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Tiirkiye ile Latin Amerika Ulkeleri Arasinda-
ki Yolsuzluk, Dogrudan Yabanci Yatirim ve
Ticari Ozgiirliik Iliskisi'
Alexander Camacho Murcia* Ozgiir Uysal®
Ozet: Dogrudan Yabanci Yatirimlar (DYY), her zaman yiiksek
diizeyde ticari agiklik ve ozgiirliik ortami ile ve daha diisiik ku-
rumsal yolsuzluk vakasi ile iliskilendirilmistir. Clinkii siyasi is-
tikrar ve kurumsal seffaflikta bir dalgalanma oldugunda yiiksek
diizeyde uluslararas1 sermaye hareketliliginin, yabanci yatirimei-
lar1 daha temkinli hale getirdigi varsayilmaktadir. Cogu Ameri-
kan iilkesi (Kanada ve ABD harig), 6nemli diizeylerde yolsuzlu-
ga yol acan ve sonugta belirgin siddet diizeyi ve hatta esitsizlik
olgusu gibi diger ciddi sorunlara yol agan kurumsal ve biirokratik
prosediirlerinde her zaman seffaflik eksikligi ile iligkilendirilmis-
tir. Bu caligma Tiirkiye ve Amerika {ilkeleri arasinda dogrudan
yabanci yatirimlar tizerinde yolsuzluk endeksleri, ticari agiklik ve
enflasyon oranlar1 degiskenlerinin pozitif veya negatif etkisi olup
olmadigini aragtirmaktadir. Bu ekonometrik modeli analiz etmek
icin OECD, COMTRADE, TUIK, Heritage Foundation,
UNCTAD ve Diinya Bankas1 Veritabani’ndan bilgi toplanmigtir.
Gozlemlenen veriler on yila (2005-2014) tekabiil etmektedir ve
sadece 14 Amerika iilkesi ve Tiirkiye'den 6rneklem alinmistir.
Mevcut calismanin ampirik sonuglari, ticari agiklik endeksi ile
DYY arasinda pozitif bir korelasyon oldugunu ortaya koymustur;
yolsuzluk endeksi, enflasyon ve DYY arasinda pozitif bir iliski
bulunmustur. Yolsuzluk endeksindeki artig, dogrudan yabanci
yatirim girisinde %41'lik bir artisa neden olmaktadir.
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Corruption, FDI, and Trade Freedom
Relationship Between Turkey and
Latin American Countries?

Alexander Camacho Murcia” Ozgiir Uysal®

Abstract: Foreign Direct Investment (FDI) has been always asso-
ciated with a high level of trade openness and freedom environ-
ment, and with a lower incidence of institutional corruption. Be-
cause it is assumed that a high level of international capital mobili-
ty makes foreign investors more cautious when there is a fluctua-
tion in political stability and institutional transparency. Most
American countries (except Canada and the USA) have been al-
ways related to a lack of transparency in their institutional and bu-
reaucratic procedures, which conduct to important levels of corrup-
tion and in consequence, to other serious issues such as prominent
level of violence, or even the inequality phenomena. This study in-
vestigates whether the variables of corruption indices, trade open-
ness and inflation rates have positive or negative effects on FDI
between Turkey and American countries. For analyzing this econ-
ometric model, it was gathered information from OECD,
COMTRADE, TUIK, Heritage Foundation, UNCTAD, and the
World Bank Database. The observed data correspond to a decade
(2005-2014) and were only taken a sample of 14 American coun-
tries.

The empirical results of the present study revealed that there is a
positive correlation between the trade openness index and FDI;
and, it was found a positive correlation between corruption index,
inflation, and FDI. The increase in the corruption index causes a
41% increase in FDI inflow.

2 This study is derived from the master's thesis defended by the 1st author at Alanya Alaaddin
Keykubat University, Social Sciences Institute. The second author contributed mainly to the litera-
ture part of the study and to the interpretation of empirical part. This study is a revised version of
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Introduction

This paper seeks to econometrical analyze whether corruption has a positive
correlation with foreign investment. For elaborating this model, we gathered
the corresponding foreign investment inflows between 14 countries of the
Americas and Turkey during a decade (2005 - 2014).

The objective of this study is to analyze whether corruption negatively or
positively affects foreign direct investment inflows from Turkey to the Amer-
ican countries. To achieve this objective, we also included other explanatory
variables such as inflation, GDP, the exchange rate, and the trade freedom
index in our model. These variables were also considered for doing the pre-
sent document since they were taken in other previous academic literature
that explored the FDI inflows.

It is important to point out that the present work represents a first economet-
ric analysis of Turkey's bilateral relations with the American countries, par-
ticularly with the Latin American & Caribbean region, since other studies on-
ly carry out a literary review but do not quantitatively measure the effects of
the direct foreign investment between the two regions. Therefore, this work
marks a milestone for the development of future quantitative studies around
socio-political phenomena in the region, such as the levels of corruption or
the effect of the interest rate on the flow of foreign investment, among others.
The main motivation for carrying out this work was to quantify the effects of
various socioeconomic variables to quantitative understand the potential
causes of various regional-development issues and be able to propose prag-
matic solutions for sustainable growth in Latin America & Caribbean region
the present and future; being this document the first precedent of rigorous
scientific analysis for the academic community. Therefore, the main question
of this work to be resolved is: does foreign direct investment decreases the
levels of corruption in the Latin America & Caribbean region? Therefore,
this paper constitutes a scientific contribution since it has not been performed
other econometrical study regarding the bilateral relations between Turkey
and Latin America & Caribbean region. The most important and academic
contribution of the present paper is that is the first econometrical study be-

tween Turkey and Latin  America &  Caribbean region.
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1. FDI Flows in Latin America & Caribbean Region

Foreign Direct Investment (FDI) flows measure the value of cross-border
transactions related to direct investment during a given period, usually a
quarter or a year. Financial flows instead are based on equity transactions,
reinvestment of earnings, and intercompany debt transactions (OECD,
2022).

According to the United Nations in 2005, the flow of FDI reached an
amount of 916 billion USD, in which more than a half of this flow came
from businesses in developing countries. In 2013, this represented a total of
$1.47 trillion and decreased in the following year in a proportion of 16%,
reaching a total of $1.23 trillion in 2014 (UNCTAD, 2015).

After 2015, FDI flows have considerably decreased due to the weak recov-
ery of the global financial crisis in 2008 and even more, due to the recent
events of the COVID-19 pandemic. It has been estimated that the global
flows of FDI fell by one-third to USD $1 trillion, below the records ob-
served a decade ago. Latin America & Caribbean was one of the most hit
regions around the world with an estimated plunge of 45% (UNCTAD,
2021).

Figure 1: FDI evolution during last decade
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Source: OECD Data, 2022.

Even though the region has been severely damaged by the pandemic con-
sequences, Latin America & Caribbean region is still considered a strategic
region for the extraction of natural resources which are globally demanded
by the international markets (UNCTADSAT, 2016) and multinational en-
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terprises. Even the fact that Latin American might possess innumerable
strategic resources, foreign investment has been also affected by another
social phenomenon: Corruption.

Although no commonly accepted definition of corruption exists, most defi-
nitions share certain elements. Most of them would agree that corruption
includes certain facts: the privatization of public resources for personal ad-
vancement and self-gratification through acts of embezzlement, bribery, ex-
tortion, nepotism, peculation, etc.; violation of the duties of public office
and the public interest (Gould & Amaro-Reyes, 1987).

Figure 2: Corruption Perception by Institutions in Latin American & Car-
ibbean Region

Source: https://www.transparency.org/en/gcb/latinamerica/corruption

A high level of corruption makes it impossible to develop institutional ca-
pabilities to address sustainable economic growth. Corruption permeates all
institutional and governmental levels avoiding proper management of for-
eign capital and thus, affecting the local development. Multinational enter-
prises are also aware of the implications of corruption since these choose
host countries for their foreign subsidiaries considering the stability of the
framework and other possible operational costs associated that corruption
might entail. Corruption has, consequently, been considered a deterrent to
FDI (Godinez & Liu, 2015). Against this theoretical assumption, recent
events have demonstrated that corruption might increase FDI inflows. This
is the case of the Odebrecht scandal across the Latin American region. In
2016 the Brazilian construction firm (Odebrecht) was fined $2.6 billion by
the USA Department of Justice. Between 2001 and 2016, this Multinational
paid $788 million in bribes to politicians and public officials in 10 Lati
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American countries and in more than one hundred contracts for major in-
frastructure projects (Campos, Engel, Fischer, & Galetovic, 2019).

2. Global Actors and Their Implication for the FDI in Latin America
& Caribbean Region

During the last decade, China’s presence in Latin America has been grow-
ing up throw the years. The rapid expansion of political and commercial
ties between the People’s Republic of China and Latin America has cap-
tured the imagination of a generation of business and political leaders
throughout the Latin American region (Ellis, 2009). China’s support to
Venezuela and Argentina’s government has been focused on financial aid.
This new China-Russia strategy does not obey solely to a political affinity
against the interests of the USA but goes beyond the traditional foreign re-
lation’s paradigm: the geopolitical agenda is now focused on obtaining stra-
tegic commodities for covering their internal demand to continue develop-
ing their economies. Correspondingly, they have also shifted their foreign
policies and aligned them to the Latin American & Caribbean needs, such
as the creation of new commercial infrastructure or the financial assistance
for regional projects.

On the same path, Russia’s approach to the region goes in accordance with
the traditional & anti-unipolar-USA world vision, offering financial aid for
the economic and military capabilities, with the governments of Argentina,
Cuba, Bolivia, Nicaragua, and Venezuela. (Lavrov, 2008).

After 2008, the renewed Russian strategy and its new foreign policy to the
region continue to be strengthened with the multilateral integrative groups
operating in the region with initiatives like the ALBA (Honduras, Bolivia,
Cuba, Venezuela, Ecuador, Nicaragua, and Dominique), the meetings held
under the “Rio Group (Russia, Brazil)”; or the Memorandum to create a
mechanism for political dialogue and cooperation between Russia and the
South American Common Market (MERCOSUR) (Russian MFA, 2009).
This new Era has not come only with China or Russian leadership, another

old actor has appeared on the scene: the Turkish Government. During the
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last decade, Turkish presence in the region has spread from Patagonia to
the Caribbean region, from the Andean region to the Hudson Bay.

The Turkish government has also oriented its foreign policy towards a
closer partnership will all American countries, in particular with the Latin
America & Caribbean region. A century before, the Republic of Turkey
had barely bilateral relations with the government of the USA, Canada,
Brazil, and Chile; nowadays this situation has completely changed. Tur-
key’s presence has widely expanded into the region by using two mecha-
nisms: 1) Developing deep economic cooperation with the establishment of
bilateral Free Trade Agreements to improve bilateral trade flows; 2) By
supporting social & cultural relations. Most of these programs -developed
by the new Turkish Cooperation Agency, TIKA- go beyond bilateral coop-
eration but also include cultural activities towards a better bilateral under-
standing. Nonetheless, foreign relations between American Countries and
Turkey date back to the 19th century.

3. Bilateral Relations between Turkey and American Countries

The first approach to the North American region was done with the sign of
a trade agreement between the Ottoman Empire and the USA government
in February of 1830. In the next century and because of the I World War,
there was an interruption of all diplomatic relations between both nations.
In 1927, The USA decided to recognize the modern state of Turkey after
the dissolution of the Ottoman Empire. Later, in 1949, the creation of
NATO brings a new cooperation era in terms of economic & military
cooperation (Turkey MFA, 2017).

In the case of Canada, Turkey decided to establish relations in 1944. Then,
in 1947, a Turkish Government official opened an Embassy in Ottawa. In
the following years, as friends and allies, Turkey and Canada have
expanded the depth and variety of their bilateral links as valued
commercial, political, strategic, and security partners (Canada Gov., 2022).

On the other hand, for the Latin America & Caribe region, the first
approach took place in 1858, with the signature of the Treaty of Commerce
and Navigation between both, Brazil, and the Ottoman Empires. In the

early 20th century and because of the I World War, there was a huge
Bilgi, Year: 2022, Spring-May,Volume: 24, Issue: 1, ss: 83-109
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immigration wave from the Ottoman territories to Latin America &
Caribbean countries. Most of the people that came from the old Ottoman
Empire and held an Ottoman passport were known as the “Arabes” or “Los
Turcos™ .

Years later, in January of 1926, under the Friendship Treaty, Chile became
the first Latin American country that officially recognized the Republic of
Turkey. In 1930, Turkey decided to open its Embassy in Santiago de Chile.
The Chilean Embassy instead, opened its official representation in Ankara
in 1941. In parallel, Brazil, which previously had a diplomatic
representation with the Ottoman Empire, decided to renew their bilateral
relations but with the newly formed Republic of Turkey in September 1927
(Turkey MFA, 2017).

After the II World War and during sixty years, there was no significant
evolution in the America Countries and Turkey’s foreign relations. The
reason was the geographical-distance factor which affected the commercial
development including the language and cultural factors.

At the end of the last century, in 1995 and under the mandate of President
Siileyman Demirel it was opened a new chapter between both regions and
with the official visit of the Turkish president to Argentina, Brazil, and
Chile. Nevertheless, the most important approach has been taken place
during the mandate of the current President of Turkey, Mr. Recep Tayyip
Erdogan, who decided to renew Trade & Cooperation agreements, improve
commercial meetings, and explore new opportunities in terms of
cooperation and social initiatives. With that aim, the current Turkish
President has officially visited Colombia, Cuba, and Mexico in 2015; and
Ecuador, Peru, and Chile in 2016. During the last years, the Turkish
Government has also visited other strategic partners in the region like
Venezuela, Argentina, and Panama. Thus, and in the words of the current
Turkish Foreign Ministry, Mr. Cavusoglu, the value of trade volume

3 These immigrants settled mainly in the Caribbean region and from there they
created small colonies and businesses. That is the reason you can easily find “Ar-
abs names and surnames” on most of the coast of the Caribbean countries.
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between Latin America and Turkey passed from $1 billion in 2002 to $15
billion in 2021 (Tarhan, 2022).

4. Literature Overview

There are some studies in the literature that try to inquire about the main
variables that have a direct correlation with the FDI inflows across regions
and countries. Below are some of these studies:

Lipsey et al. (1999) analyzed FDI inflows from the USA to Asian
countries. He observed that the market size and a high per capita income
are the main variables that attract FDI inflows. Tuman (1999), by using a
multiple regression model for the period of 1972-1992, demonstrate that
market size, economic policy adjustments, and political instability had an
impact on Japan's FDI to the Latin America region (Tuman, 1999). Love &
Lage-Hidalgo (2000) analyzed investment inflows from the USA to
Mexico for the period 1967-1994 (Love & Lage-Hidalgo, 2000). They
found that local demand and other factors affect FDI inflows. It was also
discovered that a variation in exchange rates conditioned investment
decisions. On the other hand, Tung & Cho (2000) also examined whether
the concessional tax rate and tax intensity are important in determining
regional investments in China. They noticed that lower tax rates and
increased tax intensities are suitable for attracting more FDI. Noorbakhsh et
al. (2001), by evaluating whether human capital in the home country affects
the geographical distribution of FDI or not, they observed that human
capital is statistically significant in determining FDI inflows, since human
capital is one of the most important determinants, and its importance comes
from its increasing expansion over time (Noorbakhsh, Paloni, & Youssef,
2001). Bengoa & Sanchez-Robles (2003), by elaborating panel data for 18
Latin American countries for the period 1970-1999 in which added the
economic freedom as a new variable inside their model, they found that
FDI in the host country was positively associated with economic growth;
therefore, increasing FDI inflows in the host country (Bengoa & Sanchez-
Robles, 2003). Dritsaki et al. (2004), by conducting co-integration analysis
found a relationship between FDI, economic growth, and trade, in Greece
for the period 1960-2002 (Dritsaki, Dritsaki, & Adamopoulos, 2004). FDI
Bilgi, Year: 2022, Spring-May,Volume: 24, Issue: 1, ss: 83-109
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and economic growth are usually reinforced under free trade policies. Bibi
et al. (2014), investigated the role of trade openness, FDI, exports, imports,
real exchange rate, and inflation in enhancing economic growth in Pakistan.
By using Co-integration and DOLS techniques for the period 1980 - 2011
they found long run relationship among the variables. DOLS results
indicate that trade openness is negatively related to the economic growth in
Pakistan. However, FDI was affected positively by the economic growth
and foreign trade policy in Pakistan. FDI and trade are considered vital
elements that improve the influence of economic growth (Bibi, Ahmad &
Rashid, 2014). Alvarado et al. (2017), examined the effect of FDI on
economic growth in 19 Latin American countries. Using panel data
econometrics, they found robust empirical evidence that the effect of FDI
on economic growth is not statistically significant.

There are also some studies examining the relationship between corruption
and FDI inflow in the economics literature. Some of these are presented
below.

Gaviria (2002) used a survey of private firms to evaluate the effects of
corruption on the economic prospects of firms at Latin America countries.
According to Gaviria (2002), corruption and crime reduce firm
competitiveness. Voyer & Beamish (2004) tested the hypothesize that
whether investors avoid countries where high corruption exists in 59
countries. Their results showed that in emerging nations, corruption serves
to reduce FDI. Cuervo-Cazurra (2006) evaluated the impact of corruption
on FDI inflows. He reached two different conclusions because of the
analysis. First, corruption results in relatively lower FDI from countries that
have signed the OECD Convention on Combating Bribery of Foreign
Public Officials in International Business Transactions. Second, in
countries with high levels of corruption, corruption results in higher FDI
inflows. Also, Cuervo-Cazurra (2008), assessed that pervasive corruption is
a deterrent for FDI as it increases investment costs, but arbitrary corruption
has no such deterrent effect. Brouthers, Gao, & McNicol (2008), found that
greater market attractiveness reduces the negative impact of corruption on
investments, but the ability of market attractiveness to reduce the negative
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impact of corruption on FDI declines rapidly as corruption levels increase.
Reiter, S. L., Steensma, H. K. (2010) concluded that the relationship
between FDI and improvement in human development is strongly positive
when corruption is low. Barassi & Zhou (2012) investigated the effect of
corruption on the incentives of Multinational Enterprises (MNEs) to make
foreign direct investment in a particular country. They modeled the
relationship between corruption and FDI using both parametric and
nonparametric methods. They conclude that the effect of corruption on the
FDI stock is different for different amounts of the FDI stock distribution.
Helmy (2013), explored the link between corruption and FDI flows to the
Middle East and North Africa (MENA) and whether corruption is more
important than other determinants of FDI. Using the panel data method in
21 MENA countries over the period 2003-2009, he found that FDI changed
positively with corruption. He also found that FDI in MENA varied
positively with per capita income, openness, investment freedom and
security, and negatively with tax and homicide rates. Subasat & Bellos
(2013a) applied a panel data gravity model to determine the effects of
corruption on FDI in selected Latin American countries. They found that
high levels of corruption were associated with high levels of FDI. Also
using a panel data extraction model, Subasat & Bellos (2013b), tried to
validate the argument that poor governance is an attraction rather than an
obstacle for MNCs in selected transition countries and Latin American
countries. According to its results, the role of poor governance in
increasing FDI is not only in transition countries but also in Latin America.
Mudambi, Navarra & Delios (2013), applied empirical testing of FDI
inflows in 55 countries in four different time periods. According to these
test results, the level of economic regulation is an important determinant of
the level of corruption as well as the extent of FDI inflows. However,
corruption has no independent effect on the levels of FDI inflows. Delgado,
McCloud & Kumbhakar (2014), investigated the FDI-growth relationship,
and they found that corruption has a sizeable nonlinear role in the FDI-
growth relation, weakening the effectiveness of FDI at improving growth
rates in many developing countries. Godinez and Liu (2015) investigated
the relationship between corruption and FDI in Latin American countries.

Bilgi, Year: 2022, Spring-May,Volume: 24, Issue: 1, ss: 83-109
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According to the results, corruption distance has an asymmetric effect on
FDI. Countries with low levels of corruption do not experience a significant
increase or decrease in inward FDI levels. However, in countries with high
corruption, it is associated with significantly lower levels of internal FDI.
According to them, corruption distance is a key determinant of FDI. Jalil,
Qureshi and Feridun (2016) investigated the relationship between
corruption and FDI inflows using ARDL panel cointegration tests in a
panel of 42 countries between 1984 and 2012. They developed hypotheses
to examine both the long- and short-term effects of corruption on FDI
inflows. The results show that corruption has a positive effect on FDI
inflows in Asian and African countries and has a negative effect on Latin
American countries. Hossain (2016) analyzed using panel data between 48
different countries between 1998 and 2014 to determine the relationship
between corruption and FDI. He grouped the countries into three regions.
(South and South-East Asia, Latin America, the Caribbean, and Africa). It
showed that a 1% decrease in the level of corruption could lead to an
increase of 8.15%, 9.25% and 11.5% in FDI inflows by region,
respectively. According to the results, other control variables such as gross
domestic product per capita, gross domestic product growth rate, trade
openness, bureaucracy, law, and democracy are statistically positive, while
risk and inflation are negative statistically significant. Dutta, Kar, & Saha
(2017), investigated the interactive effect of corruption and human capital
on FDI. Also, they explore whether countries with higher or lower levels of
corruption provide differential benefits in terms of FDI inflows following
an equal improvement in human capital level. According to the panel data
results they applied, an equal increase in the human capital stock provides
40% more FDI inflows in countries with high corruption scores than in
countries with low scores. Kasasbeh, Mdanat, & Khasawneh (2018),
examined the factors affecting foreign direct investment (FDI) inflows to
developing economies. Using multivariate VAR analysis, they found that
corruption had a significant negative impact on foreign direct investment
inflows. Supportive policies, rule of law and good governance practices
that tend to limit corruption can contribute positively to attracting foreign
direct investment. Luu, Nguyen, Ho, and Nam (2019), investigated the
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impact of corruption on FDI. They collected data from 131 countries. By
using GMM estimator, they evaluated the impact of corruption on FDI
inflows. According to their results, corruption significantly inhibits FDI
inflows. Hamdi, & Hakimi (2020), examined the dynamic relationship
between investment, corruption and economic growth in Tunisia in a
multivariate framework. They analyzed the data between 1976 and 2015
with a vector error correction model and cointegration technique.
According to the findings of their studies, corruption hinders Tunisia's
economic growth in the short and long term. The main reason for the
decrease in investment activities and low capital inflows is corruption.

5. Empirical Study

There are many theoretical and experimental studies on FDI in the
literature. Although the scope of FDI is not limited to its relevance to
economic growth, it can be affected by trade indicators (trade openness,
business freedom, investment freedom), political stability, government
dynamics, inflation, exchange rate and other factors. In the following
sections, first, the definition of the variables used in the model is made, and
then the results of the analyzes are evaluated.

5.1. Data Set for FDI Analysis

When the literature is examined, it is seen that the inflation rate, exchange
rate and GDP variables are used as explanatory variables for the FDI
analysis. In addition, in this study, some of the Heritage Organization
freedom indexes such as trade freedom index and corruption index were
included in the model as variables to be used in foreign direct investment
analysis.

Economic Freedom is the fundamental right of every individual to control
his own labor and property. In a free society, individuals are free to make
decisions about work, production, consumption, and investment. In free
societies, governments allow the free movement of labor, capital, and
goods, avoiding coercion or restricting freedoms. Economic freedom brings
greater wealth. The economic freedom index shows that there is a positive
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relationship between economic freedom and many social and economic
goals. There is a strong link between economic freedoms and a healthier
society, cleaner environment, greater per capita welfare, human
development, democracy, and poverty reduction.

Heritage organization divides economic freedom into 4 broad categories:

- Rule of Law (Property Rights, Corruption Index)

- Government Restrictions (Fiscal Freedom, Public Spending)

- Efficiency (Operational freedom, Labor freedom, Monetary freedom)

- Open Markets (Trade Freedom, Investment Freedom, Financial Freedom)

These indices are measured quantitatively and qualitatively, rated on a scale
from 0 to 100. A country's overall score is obtained by averaging ten
economic freedom factors.

In this study, the 'Corruption Index' belonging to the Rule of Law category
and the 'Freedom of Commerce' index belonging to the Open Markets
category were used.

Rule of Law: Corruption Index

The corruption factor significantly affects economic freedom, bringing
insecurity and economic destabilization to a country. For this reason, this
score has been called The Corruption Perceptions Index since 2011. The
CPI index is measured on a 10-point scale: 0 points indicates a government
with a lot of corruption, and 10 points indicates a government with almost
no corruption. The corruption index is obtained by the Heritage
Organization by multiplying the CPI score by 10. CPI shows countries’
perceived level of public sector corruption. The higher the perceived level
of public sector corruption in the country, the lower the CPI score
(Wilhelm, 2002: 177).

Open Markets: Trade Freedom Index
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According to the Heritage Organization, the Trade Freedom index is a
measure of the absence of tariffs and non-tariff barriers that affect the
import and export of goods and services. This index can be calculated by
considering two factors, the trade-weighted average tariff rate, and the non-
tariff barriers (NTB). Weighted average tariffs are basically numerical and
the formula is as follows:

Trade Freedom; = (1 * 100) — NTB; 1)

Trade Freedomi means the commercial freedom of country i; Tariffmax
and Tariffmin are the maximum and minimum tariff rates; and Tariffi is the
weighted average tariff rate in country i. In this formula, the upper limit of
the tariff is determined as 50 percent and the minimum percent is zero. An
NTB penalty is also calculated and subtracted from the base score.

After carrying out a detailed analysis of the possible variables that may
impact foreign direct investment between the American countries and
Turkey; and bearing in mind our initial question of whether the flow of
foreign direct investment is affected by corruption levels; the following
mathematical model was created:

Lfdi; = p1* Tradefree; + B2*Inf; + f3*Exchi + f4*Lgdp;; + p5*Corrup;
+ Us 2

i=1,...,15 t=2005,...,2014

In which:

Lfdi;: is the dependent variable and represents the FDI inflows.
Tradefree;, represents the trade freedom index for the American countries.
Infi, represents the inflation of the American countries.

Exchi., represents the exchange rate given in USD dollars.

Lgdp:, represents the GDP for American countries.

Corrupi, represents the corruption index for American countries.

Ui, represents the single error.
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It is important to mention that for elaborating this model, it was gathered
the available data from the World Bank and the Heritage Organization
between 2005 and 2014. In addition, there were taken 14 American
countries excluding the USA (because Turkey has with this a large volume
not only in terms of bilateral trade but also in terms of FDI inflows).

In the following stage, it was used the STATA 13.0 program for running all
retrieved data and to start to validate our hypothesis, observing the
following graphic-statistical distribution.

5.2. Analysis Results

As it can be noticed in the Figure 3, the countries to which Turkey's foreign
direct investment is directed the most are Brazil, Canada, and Mexico.
Towards the other countries, the investment is still null or scarce.

Figure 3. FDI between American Countries and Turkey 2005- 2014
(excluding the USA)
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Figure 4 shows the difference between the variances of the countries by
using the dependent variable (FDI). The red dots represent the mean of the
variances. Our purpose determines which regression (Fixed or Random)
will be used with this test.

Figure 4. Variation with countries for the dependent variable (Lfdi;)

Bilgi, Yil: 2022, Bahar-Mayis, Cilt: 24, Say1: 1, ss: 83-109



& Ozgiir Uysal

o ) .I." I'-‘I‘
| 5 SN o\
sg/
=)
B

Alexander Camacho Murcia

N o N B

18
L

16

4140

99

o 5 10
country

[= i —e— Wdi_mean |

Considering that the mean of the variants is not linear, it should be

used Random model (not linear).

Figure 5. Variation over years for the dependent variable (Lfdii)

Py i - = @ =] = - L=
] o o o o
- e o = s B
2 o =] = 2 =
- -]
=3 e o E ] g = 2
§ g & —% 5 s—0 i+ — 2
— — e = -
1 C 8 ° s
8 B B g
8 o > = g
- o — 2 =1 o
o
ES o = -
o
- o =
= . L=
T T T T T u
2004 2006 2008 2010 012 2014

year

[c Ifli ——e— Ifdi_mean1 |

According to the Figure 5, it can be said that there is a diversity among

countries, but for the dependent variable (FDI), this diversity has not been

observed throughout the years. Then Hausman test was applied to the

model to make it right. It is suitable for associating single error (u;) with the

moderator (H;) for regression or determining whether to use a fixed effect

or random effects model in the absence of Hy.

Table 1. Hausman Test in Foreign Direct Investment Model

Variable Fixed Random

Prob. > chi2
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Tradefiee 0.009 0.021
Inf 0.026 0.023
Exch -0.0008 -0.0004 0.0738
Corrup 0.393 0.413
Lgdp 0.931 0.792

Note: Tradefree refers to the Freedom of Trade index. Inf stands for infla-
tion. Exch represents the exchange rate. Corrup indexes corruption; and
Lgdp GDP is expressed in logarithms of American countries.

According to the Hausman test results, since Probability>chi2 = 0.0738, it
is stated that the only errors with the modifier are not related. Therefore,
the effects of trade freedom, inflation, corruption, exchange rate, and FDI
between countries in the Americas on their GDP can be estimated using a
random effect model.

The second step is to determine whether it is appropriate to use random ef-
fects regression or simple OLS regression. For this purpose, the Breusch-
Pagan Lagrange multiplier (LM) test was performed. The LM test helps to
choose between random effects regression or simple OLS regression. The
distribution across organizations should be H(0) if there is no significant
difference across countries (no panel effect).

Table 2. Breusch-Pagan Lagrange Multiplier (LM) Test in FDI
Model

Var Prob. > chi2
Lfdi 3.94
E 0.20 0.000
u 0.47

According to Table 2, each Probability>chi2 = 0.000 means a signif-
icant difference across countries. Therefore, it is necessary to per-
form random effects regression because the simple OLS was not
convenient.

Table 3. FDI Using Random Effects Regression
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. . Number of
Lfdi coefficient Prob. R?
obs.
Tradefree 0.021 0.015
Inf 0.023 0.002
Exch -0.0004 0.002
0.85 900
Corrup 0.41 0.029
Lgdp 0.79 0.000
const 0.13 0.953

According to the analysis findings shown in Table 3, it is appropriate
to state that there is a positive correlation with a coefficient of 0.021
between foreign direct investment and the trade freedom index. This
proves that in the absence of tax and non-tariff barriers to exports
and imports by countries in the Americas, net foreign direct invest-
ment flows are affected.

At the same time, according to estimates, an increase in inflation
seems to have a positive effect on FDI flows with a coefficient of
0.023. This can be explained by the improvement in the economic
situation across countries in the Americas. Second, a moderate in-
crease in inflation has been observed in many countries, except for
Argentina and Venezuela, where the general economic situation has
a negative impact. For example, Argentina's inflation was affected by
financial insolvency and foreign debt, while Venezuela's situation
was affected by economic and political instabilities and issues.

On the other hand, the exchange rate has a low but negative effect on
foreign direct investment inflows with a coefficient of 0.0004. It was
also found that the corruption index (0.41) and GDP (0.79) have a
significant correlation with foreign direct investments.

The last analysis performed is the correlation analysis, which indi-
cates the effect or ineffectiveness of the dependent variable on the
independent variables. This is presented below:
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Table 4. Correlation Test in Foreign Direct Investment Model

Lfdi  [Tradefree Inf Exch Corrup Lgdp
Lfdi 1.0000
0.3069*
Tradefree 1.0000
0.0002
-0.1662 -0.4952
Inf 1.0000

0.0505 0.0000

-0.5429 0.1062 -0.0432
Exch 1.0000
0.0000 0.2119 0.6123

0.5395* 0.6811* | -0.3722* | -0.2725*
Corrup 1.0000
0.0000 0.0000 0.0000 0.0011

0.8789 | 0.1346 | -0.0643 | -0.4160* | 0.3501*
Lgdp 1.0000
0.0000 | 0.1127 | 0.4503 | 0.0000 | 0.0000

Note: * is significant at 1% level.

According to correlation test results, we observed that there is a posi-
tive correlation between FDI inflows and Trade Freedom Index
(+0.30); a negative but insignificant correlation for Inflation (-0.16);
a negative and significant correlation for the exchange rates (-0.54); a
positive correlation for the Corruption index (+0.53) and a positive
correlation for GDP (+0.87). This situation demonstrated that the ab-
sence of tax and non-tariff barriers for export and import in the
Americas countries affects the net flows of FDI. For the Trade free-
dom index, there is an inversely proportional correlation for infla-
tion; a positive correlation with the corruption index (+0.68). For In-
flation, there is a negative correlation for the corruption index (-
0.37). For the exchange rates, there is an inversely proportional cor-
relation for corruption (-0.27) and for the GDP (-0.41). For the Cor-
ruption index, there is a positive correlation for the GDP (+0.35).

Conclusion
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In this study we analyzed whether corruption negatively or positively
affects foreign direct investment inflows from Turkey to the 14
American countries. For this purpose, we also included other explan-
atory variables such as GDP, inflation, exchange rate and trade free-
dom index in our model. After creating a mathematical model, we
applied the Hausman test to determine whether to use a fixed effect
or random effects model. As a result of the Hausman test, we decided
that it was appropriate to use the random effects model. According to
the FDI analysis using random effects regression, we found that the
corruption index (0.41) and GDP (0.79) have a significant correlation
with foreign direct investments. We also found that an increase in the
trade freedom index seems to have a positive effect on foreign direct
investment flows with a coefficient of 0.021. On the other hand, we
found an increase in inflation seems to have a positive effect on for-
eign direct investment flows with a coefficient of 0.023. Besides the
exchange rate has a low but negative effect on foreign direct invest-
ment inflows with a coefficient of 0.0004.

A lower level of corruption conducts to a higher level of FDI into the
Latin America & Caribbean region. This means that increase in cor-
ruption index, increases in growth of GDP and Trade Freedom Index
led to an increase in FDI inflows.

The results obtained in this study quantitatively revealed that there is
a positive direct relationship between the increase in the corruption
index and foreign direct investment inflows from Turkey to the 14
American countries. This study confirmed other previous studies re-
garding that there is a positive relationship between FDI and the
trade freedom index. This situation can be empirically illustrated
considering that the absence of tax and non-tariff barriers for export
and import in the Americas countries affects the net flows of FDI and

vice versa.

Bilgi, Year: 2022, Spring-May,Volume: 24, Issue: 1, ss: 83-109



104
Corruption, FDI, and Trade Freedom

Finally, it is possible to state that this paper constitutes a scientific
contribution since it has not been performed other econometrical
study regarding the bilateral relations between Turkey and Latin
America & Caribbean region. The most important and academic con-
tribution of the present paper is that is the first econometrical study
between Turkey and Latin America & Caribbean region. In addition,
it was empirical demonstrated that FDI inflows can be explained by
the corruption index.

As the increases in the corruption, commercial freedom and econom-
ic freedom index of countries increase, FDI inflow increases. There-
fore, as policy recommendation, countries should place more empha-
sis on trade and economic freedom. It is necessary to increase the
level of social awareness against corruption. For this purpose, an in-
dependent institutional structure that shares its reports with the peo-
ple of the country should be established to prevent corruption. Anti-
corruption policies need to be strengthened in countries. FDI entries
must be based on legal procedures that do not neglect the degree of
freedom and openness of the economy.
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