] FDI, in line with earlier
research (e.g. Sim & Rajendran Pandian, 2007). The efficiency-enhancer indicators of model 5
further specify that EMNEs can rely on the technological ability of the peripheral countries and
use them as export platforms. In contrast to for example Quer et al. (2012), our findings lend
no support for host country institutional environments influencing [Sqp-Sp] FDI. Although the
periphery may allow EMNEs to leverage cost-efficiency advantages, such leveraging requires
technology absorption capabilities by host country firms, suggesting a level of peripheral de-
velopment not recognised by previous literature. Such development may explain the growing
attractiveness of S, for differently originated FDI and may imply tougher competition among
peripheral countries based on efficiency-enhancing factors.

Model 6 explains the nascent [Sp-Sgp] investments by basic requirements and by efficiency-
enhancers: PMNEs invest in Sgp countries with stable institutional environments and latest
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technologies. Much of the literature on EMNEs has considered bottom-up investments from
South to North (e.g. Cuervo-Cazurra et al., 2015). We found a comparable logic in our analysis of
[Sp-Sep] investments: PMNESs invest in Sqp economies to access latest technologies and domestic
markets, thus enabling technological catch-up and ability to compete in EMNESs' home markets.
This is a novel trend. The fact that PMNE investments were derived negatively by the terrorism-
related basic requirements in host countries may suggest investments to the Sgp are sensitive be-
cause they seek Sgp domestic markets. Institutional volatility implies a business risk they might
not be able to manage.

5.4 | Limitations and future research

This paper is an initial attempt to study the South as a receiver and source of southbound FDI.
The group as a whole is clearly rising in importance in FDI flows, and further study is warranted
to understand the specifics of its development and identify subdivisions and power relations
within it. The analysis of the nature of PMNEs is also relevant, including whether they are a
distinct type of MNE, or reminiscent of EMNEs and originating in countries that are about to
enter semi-peripheral positions.

In this paper, only FDI flows to the South, and the reasons behind them are analysed. Data
on South-North FDI flows would allow comparison of EMNE and PMNE investment patterns to
the North and their location factors, shedding further light on differences between the two MNE
types. Last, our analysis goes as far as the aggregation of FDI at the country level. We still have a
poor understanding of the sectoral and sub-national spatial differentiation, and the nature of the
activities involved in the investment flows.

6 | CONCLUSION

We started our discussion of the integration of the South into the global economy taking
the interdependent, albeit unequal relations between groups of countries as a starting
point. Acknowledging the limits of the idea of sheer top-down dependence on the North
(e.g. Sanderson, 2005; Schwartzman, 2006), we also analysed bottom-up and intra-group
investment flows amongst semi-peripheral and peripheral countries of the South. Our
descriptive and statistical analyses identified new types of dynamics in the southbound FDI
flows, rebalancing global investment relations (cf. Clark, 2010). Those include trends in intra-
group ([Sp-Spl, [Sgp-Ssp]) and bottom-up ([Sp-Sep]) flows that have not been comprehensively
studied previously.

We interpreted the strengthening of minor trends as developmental ‘undercurrents’, that may
gradually lead to reconfigured interdependencies. This is evident in the growing role of the S, as
a target and a source of FDI and the occurrence of more demanding location factors than those
recorded in the existing literature. First, we found that basic requirements were significant only
in [Sp-Sgp] investment flows, whereas efficiency-enhancing factors were significant in all flows.
Second, we found that technological readiness has become inherent to the ability of Southern
countries to compete for global FDI. Nevertheless, consistent with earlier findings (Sala-i-Martin
et al., 2014, p. 8), they remain in an intermediate position in the world economy and generally
function as FDI export platforms. Third, the Sgp was found to be a source of innovation capabil-
ities for EMNESs, whereas, for PMNEs, it provides the latest technologies and an opportunity to
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succeed in more demanding markets. Fourth, both AMNEs and EMNEs benefit from technolog-
ical capabilities in country groups lower in the hierarchy, indicating similar criteria regarding
investment environments.

Our results also shed light on the development of the two country groups in the South. While
the Ssp was found to be a source of strategic resources indicating more advanced expectations,
the Sp nevertheless featured efficiency-enhancing factors similar to those of the Sgp. Thus, both
country groups can offer a range of relatively sophisticated features to foreign investors. We
found that value creation opportunities related to South-South factors stem from two main
trends. First, investments amongst countries with broadly similar economic circumstances
([Sgp-Sgpl and [Sp-Sp]), help EMNEs and PMNESs access factors that may facilitate the upgrade
of their capabilities. The second trend occurs through PMNEs investing in the Southern semi-
peripheries. PMNEs may technologically leapfrog by interacting with and monitoring more ad-
vanced firms and accessing more sophisticated markets. Our findings suggest that both routes
are already being used, and provided their growth rates, these trends will likely intensify.

These results contribute to policy-relevant knowledge about the global South. It assists in
deepening our image of the South and the factors attracting foreign investors. While previous
literature argues that the number and variety of international relations may reduce countries’
core-periphery dependence, our results add that intra-group and bottom-up FDI likely have a
particularly positive impact on this development.
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APPENDIX A

GOMEZ ET AL.

TABLE A1 Core-periphery classification of countries in the global South in 2005 (Van Hamme & Pion,

2012)

Southern semi-peripheries
(Sgp) (14 countries)

Southern peripheries (Sp)

(132 countries)

Brazil, China, Colombia, India, Indonesia, Malaysia, Mexico, Philippines,

Singapore, Sri Lanka, Thailand, Tunisia, Turkey, Vietnam

Afghanistan, Algeria, Angola, Antigua, Argentina, Armenia, Aruba,

Azerbaijan, Bahamas, Bahrain, Bangladesh, Barbados, Belize, Benin,
Bhutan, Bolivia, Botswana, Brunei, Burkina Faso, Burundi, Cambodia,
Cameroon, Cape Verde, Cayman Islands, Central African Republic,
Chad, Chile, Comoros, Congo (DRC), Costa Rica, Cote d'Ivoire (Ivory
Coast), Cuba, Djibouti, Dominica, Dominican Republic, Ecuador, Egypt,
El Salvador, Equatorial Guinea, Eritrea, Ethiopia, Fiji, French Polynesia,
Gabon, Gambia, Georgia, Ghana, Grenada, Guadeloupe, Guatemala,
Guinea, Guinea Bissau, Guyana, Haiti, Honduras, Iran, Iraq, Jamaica,
Jordan, Kazakhstan, Kenya, Kuwait, Kyrgyzstan, Laos, Lebanon, Lesotho,
Liberia, Libya, Macau, Madagascar, Malawi, Maldives, Mali, Martinique,
Mauritania, Mauritius, Micronesia, Mongolia, Morocco, Mozambique,
Myanmar (Burma), Namibia, Nepal, New Caledonia, Nicaragua, Niger,
Nigeria, North Korea, Oman, Pakistan, Palestine, Panama, Papua New
Guinea, Paraguay, Peru, Puerto Rico, Qatar, Republic of the Congo,
Reunion, Rwanda, Saint Kitts & Nevis, Saint Vincent and the Grenadines,
Samoa, Sao Tome and Principe, Saudi Arabia, Senegal, Seychelles, Sierra
Leone, Solomon Islands, Somalia, South Africa, South Sudan, St. Lucia,
Sudan, Suriname, Swaziland, Syria, Tajikistan, Tanzania, Timor-Leste,
Togo, Trinidad & Tobago, Turkmenistan, Turks and Caicos Islands, UAE,
Uganda, Uruguay, Uzbekistan, Venezuela, Yemen, Zambia, Zimbabwe.
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