
 

DEPARTMENT OF ECONOMICS, 
MANAGEMENT AND STATISTICS 

UNIVERSITY OF MILAN – BICOCCA 

  

 

 
DEMS WORKING PAPER SERIES 

 
 

Some Twins Are Not Alike:  
FDI Premia in the Former Soviet States  

 
Valeria Gattai, Rajssa Mechelli, Piergiovanna Natale 

 
No. 340 – June 2016 

 
 
 
 
 
 
 
 
 
 

Dipartimento di Economia, Metodi Quantitativi e Strategie di Impresa 
Università degli Studi di Milano - Bicocca 

http://dems.unimib.it/ 



FDI Premia in the Former Soviet States 

1 
 

Some Twins Are Not Alike: FDI Premia in the Former Soviet States 
 

Valeria Gattai  
(Università degli Studi di Milano-Bicocca) 

 
Rajssa Mechelli 

(Università Cattolica del Sacro Cuore) 
 

Piergiovanna Natale 
(Università degli Studi di Milano-Bicocca) 

 

 

 

 

 
 
ABSTRACT 
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(OFDI) and inward FDI (IFDI) on firm-level innovation.  
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more than non-FDI firm s. The innovation effect of OFDI is the largest for firm s from the 
Developing economies, followed by the Developed and CIS countries. The innovation effect of 
IFDI is the larges t for firms from the Developing economies, followed by the CIS and Developed 
countries. FDI to and from Europe have the largest impact on innovation; this holds across country 
groups. 
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1. INTRODUCTION 

In this paper, we estimate Foreign Direct Investment1 (FDI) premia in the former Soviet states.  

Our interest in this top ic is motivated by two main facts. First, recent years have witnessed the rise 

of a new ge ography of foreign direct investm ent in which em erging economies play a prom inent 

role as home-, adding to host-countries. Second, firms that are involved in foreign direct investment 

are in the minority but they outperform purely domestic enterprises.  

Estimating FDI premia means detecting systematic performance differences am ong firms that are  

characterized by different FDI involvement. 

This topic has been only partially addressed in previous papers. On  one hand, there is literature on 

FDI from emerging economies that analyzes the determinants and characteristics of foreign direct 

investment originating from developing2 countries (for a survey, see, Ram amurti 2012; Deng 2012, 

2013). On the other hand, there is literature on FDI premia that estab lishes the em pirical 

methodology and derives som e basic facts (for a survey, see Greenaway  and Kneller 2007; 

Hayakawa et al. 2012).  

However, from our point of view, both strands present some drawbacks and call for new evidence.  

Despite the large number of contributions on FDI from emerging economies, most studies are either 

descriptive or based on country-lev el data, thus failing to go be yond a general portrait of em erging 

countries’ OFDI. Moreover, em pirical studies are available only for a handful of countries, and 

comparable evidence is still m issing. This results in “em erging economies” being considered as a 

homogeneous class, with little attention at exploring cross-country differences in MNEs’ behavior. 

For what concerns FDI premia, it should be noted that IFDI and OFDI have not been addressed yet 

in a unified em pirical framework, and the availabl e measures do not distinguish between different 

FDI strategies. Moreover, FDI premia tend to be evaluated only in terms of productivity, and cross-

country empirical evidence—potentially including developing adding to developed 3 economies—is 

                                                            
1 Consistent with IMF (1993) and OEC D (2008), we de note as FDI a ny investment in a fo reign company with the 

following features. The investor owns at least 10% of the ordinary shares, and the investment is undertaken with the 

objective of establishing a lasting interest in the foreign country, a long-term relationship, and significant influence on 

the management of the foreign firm. Since FDI can be both inward and outward, we introduce the label IFDI to denote 

the former and OFDI to denote the latter. In our terminology, Multinational Enterprises (MNEs) are th ose engaged in 

either IFDI or OFDI. Note also that we consider “subsidiaries” and “affiliates” as synonymous. 
2 In this paper, we use “developing”, “less developed” and “emerging” as synonymous. The list of emerging economies 

is available in IMF (2014).  
3 In this paper, we use “developed” and “advanced” as synonymous. The list of advanced economies is available in IMF 

(2014). 
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still missing. Filling these gaps is essential to check the robustn ess of results to different FDI 

strategies, performance measures, home- and host-markets.  

By estimating FDI premia in the form er Soviet states, we draw com plementary insights from both 

strands of literature. From previous studies on FDI premia, we borrow the genera l interest in the 

firm-level effects of for eign direct investment and the e mpirical methodology. From the existing 

contributions on FDI from emerging economies, we derive the specific focus on multinationals from 

developing countries.  

To the best of our knowledge, this is the first pape r dealing with FDI prem ia in the for mer Soviet 

states.  

Retrieved from Orbis, our database covers m ore than 3,000 firm s and presents a num ber of 

distinctive features that help filling most of the previous gaps. 

Compared with the literature on FDI from emerging economies, we provide a quantitative analysis 

based on firm-level data. Moreover, by focusing on the former Soviet  states, we offer com parable 

evidence on multinationals from both developed and developing countries 4, thus opening up the 

black box of “emerging economies”. Compared with the literature on FDI premia, our contribution 

is to account for IFDI and OFDI prem ia in a unif ied empirical framework and to dissect IFDI and 

OFDI by location. This enables us to com pare the premia implied by different FDI strategies. In 

addition, we study the potential benefits of FDI in  terms of innovation, and we offer com parable 

evidence on developed and developing economies.  

A quick inspection at Figure 1 suggests that form er Soviet states are nei ghboring countries. As put 

forth in Filippov (2010) and Kalotay and Sulstarova (2010), their proximity is not only physical, but 

psychological too, due to comm on historical patterns and the so cio-economic heritage from  the 

Soviet Union. Consequently, m ultinationals from this geographical area co uld be regarded a s 

“twins”: Being headquartered in neighboring countries, they are likely to behave in the same way.  

Quite surprisingly, our results stand at odds with this general wisdom. By comparing multinationals 

from the former Soviet states in term s of FDI pr emia, we find that the benefit of engaging in FDI 

varies greatly throughout our sam ple. OFDI firm s innovate more than IFDI firm s, which in turn 

innovate more than no n-FDI firms. The largest FDI prem ia accrue to m ultinationals from the 

Developing economies, whereas MNEs from t he CIS (Developed countries) receive the sm allest 

OFDI (IFDI) prem ium. FDI to a nd from Europe have the largest im pact on innovation and this 

holds across country groups. 

                                                            
4 In this paper, we consider three distinctive groups of former Soviet states, designated CIS, Developed and Developing. 

See Section 3 on this point. 
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In summary, MNEs from the CIS are different from  MNEs headquartered in both developing and 

developed countries belonging to the same geographical area: Some twins are not alike. 

The remainder of the paper is organized as follo ws. In Section 2, we delineate the conceptual 

framework and stress our intended contribution to the existing literature. In Section 3, we present an 

overview of the for mer Soviet states through macr oeconomic indicators. Section 4 is com pletely 

devoted to the empirical analysis: First, we pres ent the data and the variables used f or econometric 

purposes, and then we comment on the specifications and the main results. Section 5 concludes, sets 

forth future lines of research and derives some policy implications. 

 

2. CONCEPTUAL FRAMEWORK 

The present paper draws complementary insights from two strands of literature.  

On one hand, the recent surge in outward FDI from emerging economies has reshap ed the 

geography of foreign direct investment calling for an interpretation of  the prominent role played by 

developing countries. 

On the other hand, the sem inal contribution of Bernard and Jensen (1995) encouraged a fir m-level 

rethinking of the effects of foreign direct investment. Designated FDI premia, these effects point to 

establishing certain differences between firms that are engaged in FDI and firms that are not. 

In the following, we briefly present the state of  the art of both strands a nd describe our intended 

contributions to the literature.  

 

2.1. FDI from emerging economies 

Recent years have witnessed the em ergence of a new geography of foreign direct investm ent in 

which emerging economies play a prom inent role as home-, adding to host- markets. Traditionally 

considered as a mere destination of IFDI, China, India, Russia and many other developing countries 

have recently become a major source of OFDI (UNCTAD 2006, 2015). 

This simple fact has stimulated a lively debate  among scholars and policy makers, resulting in a 

vast and burgeoning literature on  OFDI from em erging economies. Reviewing this literature in 

details goes beyond the purpose of the present re search. Nonetheless, in the following, we 

summarize the m ain issues acco rding to tw o broad research ques tions, one exploring the 

determinants and the other assessing the characteristics of OFDI from emerging economies. 

As far as the determinants are concerned, the question is whether emerging countries’ OFDI can be 

rationalized through the sam e conceptual framework as advanced econom ies’ OFDI. According to 

Dunning (1993), advanced economies’ OFDI are a means to capitalize abroad certain Ownership-

Location-Internalization (OLI) advantages.  
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Some authors claim that the OLI theo ry has only limited power in interpreting developing 

countries’ OFDI because MNEs from emerging economies lack the same advantages that the theory 

emphasizes as a prerequisite for investing abroad. Thus, they engage in a sset-seeking, rather than 

asset-exploiting OFDI, expanding overseas to access those resources that they are not able to secure 

domestically (Mathews 2006; Deng 2007; Luo and Tung 2007; Athreye and Kapur 2009; Child and 

Rodrigues 2005; Zhang 2005; Sutherland and Ning 2011).  

Other authors suggest inst ead that the traditional theory can be adapted 5 to account for all possible 

types of OFDI. Indeed, MNEs from developing countries do possess som e OLI advantages, even 

though they are different from those of MNEs from developed countries. While the latter 

traditionally rely on h uman capital, repu tation and tech nology, the for mer count on pro cess 

capabilities, management and corporate entrepreneurship, parental networks, flexibility, and social 

and networking skills (Fortanier and Tulder 200 9; Yiu et al. 2007; Buck ley et al. 2007; UNCATD 

2006; Narula 2006; Kalotay and S ulstarova 2010; Filippov 2010; Puffer and McCarthy 2 011; 

Mihailova and Panibratov 2012). 

Despite their different positions on Dunning’s theory, authors generally agree on some typical push 

and pull factors driving developing  countries’ OFDI. Pull factors ar e characteristics of the host-

market that are likely to attract foreign investor s. They can be grouped in three broad classes, 

including market-, efficiency- a nd resource-seeking m otivations (De Beule et al. 2014; Fortanier 

and Tulder 2009; Niosi and Tschang 2009; Yeung and Liu 2008; Deng 2004 and 2007; Schuller and 

Turner 2005; Zhang 2005; Sutherland and Ning 2011; Cui et al. 2014; Mihailova and Panibratov 

2012; Filippov 2010). In contra st, push factors are characteristic s of the hom e-market that tend t o 

favor internationalization of domestic firms through OFDI. They range from government support to 

the availability of  capital to inves t, from over-capacity in the dom estic market to unfavorable 

business environment due to  excessive taxation, legal instability, h igh level of criminality and 

bureaucratization (Kumar and Chadha 2009; Athreye and Godley 2009; Yeung and Liu 2008; Wang 

et al. 2012; Cui and Jiang 2012; Bulatov 1998; Panibratov and Ermolaeva 2015).6  

As far as the characteristics are concerned, the existing studies  reveal that em erging countries’ 

OFDI follow some typical pa tterns in term s of number, destination and ownership structure of 

foreign affiliates. During the 1990s, em erging countries’ OFDI was usually directed toward 
                                                            
5 For instance, Kalotay and Sulstarova (2010) and Filippov (2010) suggest to augment the OLI paradigm by country-

specific factors that may shape the investment patterns. 
6 When drawbacks in the business environment are part icularly pronounced, a “system escape” motivation for OFDI  

tends to emerge. If this is t he case, fi rms from emerging economies engage in OFDI to escape from the unfavorable  

home-country system and to safeguard their activities from domestic risk (Liuhto and Vahtra 2007; Kalotay and 

Sulstarova 2010; Zubkovsaya and Michailova 2014). 
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emerging economies, managed via wholly forei gn-owned enterprises (W FOEs), and involved a 

limited number of foreign affiliates.  One decade later, this picture started to change, with certain 

MNEs preferring joint venture rather WFOE, targeting developed in addition to developing hosts, 

and relying on a wider network of foreign affiliates (Child and Rodrigues 2005; Schuller and Turner 

2005; Liu and Buck 2009; Yiu et al. 2007; Aybar a nd Ficici 2009; Gubbi et al. 2010; Makino et al. 

2002). As noted in Sutherland and Ning (2011) and Piscitello et al. (2015), to understand these 

trends, one needs to consider how determinants and characteristics of emerging countries’ OFDI co-

evolve over time. During the 1990s,  multinationals from developing economies were large state-

owned enterprises, enjoying m assive government support and expanding abroad for natural  

resource-seeking motivations. For these reasons, th ey mostly targeted de veloping countries, and 

they were used to operating alone  within the boundaries  of wholly foreign- owned enterprises. A 

few years later, m any private enterprises entere d into the world stage, responding to m arket 

competition. This is pre cisely the type of MNEs that expand s overseas due to over -capacity in the 

domestic market or availability of capital to invest and engage in strategic resource-seeking OFDI. 

Not surprisingly, these firm s prefer entering into developed rather  than developing  countries and 

setting many joint ventures in stead of a few WFOE s. Proceeding in  this way, they are able to 

exploit all potential links with local enterprises and access key resources.7 

Despite the large number of contributions on FDI from emerging economies, we believe that three 

important issues have remained unexplored. The first one deals with the empirical approach. In fact, 

most studies are either descriptiv e or based on country-level data. 8 While they p rovide a general 

portrait of em erging countries’ O FDI, they do not enter into the specific details of firm -level 

analysis. The second drawback rega rds the specific countries that have been analyzed, within the 

broad category of em erging economies. Our lite rature review suggests that the existing 

contributions focus alm ost exclusively on China, India and Russia, with little a ttention paid to 

                                                            
7 While this pattern is su rely consistent with Chinese and Indian OFDI, Russian OFDI has undergone a different 

evolution. As extensively documented in Liuhto and Vahtra (2007), Kalotay and Sulstarova (2010), Mihailova and 

Panibratov (2012), Filippov (2010) and Zubkovsaya and Michailova (2014), moving from the 1990s to the 2000s, 

Russian OFDI witnessed a major change in the type of firms pursuing investments abroad; however, geographical and 

industrial patterns remained substantially unchanged. In short, Russian OFDI was dominated by privately owned MNEs 

in the 1990s and by state-owned MNEs in the 2000s. However, during both phases, developed countries were among 

the main hosts and the primary sector—including oil and gas, mining and metallurgy—accounted for the largest s hare 

of OFDI. 
8 A few exceptions are Wang et al. (2012), Cozza et al. (2015), Edamura et al. (2014), and Chen and Tang (2014). 
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OFDI from other developing economies.9 Even though China India and Russia feature prom inently 

within the group of em erging economies, we be lieve that new insights could be drawn by 

considering a wider spectrum  of countries. This w ould also increase the scope for generalizabilit y 

of the empirical results. The third an d most important gap, in our view, is the lack of comparable 

evidence. Throughout the literature, the category of “emerging economies multinationals” does not 

distinguish among different home-markets and so, “emerging economies” is used as a neutral label. 

Are Chinese MNEs special? Do Russian multinationals behave the same as Indian MNEs? To what 

extent do their FDI strategies differ? To date, co mparisons have been addressed only in a bilateral 

setting.10 However, a un ified empirical framework covering multiple developing economies it still 

missing. This would be an essential tool to assess unique features of multinationals headquartered in 

a certain country. 

To address these issues and potentially contribute to the ongoing debate, we pr ovide a quantitative 

analysis based on firm -level data. Moreover, we focus on relatively  unexplored countries, i.e. the  

former Soviet states. 11 Lastly, and m ore importantly, our da ta allow dividing the form er Soviet 

states in three distin ctive groups, designated CIS, Developed and Developing. As docum ented in 

Section 3, the groups CIS and Developing embrace em erging economies, whereas the group 

Developed covers advanced countries. This distinction is key to unve iling certain peculiarities of 

multinationals headquartered in a g iven country group. By com paring MNEs from the CIS and 

MNEs from the Developed countries, we help assessing the robus tness of the OLI paradigm  to the 

distinction between multin ationals from emerging versus advanced econom ies. By com paring 

MNEs from the CIS and MNEs from the Developing countries, we attempt at opening the black box 

                                                            
9 A f ew exceptions are Cuervo-Cazurra (2007) and Ramsey et al. (2012) on Latin America and Andreff (2003) on 

transition economies. 
10 For instance, Duysters et al. (2009), Kumar and Chadha (2009), and Niosi and Tschang (2009) explore differences 

between Chinese and Indian MNEs. They find that multinationals from both countries receive notable state support, are 

successful in creating new products and acces sing new markets and make strategic resource-seeking OFDI. 

Nonetheless, Indian investors have a much longer history, a stronger preference for mergers & acquisitions (M&As) 

and they are used to targeting de veloped markets only after several decades of experien ce in developing c ountries, 

compared with their Chinese counterparts. Similarly, Filippov (2010) and Panibratov and Ermolaeva (2015) compare 

Chinese and Russian multinationals. They document that both countries are plagued by underdeveloped financial 

markets, which favor a syste m escape motivation for OFDI. Moreover, multinationals from both c ountries receive 

notable state support, although government policies encouraging internationalization of domestic firms are m ore 

explicit in China. 
11 Among former Soviet states, the previous literature on FDI from emerging economies focuses only on Russia. Still, a 

relatively limited number of studies address Russian OFDI, despite the impressive rise of Russian outward flows and 

stocks (Liuhto and Vatra 2007; Filippov 2010; Zubkovsaya and Michailova 2014; Puffer and McCarthy 2011). 



FDI Premia in the Former Soviet States 

8 
 

of “emerging economies” and highlighting pot ential differences among m ultinationals from 

(different) developing countries. In the end, we are able to  assert whether CIS multinationals are 

special, compared with MNEs located in bo th Developed and Developing countries that share the 

same historical he ritage. This las t remark is particularly im portant for e mpirical purposes. 

Restricting attention to the former Soviet states, we get rid of excessive cross-country heterogeneity 

that might bias our econometric estimates. At the same time, considering a broad array of countries 

allows checking the robustness of our results to different home-markets. 

 

2.2. FDI premia 

A key issue regarding f oreign direct investment is the inves tigation of the host-country effects of 

IFDI and the home-country effects of OFDI. Does IFDI positively affect the host-country growth 

rate? Does OFDI negatively influence the hom e–country output and employm ent? These are quite 

popular feelings that have been largely addressed in theoretical and empirical studies, based on both 

macro and micro perspectives (for a survey,  see, Barba Navaretti and Ve nables 2006). Although 

reviewing this vast literature goes beyond the purpose of the presen t research, we pay particular  

attention to empirical studies using firm-level data.  

To assess the firm-level effects of FDI in a certain country, one n eeds to distinguish between local  

firms that engage in FDI and local firms that do not.  

Following Bernard and Jensen (1995), the effects of foreign direct inve stment on FDI firm s are 

labelled FDI “premia”.12 

From a the oretical point of view, the existence of  FDI prem ia might be in terpreted in te rms of 

learning-by-internationalization (LI). Form erly modeled by Clerides et al. (1998) and 

operationalized by De Loecker (2007), Baldwi n and Gu (2009), Aw et  al. (2011) and Van 

Biesebroeck (2005) later on, the LI m echanism ensures that ex-post perform ance differences 

between internationalized and domestic firm s depend on the for mer’s exposure to the international 

markets. This is because, by interacting with foreign competitors and customers, firms increase their 

scale (De Loecker 2007), becom e more efficient (Baldwin and G u 2009), and becom e more 

innovative (Aw et al. 2011). Moreover, cross-border operations provide access to better institutions, 

which helps correct for credit constraints and weak  institutional environments in the home-country 

(Van Biesebroeck 2005). For all of these reasons, internationalization is  likely to foster firm -level 

                                                            
12 In contrast, the effects of FDI on non-FDI firms are designated FDI “spillovers”. In the following, we focus only on 

FDI premia. The reader is referred to Blomstrom and Kokko (1998), Lipsey (2002), Gorg and Greenaway (2001) and 

Hanson (2001) for surveys on FDI spillovers.  
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performance. This simple prediction applies to various types of internationalization, including IFDI 

and OFDI.13  

The empirical methodology to estimate IFDI premia is as follows. In Equation (1), the performance 

of firm i at tim e t (performance) is regres sed on a dummy equal to  1 if the firm receives IFDI 

(IFDI), in addition to observable characteristics of the firm (X): 

(1)                                                                                               itititit XIFDIeperformanc  
 Following closely Bernard and Jensen (1999), the IFDI prem ium is the average percen tage 

difference of performance between firms that receive IFDI and firms that do not. Absent non-linear 

transformations of the right-hand side of Eq. ( 1), the IFD I premium is sim ply captured by the  

parameter β. 

There is a quite broad empirical literature on IF DI premia. Depending on the performance measure 

employed in the left-hand side of Eq. (1), several prem ia have be en identified using firm -level 

data.14 As the most notable finding, IFDI fir ms are more productive than non-IFDI firm s, i.e. there 

is an IFDI premium in terms of productivity (Davies and Lyons 1991; Globerman et al. 1994; Doms 

and Jensen 1998; Blomstrom  and Wolff (1994); K okko et al. 2001; Griffith  1999; Benfratello and 

Sembenelli 2006; Harris 2002; Harris and  Robinson 2003; Arnold an d Javorcik 2009; Petko va 

2008; Girma and Gorg 2007a; Girm a et al. 2015; Bertrand and Zitouna 2008; Salis 2008; Piscitello 

and Rabbiosi 2005; Fukao et al. 2008; McGuckin and Nguyen 1995). 

In addition, IFDI firms turn out to pay higher wages and employ higher-skilled personnel than non-

IFDI firms. The existence of an IF DI premium in terms of wage is suppor ted by Lipsey (1994), 

Feliciano and Lipsey (1999), Griffith and Sim pson (2003), Oulton (1998), Girm a et al. (2001), 

Driffield and Gir ma (2003), Conyon (2002), Aitken  et al. (1996), Harrison (1996), Haddad and 

Harrison (1993), Lipsey and Sjoholm (2004) and Gi rma and Gorg (2007b). Robust findings of an 

IFDI premium in term s of skills are reporte d in Feenstra and Hans on (1996), Blonigen and 

                                                            
13 From a theoretical point of view, the existence of a positive correlation between FDI and firm-level performance can 

be framed also in terms of self-selection (SS). Fo llowing Melitz (2003), Head and Ries (2003) and Helpman et al . 

(2004) study heterogeneous firms’ mapping into different internationalization strategies and reveal that only the most 

productive firms engage in trade and/or FDI. Thus, in principle, causality may run either from FDI to performance (LI) 

or from the other way around (SS). From an empirical point, this issue of reverse causality is not easy to tackle due to 

data limitations. Were panel data available, the same firm could be tracked over time to see whether pe rformance 

enhancements precede or follow FDI involvement. Absent panel data, estimates should be regarded as a convenient way 

of summarizing statistical regularities among variables more than showing the exact direction of causality. For a survey, 

see Greenaway and Kneller (2005) and Hayakawa et al. (2012). 
14 An exception is Ber trand and Betschinger (2012) who find a d iscount—rather than a premium— in the return on 

assets of Russian acquirers engaged in domestic and international M&As. 
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Slaughter (2001), Griffith and Simpson (2003), Almeida (2007), Gorg et al. (2007) and Blom strom 

and Kokko (2003). 

The same empirical m ethodology can be applied to estim ate OFDI premia. In Equation (2), the  

performance of firm i at time t (performance) is regressed on a dummy equa l to 1 if the firm makes 

OFDI (OFDI), in addition to observable characteristics of the firm (X): 

(2)                                                                                              itititit XOFDIeperformanc  
 Absent non-linear transformations of the ri ght-hand side of Eq. (2), the param eter β captures the 

OFDI premium, i.e. the average p ercentage difference of perform ance between firm s that m ake 

OFDI and firms that do not. 

The empirical literature on OFDI premia is still at  an early s tage, compared with the one on IFDI. 

Moreover, evidence is available only for a handful of count ries. These include Italy (Barba 

Navaretti and Castellani 2008; Casa buri et al. 2007; Cast ellani 2002; Castellani and Zanfei 2007;  

Castellani et al. 2008; Castella ni and Giovannetti 2008, 2010; Gi ovannetti et al. 2015; Piva and 

Vivarelli 2001), France (Hijzen et  al. 2011; Barba Navaretti et al. 2010), and Japan (Hijezen et al. 

2010; Ito 2007).  

Unfortunately, the evidence of a learning effect of OFDI is still incon clusive. Whereas Castellani 

(2002), Barba Navaretti et al. (2010), Barba Navarett i and Castellani (2008), Castellani and Zanfei 

(2007), Castellani and Gi ovannetti (2008, 2010), Giovann etti et al. (2015) a nd Castellani et al. 

(2008) find a positive impact of OFDI on certain performance variables, Casaburi et al. (2007), Piva 

and Vivarelli (2001), Hijzen et al. (2010) and Ito (2007) do not detect any significant LI effect.15 

OFDI premia, when available, are in term s of productivity (Castellani 2002; Barba Navaretti et al. 

2010; Barba Navaretti and Castellani 2008; Castella ni and Zanfei 2007; Castellani and Giovannetti  

2008, 2010), value added (Barba Navaretti et al. 2010), size (Barba Navaretti and C astellani 2008; 

Barba Navaretti et al. 2 010; Giovannetti et al. 2 015) and skills (Castellani et al. 2008). This m eans 
                                                            
15 One p ossible reason behind these contrasting findings is the difference between vertical and horizontal FDI. 

Horizontal FDIs are those aimed at avoiding broadly defined trade costs by setting up plants in a given country instead 

of exporting to the same destination. Vertical FDIs are i nstead a strategy that exploits low-price production factors of 

the host-country. Thus, they imply the relocation abroad of the activities in which the host-country has a co mparative 

advantage. From a t heoretical point of view, the effect o f horizontal FDI on performance in the home-market is 

ambiguous, depending on the trade-off between economies of scale and the availability of advanced knowledge in the 

host-country. Unlike horizontal FDI, vertical investments are more likely to enhance firm-level performance due to the 

total cost reduction implied by vertical specialization. Thus, the absence of a l earning effect might depend on the 

specific FDI typ e: If m ost FDIs are ho rizontal, one could not really e xpect to find a significant positive impact on 

performance. To the best of our knowledge, only Hijzen et al. (201 0) and Barba Navaretti et al. (2 010) explicitly 

account for horizontal versus vertical FDI. Still, both papers document a positive enhancement in productivity only in 

cases of horizontal FDI. 



FDI Premia in the Former Soviet States 

11 
 

that OFDI firm s tend to be, on average, larg er and m ore productive than non-OFDI fir ms; 

moreover, they produce larger value added and employ higher-skilled personnel. 

Despite the burgeoning literature on FDI premia reviewed above, we believe a few gaps still plague 

the existing studies, leaving som e room for m ore in-depth investigation. First, to the best of our 

knowledge, IFDI and OFDI prem ia have not been a ddressed yet in a unified em pirical framework. 

This would allow for a m ore comprehensive tr eatment of the FDI-perform ance nexus through 

comparisons of the β parameters in equations like Eq. (1) and Eq. (2). Second, the IFDI and OFDI  

dummies have so far failed to re flect different FDI strategies. IFDI and OFDI simply capture 

whether firm i engages in inward or outward FDI at tim e t. However, we believe m ore could be 

learnt by dissecting FDI by loca tion and computing the related pr emia by FDI strategy. Third, a 

careful read of the exis ting contributions reveals that pe rformance is mostly measured in terms of 

productivity. Other economic variables—such as wage, size, value added and skills—are sometimes 

included whereas financial and innovation variables ha ve not been considered yet. In our view, this  

reduces the scope for FDI prem ia in the ex isting empirical studies, offering quite standard results. 

Forth, from a geographical point of view, the debate on F DI premia has so far concentrated on 

single countries, m ost of which are developed econom ies. In our view, cross-country em pirical 

evidence—potentially including developing economies—would be as an essential step to check the 

robustness of previous findings and to gain some new insights on country-specific FDI premia. 

We understand that most of the above-mentioned gaps depend on unintended data constraints rather 

than intended research strategies. Our data—des cribed in S ection 4— allow addressing m ost of 

these issues. Indeed, w e estimate both the IF DI and OFDI prem ium in a unified em pirical 

framework to see whether inward or outward direct investment enhances firm-level performance the 

most. In addition, we dissect IFDI and OFDI by  location and com pute the related prem ia by FDI 

strategy. This enables us to explor e whether certain FDI strategies en tail higher premia than others. 

Notice also that we study FDI prem ia in term s of innovation, rather than  productivity or other 

widely used econom ic variables. Doing this w ay, we com plement previous findings by asking 

whether FDI enhances firm s’ innovative effort be yond raising their productivity. Lastly, we offer  

comparable evidence on developed and developi ng economies in a cros s-country empirical 

framework embracing the whole s et of the form er Soviet states. We believe this is a key 

contribution to check the robustness of FDI prem ia to heterogeneous c ountries and see whether 

being engaged in FDI is more important for firms based in developed or in developing economies.  
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3. FORMER SOVIET STATES: AN OVERVIEW 

In the early 1990s, the fall of the Soviet Union restored historical  national borders and led to a  

reshaping of the econom ic relationships of the region. Th e Baltic States (Es tonia, Latvia an d 

Lithuania) entered the E uropean Union (UE)  between 2003 and 2004 and are now m embers the 

Monetary Union. The Central Asia republics (Armenia, Arzebaijan, Belarus, Kazakhstan, 

Kyrgzstan, Moldova, Tajikistan, Turkm enistan and Ubzekistan) and R ussia form the 

Commonwealth of Independent States ( CIS). Georgia signed an Association Agreem ent with the 

EU in 2013, while Ukraine’s difficult transition turned into an armed conflict with Russia in 2014.  

The economic performance of the Baltic States, the CIS countries, Georgia and Ukraine is well 

summarized by data on per capita incom e. During the last 25 years the per capita GDP of Bal tic 

countries grew m uch faster than the per capit a GDP of CIS countries, Georgia and Ukraine. 

However, the CIS countries exhibit higher per capita income than Georgia and Ukraine.  

This suggests dividing the for mer Soviet states into  three distinctive groups : the Baltic States, to 

which we refer as Developed countries, the CIS countries (CIS), and Georgia and Ukraine, to which 

we refer as Developing economies. For the sake of clarit y, it should be m entioned that the CIS and 

Developing economies are both examples of emerging countries, based on their per capita income. 

[Insert Figure 2 about here] 

CIS countries share in total worl d FDI inflows and outflows has be en steadily increasing over the 

last two decades. FDI inflows rose from  0.4% of total world in 2000 to 3.4% in 2014, peaking at 

6.4% in 2013. In turn, F DI outflows increased fro m 0.4% of total world in  2000 to 4.6% in 2014, 

peaking at 7% in 2013. 16 These patterns reflect th e extraordinary growth rate of CIS countries FDI 

inflows and outflows. From 2000 to 2014, FDI flows toward CIS countries increased from less than 

5 million USD to 41 million USD, whereas FDI flows from CIS countries increased from 3 million 

USD to 62 billion USD. FDI stocks to and from CIS countries changed accordingly. 

[Insert Figure 3 about here] 

A similar picture em erges for the group of Developed countries as well as for the group of 

Developing countries, with the former exhib iting less m arked increases in both FDI inflows and 

outflows because of relatively high initial values. 

[Insert Figure 4 and 5 about here] 

Comparison with the groups of Developed and Developing countries highlights a salient feature of 

FDI to and from CIS. From 2000 to 2014, OFDI flows from CIS amount on average to 80% of IFDI 
                                                            
16 In 2014, FDI inflows and outflows as percentage of total world fell in consequence of the conflict between Ukraine 

and Russia (UNCTAD 2015).  
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flows to CIS. Over the sam e period, FDI outflows are below 30% of inflows for the Developed 

countries and below 10% for the Developing economies. The sam e holds true when considering 

FDI stocks.  

This evidence suggests that the CIS countries are relatively  less attractive than the Developed and 

Developing countries for foreign investors. Moreover, it appears consistent with data on trade 

openness that point in the direction of greater tr ade openness for both the Developed and 

Developing countries. In 2014, the sum of imports and exports takes values above 160% of GDP for 

Estonia and Lithuania and around 120% for Latv ia, while it is around 100% for Georgia and 

Ukraine. The CIS exhibits heterogeneous degrees of openness, with the sum of imports and exports 

ranging from 34% to 128% of GDP; however, the median value is around 80%.  

 

4. EMPIRICAL ANALYSIS  

This section is entirely  devoted to the em pirical analysis. For expositional convenience, we firs t 

describe the data (4.1), and then the specifications and the econometric results (4.2). 

 

4.1 Data  

For the pu rpose of th e present research, we employ firm-level information from Orbis, a 

commercial dataset issued by Bureau van Dijk. Or bis contains administrative data on 130 million 

firms from more than 100 countries and exhibits a number of distinctive features (Kalemli-Ozcan et 

al. 2015; Ribeiro et al. 2010). Unlike  other administrative firm-level databases, Orbis covers firms  

of any size from all sectors and all continents; unlike census data, Orbis reports indicators, real and 

financial variables and a large set of information about firms’ affiliates and shareholders.  

For all of these reasons, we believe that Orbis is an appropriate database to estimate FDI premia in  

the former Soviet states, according to the empirical methodology described in Section 2.2. 

Our measure of perform ance is selected from th e wide array of indicator s, real and financial  

variables available in Orbis at the firm level. In contrast, our measures of FDI draw on information 

regarding subsidiaries and shar eholders. Although in Orbis perf ormance data cover a 10-year 

period, data on subsidiaries and shar eholders are available only for the previous year. This im poses 

constraints on empirical analysis that prevent, for instance, the use of panel techniques.  
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Downloaded in 2016, our data provide a cross-sectional picture of industrial 17 companies 

headquartered in Armenia, Azerb aijan, Estonia, Georgia, Kazakhstan, Kyrgy zstan, Latvia, 

Lithuania, Moldova, Russia and Ukraine in 2015. Unfortunately, data on Belarus, Tajikistan, 

Turkmenistan and Uzbekistan were not available by the time this paper was written.18 Therefore, in 

the following, our group CIS embraces Armenia, Azerbaijan, Kazakhstan, Kyrgyzstan, Mo ldova 

and Russia; whereas the label Developing applies to Georgia and Ukraine and the label Developed 

to Estonia, Latvia and Lithuania. 

Our sample of 3,401 firm s is not equally dist ributed across the above-m entioned groups. As  

depicted in Figure 6, most firms are from the CIS (66%) and the Developing (30%) countries, while 

Developed economies account for a comparatively small 4% of the sample. 

[Insert Figure 6 about here] 

Figure 6 suggests also that FDI involvem ent of firms from the former Soviet states is quite limited. 

Consistent with the jargon of FD I premia, we apply the label non-FDI to firm s that are engaged 

neither in IFDI nor in OFDI. In contrast, IFDI firms are those having at least 1 foreign shareholder  

and OFDI firms are those having at least 1 foreign subsidiary. 

Our descriptive statistics reveal that the share of non-FDI firms is quite large throughout the sample, 

amounting to 83% in the CIS, 72% in the Developing countries, and 57% in the Developed 

economies. 

Furthermore, there seems to b e a p revalence of IFDI firms over OFDI firm s. Indeed, in the CIS, 

12% of the sample engages in IFDI and only 6% in OFDI; in the Developed countries, 35% of the 

firms have at least 1 foreign sh areholder and 25% have at leas t 1 f oreign subsidiary; in the 

Developing countries, IFDI firms amount to 28% and OFDI to a negligible 2%.  

As shown in Table 1, the geographical patterns of IF DI and OFDI in our data are f ully consistent 

with previous facts on Russian FDI reported  in Liuhto and Vahtra (2007), Filippov (201 0), 

Panibratov and Erm olaeva (2015), Zubkovsaya and Michailova ( 2014), Annushkina and Colonel 

(2013) and Michailova et al . (2013). This is because Europe is the most important home (host) for 

                                                            
17 The category of industrial companies is selected out of a lo ng list of co mpany types—including banks, insurance 

companies, financial companies, private equity funds, venture capital, hedge funds, mutual and pension funds, 

foundation and research institutes and public authorities—to study the behavior of heterogeneous firms within a 

relatively homogeneous class, which still covers all US SIC 2-digit sectors.  
18 Data constraints are often lamented by scholars researching Russian FDI (see, among others, Liuhto and Vahtra 2007; 

Kalotay and Sulstarova 2010; Bulatov 1998; Filippov 2010; Panibratov and Ermolaeva 2015). As mentioned by Puffer 

and McCarthy (2011), the understanding of Russian FDI has so far remained relatively incomplete, because of the lack 

of sufficiently disaggregated data to permit formal analysis. This stems from the reluctance of Russian firms to reveal 

detailed information about their foreign activities (Annushkina and Colonel 2013). 
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FDI directed to (orig inating from) the form er Soviet states, providing m ore than 90% of foreign 

shareholders and absorbing more than 80% of foreign subsidiaries. Interestingly, firms from the CIS 

countries tend to diversify thei r geographical patterns the m ost, engaging in IFD I and OFDI in 

Europe, Asia and Am erica. In contrast, firm s from the Developing and Developed countries have 

almost exclusively European shareholders and subsidiaries.  

[Insert Table 1 about here] 

In summary, our within-group results on FDI involvem ent suggest that FDI fi rms are in the 

minority and, am ong FDI firm s, OFDI firm s are in the m inority. Moreover, Europe is the m ost 

common origin as well as destination of FDI within each group.  

In addition, our between-group evidence reveals that FDI involvem ent of any type is m aximal for 

firms from the Developed countries, followed by firm s from the Developing and CIS economies. 

For the g eographical patterns, firms from the CIS present a non -negligible share of foreign 

shareholders and subsidiaries outside Europe, whereas firm s from the Developed and Developing 

countries tend to make and receive FDI exclusively from Europe. 

 

 

4.2 Specifications and econometric results 

In the following, we estimate FDI premia drawing on the firm-level data described in Section 4.1. 

Consistent with the empirical methodology introduced in Section 2.2, our estimated equation is: 

 

(3)                     32121 ititititititit XcountryXindustryXfirmIFDIOFDIPATENT  
 

In Equation (3), the dependent variable PATENT captures the exact nu mber of patents firm  i has 

registered in 2015. Thus, it is key to characterizing firm i’s innovative activities. W e believe 

estimating FDI prem ia in terms of i nnovation makes a relevant contribution to th e literature. As 

extensively documented in Section 2.2, the existi ng studies on FDI prem ia tend to m easure firm-

level performance only in term s of econom ic variables, such as pro ductivity, size and wages. 

Although this strategy provides quite  comparable and robust findings , it fails to investigate the 

entire set of premia that FDI involvement may imply. To fill this gap, by estimating Eq. (3), we ask 

whether firms engaged in foreign direct investment register a larger number of patents, i.e. whether 

they receive a premium in terms of innovation. 

Taking the for m of non-n egative integer values, PATENT is an exam ple of count data variables. 

Therefore, Eq. (3) is estimated through the Poisson model. 
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Covariates are listed on the right-hand side of Eq. (3). Our dummy OFDI takes value 1 if firm i has 

at least 1 foreign subsidiary. Similarly, IFDI is a dummy equal to 1 if  firm i has at least 1 foreign 

shareholder.  

At this stage, two facts are wo rth noting. First, the variables OFDI and IFDI are defined in a 

mutually inclusive way. Since the  share of firms engaging in both OFDI and IF DI is negligible in 

our sample, mutually exclusive and mutually inclusive classes of FDI involvement tend to coincide. 

Therefore, we stick to the latter. Second, the dummies OFDI and IFDI are stock variables, meaning 

that they capture the p resence of foreign subsidiaries and foreign shareholders still active in 2015. 

In contrast, our m easure of perfor mance (PATENT) is a flow variable, because it captures only 

those patents that were registered in 2015. This sim ple fact is important to interpret our results. As  

mentioned in Section 4.1, our database is cross-sectional, since Orbis provides the cumulative list of 

shareholders and subsidiaries only for the previ ous year. Therefore, our estimates suffer from the 

simultaneity bias, which makes it hard to deal w ith the potential endogeneity of the FDI dumm ies. 

Absent panel data—as in m ost of the lite rature on FDI prem ia—estimation results should be  

regarded as a convenient way of summarizing statis tical regularities more than showing the exact 

direction of causality. Although this is the case also  with our data, the ab ove-mentioned distinction 

between flow and stock variables is worth bearing in mind. In Eq. (3), we are regressing the number 

of patents firm i has registered in 2015 on its FDI involvement up to the same year. This means that 

firm i’s involvement in FDI is likely to precede—a nd surely not to follow—the 2015 patents. Put 

another way, firm i’s innovative activities, as m easured by PATENT, come after a potentially long 

FDI experience.  

In Eq. (3), the parameters β1 and β2 are key to assessing FDI premia in the former Soviet states. If 

OFDI and IFDI are statistically significant, β1 represents the percentage difference in performance 

between firms that are engaged in outward FDI and firms that are not; similarly, the magnitude of β2 

indicates the extent to which IFDI firms are more innovative than non-IFDI firms. 

For our purposes, there is much to learn from the β parameters. By comparing β1 and β2 one can tell 

whether OFDI or IFDI entails the largest prem ium in terms of innovation. Mo reover, if Eq. (3) is 

run separately for the three groups of former Soviet states—CIS, Developed and Developing—by 

comparing β1 and β2 across groups, one can tell which countries learn more from OFDI and IFDI. 

In columns 1, 3 and 5 of Table 2, we stic k to a parsim onious specification in which PATENT is 

regressed only on OFDI and IFDI for each group of countries. In colum ns 2, 4 and 6, we consider 

richer specifications in which fi rms’ observable characteristics ( Xfirm) are added, together with 

industry (Xindustry) and country (Xcountry) fixed effects. Firms’ observable characteristics include 

size, age, a dummy for location in the capital city and a dummy for fir m i being listed on the stock 
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market. Industry fixed effects are measured by US SIC 1-digit i ndustry dummies and country fixed 

effects are captured by former Soviet states dummies.19 

[Insert Table 2 about here] 

Table 2 yields quite interesting within-group and between-group results.  

As the most notable finding of within-group evidence, there exist bo th an OFDI prem ium and an 

IFDI premium for firms in our sample. In fact, the OFDI and IFDI dummies are significant in every 

specification. This suggests that firm s engaged in  OFDI or IFDI tend to be more innovative than 

non-FDI firms. Interestingly, the O FDI premium is larger than the IF DI premium, meaning that 

firms in our sample benefit more from outward rather than inward FDI. Th ese results are robust to 

firms’ observable characteristics, industry and country fixed effects. Moreover, they hold for every 

group of countries considered for empirical purposes, i.e. CIS, Developed and Developing. 

As the most notable finding of between-group evidence, the OFDI prem ium is maximal for firms 

from the Developing economies, followed by the Developed and CIS countries. Put another way, 

CIS firms benefit less from  outward FDI than  their counterparts h eadquartered in the Developing 

and Developed countries: The m agnitude of β1 greatly differs across the three groups. For what 

concerns inward FDI, a different ranking of IFDI premia emerges. By comparing β2 across the three 

groups of former Soviet states, one  realizes that firm s from the Developing countries receive the  

largest premium in terms of i nnovation, whereas firms from the Developed countries receive the 

smallest. In this case, CIS firms locate mid-way between these two extremes: They learn more than 

Developed countries firms, but less than Developing countries firms. 

To interpret our between-group results, one should recall the overv iew of for mer Soviet states 

presented in Section 3. Macroeconomic data on CIS, Developing and Developed countries reveal 

that the three groups differ substantially in term s of per capita GDP (Figure 2). Estonia, Latvia and 

Lithuania are advanced economies, whereas the CIS and Developing countries are both examples of 

less developed markets. Moreover, the per capita GDP in the Developing countries is lower than the 

per capita GDP in the CIS. Therefore, it comes with no surprise that the IFDI premium in terms of 

innovation is maximal for firms from the Developing countries, followed by the CIS and Developed 

countries. According to Girm a (2005) and Girma and Gorg (2007a , 2007b), the IF DI premium is 

sensitive to the pre-acquisition performance of the target firm. Moreover, beyond some critical level 

of pre-acquisition performance, the rate of technology transfer through inward FDI starts declining. 

This might suggest that dom estic firms nearest to the technology frontier have  less to learn fr om 

foreign multinationals. If this is the case, in our sample, firms from the Developed countries receive 

                                                            
19 Unfortunately, Orbis does not provide information on the firms’ export activities. Therefore, we cannot control for 
this. 
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the smallest IFDI premium because they are already m ore performing than their coun terparts from 

the Developing and CIS countries. Along the sam e reasoning, the largest IFDI premium accrues to 

firms headquartered in the Developing countries because their poor ex ante perform ance leaves 

more room for learning. Put another way, fir ms from every corner of the former Soviet states learn 

from IFDI; however, the less adv anced the h ost-market, the la rgest the prem ium in term s of 

innovation. 

For what concerns OFDI, different forces ar e at play, beyond the m acroeconomic scenarios 

reviewed above. Recall from Section 3 that the ra tio of OFDI over IFDI is m uch greater in the CIS 

than elsewhere. This m eans that this group exhibits  a com paratively deeper attitud e towards 

outward operations; nonetheless, CIS firms are those who learn the leas t from OFDI. Why is it the 

case? In our view, between-group results are driven by the ove rwhelming presence of Russian 

companies within the CIS subsample.20 Russian multinationals are well known for having followed 

certain investment paths. During the 1990s, Ru ssian OFDI was dom inated by privately-owned 

MNEs, seeking safety nests abroad to protect themselves from domestic uncertainty. The following 

decade witnessed the surge of m any state-owned or –influenced MN Es motivated by a hunt of 

natural resources and the desire to control their value chain of their products (Liuhto and Vatra 

2007; Kalotay and Suls tarova 2010; Mihailova and Panibratov 2012; Filippov 20 10; Zubkovsaya 

and Michailova 2014). In particular , Russian OFDI is said to be characterized by typical pull and 

push factors that are specific to  the Russian case. Am ong pull fact ors, natural re source seeking-

motivations occur more frequently than strategic resource seeking-OFDI (Mihailova and Panibratov 

2012; Filippov 2010). In contrast,  multinationals from other emerging economies, tend to rely 

almost exclusively on the latter typ e. This dif ference in pull f actors between multinationals from 

Russia and from  other em erging economies might explain the m agnitude of the OFDI pre mia 

implied by Table 2: F irms from the Developing countries learn more from OFDI than firm s from 

the CIS, simply because they invest abroad for the explicit purpose of enhancing their performance. 

Among push factors, the Russian OFDI has been massively driven by system  escape motivations 

(Bulatov 1998; Panibratov and Ermolaeva 2015; Li uhto and Vatra 2007; Ka lotay and Sulstarova  

2010; Zubkovsaya and Michailova 2014) and gove rnment support (Liuhto and Vatra 2007;  

Mihailova and Panibratov 2012; Filippov 201 0; Panibratov and Ermolaeva 20 15; Puffer and 

McCarthy 2007), so far. In contrast, m ultinationals from advanced econom ies tend to open  

subsidiaries abroad to  overcome capacity cons traints in the home-m arket or due to capital 

abundancy. This difference in push  factors between multinationals from Russia and from advanced 

economies might drive the m agnitude of the OF DI premia in Table 2: Firm s from the Developed 
                                                            
20 Russian firms amount to 67% of the total CIS firms. 



FDI Premia in the Former Soviet States 

19 
 

countries learn m ore from OFDI than firm s from the CIS, because their OFDI is  driven by real 

economic stimulus rather than government support. Put another way, firms from Estonia, Latvia and 

Lithuania learn more than their CIS counterparts because they are more eager to learn. In summary, 

firms from every corner of the post-Soviet states learn from OFDI; however, the less pronounced 

the strategic resource-seeking motivations and the real economic stimulus, the smallest the premium 

in terms of innovation. 

To exploit further the potentialities of our da tabase, in Equation (4), we replace the generic OFDI 

and IFDI dummies with the location-specific OFDI_Europe and IFDI_Europe dummies. 

 

                  __ 43  ititit EUROPEIFDIEUROPEOFDIPATENT   

(4)                                                           321 itititit XcountryXindustryXfirm  
 

OFDI_EUROPE is a dumm y equal to 1 if  firm i has at least 1 foreign subsidiary in Europe. 

Similarly, IFDI_EUROPE is a dummy equal to  1 if firm i has at leas t 1 foreign shareholder from 

Europe. The reason why we introduce location-specific FDI dummies is to compare the generic FDI 

premia from Table 2 with the prem ia implied by particular FDI strategies. Although, in principle, it 

would have been m ore informative to introduce FDI dummies for every m acro region, our sample 

size poses some constraints to th e number of regressors. Moreover, our data description is Section 

4.1 suggests that Europe features prom inently as both origin and destination of FDI for the form er 

Soviet states (Table 1). For all of these re asons, we confine our attention to the dummies 

OFDI_EUROPE and IFDI_EUROPE. 

Apart from the FDI du mmies, the set of reg ressors, the econometric model and the specifications 

are the same as in Eq. (3). 

Our Poisson estimates of Eq. (4) are displayed in Table 3. 

[Insert Table 3 about here] 

Consistent with our previous discussion on the β parameters, particular attention should be given to 

β3 and β4. Indeed, they disclose the premium that firm i potentially receives from having at least 1 

foreign subsidiary in Europe or at least 1 foreign shareholder from Europe, respectively.  

Based on Table 3, our empirical exercise is threefol d. First, we check the statistical significan ce of 

OFDI_EUROPE and IFDI_EUROPE to assess the related premia. Second, we compare β3 and β4 to 

see which type of FDI entails the largest premium. Third, we compare β1 (β2) and β3 (β4) to check 

whether firm i learns more from OFDI (IFDI) direc ted to (originating from ) Europe than 
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elsewhere.21 Estimating Eq. (4) for each group of for mer Soviet states, we further assess poten tial 

differences in FDI prem ia among firms belonging to different groups of count ries. This helps 

characterize between-group adding to within-group regularities. 

A first look at Tab le 3 reveals some interesting f acts that can b e summarized as follows. All 

between-group and within-group results emerging from Table 2 still hold. However, comparisons of 

the β parameters across tables reveals that the OFDI_EUROPE premium is larger than the OFDI 

premium and the IFDI_EUROPE premium is larger than  the IFDI premium for every group of 

countries. This evidence suggests that FDI per se is beneficial for firms’ innovative activities in the 

former Soviet states, and FDI to/from Europe is particularly important. 

This last result is consistent with previous evidence on the type of m ultinationals that produce the 

largest positive impact on the acquired firm ’s performance. In particular, Chen (2011) docum ents 

that the acquisitions by multinationals from advanced economies impact on the target firms’ profits 

more than the acquisitions by m ultinationals from developing countries. Our findings on IF DI 

confirm that this holds true also in the form er Soviet states; our finding s on OFDI  reveal that a 

similar pattern applies to outward  direct investment. The reason why inves ting in Europe en tails 

larger premia has probably to do with its po tential for strategic resource seeking-OFDI ceteris 

paribus. Put another way, there is m ore room for learning in Europe through interactions with local 

firms that are, on average, more performing.  

 

5. CONCLUDING REMARKS 

In this paper, we estimate FDI premia in the former Soviet states.  

To investigate potential differences between multinationals from emerging markets and 

multinationals from advanced economies, we compare FDI premia in the CIS and in the Developed 

countries. This empirical exercise is key  to assessing whether m ultinationals from emerging 

economies are a new species of firms.  

To investigate potential differences between m ultinationals from different emerging economies, we 

compare FDI premia in the CIS and in the Developing countries. This approach is essential to open 

the “black box” of emerging economies and see whether country-specific patterns emerge. 

Using firm-level data covering the whole populat ion of industrial compan ies headquartered in 

Armenia, Azerbaijan, E stonia, Georgia, Kazakhstan, Kyrgyzstan, Latvia, Lithuania, Moldo va, 

Russia and Ukraine in 2015, we unv eil a number of robust regularities. They can be summarized as 

follows. 

                                                            
21 A more direct approach would be to regress PATENT on the entire set of FDI dummies—OFDI, IFDI, 
OFDI_EUROPE, IFDI_EUROPE. However, due to high correlation, we enter them sequentially, considering OFDI and 
IFDI in Eq. (3) and OFDI_EUROPE and IFDI_EUROPE in Eq. (4). 
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For what concerns FDI involvem ent, our within-group results (Section 4.1) suggest that FDI firm s 

are in the m inority and, among FDI firm s, those engaged in OFDI are in the m inority. From a 

geographical point of view, Europe is the m ost common origin as well as destination of FDI. In 

addition, our between-group evidence reveals that FDI involvem ent of any type is m aximal for 

firms from the Developed countries, followed by the Developing and CIS economies. Geographical 

patterns differ as well,  with f irms from the CIS presenting a non-negligible share of foreign 

shareholders and subsidiaries out side Europe and firm s from the Developed and Developing 

countries relying exclusively on European partners. 

For what concerns FDI prem ia, our within-group exercise (Section 4.2) confirm s that there exist 

both an OFDI premium and an IFDI premium for firms in our sample, meaning that FDI firms tend 

to be more innovative than non-FDI firms. Interestingly, the OFDI premium is larger than the IFDI  

premium, suggesting that firm s benefit m ore from outward rather than inwa rd FDI. In addition, 

according to our between-group evidence, the OFDI prem ium is maximal for fi rms from the 

Developing economies, followed by the Developed and CIS countries. Put another way, CIS firms 

benefit less from outward FDI tha n their counterparts from the other form er Soviet states.  For 

inward FDI, a different ranking em erges: Firms from the Developing countries receive the large st 

premium in terms of innovation, whereas firms from the Developed countries receive the smallest. 

In this c ase, CIS firms locate m id-way between these two extrem es: They learn  more than the 

Developed countries firms, but less than the Developing countries firms. 

Once we c ontrol for the geographical patterns of  FDI, the above-m entioned results still hold. 

However, IFDI_EUROPE and OFDI_EUROPE entail sig nificantly larger premia than IFDI and 

OFDI. This fact points to the conclusion that FDI per se is beneficial for firms’ innovative activities 

but FDI to/from Europe is particularly important. 

Being robust to firm s’ observable characteristics,  industry and country fixed effects, the above -

mentioned results help assess key differences of multinationals in our sample. 

Are MNEs from emerging economies a new species of firms? Our data reveal that there is a F DI 

premium for firms from both the CIS and the Developed countries. However, the m agnitude of the 

FDI premia varies significantly. Although MNEs from  emerging economies are not com pletely a 

new species of firms, they are not to be confused with MNEs from advanced countries.  

Are MNEs from emerging economies all alike? According to our empirical analysis, there is a FDI 

premium for firms from both the CIS and the Developing countries. However, also in this case, the 

magnitude of the FDI premia differs dramatically. Although MNEs from emerging economies share 

some common features, they are not to be considered as a completely homogeneous group. 



FDI Premia in the Former Soviet States 

22 
 

At this stage, it is worth specifying  that comparing multinationals from neighboring countries is a 

strategy that strengthens our results. This  is because certain  differences em erge despite common 

historical patterns and proxim ity. Born f rom the same mother, m ultinationals from the f ormer 

Soviet states, in principal, are “twins”. However, this paper suggests that some twins are not alike. 

To what extent do our results contribute to th e ongoing debate? By accounting for IFDI and OFDI  

in a un ified empirical setting that covers the former Soviet states, we provide a com prehensive 

framework in which previous resu lts still hold but new fi ndings stand out as well. Like previous  

studies,22 we find that FDI firms outperform non-FDI firms. Unlike previous studies, we prove that 

this holds true for both inwa rd and outward FDI of both deve loped and developing countries . 

Moreover, we are able to assert which FDI direction—inward versus outward—is more important in 

which type of countries—developed versus developing—to foster firm-level innovation.  

Do our results suggest any policy recommendations ? Taking for granted that prom oting innovation 

in the former Soviet states is a desirable outcome of the policymaking process, our point is that: 1)  

such an outcome could be accelerated by encouraging FDI involvement and 2) certain types of FDI 

involvement should be particularly encouraged. For the FDI direction, the policymaker should favor 

both inward and outward FDI—especially from a nd to Europe—with a particular emphasis on the 

latter. For the country-specific context, more attention should be paid to the Developing countries.  

While we believe these results ar e interesting, we are aware of some data lim itations that m ay 

hinder our analysis and re strict its scope. Fo r instance, there is an issue of rep resentativeness. 

Although Orbis has a w ide coverage, it is not an exha ustive database for all firm s in all countries. 

This is because adm inistrative datasets typicall y reflect the population of  firms that m eet the 

requirements for inclusion. Therefore, we have resisted the tem ptation to overgeneralize our results 

and claim instead that they hold within the sample used for empirical purposes. Another m otive of 

concern involves causality issues. Indeed, the cross-sectional design of our data does not allow for  

any proper causality analysis. Put another way, while we document a positive and robust correlation 

between innovation and FDI, we c annot control fo r reverse causality. Lastly, Orbis data allow 

considering IFDI and OFDI in a unified empirical framework; however, we measure FDI in a rather 

indirect way, by looking at the presence of forei gn shareholders and subsidiaries. If we were t o 

possess detailed information on either the flows or the stocks of inco ming and outgoing capital, it 

would be challenging to check the robustness of our results to a stricter definition of FDI.  

These issues all warrant further analysis. 

 

                                                            
22 See Section 2 on this point. 
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Figure 1: Former Soviet states 
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Figure 2: Per capita GDP in the former Soviet states, 1992-2014, USD at constant (2005) prices and exchange rates 

 

Source: Authors’ elaborations from Unctad (2015) data 
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Figure 3: Stocks of IFDI and OFDI in the CIS, 2000-2014, mln USD  

 

Source: Authors’ elaborations from Unctad (2015) data 
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Figure 4: Stocks of IFDI and OFDI in the Developed countries, 2000-2014, mln USD 

 

Source: Authors’ elaborations from Unctad (2015) data 
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Figure 5: Stocks of IFDI and OFDI in the Developing countries, 2000-2014, mln USD  

 

Source: Authors’ elaborations from Unctad (2015) data 
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Figure 6: FDI involvement of firms in our sample of former Soviet states, number of firms, 2015. 

 
Source: Authors’ elaborations from Orbis (2016) data 
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Table 1: Geographical patterns of FDI in our sample of firms from the former Soviet states, number of FDI, 2015. 

 OFDI  IFDI 

  CIS Developing Developed CIS Developing Developed

Europe  422 21  169  408 420  76 
North America  36  0  4  11  12  2 

Central/South America  10  1  0  0  3  0 

Africa  4  0  0  13  4  0 

Oceania  2  0  0  2  0  0 

Middle East  4  1  0  1  1  0 

Asia  67  0  0  13  0  0 

Total n. of subsidiaries/shareholders 545 23  173  448 440  78 

 

Source: Authors’ elaborations from Orbis (2016) data 
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Table 2: Poisson estimates of Eq. (3) 

 CIS  Developing  Developed 

  PATENT PATENT PATENT  PATENT  PATENT PATENT
  (1)  (2)  (3)  (4)  (5)  (6) 

OFDI  2.701*** 1.853*** 32.811***  17.042*** 5.171*** 3.902***

   (0.000)  (0.000)  (0.000)  (0.000)  (0.000)  (0.000) 

IFDI  0.851*  0.697*** 1.230*  1.115  0.264*** 0.374 

   (0.068)  (0.000)  (0.071)  (0.342)  (0.000)  (0.268) 

Xfirm  no  yes  no  yes  no  yes 

Xindustry  no  yes  no  yes  no  yes 

Xcountry  no  yes  no  yes  no  yes 

Observations  2,257  2,126  1,005  923  139  134 

R2  0.013  0.188  0.194  0.377  0.104  0.527 

Overall P‐Value 0.000  0.000  0.000  0.000  0.000  0.000 

* means significant at 10%, ** means significant at 5%, *** means significant at 1%. 

 
Source: Authors’ elaborations from Orbis (2016) data 
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Table 3: Poisson estimates of Eq. (4) 

 CIS  Developing  Developed 

  PATENT PATENT PATENT  PATENT  PATENT PATENT
  (1)  (2)  (3)  (4)  (5)  (6) 

OFDI_EUROPE  2.074*** 1.450*** 32.418***  18.228*** 4.902*** 4.870***

   (0.000)  (0.000)  (0.000)  (0.000)  (0.000)  (0.000) 

IFDI_EUROPE  0.978*  0.758*** 1.270**  1.180*  0.282*** 0.247 

   (0.080)  (0.002)  (0.038)  (0.054)  (0.000)  (0.451) 

Xfirm  no  yes  no  yes  no  yes 

Xindustry  no  yes  no  yes  no  yes 

Xcountry  no  yes  no  yes  no  yes 

Observations  2,257  2,126  1,005  923  139  134 

R2  0.006  0.184  0.194  0.377  0.096  0.555 

Overall P‐Value 0.000  0.000  0.000  0.000  0.000  0.000 

* means significant at 10%, ** means significant at 5%, *** means significant at 1%. 

        
Source: Authors’ elaborations from Orbis (2016) data 

 

 


