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Abstract

Governments in advanced industrial democracies generally regulate foreign direct invest-
ment (FDI) inflows with two types of policy measures: entry barriers and post-establish-
ment restrictions. This article provides an integrated account for the two types of FDI
restrictions, which is largely absent in the existing literature. We argue that the govern-
ment’s choice of FDI policies is shaped by a compound effect of the incumbent’s ideolog-
ical orientation and the political influence of unionized labour. Although inward FDI
broadly benefits domestic workers, the entrance of multinational corporations (MNCs)
adversely impacts the unionized interests of labour by transforming the labour market
in ways detrimental to unions’ wage-bargaining leverage. Leftist governments, driven by
the preferences of their labour constituency, tend to lift entry barriers to FDI in order
to promote capital inflows. At the same time, leftist governments may also need to address
unions’ concerns about inbound MNC:s by tightening post-establishment restrictions on
FDI, which impose constraints on the globalized business and operational model of
MNCs. We argue that leftist incumbents generally liberalize entry barriers but tighten
post-establishment restrictions when the level of labour unionization is high. We found
evidence consistent with our argument from country-level and sector-level analysis of
FDI restrictions, using a sample from the early 2000s to the mid-2010s of Organisation
of Economic Co-operation and Development (OECD) countries.

Résumé

Dans les démocraties industrielles avancées, les gouvernements réglementent
généralement les flux d’IED par deux types de mesures, & savoir les barriéres a I'entrée
et les restrictions postérieures a I'établissement. Le présent document fournit un compte
rendu intégré des deux types de restrictions a 'IED, largement absent de la bibliographie
existante. Nous soutenons que le choix des politiques du gouvernement en matiere d’IED
est déterminé par l'effet combiné de I'orientation idéologique du titulaire et de I'influence
politique des syndicats. Bien que 'IED intérieur profite largement aux travailleurs domes-
tiques, 'entrée des multinationales a un impact négatif sur I'intérét syndiqué de la main-
d’ceuvre en transformant le marché du travail au détriment du pouvoir de négociation des
syndicats sur les salaires. Poussés par la préférence de leur électorat ouvrier, les
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gouvernements de gauche ont tendance a lever les barriéres a 'entrée de 'TED pour favor-
iser les entrées de capitaux. Dans lintervalle, les gouvernements de gauche devront peut-
étre aussi répondre aux préoccupations des syndicats a I'égard des multinationales
entrantes en resserrant les restrictions imposées a I'IED aprés la création d’entreprises
qui imposent des contraintes au modéle commercial et opérationnel mondialisé des multi-
nationales. Nous soutenons que les titulaires de gauche libéralisent généralement les
barriéres & 'entrée, mais resserrent les restrictions post-établissement lorsque le niveau
de syndicalisation est élevé. Nous avons trouvé des éléments probants conformes a
notre analyse des restrictions a I'TED au niveau des pays et des secteurs, a partir d'un
échantillon de pays de TOCDE du début des années 2000 au milieu des années 2010.

Keywords: Foreign direct investment (FDI); investment barriers and restrictions; collective wage-
bargaining; government partisanship; political economy

1. Introduction

The growth of foreign direct investment (FDI) constitutes one of the primary
aspects of postwar economic globalization. While many consider FDI economically
beneficial, governments in advanced industrial democracies maintain various pol-
icies and regulations that limit FDI flows into their economies. Broadly speaking,
these FDI restrictions take two forms. First, governments set up barriers to the
entrance of foreign capital at the border through capital account restrictions and
mandatory screening and approval procedures of investment projects. Second, gov-
ernments impose post-entry regulations and restrictions on foreign-invested firms,
targeting these firms’ ownership structure, production and operations. The first
form of restrictions is characterized as entry barriers, which concentrate effects
in the pre-establishment stage of investment. The second form of restrictions is
characterized as post-establishment restrictions, which constrain the operation of
multinational corporations (MNCs) in the post-establishment phase.

While the existing literature has documented a series of mechanisms underlying
evolving policies regulating FDI flows, the nuances in different forms of FDI restric-
tions have rarely been examined. In this article, we seek to provide an integrated
political account for the two forms of FDI restrictions in advanced industrial
democracies, focussing on the compound effect of left-leaning governments and
labour unionization. We argue that while leftist governments are generally prone
to liberalize entry barriers to FDI, they are also likely to tighten post-establishment
restrictions on MNCs if labour unions’ membership coverage is high.

Our argument hinges on two main points. First, general labour and unionized
labour hold different policy preferences regarding FDI regulation. Whereas generic
interests of labour tend to be supportive of FDI liberalization, which is expected to
broadly benefit the working class by increasing job opportunities and wages, union-
ized labour interests tend to prefer tightening FDI restrictions, fearing that the
shocks that incoming MNCs can cause to the domestic labour market structure
will erode union’s wage-bargaining power. Second, left-leaning governments, facing
the conflicting preferences for FDI policies from labour constituencies, are
prompted to manipulate different types of FDI restrictions to strike a balance.
Leftist governments tend to increase post-establishment restrictions on MNCs to
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cater to the protectionist demand from unionized interests, especially when these
organizations make up a considerable proportion of the domestic labour force
and exert significant political influence. Post-establishment restrictions on FDI
are ideal instruments for protecting unionized interests, as they can be tailored
to constrain the operation of MNCs and ameliorate the shocks of their global busi-
ness model on the domestic labour market. At the same time, leftist governments
seek to appeal to generic working-class voters more broadly by lowering entry bar-
riers to FDI, as these restrictions occupy a more publicized position in the eco-
nomic and ideological agenda of leftist governments.

To test our arguments, we conduct two sets of analysis. First, we conducted a
time-series cross-national analysis of different forms of FDI restrictions at the
country level, covering 25 Organisation of Economic Co-operation and
Development (OECD) members from 2000 to 2014. We found post-establishment
restrictions on FDI (that is, ownership and operational restrictions) became stricter
when a leftist government was in power in countries where the level of labour
unionization was relatively high. In contrast, entry barriers (that is, capital account
restrictions and screening requirements) tended to decrease under leftist govern-
ments, and this association tended not to vary by the level of labour unionization.
Second, we tested our argument at the sector level, making use of two types of
sector-level data on FDI restrictions and labour unionization. The sector-level anal-
ysis better addressed methodological concerns stemming from unobserved hetero-
geneity and yields results consistent with the key finding in the country-level
analysis.

Our article adds to the scholarship on the determinants of FDI policies in two
respects. First, the existing studies on the political economic determinants of FDI
restrictions tend to focus on one specific type of investment restriction at a
time—for example, ownership restrictions (Pandya, 2014; Owen, 2015), capital
account measures (Pond, 2018) or composite restrictions (Owen, 2013). We refine
the characterization of FDI restrictions by distinguishing entry barriers from post-
establishment restrictions and by examining the heterogeneous mechanisms
underlying them. Second, previous studies on the politics of FDI restrictions pro-
vide separate accounts that focus on either government partisanship (Pinto,
2013) or the political influence of unions (Owen, 2013, 2015). By focussing on dif-
ferent forms of FDI restrictions, we bring the two accounts into an integrated
framework of FDI policies and unpack their compound impacts on the process
of FDI policy formation.

The rest of this article is organized as follows: In sections 2 and 3, we discuss the
logic underlying our theory about the conditional impact of government partisan-
ship and labour unionization on FDI policies. In section 4, we discuss and present
our research design and findings from country- and sector-level analyses. In
section 5, we conclude by discussing broader implications of the research and
extensions for future studies.

2. Capital Inflows, Labour Market Structure and Labour’s FDI Preferences

While inflows of industrial capital are believed to bring economic and technological
benefits, scholars of political economy have long noticed the distributional impact
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that inward FDI causes to the recipient country. The existing research largely char-
acterizes the domestic distributional consequence of FDI inflows as a factoral
divide. Domestic labour in advanced economies tends to benefit more from inward
FDI than do domestic capital owners. From a factor-endowment point of view,
inflows of capital as an abundant factor of production are expected to raise the mar-
ginal return to labour input in developed economies (Pinto, 2013; Pandya, 2014).
Also, multinational corporations (MNCs) carrying out FDI activities pay, on aver-
age, higher wages to workers due to their higher productivity (Aitken et al., 1996;
Jensen and Rosas, 2007; Martins, 2011). These largely benign consequences of
inward FDI for the general interests of labour underlie labour’s support for FDI lib-
eralization (Pandya, 2014; Pinto 2013). However, the impact of FDI on domestic
capital owners is much less favourable, as it both lowers the marginal return to cap-
ital and exposes domestic firms to competition in domestic factor and commodity
markets from more productive MNCs (Pandya, 2014; Pinto 2013).

It would be inaccurate, however, to characterize FDI as universally benefiting
domestic labour in advanced economies. The structure of domestic labour markets
varies among industrialized economies, and these variations shape the impact of
inward FDI on labour’s interests in nuanced ways. The most prominent aspect of
labour market structure involves wage-setting and the role of organized labour.
While inward FDI may be considered beneficial to individual workers in a decen-
tralized wage-setting context, MNCs and the globalizing process of production have
proven detrimental to the collective wage-setting interests of unionized labour. The
differential impacts of inward FDI on the unionized and generic interests of labour
underlie the nuanced structure of labour’s preferences on FDI policy. Most impor-
tantly, the wage-bargaining power of labour unions vis-a-vis employers hinges on a
coordinated and stable structure of a domestic labour market, which is vulnerable
to shocks caused by production globalization. Cross-border flows of capital and
goods have transformed domestic commodity and labour markets in ways that
have weakened labour unions’ leverage in collective wage-bargaining. Various stud-
ies suggest that the deepening of the global production process since the 1970s, in
the form of international trade and FDI, has led to steady decreases in unions’
influence and coverage in advanced economies (Dumont et al.,, 2006; Slaughter,
2007; Vachon and Wallace, 2013).

Inward FDI and the entrance of MNCs weaken labour unions’ power and com-
promise the unionized interests of labour in several ways. The entrance of MNCs
into the domestic labour market increases the elasticity of labour demand, due to
the MNCs’ highly flexible supply-chain arrangement and multi-sited production
strategy (Scheve and Slaughter, 2004). A higher elasticity in labour demand enables
MNCs to make more credible threats of relocating production, which greatly
reduces labour unions’ wage-bargaining leverage (Choi, 2001; Alvarez and Goérg,
2009). This globalized supply-and-production mode of MNCs shrinks the wage
surplus that workers could obtain from unions’ bargaining leverage and has a neg-
ative impact on their membership cohesion (Dumont et al., 2006).

Labour unions’ influence is also reduced by changes in the mobility and wages of
workers following the entrance of MNCs. The viability of labour unions relies on
the concentration and low mobility of local workforces (Freeman, 1976). The
growth of employment opportunities due to inward FDI renders workers more
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mobile. Also, when unions enjoy leverage in collective wage-bargaining, unionized
workers can expect a sizable surplus in labour returns (Lee, 1978; Svejnar, 1986).
As MNCs pay higher wages than their domestic counterparts (Brown et al,
2004; Martins, 2011), workers will find improvement of incomes through union
membership less appealing. Moreover, since MNCs have different governance
structures than domestic firms, and labour organizations find MNC governance
structures more difficult to penetrate, unions have experienced substantial decreases
in their wage-bargaining power and membership coverage (Vallas, 1999; Abraham
et al., 2009). The influx of FDI and MNCs transforms the domestic labour market
practices, curtailing unions’ influence and unionized labour’s benefits.

Because of the pernicious consequences that inward FDI causes to labour unions
and their members, unionized labour interests have expressed a protectionist pref-
erence on the issue of FDI restrictions and regulation (Owen, 2013, 2015).
Identifying the globalized business model of MNCs as the key source of harm,
labour unions, on behalf of their members, particularly oppose outright liberaliza-
tion of regulatory restrictions on FDI (ITUC, 2008). This restrictive stance of
unionized labour on FDI and MNCs stands in contrast to the more welcoming
stance of the generic labour interests to FDI liberalization suggested by Pandya
(2014) and Pinto (2013). This distinct composition of domestic labour’s FDI pref-
erences, which has been largely overlooked in the existing research, sets the foun-
dation for our argument regarding the partisan dynamics of different types of FDI
restrictions.

3. Government Partisanship, Political Influence of Unions and FDI
Restrictions

3.1 Unionization and organized labour’s influence on leftist governments

The distinct structure of domestic labour’s preference over FDI policy shapes the
political dynamics of FDI restrictions in important ways. Governments tend to
adopt economic policies that are in line with their partisanship and ideological ori-
entation (Bearce, 2003; Dutt and Mitra, 2005). Existing studies on FDI policies sug-
gest that leftist governments, with their pro-labour orientation, tend to take a more
FDI-friendly stance than their rightist counterparts (Pinto, 2013). However, given
domestic labour’s non-monolithic preferences, as explicated above, leftist govern-
ments’ policy stance on FDI is, in fact, more variable and complex. On the one
hand, the pro-working-class ideology of leftist governments prompts them to pri-
oritize policies that encourage inflows of industrial capital and advance the general
interests of their labour constituents; on the other hand, unionized labour demands
tighter restrictions and regulations on inbound MNCs that compromise labour’s
collective and organizational interests.

These conflicting preferences within domestic labour cause the stance of leftist
governments on FDI to be more variable than that of their ideological counterparts
on the right. Leftist governments’ stance on FDI policy is shaped jointly by labour
unionization and the unionized interests’ FDI preference. Although unions are
formed to represent unionized labour in wage-bargaining, they also constitute a
significant platform through which workers become politically active in order to
influence social and economic policies (Bartolini, 2007; Fisher, 2007). How
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encompassing unions are in the domestic labour market is a key indicator of their
political influence over governments relative to other societal actors in policy-
making processes (Owen, 2013, 2015). With a higher density of union membership
in the labour force, unions can collect sufficient resources to exert political influ-
ence and thus have greater chances to advance their organizational interests.

The significance of unionization in shaping the processes and outcomes of pol-
icy making looms particularly large under leftist governments (Alvarez et al., 1991).
While leftist political parties derive electoral support largely from the working class,
the political mobilization of working-class voters requires more organizational
efforts than that of voters from other social classes (Verba et al., 1987). Unions
and other labour organizations are important intermediaries that leftist parties uti-
lize to politically mobilize working-class voters for electoral success (Fisher, 2007;
Kerrissey and Schofer, 2013). The extent to which leftist governments cater to
unionized interests’ protectionist demands hinges on the electoral significance of
labour unions, which is most directly reflected by their membership coverage.
Existing research finds that the level of labour unionization is positively associated
with turnout among working-class voters and with the electoral successes of left-
leaning parties (Leighley and Nagler, 2007; Flavin and Radcliff, 2011). Leftist gov-
ernments are expected to assign weight to unions’ policy preferences under higher
unionization levels that is commensurate with the electoral support that the unions
can mobilize (Pontusson and Rueda, 2010).

Another significant dimension of unionization is the intensity of the unionized
interests’ demand for regulating FDI and MNC activity; that intensity is likely to be
greater in economies where a larger proportion of the domestic labour force is
unionized and subject to the shocks that MNCs bring to the domestic practice of
collective wage-setting (Milberg and Winkler, 2010). Given the electoral signifi-
cance of unions for leftist governments, more intense resistance to FDI liberaliza-
tion from unionized interests will strengthen these governments’ protectionist
stance. As unions are fundamentally vehicles for collective wage-bargaining, the
coverage of union membership reflects the prevalence of centralized wage-setting
in the domestic labour market. In this regard, the cross-national variation in indus-
trial and labour relations identified by the Varieties of Capitalism (VoC) literature
underlies the varying intensity of unionized labour’s impact on FDI policy (Hall
and Soskice, 2001; Thelen, 2001). Shaping both the influence and intensity of
unionized interests’ FDI policy preference, labour unionization conditions the
efforts of leftist governments to shield unionized interests from harms caused by
inbound FDI and MNCs.

3.2 Partisanship, labour unionization and the structure of FDI restrictions

In regulating and restricting FDI inflows, governments generally resort to two
broad categories of measures: entry barriers to FDI and post-establishment restric-
tions on foreign-invested enterprises. We argue that leftist governments generally
liberalize entry barriers to FDI that broadly benefit domestic labour. As the level
of unionization increases, leftist governments are likely to tighten post-
establishment restrictions on FDI to cater to the growing protectionist demands
from unionized interests.
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The two types of FDI restrictions differ in the channels through which invest-
ment activities are regulated, mainly by the investment stages where their restrictive
impact is exerted. Entry barriers to FDI generally enable host governments to pre-
vent the entrance of foreign capital. These barriers can take several specific forms.
First, at the beginning stage of investment when inbound foreign capital needs to be
registered in the balance of payments to materialize investment projects, capital
account restrictions could hinder the accompanying movements of capital
(Asiedu and Lien, 2004). Second, governments may require foreign investors to
go through mandatory screening and approval processes before being granted the
right of establishment. With such requirements, an investment project is subject
to the risk of being vetoed. Examples of investment screening agencies mandated
to oversee and approve the entrance of foreign industrial capital include the inter-
agency Committee on Foreign Investment of the United States (CFIUS) and the
Federal Ministry for Economic Affairs and Energy (Bundesministerium fiir
Wirtschaft und Energi [BMWi]) of Germany. The entry barriers increase the trans-
action cost of establishment and incur a one-time suppression impact on FDI
inflows, primarily through stalling investment moves in the pre-establishment
phase. Once these barriers are passed and the investment is established, however,
this type of restriction would have a limited influence on the operations of the sub-
sidiaries established by foreign capital.

The second type of restrictions, post-establishment restrictions, apply more tai-
lored regulatory guidelines to MNCs’ operations and exert more lasting impacts.
For example, foreign equity restrictions on the ownership structure of foreign sub-
sidiaries force MNC:s to alter their entry mode and management strategy. Investors
often form joint ventures with qualified domestic partners to cope with these for-
eign equity restrictions, which negatively impacts their flexibility and performance
(Asiedu and Esfahani, 2001). Operational restrictions on MNCs may limit their
access to local financing or their ability to acquire and use additional land and facil-
ities, restricting their expansion and production flexibility. Host governments can
also impose performance restrictions on MNCs that require localizing supply
chains and that limit relocation of plants and production facilities. In general,
these types of post-establishment restrictions impose constraints on the operation
of MNCs and weaken their capability to fully take advantage of their globalized
business model. Host governments tend to develop a post-establishment regulatory
framework on FDI to ameliorate shocks that the influx of foreign capital can have
on domestic markets (Mattoo et al., 2004; Ghebrihiwet, 2017).

Taking into consideration the differential impacts of FDI restrictions and the
conflicting preferences of general and unionized labour, leftist governments seek
a combination of restrictions that can strike a political balance. Given the ideolog-
ical predisposition and electoral imperatives of leftist governments, an ideal combi-
nation of restrictions would address both the overall economic benefits that the
liberalization of capital inflows brings to general labour and the parochial organi-
zational interests of unions in regulating FDI and MNCs. In order to further the
interests of general labour interests, leftist governments lift entry barriers to FDI
to enlarge the domestic pool of industrial capital, broadly benefiting the domestic
working class. Peer pressure coming from the worldwide trend of liberalization of
capital flows also disincentivizes governments to shore up outright barriers to FDI
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(Elkins et al., 2006). Entry barriers are likely to be viewed as outright protectionism
and are politically costly to lobby for and implement.

While unions want more regulations on FDI, they rarely advocate for outright
barriers to foreign investment (Griswold, 2010; ITUC, 2008). Entry barriers sup-
press FDI inflows and reduce capital formation at home, from which unions
have little to gain. In fact, recent European initiatives seeking to shore up entry bar-
riers to FDI, such as a mandatory investment screening regime, encountered skep-
ticism from labour unions (ETUC, 2016). Most importantly, the protection that
unionized labour can obtain from outright barriers is limited, as they exert no direct
effect on the operation and business model of MNCs that concerns the unions the
most.

In contrast, post-establishment restrictions are more suitable instruments for
addressing unions’ concerns. One of the key appeals of labour unions is on the
national restrictions curbing MNCs’ “footloose” production and supply-chain
arrangements that erode labour unions’ power (Alvarez and Gorg, 2009; Choi,
2001) and cause the “re-commodification” of labour (Holdcroft and Lee, 2016).
For example, instead of advocating outright barriers to FDI, unions oppose mea-
sures that “restrict government regulation, prevent governments from prioritising
local firms or requiring use of local inputs, or impose any obligation ... that
requires countries to accept any foreign investment, regardless of its consequences”
(ITUC, 2008: 9). A recent manifesto of organized labour’s stance on post-
establishment measures comes from their opposition to international economic
agreements between advanced economies that weaken governments’ power of reg-
ulating foreign-invested firms after their entrance (ICTU, 2016)."

Among post-establishment measures, performance restrictions requiring locali-
zation of suppliers and limiting the expansion of production facilities could signifi-
cantly constrain MNCs’ capability to manipulate production and sourcing
arrangements to undermine unions’ power. One of the typical union-weakening
strategies employed by MNCs is “double-breasting,” which involves parallel pro-
ductions at unionized and non-unionized sites (Gunnigle et al., 2009). Because
this strategy requires freedom of production expansion and flexibility in supply-
chain arrangement (Lamare et al., 2013), any local restrictions on establishing addi-
tional plants and limits on supplier choices makes double-breasting less practical.
Similarly, equity restrictions can prevent complete foreign control of local firms,
thereby increasing the managerial cost of frequent production rearrangements
and weakening the MNCs’ plant-level bargaining advantage that comes from the
otherwise credible threat of production relocation (Brinnlund et al., 2016).
Post-establishment restrictions in these forms limit MNCs’ ability to weaken union-
ized labour by imposing constraints on MNCs’ globalized and flexible business
model. These restrictions and regulations afford labour unions more effective pro-
tections than entry barriers do. Leftist governments can also tailor post-
establishment restrictions to provide protection to unions without compromising
their governments’ core economic agendas or the credibility of their commitment
to the liberalization of FDI

Because of the difference in the types of impact, the partisan divide in FDI policy
assumes different patterns between entry barriers and post-establishment restric-
tions. Leftist governments tend to have a more liberalizing stance on entry barriers
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Table 1 Expected Sign of Coefficients

Dependent variable Coefficient Independent variable Expected sign
Entry barriers b; Left-leaning govt.

bs Left-leaning govt.xUnionization 0
Post-establishment restrictions g: Left-leaning govt. | Unionization=0 -

g3 Left-leaning govt.xUnionization +

than rightist governments do. Leftist governments’ stance on post-establishment
restrictions on FDI relative to that of rightist governments is affected by levels of
unionization within a country. When the level of unionization is low, leftist govern-
ments tend to liberalize post-establishment restrictions. When the level of unioni-
zation is high, leftist governments tend to raise post-establishment restrictions on
FDI in order to cater to the electorally influential trade unions. We thus obtain
the following hypotheses for our empirical analysis:

Hypothesis 1. (Liberalizing Effect of Left-Leaning Governments on Entry
Barriers): Left-leaning governments are negatively associated with entry barriers
to FDI, regardless of the level of labour unionization.

Hypothesis 2. (Conditional Effect of Left-Leaning Governments on Post-
establishment Restrictions): The association between left-leaning governments
and post-establishment restrictions on FDI varies by the level of labour unioniza-
tion. Specifically:

(a) Leftist governments are likely to be associated with lower post-establishment
restrictions than other governments under low levels of unionization.

(b) As the level of unionization increases, leftist governments are more likely to be
associated with higher post-establishment restrictions.

4. Partisanship, Labour Unionization and Types of FDI Restrictions:
Country-Level Evidence from OECD Countries

We start our analysis using a sample consisting of 25 OECD member countries over
eight years (2000, 2003, 2006, 2010-2014). Our model specification is provided in
Equation (1) below. To test our hypotheses of FDI restrictions as a function of gov-
ernment partisanship and labour unionization, an interaction term of the two is
specified in the equation. The expected sign of the coefficients of key variables
are summarized in Table 1. Since we expect left-leaning governments to lower
entry barriers regardless of the level of labour unionization, the coefficient of
“Left-leaning Govt.” (b;) should take on a negative and statistically significant
sign. Furthermore, the coefficient on its interaction with labour unionization (b;)
is expected to be insignificant. As for post-establishment restrictions, unionization
is expected to have a stronger conditioning effect. Left-leaning governments may be
able to lower post-establishment restrictions at low levels of labour unionization,
resulting in a negative coefficient (g;). In the presence of higher levels of labour
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unionization, however, left-leaning governments will be more restrictive on post-
establishment restrictions, resulting in a positive and significant coefficient of the
interaction term (gz). V in Equation (1) is the vector of control variables.

( Entry Barrier; ) <b0> n <b1>L ft — leaning Govt
= eft — leaning Govt.;
Post — establishment Restr.; & & J !

+ (522) Unionization;; + (g;)(Unionizati(’"

x Left — leaning Govt.);, + (g;) V+ (2’;)
(1)

4.1 Operationalization of variables

Our dependent variables are country-level FDI restrictions that are measured using
six indicators summarized in Table 2. The first three indicators capture the level of
entry barriers to FDI, while the rest assess the level of post-establishment restric-
tions on MNCs. We first use the inverse of the Capital Account Openness Index
(Chinn and Ito, 2008) to measure the level of capital controls. This variable, [1]
capital account restriction, estimates a country’s degree of capital account restric-
tion based on indicators that codify the tabulation of restrictions on financial trans-
actions across borders using the International Monetary Fund’s Annual Report on
Exchange Arrangements and Exchange Restrictions. Given that Chinn and Ito’s
index captures restrictions on inflows as well as outflows of capital, we further
use a more refined measurement that specifically captures capital account restric-
tions on capital inflows ([2] capital inflows restrictions) from Freeman and
Quinn (2012) and Pond (2018) to corroborate our measurement.

The other indicators are from the OECD FDI Regulatory Restrictiveness Index,
which includes [3] screening and approval requirements, [4] foreign equity limits,
[5] rules for key personnel and [6] operational restrictions on foreign enterprises. In
the presence of screening and approval requirements, foreign investors, prior to the
establishment of their investment, have to go through evaluations and screenings by
government agencies that use criteria of national economic needs, net economic
benefits, or national security. Foreign equity limits record the maximum percentage
of foreign ownership allowed in domestic enterprises. Restrictions on key foreign
personnel regulate the nationality of senior executive personnel in MNCs.
Finally, operational restrictions are implemented to regulate the operation of for-
eign investors by setting up performance requirements or controlling certain cor-
porate activities, such as the establishment of branches, the purchase of land,
hiring, reciprocity clauses and the repatriation of profits.

Our key independent variables are “Left-leaning government” and “Labour
unionization.” We measure the ideological inclinations of incumbent governments
with the party orientation of the chief executive regarding economic policies, using
information from the Database of Political Institutions (DPI) (Keefer, 2005). In
DP], the chief executive’s party orientation is considered left-leaning when the party’s
political position is described as “socialist,” “social democratic,” or “communist.”
Conversely, right-leaning parties are those described as “conservative,” “Christian

https://doi.org/10.1017/50008423919000295 Published online by Cambridge University Press


https://doi.org/10.1017/S0008423919000295

Canadian Journal of Political Science 835

Table 2 Types and Indicators of Country-Level FDI Restrictions

Types of restriction Indicators Source

Entry barriers 1] Capital account restriction Chinn and Ito (2008)

2] Capital inflows restriction Pond (2018)
3] Screening and approval OECD FDI Regulatory Restrictiveness
Index

Post-establishment
restrictions

4] Foreign equity limits

5] Key personnel restrictions

[
[
[
[
[
[

6] Operational restrictions

democratic,” or “right-wing” in their political economic positions. Using this infor-
mation, we create an ordinal variable to reflect the strength of the pro-labour ori-
entation of the government: leftist governments are coded “2” while centrist and
rightist governments are coded “1” and “0” respectively. The other key independent
variable, “Labour unionization,” is measured by the OECD’s trade union density
data, which records the density of labour union memberships in the domestic
labour force at the country level.

We also include a set of control variables, including gross domestic product
(GDP) per capita, GDP growth rate, net inflows of FDI, trade openness (the sum
of export and import as a percentage of GDP), government consumption (govern-
ment expenditure as a percentage of GDP), membership in the European Union,”
electoral institution (proportional representation dummy), institutions of industrial
relations (coordinated market economy dummy) and the number of bilateral
investment treaties (BITs) signed.

4.2 Method selection

We apply a pooled ordinary least squares (OLS) regression design with panel cor-
rected standard errors (PCSEs), considering our sample has more units than time
periods (Beck and Katz, 1995). All models in our analysis are specified with a
panel-specific AR (1) error process and are estimated with year-fixed effect to
account for the impact of time-varying systemic shocks on national FDI policies.
While pooled OLS models with PCSEs deal with heteroscedastic and contempora-
neous correlation in the error process that threatens valid inferences, country het-
erogeneity commonly found in time-series cross-sectional data remains a subject of
concern. Country heterogeneity and its potential association with the independent
and dependent variables violates the zero-conditional-mean-of-errors assumption,
causing the OLS estimator to be biased and inconsistent in large samples. However,
our concern regarding the interference of country heterogeneity with the regression
results is moderate, given the data structure and our model specification. Most
directly, government partisanship follows a data-generating process unlikely to be
affected by time-invariant country-specific features. There is little existing evidence
documenting a systematic association between time-invariant country characteris-
tics and pro-labour parties’ probability of electoral victory. A strong association
between government partisanship and the disturbance is thus unlikely to be present
in the data.
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However, a cross-national variation within left-leaning parties in their platforms
could constitute another source of country heterogeneity. More specifically,
European countries with certain social and economic institutions or traditions
may produce leftist parties with policy platforms (particularly the part pertaining
to FDI) that systematically deviate from their counterparts in other countries in
our sample. This leftist-party heterogeneity that may relate to both FDI restriction
and the error term could result in biased estimates of the partisan effect. Having
acknowledged this issue, we believe such a leftist party heterogeneity can largely
be accounted for by controlling for domestic institutional features that are likely
to underlie this heterogeneity. These features include the electoral institution, in
terms of whether a proportional representation system is adopted; EU membership;
and the institution of domestic industrial relations (as reflected by whether the
country is one of the coordinated market economies [CMEs] defined in Hall and
Soskice [2001]). Controlling for these institutional variables in the model specifica-
tion will tease out the part of the partisan effect correlated with country-specific
errors in the residuals, thereby reducing the risk of bias caused by cross-country
heterogeneity in leftist party platforms.

Lastly, one may be concerned that unit-specific error in our estimation is corre-
lated with labour unionization, thus leading to biased estimates. One potential
source of this correlation is the cross-national differences in institutions of indus-
trial relations. For example, labour unionization is much higher in CMEs than in
liberal market economies, due to the institutions in CMEs’ favouring the collective
model of wage-setting. Biases may occur if these institutions in CMEs also shape
the government’s stance on FDI policies through alternative channels. We believe
such a concern, however, is alleviated after controlling for whether a country is con-
sidered one of the CMEs. Due to this remedy, we choose not to resort to country
fixed effect models mainly because the country-level unionization tends to be time-
invariant in the relatively short time horizon of our sample. Applying two-way
country and year fixed effect models in such a context would result in both
inefficient and biased estimates (Beck, 2001). Acknowledging that the unobserved
country heterogeneity in labour unionization may still affect our findings, we com-
plement the country-level analysis with a mixed-effect multilevel analysis using a
sector-level dataset with which country fixed effect could be more suitably applied.
The result of the sector-level analysis is presented in section 4.4.

4.3 Findings and discussion

The regression results are presented in Table 3, starting with the three indicators of
entry barriers: capital account restriction, capital inflows restriction, and screening
and approval requirements. Across the three indicators, we found a generally
negative association between left-leaning governments and entry barriers to FDI.
In the models of capital account restriction (Models 1 and 2) and screening and
approval requirements (Models 5 and 6), “Left-leaning govt.” acquires negative
coefficients at the significance level of .10. In the models of capital inflows restric-
tion (Models 3 and 4), “Left-leaning govt.” acquires negative coefficients at the
significance level of .05. To calculate the substantive effect, the coefficient of
“Left-leaning govt.” can be standardized using the standard deviation (s.d.) of
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Table 3 Government Partisanship, Unionization and Dimensions of FDI Restrictions

Entry Post-establishment
(1) () 3) (4) (5) (6) (7) (8) 9) (10) (11) (12)
Screening Operational
Capital account Capital inflows requirement Equity limits restriction Personnel restriction
Left-leaning govt. —1.793* —3.228* -1.821** —-4.177** -0.683* —1.051* 0.444 —0.697 —0.209**  —0.446** —0.004 —0.055
(1.024) (1.893) (0.849) (1.639) (0.386) (0.594) (0.369) (0.676) (0.104) (0.099) (0.043) (0.078)
Unionization 0.124 0.045 0.167 0.032 —0.052 —0.074 0.100** 0.035 0.008**  —0.005 0.009 0.006
(0.127) (0.146) (0.112) (0.154) (0.051) (0.061) (0.025) (0.041) (0.001) (0.007) (0.010) (0.009)
Left-leaningx 0.050 0.082* 0.013 0.040** 0.009** 0.001
Unionization (0.042) (0.042) (0.019) (0.020) (0.004) (0.002)
GDP per capita —12.745**  —12.783** -3.522 —3.870* 0.313 0.258 —1.449* -1.611** —0.227** —-0.200** —0.104 —0.153
(5.274) (5.274) (2.409) (2.257) (1.282) (1.281) (0.771) (0.765) (0.032) (0.015) (0.139) (0.164)
GDP growth 1.218 1.212 —0.101 —0.100 0.051 0.053 0.167 0.175 —0.018 —0.000 —0.001 —0.005
(0.842) (0.844) (0.256) (0.237) (0.133) (0.133) (0.182) (0.180) (0.027) (0.029) (0.017) (0.015)
International trade —0.030 —0.022 —0.027* —0.021* —0.004 —0.004 —0.006 —0.003 —0.002 —0.002 —0.002 —0.002
(0.070) (0.070) (0.017) (0.012) (0.010) (0.010) (0.009) (0.009) (0.002) (0.002) (0.003) (0.003)
FDI inflows 1.698* 1.477* 1.035** 0.754* 0.184 0.136 -0.107 —0.245 0.099 0.062 0.056 0.060
(0.924) (0.821) (0.496) (0.407) (0.342) (0.376) (0.363) (0.365) (0.091) (0.090) (0.081) (0.078)
Govt. expenditure —0.065 —0.082 —0.261 —0.249 0.315 0.317 0.031 0.036 —0.045**  —0.052**  —0.037 —0.038
(0.541) (0.534) (0.410) (0.401) (0.215) (0.214) (0.120) (0.118) (0.017) (0.016) (0.038) (0.039)
Proportional 8.834 8.938 7.501* 7.500* 3.895 3.893 —3.317** -3.318** —-0.723** -0.724** -0.860**  —0.952**
Representation (5.769) (5.792) (3.915) (3.761) (2.656) (2.663) (1.128) (1.112) (0.096) (0.094) (0.281) (0.367)
CMEs —6.340* —-6.961**  —3.721 —4.292 —2.542* —2.635" 1.296 1.008 0.402** 0.290** 0.423 0.549
(3.413) (2.732) (5.268) (5.437) (1.321) (1.462) (1.031) (1.027) (0.089) (0.090) (0.297) (0.391)
EU membership —6.815 —7.177 —6.843 —7.024 —6.839**  —6.863"* 1.270 1.196 0.277** 0.366™* 0.224 0.320
(7.571) (7.495) (4.640) (4.769) (2.526) (2.546) (1.241) (1.224) (0.082) (0.075) (0.484) (0.600)
BITs 0.025 0.031 0.028 0.030 —0.012 —0.012 —0.032* —0.031* —0.012 —0.013 —0.005 —0.007
(0.082) (0.081) (0.046) (0.046) (0.021) (0.021) (0.016) (0.016) (0.067) (0.063) (0.004) (0.006)
Year fixed effect Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
R? 0.549 0.552 0.432 0.460 0.461 0.463 0.336 0.361 0.218 0.245 0.152 0.292
Obs. 115 115 120 120 120 120 120 120 120 120 120 120
Countries 25 25 25 25 25 25 25 25 25 25 25 25

Note: Panel corrected standard errors in parentheses. Significance levels: *p < .10; **p < .05
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the dependent and independent variable. In Model 3, the standardized coefficient is
—0.213, indicating a 1s.d. increase in “Left-leaning govt.” is associated with a
0.213 s.d. decrease in capital inflow restrictions. Similarly, the standard coefficient
of “Left-leaning govt.” in Model 1 and Model 5 is —0.121 and —0.129. Also, Models
2, 4 and 6, which examine the conditioning effect of labour unionization, do not
find a strong influence of unionization on the association between left-leaning
governments and entry barriers to FDI. With the exception of Model 4, the
interaction term “Left-leaning govt. x Unionization” fails to obtain significance at
the .10 level. Overall, results in Models 1 through 6 suggest left-leaning govern-
ments tend to negatively affect entry barriers to FDI, and the intervening impact
of unionization on such an effect is weak, lending preliminary support to
Hypothesis 1.

Turning to models of post-establishment restrictions, we find evidence from
Models 7 through 12 indicative of a much stronger conditioning effect of labour
unionization on the relationship between government partisanship and post-
establishment regulations on MNCs. Per Models 7 and 8, while “Left-leaning
govt.” displays no significant association on foreign equity regulations (Model 7),
labour unionization significantly conditions the effect of partisanship on foreign
equity restrictions, as indicated by a positive and significant interaction term in
Model 8. Therefore, left-leaning governments are more likely to be associated
with less liberal or more protective stances on equity restrictions under high levels
of unionization. A similar pattern is also found for operational restrictions in
Models 9 and 10. FDI restrictions in the form of operational measures decrease
in the government’s left-leaningness, as indicated by the negative and significant
(at .05 level) coefficient of “Left-leaning govt.” in Model 9. Yet, higher levels of
unionization would weaken this liberalizing effect of left-leaning governments on
operational restrictions, as suggested by the positive and significant (at .05 level)
interaction term in Model 10. However, a similar relationship is not sustained
for personnel restrictions (Models 11 and 12). Neither government partisanship
nor unionization influences the level of this type of restriction in significant
ways. This may be due to the particular nature of this type of restriction, as person-
nel restrictions exert a limited influence on the competitiveness of MNCs compared
to other post-establishment measures.

Mapping the marginal effect of left-leaning governments illustrates the aggre-
gated effect of government left-leaningness at different unionization levels. Based
on our specification, the marginal effect of left-leaning governments on FDI restric-
tions is provided by B+ 1 - Unionization. Panel A of Figure 1 plots the marginal
effect of left-leaning government on foreign equity limits against the level of labour
unionization. As one can see in the figure, the marginal effect becomes positive and
significantly different from zero when the unionization level rises above 38. Simply
put, the left-leaningness of the government will make it more restrictive on foreign
equity limits only when the domestic labour force is sufficiently unionized. Panel B
of Figure 1 plots the marginal effect of left-leaning government on operational reg-
ulations against the degree of labour unionization. While the general pattern of the
marginal effect function is similar, left-leaning governments are shown here to
become less liberalizing on lifting operational restrictions on MNCs, which is
seen from a negative and significant marginal effect under low unionization levels
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Figure 1 Unionization and the Marginal Effect of Left-Leaning Government

(that is, below 23).” Overall, results from the country-level analysis are largely con-
sistent with our expectations: while left-leaning governments generally liberalize
entry barriers to FDI, labour unionization is likely to undercut left-leaning govern-
ments’ stance on liberalization of post-establishment restrictions.

Besides illustrating the marginal effect, we also show how unionization shapes
the difference between leftist and rightist governments in post-establishment
restrictions by calculating the predicted value of the dependent variable. Figure 2
plots the predicted value of equity limits (Panel A) and operational restrictions
(Panel B) under a rightist (that is, “Left-leaning govt.=0) and leftist (that is,
Left-leaning govt. = 2) government at different unionization levels.* Figure 2 sug-
gests that leftist governments tend to be more liberalizing on both foreign equity
limits and operational restrictions than rightist governments only when unioniza-
tion is low. Also, leftist governments tend to be more restrictive on operational
restriction than rightist governments when unionization level is sufficiently high.
These observations suggest leftist parties are likely to deviate from the rightist par-
ties on post-establishment restrictions only at sufficiently low or high unionization
levels. When the unionization level is intermediate, leftist and rightist government
tend not to display bifurcations of restriction levels.

4.4 Robustness of findings at the sector level

In this subsection, we use industry-level data of unionization and FDI restriction to
test for the robustness of our finding at the sector level. The sector-level evidence is
helpful for the following considerations: First, although the original hypotheses are
generated at the country level for simplicity, the core rationale can be translated
smoothly into a sector-level design. The effect of government partisanship on
sector-specific FDI restrictions varies by unions’ differential influence across sec-
tors, which provides a finer, yet consistent, empirical underpinning for our general
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Figure 2 Point Estimates and 95% Confidence Bands of Predicated Level of FDI Restrictions

argument. Second, disaggregating national FDI restrictions at the sector level
unleashes greater within-country variation, which allows for a more suitable appli-
cation of country-fixed effect specification that better tackles the unobserved coun-
try heterogeneity in estimation.

We prepare the sector-level data as follows. Like the country-level data on FDI
restrictiveness, four types of sector-specific investment restrictions in 25 sectors are
provided in the OECD FDI Regulatory Restrictiveness dataset: screening and
approval, foreign equity, operational restrictions and key personnel. Data on sector
unionization come from the ICTWSS Labour Organization Database covering 15
clusters of industrial sectors. For our analysis, these two different sector classifica-
tions are matched and merged into 13 sectors: banking, business services, commu-
nications, construction, fisheries, hotels and restaurants, manufacturing, metals,
mining and quarrying, transport, and utility. Considering the multilevel structure
in our data, we carry out the analysis with a series of random intercept mixed-effect
multilevel models. The model specification is as follows:

Restriction;y = a; + B - Left — leaning Govt.;; + 7y - Unionization;;
+ n - (Left — leaning Govt. x Unionization)y, +A-V
+ u; + v + ewith a ~ N(,, aza) and e;; ~ N(0, of)
In this equation, ¢; is the sector-level (j) random intercept and ey, is the idio-

syncratic error. The specification also incorporates both country and year fixed
effect (4; and v;). The vector of control variables, V, includes one sector-level
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Figure 3 Sector Unionization and the Marginal Effect of Left-Leaning Government

covariate (the share of sector employment in total employment) and seven time-
variant country-level covariates (GDP per capita and growth, trade and FDI
inflows, government expenditure, EU membership, BITs). According to our theo-
retical claims summarized in Table 1, the sign on 7 should be positive for post-
establishment restrictions but insignificant for entry barriers, and  should be neg-
ative for both types of restrictions.

The estimation results are presented in Table 4. The intra-class correlation (ICC)
varies across these four restrictions but is generally at levels suitable for multilevel
modelling. Findings from Table 4 are largely consistent with those obtained at the
country level. Per screening requirements, left-leaning governments are associated
with lower levels of restrictions, given the negative and significant coefficient at the
.05 level in Model 1. Also, the interaction term added to Model 2 gains no statistical
significance at the .05 level or higher. Consistent with the country-level finding, this
evidence suggests left-leaning governments are associated with lower sector-level
entry barriers in the form of screening requirements, regardless of differential levels
of unionization across sectors.

Sector-level unionization has a more pronounced conditioning effect in models
of post-establishment restrictions (Models 3 and 8). Most importantly, the cross-
level interaction term, “Left-leaning govt. x Sector unionization,” in Model 4 and
Model 6 in Table 4 takes on a positive and significant sign (at the .05 level).
This suggests left-leaning governments’ stance on post-establishment restrictions
on FDI will be made significantly more protective by higher levels of sector union-
ization. The marginal effect of left-leaning governments as a function of sector
unionization is plotted in Figure 3, using results from Models 4 and 6. The results
from the models of personnel restrictions (Models 7 and 8) are weaker but largely
consistent. For both foreign equity and operational restrictions, the sector-level
unionization has a substantial conditioning effect on the relationship between gov-
ernment partisanship and the restrictions, although the conditioning effect of
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Table 4 Sector-Level FDI Restrictions: Mixed Effect Models

Post-establishment

(1) () 3) (4) (5) (6) (7) (8)
Screening requirement Equity limits Operational restriction Personnel restriction
Left-leaning govt. —0.00484** —0.00956** 0.0107* 0.000694 —0.000435 —0.0199** 0.0000130 —0.00608™*
(0.000979) (0.00310) (0.00582) (0.00807) (0.000326) (0.00878) (0.0000383) (0.00289)
Sector unionization 0.000416* 0.000273* 0.00163 0.00133 0.00191** 0.00132** 0.000616** 0.000431**
(0.000218) (0.000142) (0.00105) (0.000958) (0.000862) (0.000542) (0.000251) (0.000146)
Left-leaningx 0.000160 0.000339** 0.000661** 0.000207*
Sector unionization (0.000104) (0.000170) (0.000325) (0.000106)
Sector employment —0.000343* —0.000348* 0.00305 0.00304 —0.000894* —0.000912** —0.000447 —0.000452
(0.000204) (0.000204) (0.00227) (0.00229) (0.000483) (0.000390) (0.000386) (0.000367)
GDP per capita —0.0841** —0.0880** 0.0683* 0.0602 —0.00803** —0.0239** —0.000823 —0.00579*
(0.0290) (0.0283) (0.0367) (0.0370) (0.00406) (0.00941) (0.000908) (0.00341)
GDP growth —0.000389** —0.000339* —0.000958* —0.000852 —0.000351** —0.000144 —0.0000402 0.0000245
(0.000186) (0.000187) (0.000528) (0.000632) (0.0000840) (0.000293) (0.0000409) (0.0000954)
International trade 0.000292** 0.000280** 0.000843* 0.000816* 0.00000924 —0.0000428 0.00000653 —0.00000975
(0.0000788) (0.0000810) (0.000435) (0.000452) (0.0000192) (0.0000819) (0.00000841) (0.0000242)
FDI inflows —0.000243** —0.000187** 0.000276 0.000394 0.0000230 0.000253 0.00000784 0.0000797
(0.0000750) (0.0000822) (0.000261) (0.000301) (0.0000254) (0.000204) (0.00000765) (0.0000657)
Govt. expenditure 0.00250** 0.00177** 0.000772 —0.000775 —0.00147** —0.00449** —0.000451 —0.00139**
(0.000616) (0.000734) (0.00261) (0.00272) (0.000114) (0.00150) (0.000450) (0.000615)
EU membership —0.168** —0.168** 0.0335 0.0347 0.00593 0.00831 —0.000673 0.0000725
(0.0112) (0.0117) (0.0481) (0.0488) (0.00380) (0.00662) (0.00312) (0.00330)
BITs 0.0000224 0.0000445 —0.0000615* —0.000508 —0.000102** —0.000110* 0.0000145 0.0000429
(0.0000824) (0.0000868) (0.0000346) (0.00045) (0.000485) (0.000629) (0.0000668) (0.0000521)
Variance Component
ol 0.0095 0.0091 0.0944 0.0936 0.0929 0.0855 0.0134 0.0125
o2 0.0859 0.0850 0.1347 0.1342 0.2314 0.2145 0.0384 0.0367
Intra-class correlation 0.1106 0.1074 0.7005 0.6974 0.4015 0.3986 0.3502 0.3409
Country fixed effect Yes Yes Yes Yes Yes Yes Yes Yes
Year fixed effect Yes Yes Yes Yes Yes Yes Yes Yes
Level-2 Groups 13 13 13 13 13 13 13 13
Obs. 1072 1072 1072 1072 1072 1072 1072 1072

Note: Sector-cluster standard errors in parentheses. Levels of significance: *p < .10; **p < .05
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unionization results in a shift of the direction of the partisanship effect only for
operational restrictions.”

5. Conclusion

Examinations of the political determinants of FDI policies are not new to scholars
of political economy. This article takes the inquiry on FDI restrictions one step fur-
ther by providing an integrated account for two different forms of FDI restrictions:
entry barriers and post-establishment restrictions. Building on the existing research
on FDI restrictions, we argue that neither labour unionization nor the partisan-
ideological inclinations of governments alone can explain the variation in different
forms of FDI restrictions in advanced industrial economies. The argument and evi-
dence presented in this article highlight a compound effect of government partisan-
ship and the political influence of unionized interests. While the policy stance of
leftist governments on the liberalization of regulatory measures on FDI inflows is
sensitive to the influence of labour unions, the removal of entry barriers to FDI
by leftist governments is not likely to be offset by the protectionist appeal from
labour unions. The country- and sector-level analyses of FDI restrictions we con-
ducted provide preliminary support for our argument.

This study suggests various avenues for future studies. Labour unions’ labour
market status and political influence vary by national economic institutions and
traditions, as the Varieties of Capitalism literature suggests. Future studies need
to be built on this article’s framework and delve more deeply into examining the
variations in market institutions and industrial relations between coordinated
and liberal market economies, as well as their differential impacts on the interac-
tions between unionized labour and the government in the context of globalization.
Second, an extension study of this article may refine the examination of the chang-
ing policy influence of unionized labour, taking into account the steady decline of
unions in developed economies since the 1980s. While this article implies that
unionized labour’s policy influence corresponds linearly with unions’ membership
coverage, it is possible that a structural break in the political and market signifi-
cance of unionized labour had occurred at some point during the decline of unions.
Future studies could better characterize this non-linear process of unions’ fading
influence, with special attention to differential impacts of national political and eco-
nomic parameters on precipitating or delaying such a structural break in unions’
power. Finally, there are other forms of FDI policies that affect the movement of
FDI, such as corporate governance and taxation, as well as other opaque informal
practices that affect the competitiveness and profitability of MNCs. Follow-up stud-
ies may examine whether the suggested impact of government partisanship and
unionization on FDI restrictions is applicable to other FDI policies and practices
toward MNCs.

Supplementary material. To view supplementary material for this article, please visit https://doi.org/10.
1017/S0008423919000295
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Notes

1 Examples of these agreements are, most notably, the Transatlantic Trade and Investment Partnership
(TTIP) and the Comprehensive Economic and Trade Agreement (CETA).

2 The European Union (EU) currently does not have a formal unified policy agenda for coordinating either
entry barriers or post-establishment restrictions on FDI from non-EU sources among the members.
Nevertheless, investors from members of the European Single Market (ESM) do enjoy greater freedom
of establishment when investing in other members of the ESM.

3 The conditional effect can also be seen from calculating the standardized effect. If labour unionization is
10 (roughly at 1 s.d. below its mean), the standardized coefficient of “Left-leaning govt.” is —0.414. The
standardized coefficient becomes +0.005 and +0.214 if labour unionization is 50 and 70, which is roughly
at 1 and 2 s.d. above its mean.

4 The predicted values are obtained by setting the binary independent variables (that is, “Proportional
Representation,” “CMEs,” “EU Membership,” and “BITs”) at their medians and all other continuous inde-
pendent variables at their means. In estimating the confidence intervals, we use a simulation that obtains
predictions from subsamples repeatedly drawn from our dataset.

5 The online appendix provides an extention of the analysis that explores the sectoral heterogeneity of the
effect of unionization on operational restrictions by modelling the sector-specific slope coefficients.
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