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Outline

General interest in getting a better understanding of determinants and 
consequences of the internationalization of R&D.

Today presentation focuses on two studies:

i)  one (completed) study with Dániel Vértesy on the 
determinants of FDI in R&D to European NUTS-2 regions, and

ii) one (ongoing) study with Davide Castellani and Dániel Vértesy 
on the global competition for attracting FDI in R&D
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The object (of the completed study)

Mechanisms and factors that influence MNEs choice about where to make FDI in
R&D

In particular, tests for the presence of possible shifts in location determinants:

i) after the economic crisis, which made a significant impact on global FDI flows
causing a steep decline and a slow recovery, and

ii) across sectors of economic activity, which is of interest for public authorities to
design policies tailored to the features of their innovation system.
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The argument

Differences in the relative importance of location factors reveal differences in the purpose
for making an investment. Two purposes for FDI in R&D in the literature:

o Home-base exploitation: adapting existing product to foreign markets

o Home-base augmenting: absorbing foreign knowledge from destination regions

We assess to what extent:

The purpose for FDI in R&D varies across time: increase in uncertainty after crisis may
imply increase in the importance of determinants such as the size of destination market
(related to safer FDI) with respect to knowledge absorption ones (related to riskier FDI)

The purpose for FDI in R&D varies across industries: differences in the relative importance
of location factors can reveal whether a certain purpose is more widespread in a certain
industry
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draws on data on cross-country FDI in 
R&D projects from the fDi Markets 
database (Financial Times), 

combined with 

data on a broad variety of potential 
determinants of R&D location decisions 
from various sources (Eurostat, OECD, 
CEPII, Scopus)

uses mixed logit models

The analysis
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The sample
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Benchmark (all projects pooled):
the effects of potential determinants show the
expected sign & are in most cases statistically
significant

Across time:
stable attractive effect of market size
knowledge absorption effects more varied:

stable attracting effects of R&D expenditure
intensity and technological strength
academic strength and agglomeration
economies of host regions cease to be
significant after the crisis’s occurrence

stable effects of institutional factors typically,
but fiscal policy that ceases to influence location
choices after the crisis

Key findings
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Across industries: 
The attractive effect of 
market size is present in all 
industries, but particularly 
large in the ICT services
Factors related to 
knowledge absorption are 
present in manufacture 
industries, not  in the ICT 
services industry
As for institutional 
determinants, differences
across industries are even 
more striking than 
differences across time

Key findings
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Key messages

Market size increased its attractive role after the crisis with respect to determinants related to
knowledge absorption

the fall in FDI in R&D observed in the aftermath of the crisis is driven by the canceling or
postponement of riskier investments aimed at absorbing knowledge from destination regions

Market size exerts a stronger attractive role in the ICT services than in manufacturing
industries, while the opposite occurs in manufacturing industries

FDI in R&D in the ICT services industry predominantly have the purpose of adapting
existing products to foreign markets; by contrast, in manufacturing industries both
knowledge absorption and exploitation of economies of scale purposes are present

Institutional factors also affect MNEs location choices, with marked differences across
industries and more nuance ones across time

Public authorities have a considerable room to create favorable conditions for FDI in R&D;
importance of considering the specificities of local innovation system
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Extend our analysis outside Europe to benchmark 
European performances.

Research question:
• To what extent is competition for attracting 

Knowledge-intensive investments global?

Does a European town, i.e. Amsterdam, compete 
for attracting foreign investments more with Berlin 
or Milan than with cities having similar 
characteristics in other continents or macro-areas, 
i.e., as Phoenix or Melbourne?

The object 
(of the ongoing study)
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Approach

Combine data on knowledge-intensive FDI projects (fDi Markets) with information on Functional
Urban Areas (FUAs) with 500,000+ population (OECD, Eurostat)

Nested logit models with potential nesting structure (to be tested):
3 macro-areas (Europe, US & Canada, Far East) as first nest level, nations as second nest
level, and functional urban areas as basic element of the nests

Key advantages
FUAs defined by demographic (population density) 
and economic (commuting patterns) criteria 
Comparable data available on key characteristics 
(population, GDP, number of patents) from the 
OECD metropolitan database 

Key disadvantage
FDIs directed outside FUAs excluded from analysis

Focusing on FUAs with 500,000+ population as level of geographical granularity



13 Giacomo Damioli. Determinants of the location of FDI in R&D across time, industry and regions

Policy relevance 

To what extent are European ‘areas’ globally competitive in attracting
investments in R&D?

What attributes, especially among those related to policy/institutions, make
European ‘areas’ competitive, and conversely how can European global
attractiveness be improved?

Which European ‘areas’ are more globally competitive, which ones are less, and
which ones have the potential to become global competitors, where to
concentrate efforts/resources ….?
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Any questions?
You may contact me me at giacomo.damioli@ec.europa.eu

Thanks


