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Abstract 

 

The study seeks to analyze determinants of agricultural foreign direct 

investment through three different lenses: agricultural FDI inflows, share of 

agricultural FDI of total FDI inflows, and the agricultural FDI share of the GDP. 

Positioning these three measurements as dependent variables, the study allows a 

comprehensive analysis and understanding of how the various independent variables 

(potential determinants of agricultural FDI) affect agricultural foreign direct 

investment inflows to a country. The study distinguishes the independent variables 

in three characteristics, which are agricultural, economic, and socio-political, where 

agricultural land, farm machinery, and agricultural total factor productivity 

represents agricultural endowments as key variables to agricultural foreign direct 

investment, agricultural raw material exports and capital stock as key economic 

factors to agricultural FDI, and democracy and rule of law as key socio-political 

factors influencing agricultural foreign direct investment. The study finds that 

agricultural investors consider a multi-dimensional approach when determining their 

FDI destinations, in which economic, socio-political, and agricultural factors are all 

significant. Especially, the study finds that agricultural endowments such as land and 

total factor productivity are the most significant, along with greater agricultural raw 

material exports, when it comes to stimulating agricultural foreign direct investment 

inflows. However, agricultural land is not statistically significant when it comes to 

the share of agricultural FDI of total FDI inflows. 

  

Key Words: Agriculture, Foreign Direct Investment, Agricultural foreign direct 

investment, determinants  

Student Number: 2017-22701  
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1. Introduction 

 

1.1 Definitions and Purpose of Research 

Foreign Direct Investment (FDI) refers to long-term investments made by 

an individual, country, or transnational company in a country other than its own. 

Unlike short-term portfolio investments, FDI has a greater degree of control in its 

foreign project, also playing a role of a catalyst for growth in receiving countries 

through increased inflow of capital, technology, and skills, stimulating economic 

activity in the host country (Garcia and Lopez, 2020). Although diverse research has 

been done throughout the years on the effects and impacts that FDI has on the 

receiving end, results have been mixed. Yet, most of them agree that FDI does have 

an influence on the country receiving direct investment through the spillovers 

generated via transfer of knowledge and technology, enhanced productivity and 

competency, and creation of jobs. 

Positive spillovers, in which transfer of technology is the most 

representative among them, are also referred to as the ‘contagion effect.’ Advanced 

technology leads to enhancements of competitiveness and productivity in host 

countries, which are not limited to machines, but also reach to the technical training 

of human labor (Lim, 2001). Therefore, the contagion effect does not only stay 

within the affiliate company but spreads to the other local companies that make part 

of the supply chain. 

However, Ewe-ghee Lim (2001) also suggested that the positive spillovers 

brought by foreign direct investment varies from case to case, with some having an 
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adverse effect to the local economy. This, according to Lim, seemed to be highly 

related to the absorptive capacity of the host economy and the extent of the gap that 

exists between the capacity of the responsible investor and the host country.  

“[Foreign] presence forces local firms to become more productive in 

sectors where ‘best practice technology’ lies within their grasp.”1 

This leads to the reasoning that foreign direct investment not only has an 

impact when it comes into a foreign economy, but the state of which the foreign 

economy is has a reciprocal effect on the extent of the impact the incoming FDI 

would eventually have in the host country. Also, depending on certain characteristics 

that the potential host economy portrays, investors decide on whether they should 

invest in that specific country, which connects with the very purpose of this research. 

Determinants of foreign direct investment are usually divided into two 

types: horizontal and vertical FDI. Horizontal FDI refers to the investment that 

focuses on the local market; that is, the investment that is market-seeking, providing 

directly to the local market rather than through exports when export costs are high. 

Vertical FDI refers to the investment that seeks to minimize the costs of production; 

that is, where costs that constitute the product such as primary resources and labor 

are low (Garcia and Lopez, 2020). Also, “vertical FDI are normally export-oriented, 

frequently to the multinationals’ home market, and tend to be unaffected by the 

market size of the host economy,” according to Lim (2001:11). These two types of 

 
1  Lim, Ewe-ghee. 2001. “Determinants of, and the Relation Between, Foreign Direct 

Investment and Growth: A Summary of the Recent Literature.” IMF Working Paper. 

International Monetary Fund, 4. This quote was initially a paraphrase by Lim from 

Blomstrom’s study on Mexico in 1986. 
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investments, however, are not mutually exclusive, and investors may have mixed 

intentions when considering their FDI destinations. 

Agricultural Foreign Direct Investment, which is the focus of this study, 

would most likely fall under the vertical FDI category, where investors would search 

for lower production costs of agricultural products with the aims to export them 

abroad. However, according to a report by FAO (2013), agricultural FDI investors 

no longer focus on the accessibility to markets or lower labor costs. That is, they do 

no longer fall completely under the frame of horizontal or vertical FDI. Rather, they 

focus on practical matters such as having “ownership of production and the 

possibility to export the harvest back home … than depending on international 

markets.”2 

Agricultural investments, based on the Land Matrix calculated by FAO, 

originated primarily from East Asia, South America, Gulf countries, North America 

and Europe, with a destination to Africa as the region with the most investments, 

followed by Asia and Latin America.3 Research based on this matrix suggests that 

investors typically target poor countries in the blue ocean where integration to the 

international market is rather inactive, land security is weak, and have positive 

returns to investment through high yields, among other factors (FAO, 2013: 7). 

Foreign direct investment to agriculture, however, has been elusive 

 
2 Food and Agriculture Organization of the United Nations. 2013. Trends and Impacts of 

Foreign Investment in Developing Country Agriculture: Evidence from case studies. Rome, 

3.  

3  FAO, 6. Land matrix is based on investment deals that include areas greater than 200 

hectares. 
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throughout the years despite being such an important sector not only for countries 

where agriculture makes an important part of the economy, but also for safeguarding 

global food security. This can be owed to various reasons. First, agriculture is a 

sensitive sector where majority of the countries try to protect their industry from 

foreign competition, imposing nontariff barriers and specific land property policies.4 

Second, agriculture is a sector with slow returns to investment. According to 

Suleman (2009), it takes on average 5 to 7 years to estimate the rate of return of an 

agricultural investment, requiring a long-term commitment. Although foreign direct 

investment to other sectors may also involve long-term investments, agricultural 

investments’ risks can be higher due to its vulnerability to nature, the weather and 

climate change, which are factors that cannot be anticipated. Third, countries 

centralized in the agricultural sector run the risk of being more vulnerable to market 

fluctuations and sudden drops of commodity prices. Due to the complex nature of 

agriculture, investors’ decision on where to invest requires a multi-dimensional 

strategy, considering various factors.  

Adding to previous literature on FDI and agricultural foreign direct 

investment, this paper tries to decipher ‘determinants of agricultural FDI’ by looking 

at the innate local conditions and factors that might stimulate the path of agricultural 

FDI to a country. With this end, this paper takes into account variables considered in 

previous research and develops a framework based on these footsteps. 

 
4 Investors pay special attention to land property rules since agricultural investments 

usually involve contracts of agricultural land lease, instead of the sales of land (FAO, 

2013). 



 

5 

This paper seeks to take a holistic approach by examining independent 

variables that represent agricultural, economic, and socio-political factors, and 

analyze their relationship with foreign direct investment to agriculture. Based on a 

three-way approach, this study will test the independent variables through three types 

of dependent variables: (1) Agricultural FDI inflows (amount), (2) share of 

agricultural FDI of total FDI inflows, and (3) Agricultural FDI share of the GDP. The 

first model seeks to analyze the impact that the selected independent variables have 

on the total amount of agricultural FDI inflows to a host country, the second model 

seeks to analyze how these independent variables affect the share of agricultural FDI 

inflows in a host country, and the third model seeks to analyze how the independent 

variables relate to the agricultural FDI share of the GDP of a host country. By 

analyzing potential determinants (selected independent variables) of agricultural 

foreign direct investment through these three different models, this study will allow 

a comprehensive understanding of the determinants of agricultural FDI and how each 

of them affects the dependent variables in question. 

The following part of the paper will share previous literature that discuss 

the various relationships FDI has with some of the variables that are to be evaluated 

in this paper. Then, it will provide an overview of the agricultural FDI trends based 

on the three dependent variables. The third part of the paper will analyze and discuss 

the results of the regressions on the relationship of agricultural FDI and the 

independent variables selected. The fourth part will share some limitations met in 

the study, followed by the conclusion.  
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1.2 Literature Review 

Awunyo-Vitor and Sackey (2018) highlighted in their study that agriculture 

is “the principal driving force for developing countries” as it plays a crucial role in 

the economy by being a source of income for the rural population and driving poverty 

down. FDI to agriculture, therefore, is a crucial tool that boosts growth in developing 

countries by bringing development gaps closer. In their study, they analyzed the link 

between foreign direct investment in the agricultural sector and economic growth in 

Ghana using data from 1975 to 2017, including variables such as trade openness, 

capital and government expenditure, and gross domestic product (GDP) in which 

they implied that agricultural FDI has a positive and significant effect on the 

economic growth in Ghana. 

On the other hand, Rodrik (1999) argued that the effect of foreign direct 

investment on economic growth is not that significant. Rather, he claimed that the 

positive effects projected by the incoming FDI are better explained by investors 

choosing countries that were already productive, growing, and fruitful in their 

economies. 

While there are conflicting views on whether FDI has an impact on the 

recipient country’s economic growth, many researchers seem to put on more weight 

on the argument that impact of foreign direct investment depends on human capital, 

or the level of education in the recipient country’s labor force. In other words, “when 

the level of education in the host country and a measure of its absorptive capacity is 

high,” as Awunyo and Sackey (2018: 3) stated. 

Borenzstein et al. (1998) also uses the existence of advanced technology 
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and absorptive capacity of the host country as premises to achieve economic growth 

in their model. In their study, they found that “contribution of FDI to economic 

growth is enhanced by its interaction with the level of human capital in the host 

country” to the extent that countries with low level of human capital have in fact a 

negative effect on FDI.5 

On a similar note, one of Blomström and Kokko (2003) premises is that 

spillovers from foreign direct investment occurs when the local market have the 

capacity to compete and interact with the foreign company. That is, the contagion 

effect, or spillover, is not automatic, but depends on the local market's ability and 

interest to compete or follow the trend of the incoming outsider. Moreover, they 

argued that global trends of trade liberalization through trade agreements and 

regional integration pacts have decreased the importance of market size as a key 

determinant of foreign direct investment and that such trend has increased 

competition within regions. 

Lim (2001), however, maintained that market size is “the most robust, 

positive FDI determinant,” along with other elements that represent an 

agglomeration effect such as infrastructure quality, level of industrialization, and the 

size of FDI stock.6 Moreover, Lim stressed the importance of political and economic 

stability by highlighting that “political risks, economic instability, and performance 

 
5 Borenzstein, E., J. De. Gregorio, and J-W Lee. 1998. “How does foreign direct investment 

affect economic growth?” Journal of International Economics 45, 117. 

6 Lim, 12-18. Lim stated that agglomeration effects (clustering like the Silicon Valley, for 

example) have a positive effect on FDI. 
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requirements hinder FDI.”7 

Sohinger and Harrison (2004), on the other hand, emphasized that FDI 

plays only a complementary role in the host country’s economy despite being an 

important source of capital, and stressed the importance of creating an investor-

friendly environment where local conditions, such as the level of human capital, 

technical infrastructure, and market friendly policies can make a synergy with 

incoming FDI in order to achieve the expected positive outcomes. Likewise, 

Suleman (2009) argued that having a “strong ‘ability’ to attract FDI into the 

agricultural sectors” is not sufficient. Rather, he contained that investors’ decisions 

focus on “good returns with lower associated risk.”8 

While majority of the literature reviewed focused on economic factors or 

elements that had to be further developed in the host country, such as increasing 

human capital or making a business enabling environment, Deininger and Lee (2012) 

focused on factors that are more closely related to the innate local conditions; for 

example, land productivity, transparency, and weak governance, among others. Land 

productivity plays an important factor when it comes to agricultural investment since 

the degree of productivity and quality of land have an influence on whether the 

externalities of investment may turn positive or negative to the local economy, 

according to the authors. In terms of governance, however, they suggested that a 

country with weak governance and institutional infrastructure tends to accrue more 

 
7 Lim, 17. 

8 Suleman, Areef. 2009. “Fostering FDI in the Agricultural Sector,” Pakistan Development 

Review,” 48(4): 836. 
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large-scale farmland investment, although this type of investment tends to lead to 

negative externalities in the long term. 

Determinants of Foreign Direct Investment and investment to agriculture, 

therefore, involves various factors of different characteristics as the literature 

provided above explains. This paper provides an analysis of some of the variables 

discussed above with a focus on the agricultural sector based on three key 

assumptions. 

 

2. Research Framework and Methodology 

 

2.1. Research Framework 

Under the umbrella of ‘determinants of agricultural foreign direct 

investment,’ this paper seeks to answer the following questions: 

 

1) Does the recipient country’s economic characteristics have an influence on 

agricultural foreign direct investment? 

 

2) Do agricultural resources for production play a positive role in attracting 

more agricultural foreign direct investment?  

 

3) Does socio-political factors such as the level of democracy or rule of law 

influence investors’ investment decisions to the agricultural sector? 
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Based on the questions above, below are the testing hypotheses. 

 

Hypothesis 1. Economic factors of the recipient country are highly 

considered when it comes to agricultural foreign direct investment. 

 

Hypothesis 2. Agricultural resources for production play a positive role in 

attracting more agricultural FDI. 

 

Hypothesis 3. Socio-political factors will be considered when investors 

make investment decisions to the agricultural sector. For example, investors 

will prefer countries with weaker governance while sharing a tendency to 

prefer a more democratic government. 

 

2.2. Methodology 

The study uses a cross-sectional OLS regression method with variables 

calculated by 5-year-averages from the years 2014 to 2018, which were the years 

with the highest availability of data among the nations included.9 Depending on the 

dispersion of data, the log has been taken of dependent variables (agricultural FDI 

inflows, share of agricultural FDI of total FDI inflows, and agricultural FDI share of 

the GDP) and independent variables (GDP per capita, capital stock, and agricultural 

land) to get a normal distribution. 

 
9 See list of countries under Appendix 1. 
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The study controls variables that have the potential to influence the main 

variables of study. The controlled variables are the GDP per capita, FDI net inflows, 

and the share of employment in agriculture. 

The study includes independent variables that represent agricultural, 

economic, and socio-political factors that may determine inflows of foreign direct 

investment to agriculture. For the agricultural endowments, agricultural land, stock 

of farm machinery, and agricultural total factor productivity were assessed. For 

economic factors, agricultural raw material exports and the capital stock were 

considered. Capital stock was regressed in all models as a proxy to economic 

stability in the recipient country. Agricultural endowment factors as well as 

agricultural raw material exports were regressed separately in order to see their 

individual effects to agricultural foreign direct investment. Considering that an 

investor’s purpose is to produce and sell, agricultural exports is one of the main 

variables for this study, assuming that a country with higher agricultural exports 

would be more likely to accrue more investment to the sector. Also, this study takes 

into account socio-political factors as some previous literature mentioned how the 

type of regime or political stability may influence foreign direct investment. The 

variables for the socio-political factors, which are voice and accountability from the 

World Development Indicators as a proxy for democracy, and rule of law as a proxy 

for political stability, hold different characteristics; and therefore, represent two 

different aspects in society by definition. Voice and accountability (democracy) 

measures the freedom of rights of the citizens including the right to vote, while rule 

of law measures the extent to which the rules in society are abided by. 

Multicollinearity of variables has been measured and will be addressed in the results. 
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The data collected and analyzed are summarized as follows: 

Table 1 Definition of Variables 

Type of 

Variable 
Variable Abbreviation Sources 

Dependent 

variables 

Agricultural FDI inflows  

(US millions) 
- FAO 

Share of Agricultural FDI of total 

FDI inflows (%) 

- FAO 

Agricultural FDI Share of the GDP 

(%) 

- 
FAO, 

WDI10 

Control 

variables 

GDP per capita (constant 2010 US) gdppc WDI 

FDI net inflows (% of GDP) FDI/GDP WDI 

Share of Employment in 

Agriculture (% of total 

employment) 

Aemployment FAO 

 

Independent variables 

Economic 

Indicators 

Capital stock (Constant 2017 

national prices in US millions) 

cstock PWT 

 

Agricultural raw materials exports 

(% of merchandise exports) 

Aexport WDI 

Agricultural 

endowments 
Agricultural land (1000ha)11 

 

Agricultural 

Land 

FAO 

 
10 The agricultural FDI share of the GDP has been calculated by the author utilizing data 

from the World Bank (current GDP in US millions) and FAO (FDI inflows to agriculture in 

US millions). 

11 Agricultural land refers to “land used for cultivation of crops and animal husbandry. The 

total of areas under Cropland and Permanent meadows and pastures,” according to FAO. 
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Agricultural Total Factor 

Productivity12 (index base year 

2005=100) 

 

agTFP 

 

USDA 

Farm machinery (total stock of 

machinery)13 

Farm 

machinery 
USDA 

Socio-

political 

factors 

Voice and Accountability 

(=Democracy)14 

Democracy WGI 

Rule of Law15 

 

Rule of Law 

 

WGI 

 
12  Agricultural Total Factor Productivity indexes are estimates calculated using data 

primarily from FAO and ILO by Keith O. Fuglie. See Fuglie, Keith O. (2012), “Productivity 

Growth and Technology Capital in the Global Agricultural Economy.” ln: Fuglie K. Wang, 

S.L. and Ball, V.E.(eds) Productivity Growth in Agriculture: An International Perspective, 

CAB International, Wallingford, UK: 335-368, and Fuglie, Keith O. (2015), “Accounting for 

Growth in Global Agriculture,” Bio-based and Applied Economics 4(3): 221-54 for 

description of methodology and data sources. As stated in the original data description, 

downloaded from the USDA website, “Output is FAO gross agricultural output (GAO). Input 

growth is the weighted-average growth in quality adjusted land, labor, machinery power, 

livestock capital, synthetic NPK fertilizers, and animal feed, where weights are input cost 

shares.” Data is based on the year 2005 with a value equal to 100 for all countries, calculated 

for the rest of the years from 1961 to 2016. 

13  The data for farm machinery is from the FAO database and national sources, and 

represents the stock of 40-metric horse power tractor equivalent machinery, utilizing the year 

2005 as a point of standard for the rest of the years where 2005=100. 

14 Used as a proxy for ‘democracy,’ ‘Voice and Accountability’ refers to the ability of citizens 

to participate in elections as well as to exercise their freedom of rights (freedom of expression, 

freedom of association, and a free media) according to World Governance Indicators, World 

Bank. The values used are based on the percentile rank of all countries from 0 to 100. 

15 Rule of Law represents the extent that rules within society are respected by its citizens, 

including the enforcement of contracts, property rights, police and judicial power. Also, it 

represents the likelihood of violence in society, according to the World Governance Indicators, 

World Bank. The values used are based on the percentile rank of all countries from 0 to 100. 
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2.3. Model 

The research questions are studied by analyzing the estimated variations of the 

following models: 

 

Model 1: Ln(Agricultural FDI inflows) = α + β1Ln(Agricultural land) + β2Farm  

machinery + β3AgTFP + β4Aexport + β5Ln(cstock) + β6Ln(gdppc) + 

β7Aemployment + β8 FDI/GDP + β9Democracy + β10Rule of Law 

 

Model 2: Ln(Share of Agricultural FDI of total FDI inflows) = α +  

β1Ln(Agricultural land) + β2Farm machinery + β3AgTFP + β4Aexport + 

β5Ln(cstock) + β6Ln(gdppc) + β7Aemployment + β8 FDI/GDP + 

β9Democracy + β10Rule of Law 

 

Model 3: Ln(Agricultural FDI Share of the GDP) = α + β1Ln(Agricultural land) +  

β2Farm machinery + β3AgTFP + β4Aexport + β5Ln(cstock) + β6Ln(gdppc) 

+ β7Aemployment + β8 FDI/GDP + β9Democracy + β10Rule of Law 

 

 

2.4. Descriptive Statistics and Trends of Variables 

2.4.1. Descriptive Statistics 

The descriptive statistics of variables studied are summarized in the tables 

below at Table 2, 3 and 4.  
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Table 2 Descriptive Statistics of Dependent Variables 

 Mean St. Dev. Min Max 

FDI inflows to 

Agriculture 
3.381 1.617 -1.336 8.246 

Agricultural FDI Share 

of total FDI inflows 
-.107  1.737 -5.493 4.314 

Agricultural FDI Share 

of the GDP 
-3.803  1.905 -9.475 .3581 

 

 

The data summarized above is based on the years 2014 to 2018 of the 

countries with the available data for the dependent variables. Data availability was 

considered as a priority for the sample and other variables were collected based on 

the availability of these dependent variables. All dependent variables were logged to 

get a normal distribution.  

All minimums of the dependent variables reflect negative values, which 

projects possibilities of disinvestment in the sector. Disinvestments are more 

noticeable in the shares of agricultural FDI of total inflows and its share of the GDP 

than in the total amount of FDI inflows. The fact that the maximum value of the 

‘Agricultural FDI Share of the GDP’ is a decimal point shadows how agriculture still 

makes a small fraction of the economy in average. 
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Table 3 Descriptive Statistics of Control Variables  

 Mean St. Dev. Min Max 

Ln(GDP per capita) 9.027       1.239 6.354 10.958 

FDI net inflows (% of 

GDP) 
3.676  5.025 -16.717 26.224 

Share of Employment in 

Agriculture 
15.59 14.362 .55 51.47 

 

Among the control variables, the share of agricultural employment has the 

highest standard deviation of 14.4, also projected in its minimum and maximum 

values. Although the 0.55% specified above may be an outlier, the spectrum shows 

that the share of employment is very different across countries. However, the fact 

that the mean of the share of agricultural employment is 15.6%, which is closer to 

the lower tail, suggests that high agricultural employment share is rather rare in 

majority of the countries. Countries that reported high shares of agricultural 

employment were usually from the East Asian or African region, most of them being 

developing countries.16 As labor plays an important role in the agricultural sector, 

controlling the share of employment in agriculture along with the GDP per capita 

and FDI net inflows seemed necessary to adjust the possible effects on the 

independent variables in question.  

 

 

 
16 See appendix 2 for graph on the “Share of Employment in Agriculture by Country.” 
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Table 4 Descriptive Statistics of Independent Variables 

 Mean St. Dev. Min Max 

Ln(Agricultural Land) 9.033     1.775 2.34 12.913 

Farm Machinery 115.296     41.922 53.947 311.249 

Agricultural TFP 118.229      23.672 66.116 203.41 

Ln(Capital Stock) 13.912       1.682 10.478 17.072 

Agricultural Raw 

Materials Export (%) 
2.708 2.953 .022 15.518 

Democracy 56.023      25.616 4.269 99.507 

Rule of Law 57.3     24.773 11.218 99.038 

 

Farm machinery which represents the stock of machines based on the index 

year 2005=100, reflects the highest standard deviation of 41.9 among the 

independent variables assessed. The minimum value of farm machinery is 53.9, the 

maximum is 311.2, and the average stock of farm machinery a country holds is 115.3. 

Considering that these numbers are based on the index, the actual gap of farm 

machinery stocks among countries is even larger. Also, the mean being much closer 

to the lower tail suggests that countries possessing the majority of farm machinery 

are a minority. Most of them are countries that have the economic ability to possess 

farm machineries in large quantities such as the U.S., China, Japan, and India. 

Therefore, conversely, this suggests that some countries where agriculture makes a 

large part of their economy may in fact have less machinery than other countries. 

Farm machinery is an element also included in the variable ‘Agricultural 

TFP’. The mean of the variable Agricultural TFP, however, is closer to the median, 



 

18 

suggesting a much more normalized distribution than the previous variable. Based 

on the gap between the output growth and input growth in agriculture, this index 

reflects how productive a country is in the sector, including factors such as quality 

land, labor, and fertilizers among others. Considering all these factors together, 

countries that had the highest quantity of farm machinery did not necessarily rank 

the top in agricultural TFP.  

Agricultural raw material export as a percentage of merchandise exports 

has a minimum of less than one percent and a maximum of 15%, where the mean is 

at 2.7%. This suggests that agricultural exports are largely focused on a few countries. 

For example, based on the available data, Uruguay has on average exported 14% of 

agricultural raw material exports of total merchandise exports. Also, Kenya and 

Latvia, exported 11.7% and 10.9%, respectively, on average from 2014 to 2018.17 

Other variables such as agricultural land, capital stock, democracy and rule 

of law were normally distributed, with socio-political variables having a higher 

standard deviation of 25.6 and 24.7 for democracy and rule of law respectively. 

Agricultural land and capital stock are based on logged values.  

 

 

 

 

 

 
17 See Appendix 3 for graph on ‘Agricultural Raw Material Exports by Country.’ 
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2.4.2. Trends of Variables 

 

Figure 1 Trend of Agricultural Foreign Direct Investment (1991-2019) 

 

Source: FAO (US millions) 

The graph above is drawn based on the averages of Foreign Direct 

Investment inflows to Agriculture, Fishing and Forestry (hereafter ‘Agriculture’) of 

all countries for the years 1991 to 2019.18  Based on data available at the Food and 

Agriculture Organization of the United Nations (FAO), Foreign Direct Investment 

inflows to Agriculture portrays an overall increasing shape with several drastic 

reductions noticed in various years. The reasons for the declines can be several.  

First, discontinuous or disrupted data between years may have influenced 

some of the downturns. For example, data for Brazil, a country that had been 

reporting an average of 600 million US dollars in inflows to agriculture, is suddenly 

 
18 Although the graph is shown based on the averages of all countries by year, the shape of 

foreign direct investment inflows based on the cumulative amount portrays the same shape 

as the graph above. The graph and list of countries can be found in the Appendix. 
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no longer available since 2011. Some other countries only have data for a short 

period of time as well. Up until 2010, Brazil had been the country with the second 

highest amount of foreign direct investment inflows since 1996 based on the 

available data. The top recipient until 2010 was China, which also stopped showing 

numbers since 2011. However, despite the lack of data of some countries, foreign 

direct investment to agriculture bounced back in the following years. 

Second, some countries such as Paraguay, Italy, Belgium, and Australia 

have reported retractions in their investment in the agricultural sector, in which the 

value of disinvestment outweighed the value of newly invested capital for the given 

year, reporting negative values to investment. For example, Italy reported more than 

500 million US dollars in agricultural investment in 2005 and disinvested down to -

661 million dollars the following year. In fact, based on self-calculation according 

to the data available, Italy is the country with the highest standard deviation of FDI 

in agriculture, meaning that FDI to Italy was met with drastic fluctuations from time 

to time. 

In a similar note, some countries reported lesser amounts of capital invested 

compared to previous years. For example, foreign direct investment to agriculture 

had almost halved from 2010 to 2011, and from 2014 to 2015. In Latin America, 

Argentina, Ecuador and Guatemala’s foreign direct investments had more than 

halved in 2011 compared to the previous year. Also, Hungary, Spain, Malaysia, 

Oman reported drastic cuts from 2014 to 2015. The reason for the cuts does not seem 

to be unilateral or even regional, but rather, economically or politically driven by 

each specific country. For instance, Chile, Colombia, and Costa Rica’s investments 

rose dramatically for the same period. 
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Despite the absence of some values, the overall increase of yearly averages 

since the 1990s implies that the amounts of agricultural foreign direct investment 

inflows have been increasing overtime. According to a report by FAO (2013), the 

increase of agricultural FDI in the late 2000s was driven by investors trying to secure 

their agricultural supply as commodity prices rose in 2007 and 2008, by targeting 

countries where “land and other natural resources are abundant.”19 Likewise, the 

volatility of the agricultural sector as shown in the graph above illustrates how 

agriculture is highly sensitive to the changes of commodity prices in the market along 

with other domestic and natural factors. 

On the other hand, while in terms of volatility, agricultural FDI share of 

total FDI inflows shows a similarity, it depicts a totally different trend to the above. 

Figure 2 Agricultural FDI share of total FDI inflows (1991-2019) 

 

Source: FAO  

 
19 FAO, 3. 
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The graph above shows an overall decreasing, static shape of the share of 

FDI to Agriculture of total FDI inflows, with some spikes in 1994 and 2004, and a 

steady increase from 2008 to 2016. 20  As can be seen in the graph, although 

agriculture still makes an important part of our daily food chain, the investments 

made to the sector have been quite stagnant over the past two decades compared to 

other sectors, even though the amounts itself have increased. 

Another note is that only a handful of countries reported agricultural FDI 

in 1991, Chile, Costa Rica, Ecuador, France, Nicaragua, Paraguay, Philippines, and 

Thailand, among others (excluding negative investments); yet, the average share of 

FDI to the agricultural sector was the highest in 1991. This suggests two things: one 

is that agricultural FDI may have been concentrated in a few countries, and two is 

that agricultural FDI expanded to new regions over time, decentralizing from 

traditional agricultural investment destinations. For example, the share of FDI to 

agriculture of Costa Rica, which once reached 60% of the total FDI inflows in 1991, 

had continuously decreased ever since. This occurrence may owe to investors 

looking for new agricultural destinations for investments as mentioned previously, 

or recipients diversifying their investment basket in other sectors through national 

policies. All in all, this diversification of investment over time may have caused the 

 
20 The spikes illustrated on the graph for the years 1994 and 2004 were mostly caused by 

outliers for those specific years (Zambia in 1994 and Mauritius in 2004) based on the 

available data. The outliers were identified based on the standard deviation calculated with 

the data of all countries for the same years. Years 1994 and 2004 projected the highest 

standard deviations (26.12 and 23.65, respectively). Once the outliers were removed, the 

standard deviations decreased to 5.4 and 10.9 respectively, and the graph portrayed a much 

flatter and stagnant shape. See appendix 5 for graph. 
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share of FDI to Agriculture to project a decrease while the total amounts of FDI 

continued to increase in the sector. 

On the other hand, despite controlling for some outliers, standard deviation 

of the shares of FDI to Agriculture remained high in some years, as can be seen in 

the graph below. This suggests that although investors have diversified their 

investment destinations, some large agricultural investments continue to be focused 

on a few countries. For example, the spikes in 2003 and 2007 were driven by Malawi, 

which reported 88.2% and 87.4%, respectively, of agricultural FDI share of total FDI 

inflows, while other countries averaged less than 2% during the same years.  

 

Figure 3 Standard Deviation of the Share of FDI to Agriculture 

 

Source: FAO 
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Another way to understand foreign direct investment to agriculture is by 

looking at how much percentage of the GDP does FDI to agriculture occupy. Similar 

to the stagnant feature the previous graph, ‘Agricultural FDI Share of total FDI 

inflows’, portrayed, the share of agricultural FDI of the GDP, that is, the sector’s 

share in an economy, illustrates a downward slope. 

 

Figure 4 Agricultural Foreign Direct Investment Share of the GDP (1991-2019) 

 

Source: calculated by author utilizing data from FAO and the World Bank 

 

The graph above is based on the averages of all countries sorted by year 

from 1991 to 2019. Therefore, the graph fails to highlight some countries where 

agricultural foreign direct investment takes a little more than the average specified 

above. For example, Cambodia’s share of agricultural investment from 2012 to 2017 

was on average 1.58% of the GDP. Also, Guyana’s share of agricultural investment 

in the early 1990s was on average 3.57% of the GDP, which might explain the peak 
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illustrated on the graph above. 

As technology advances diffuse the attention the agricultural sector 

deserves, foreign direct investment to the sector is making less impact in the recipient 

nation’s economy. This graph, therefore, shadows the reality of where the 

agricultural sector stands within a nation’s economy. Even though agricultural 

foreign direct investment has been increasing over time, it had not been enough to 

keep it up with the evolving global economy where a large percentage of the 

population still lives depending on the rural economy. 

 

“Dependence on agriculture for economic growth is heightened by the 

proportion of people whose lives depend on the rural economy.”21 

 

The graphs described above not only provide the reader the trends of 

foreign direct investment to the agricultural sector in different perspectives, but also 

shows the characteristics of FDI in the agricultural sector. Foreign Direct Investment 

to the agricultural sector seems to be inconsistent. That is, investors do not invest 

increasing amounts of capital every year. Rather, their investment patterns are met 

with various fluctuations year by year. Unlike other sectors, the agricultural sector 

seems to be highly dependent on nature and the resources a country can provide or 

is endowed with. Investment to agriculture takes into consideration these aspects as 

well as socio-political or economic factors that may influence the final outcome of 

 
21 Awunyo-Vitor and Sackey. 2018. This quote was originally a paraphrase by the author 

from a publication by FAO, “The State of Food and Agriculture 2001.” 



 

26 

investment. 

By taking a sample of the FAO dataset for the years with the most available 

data of the dependent variables among recent years, this paper tries to minimize the 

misinterpretation that may be caused due to the lack of data and increase its 

robustness. Also, this paper will analyze the determinants of foreign direct 

investment in the agricultural sector based on the three measures: FDI inflows to 

agriculture, share of FDI to agriculture of the total FDI inflows, and the agricultural 

FDI share of the GDP. This three-way interpretation will allow the reader to 

understand how different factors appeal to agricultural foreign direct investment and 

how those factors align with a nation’s agricultural economy. 
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3. Findings and Discussions 

 

3.1. Model 1: Regressions on Foreign Direct Investment to 

Agriculture 

Table 5 Determinants of Foreign Direct Investment to Agriculture (US millions) 

 

Log (Foreign Direct Investment to Agriculture) VARIABLES 

      

Agric. Land 0.464***    0.414*** 

 (0.078)    (0.076) 

Farm machinery  0.004   0.006** 

  (0.003)   (0.003) 

agTFP   0.0204***  0.016*** 

   (0.006)  (0.006) 

Aexport    0.137*** 0.110*** 

    (0.036) (0.033) 

Log(cstock) 0.121 0.401*** 0.432*** 0.462*** 0.164* 

 (0.086) (0.077) (0.074) (0.074) (0.086) 

Log(gdppc) -0.128 -0.190 -0.173 -0.154 0.006 

 (0.237) (0.259) (0.252) (0.252) (0.228) 

Aemployment 0.006 -0.007 0.009 -0.0001 0.003 

 (0.016) (0.018) (0.018) (0.017) (0.016) 

FDI/GDP -0.002 0.013 0.049 0.009 0.032 

 (0.028) (0.029) (0.0315) (0.029) (0.028) 

Democracy 0.022*** 0.017* 0.0214** 0.0109 0.015* 

 (0.008) (0.009) (0.008) (0.009) (0.008) 

Rule of law -0.019** -0.025*** -0.029*** -0.0248*** -0.017** 

 (0.008) (0.009) (0.009) (0.009) (0.008) 

Constant -1.737 -0.534 -3.437 -1.364 -5.649*** 

 (2.037) (2.218) (2.378) (2.158) (2.152) 

      

Observations 187 187 187 186 186 

R-squared 0.374 0.259 0.293 0.310 0.451 

Standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

Note: Results adjusted to three decimals 
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All agricultural factors, except for farm machinery, are statistically 

significant and positive when regressed individually. Farm machinery is positive but 

not statistically significant. Farm machinery is only statistically significant when all 

other variables are held constant. Among the agricultural indicators, agricultural land 

has the greatest influence on foreign direct investment to the sector where 1% 

increase of land will increase agricultural FDI by 0.41%, other things being constant.  

Agricultural raw material export is also statistically significant at the 1% 

level and positive, which suggests that a country with greater agricultural exports 

would be more likely to receive more foreign direct investment to the sector. Capital 

stock is positive and significant, except when ran with agricultural land as a control 

variable (the first column). Also, when agricultural indicators are assessed together, 

capital stock is only significant at the 10% level. Therefore, when all factors are held 

constant, how much capital stock a country holds do not seem to highly influence 

investors’ decision on agriculture. Rather, the capacity to produce as well as the 

ability to export seem to be more important factors to increase agricultural foreign 

direct investment.  

In terms of socio-political aspects, democracy is positive and moderately 

significant at the 10% level when all variables are held constant, while rule of law is 

negative and significant at the 5% level. This suggests that while investors might 

prefer democratic regimes, the chances to opt for countries with more flexible rules 

are greater. That is, countries with weaker governance are found with greater 

amounts of agricultural foreign direct investment. 

Based on the regressions above, in terms of total amounts of agricultural 

FDI inflows, investors tend to consider agricultural factors more than political or 
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economic stability. 

 

3.2. Model 2: Regressions on Agricultural FDI share of 

total FDI inflows 

Table 6 Determinants of Agricultural FDI share of total FDI inflows 

 

Log (Share of FDI to Agriculture of total inflows)  VARIABLES 

      

Agricultural Land 0.235***    0.126 

 (0.089)    (0.083) 

Farm machinery  0.0002   0.001 

  (0.003)   (0.003) 

agTFP   0.024***  0.021*** 

   (0.007)  (0.006) 

Aexport    0.229*** 0.216*** 

    (0.037) (0.036) 

Log(cstock) -0.432*** -0.272*** -0.261*** -0.220*** -0.304*** 

 (0.100) (0.082) (0.078) (0.075) (0.095) 

Log(gdppc) -0.218 -0.273 -0.187 -0.166 -0.057 

 (0.267) (0.273) (0.263) (0.249) (0.243) 

Aemployment 0.007 0.004 0.019 0.003 0.017 

 (0.017) (0.018) (0.017) (0.016) (0.017) 

FDI/GDP -0.053 -0.043 0.003 -0.037 -0.002 

 (0.034) (0.034) (0.036) (0.031) (0.033) 

Democracy 0.018** 0.016* 0.019** 0.005 0.008 

 (0.009) (0.009) (0.009) (0.008) (0.008) 

Rule of law -0.020** -0.024** -0.026*** -0.022** -0.0203** 

 (0.009) (0.009) (0.009) (0.009) (0.009) 

Constant 5.930*** 6.700*** 2.490 4.852** 0.734 

 (2.236) (2.279) (2.468) (2.082) (2.275) 

      

Observations 189 189 189 188 188 

R-squared 0.259 0.231 0.283 0.365 0.418 

Standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

Note: Results adjusted to three decimals 
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While capital stock showed some weakness in the previous model, in this 

model capital stock is highly significant at all regressions. Also, unlike the previous 

model, where it was positive, capital stock is negative throughout. That is, when 

capital stock increases, the share of agricultural FDI decreases. This might suggest 

that as economies grow and accumulate more capital, their investment basket might 

also opt for other options. Therefore, comparatively speaking, the share of 

agricultural FDI in specific might reflect a decrease as capital stock grows. 

On the other hand, agricultural raw material exports are positive and highly 

significant at the 1% level. In fact, its coefficient is higher than in the previous model, 

and even higher than any of the agricultural indicators when all other variables are 

held constant (column 5). This suggests that agricultural raw material export is the 

most significant factor when it comes to addressing the shares of agricultural FDI of 

total inflows, in which one percent increase in exports of agricultural raw materials 

in a country would increase its share of agricultural FDI by 0.22% of total FDI 

inflows. 

Among agricultural indicators, agricultural land is statistically significant 

at the 1% level and positive when assessed individually apart from the other 

agricultural indicators. However, when assessed along with the other variables, it 

loses its significance, although it remains positive. In other words, individually 

assessed, 1% increase in agricultural land would lead to 0.24% increase in the share 

of agricultural FDI of total inflows, while one point increase of agricultural TFP 

would only increase the share of FDI by 0.02%. However, when all factors are held 

constant, the only factor that remains statistically significant to the dependent 

variable is agricultural TFP (column 5). Therefore, when it comes to the ‘share of 
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agricultural FDI’ in a country, agricultural land does not play a significant role when 

other factors such as agricultural TFP or agricultural exports are held constant, unlike 

the previous model. In Model 2, agricultural TFP has the greatest influence among 

the agricultural indicators. That is, countries with higher agricultural total factor 

productivity have a higher probability to project greater shares of agricultural FDI of 

the total inflows, regardless of the size of land. 

In the case of socio-economic factors, the significance of democracy is 

much weaker when it comes to agricultural FDI shares of total inflows than when it 

is to total amounts of agricultural FDI in model 1. When all variables are held 

constant, democracy is not a statistically significant factor enough to say with 

confidence that democratic governments tend to portray larger shares of agricultural 

foreign direct investment, or that investors prefer democratic governments for their 

agricultural FDI destinations. On the other hand, rule of law remains statistically 

significant at all regressions, showing a similar outcome to Model 1. This suggests 

that countries that tend to have a lesser degree of rule of law, or have weaker 

governance, also tend to characterize a larger share of agricultural FDI.  

Based on Model 2, therefore, more agricultural exports, greater agricultural 

total factor productivity, and weaker governance are the main variables that would 

represent countries with greater share of agricultural foreign direct investment in a 

country.  
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3.3. Model 3: Regressions on the Agricultural FDI Share of 

the GDP 

Table 7 Determinants of Agricultural FDI Share of the GDP 

 

Log (FDI to Agriculture Share of GDP)  VARIABLES 

      

Agric. Land 0.439***    0.371*** 

 (0.076)    (0.072) 

Farm machin.  0.004   0.005** 

  (0.003)   (0.003) 

agTFP   0.023***  0.018*** 

   (0.006)  (0.005) 

Aexport    0.165*** 0.140*** 

    (0.034) (0.031) 

Log(cstock) -0.822*** -0.556*** -0.526*** -0.490*** -0.754*** 

 (0.084) (0.075) (0.071) (0.070) (0.082) 

Log(gdppc) -0.028 -0.089 -0.061 -0.029 0.123 

 (0.232) (0.252) (0.243) (0.239) (0.216) 

Aemployment 0.018 0.007 0.024 0.013 0.018 

 (0.016) (0.018) (0.017) (0.016) (0.015) 

FDI/GDP 0.025 0.039 0.079*** 0.035 0.064** 

 (0.027) (0.029) (0.030) (0.028) (0.027) 

Democracy 0.024*** 0.019** 0.024*** 0.012 0.016** 

 (0.008) (0.008) (0.008) (0.008) (0.007) 

Rule of law -0.023*** -0.029*** -0.033*** -0.028*** -0.021*** 

 (0.008) (0.009) (0.008) (0.008) (0.008) 

Constant 3.315* 4.480** 1.160 3.323 -1.206 

 (1.988) (2.156) (2.288) (2.049) (2.037) 

      

Observations 187 187 187 186 186 

R-squared 0.510 0.424 0.462 0.489 0.596 

Standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

Note: Results adjusted to three decimals 
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Model 3 renders a similar pattern to model 1 in some aspects. Based on this 

model, agricultural endowments such as agricultural land, total factor productivity, 

and stock of farm machinery are all significant and positive, when other things are 

held constant (column 5). Especially, the agricultural land variable has the greatest 

coefficient among all variables (except for capital stock) where one percent increase 

in agricultural land would result in 0.44% increase in the agricultural FDI share of 

the GDP in the respective country (column 1). 

Agricultural raw material exports are also positive and highly significant at the 

1% level. Therefore, a country that exports more agricultural raw materials would 

most likely have a greater share of agricultural FDI of its GDP. In other words, a 

country with more agricultural exports would probably consider agriculture as an 

important sector in its economy. Unlike model 1, however, where capital stock is 

positive but only significant at the 10% level (column 5 of model 1), in this model, 

capital stock is negative and significant at the 1% level throughout all regressions. 

As model 1 was based on the total amount of agricultural FDI inflows while models 

2 and 3 are based on the shares of agricultural FDI, a similarity is found in the 

outcomes of capital stock in models 2 and 3 where capital stock is negative and 

significant. Similar to the interpretation of capital stock in model 2, therefore, as a 

country raises more capital in the economy and the GDP of the economy grows as 

well, the share of the agricultural sector in terms of foreign direct investment may 

reflect a decrease regardless of an actual increase or decrease in the actual amount 

of incoming FDI.  

In terms of the socio-political determinants, rule of law is still a negative and 

highly significant variable to agricultural FDI. However, differently from the other 
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models, democracy is positive and significant when agricultural indicators are held 

constant (all except column 4). Based on the last regression in model 3, where all 

variables of the model are held constant, one point higher in the democracy index of 

a country will positively contribute to 0.02% higher share of agricultural investment 

of the GDP in the receiving country. Therefore, based on this model, more 

democratic governments tend to have greater shares of agricultural investment of the 

GDP. Meanwhile, countries with weaker governance project higher shares of 

agricultural FDI of their GDP. 

 Based on model 3, the variables most significant to the agricultural FDI 

share of the GDP are the agricultural endowments, followed by agricultural raw 

material exports, rule of law and democracy. This model suggests that greater shares 

of agricultural FDI in the economy are found in countries with more agricultural 

endowments and exports, in which governments are more democratic but with 

weaker rule of law. 
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3.4. Summary Regression Results 

Table 8 Summary Regression Results (Main variables) 

 (1) (2) (3) 

VARIABLES Model 1 Model 2 Model 3 

    

Agricultural Land 0.414*** 0.126 0.371*** 

 (0.076) (0.083) (0.072) 

Farm machinery 0.006** 0.001 0.005** 

 (0.003) (0.003) (0.003) 

agTFP 0.016*** 0.021*** 0.018*** 

 (0.006) (0.006) (0.005) 

Aexport 0.110*** 0.216*** 0.140*** 

 (0.033) (0.036) (0.031) 

Log(cstock) 0.164* -0.304*** -0.754*** 

 (0.086) (0.095) (0.082) 

Democracy 0.015* 0.008 0.016** 

 (0.009) (0.008) (0.007) 

Rule of law -0.017** -0.020** -0.021*** 

 (0.008) (0.009) (0.008) 

Constant -5.649*** 0.734 -1.206 

 (2.152) (2.275) (2.037) 

    

Standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

 

To sum up, the most significant variables in all three models are agricultural 

total factor productivity and agricultural exports. These two variables are not only 

positive but also statistically significant at the 1% level. That is, greater agricultural 

productivity and more exports will not only increase agricultural foreign direct 

investment inflows in a country, but also increase its share to the sector. 

 Agricultural land is positive and highly significant at the one percent level 

when it comes to the total amounts of agricultural FDI inflows as well as the 

agricultural FDI share of the GDP. That is, a country with more agricultural land 
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would accrue more agricultural FDI and it would probably compose a greater share 

of agricultural FDI of the GDP. However, when it comes to how much agricultural 

FDI constitutes in the total FDI inflows, agricultural land is not a decisive factor.  

Farm machinery shared a similar pattern to the agricultural land variable but at a 

lower significance level of 5%. Like agricultural land, how many farm machines a 

country holds do not influence how much share of the agricultural FDI would a 

country have of total FDI inflows. However, countries with more farm machinery 

will attract more agricultural FDI as well as increase the agricultural FDI share of 

the GDP.  

 Capital stock was highly significant in models 2 and 3 and portrayed a 

negative relationship for the dependent variables of the shares of FDI, while for the 

total amounts of FDI it showed a positive relationship. This seems to suggest strong 

evidence that countries with more capital stocks are characterized with less shares of 

agricultural foreign direct investment in their economies. However, as seen through 

the differences of the models 1, 2, and 3, capital stock may allow a better 

interpretation of how the agricultural sector foreign direct investment is shaped as 

an economy grows. For example, as countries grow economically some governments 

may try to diversify its economy by increasing exports or rendering new foreign 

direct investment policies that better align with the national priorities and policies, 

as a strategy to lower vulnerability of sudden commodity prices shocks. As in the 

case of Costa Rica, the new alignment of policy not only facilitated the transfer of 

technology but also stimulated development of other high-tech sectors (UN, 2019). 

Although the regressions show a significance of capital stock in the models, it 

may still be hard to say that capital stock is a ‘determinant’ of agricultural foreign 
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direct investment. That is, it would be hard to say that lower capital stock is a 

determinant for more agricultural FDI. Rather, it could be said that it is an effect that 

is carried along as countries grow.  

Increasing the share of agricultural foreign direct investment is different from 

increasing agricultural foreign direct investment itself. The latter refers to increasing 

amounts of incoming capital, but the former portrays a greater picture of agricultural 

foreign direct investment. It allows a comparison of how much agricultural 

investment there is vis-à-vis other sectors, which does not necessarily mean an 

increase of the agricultural FDI amount coming into the country. Therefore, while 

model 1 answers the question of ‘what are the factors that attract more agricultural 

foreign direct investment,’, model 2 answers the same question by showing the 

characteristics of countries that portray a larger or smaller share of agricultural FDI. 

Therefore, while agricultural endowments such as land, machinery, total factor 

productivity, as well as agricultural exports are key determinants for agricultural 

investors, at the end, the countries that represent greater shares of agricultural FDI 

are characterized with greater agricultural productivity as well as more agricultural 

exports. 

In terms of the socio-political factors, democracy stance as a determinant to 

agricultural foreign direct investment is weak. However, as can be seen in model 3, 

it does have a positive and significant relationship to the agricultural FDI share of 

the GDP where greater shares of agricultural FDI in an economy may be found in 

more democratic countries. On the other hand, rule of law is constantly negative and 

statistically significant at 1% and 5% level in all models, suggesting that investors 

may consider weaker governance as an important aspect when it comes to 
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agricultural foreign direct investment, or that countries with weaker rule of law are 

keener to receive more agricultural FDI. 

Multicollinearity has been tested throughout all three models, delivering results 

of VIFs less than 3.5 in average in all models. Considering the R2 values of the 

models and the VIFs of the independent variables, multicollinearity is low and, 

therefore, considered acceptable for the purpose of study. 

 Referring to the hypotheses established for this study, all hypotheses are 

rejected, except for model 2. In model 2, the regressions conclude that some 

agricultural and socio-political factors are not significant determinants to the shares 

of agricultural foreign direct investment of the total inflows; 

 

Table 9 Hypotheses Results 

Models Hypotheses Results 

Model 1 

         H1: rejected………… 

         H2: rejected………… 

         H3: rejected………… 

Model 2 

         H1: rejected………… 

         H2: partially accepted 

         H3: partially accepted 

Model 3 

         H1: rejected………… 

         H2: rejected………… 

         H3: rejected………… 
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where each hypothesis states that,  

 

Hypothesis 1. Economic factors of the recipient country are highly 

considered when it comes to agricultural foreign direct investment. 

 

Hypothesis 2. Agricultural resources for production play a positive role in 

attracting more agricultural FDI. 

 

Hypothesis 3. Socio-political factors will be considered when investors 

make investment decisions to the agricultural sector. For example, investors 

will prefer countries with weaker governance while sharing a tendency to 

prefer a more democratic government. 

 

4. Limitations of Study 

 

One of the key limitations in this study is the lack of data. Because data 

available at the FAO database was inconsistent throughout the years and across 

countries, the study was limited to select a 5-year-period that has the greatest 

availability of data. In other words, the five years chosen for this study were based 

on the maximum number of countries that had the most available data for the 

dependent variables in order to get the greatest number of observations. Also, the 5-

year-period was chosen among the most recent years in order to provide estimations 

that are closer to the current reality of the sector. 
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Another note with regards to the data utilized in this study is that the values 

of agricultural foreign direct investment include elements of fishing and forestry as 

well. Since the original data do not distinguish subsectors, the data evaluated in this 

study are regarded as estimates under a single category of ‘agriculture.’ In order to 

add robustness to the current study, another cross-sectional OLS method using a 

different timeframe may be done in the future with complemented data. For this, an 

update of the FAO database with other sources may add usefulness of the data 

collected and allow researchers to use the data for more concrete outcomes. Also, 

providing data divided by subsectors with detailed definition of the variables will 

encourage researchers interested in the area to carry out more meaningful studies. 

Studies on the agricultural sector are still largely based on studies done decades ago, 

if it were not for the regular reports created by international organizations such as 

FAO. Therefore, enhancing data availability seems crucial to not only boost research 

in the area, but also open up doors for better framed policies for the sector in the 

future. 

Another limitation of this study is that the study does not distinguish the 

types of investors the determinants are addressed to. That is, it does not assume that 

investors come from different backgrounds with different standards when making 

decisions on agricultural FDI destinations. To compensate for this, future research 

may distinguish results by public and private investors if sufficient data is available 

for the study. 
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5. Conclusion 

 

Starting from one key question, “what are the determinants of agricultural 

foreign direct investment?”, this study developed a framework where agricultural 

FDI is seen through three lenses. The study found that key determinants of 

agricultural foreign direct investment are agricultural endowments (agricultural land, 

farm machinery, and agricultural total factor productivity), and agricultural raw 

material exports. Also, weaker rule of law was an aspect preferred by agricultural 

investors. Therefore, as the testing hypotheses were framed, agricultural foreign 

direct investment involves a multi-dimensional strategy where agricultural, 

economic, and socio-political factors are all considered. 

However, looking at the regressions on the agricultural foreign direct 

investment share of total FDI inflows, agricultural total factor productivity and 

agricultural raw material exports were the only variables statistically significant to 

the sector’s share of FDI. That is, countries with higher productivity and exports in 

the sector composed a higher share of FDI than otherwise. Based on the results, the 

study suggests governments with a desire to increase their agricultural investment 

basket to allocate more resources on enhancing the productivity of the agricultural 

sector, with an emphasis to stimulate positive spillovers as most scholars have 

emphasized. Positive spillovers, as mentioned in previous studies, are heightened by 

increased human capital, among other factors. Thus, increasing human capital 

through government initiative as a way to stimulate productivity in the agricultural 

sector will increase the chances of growth in a sustainable manner.  
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In terms of the agricultural foreign direct investment share of the GDP, all 

independent variables involved were key determinants that showed statistical 

significance in their relationship with the agricultural FDI share of the GDP. Based 

on the results, a country with more agricultural endowments, agricultural exports, 

weaker governance, and greater democracy composed a higher percentage of 

agricultural FDI of the GDP. However, although the study suggests that investors 

hint a preference of weaker governance in recipient countries, it is important to note 

that an investment into a country with weaker governance could result in negative 

spillovers. Therefore, it is recommended that countries formulate national policies 

where the goals of investors are met with local needs as well as national development. 

Even though agriculture is such an important sector not only for the rural 

population that is depending on it, but also for the rest of the population that are fed 

with the production from it, the field is still not given the attention it deserves. Under 

the disguise of ‘protecting’ the agricultural sector from international competition, 

many governments still fail to report censuses, estimates of agricultural resources, 

or agricultural related investments to international organizations. Having a more 

updated census in agriculture, not only by country, but in a global database will 

stimulate the research of the agricultural sector and allow more accurate policies 

related to the sector with the aims to boost growth and prosperity. 

Last but not least, as much as the process of selecting an investment 

destination requires a multi-dimensional approach, foreign direct investment to the 

agricultural sector should be taken with patience and care, aiming for long-term 

benefits rather than short-term goals. Agriculture should be considered not only as a 

sector that serves a single nation, but a chain that connects the world with greater 



 

43 

purposes such as securing global food security and raising the profile of marginalized 

regions for a more equitable world. The study hopes to contribute to existing 

literature as another reference point to recognize the factors in society that need to 

be further developed in order to boost agricultural foreign direct investment in 

prospective recipient countries. 
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Appendix 

Appendix 1. List of Countries 

List of Countries of Graph “Foreign Direct Investment Inflows to Agriculture 

(1991-2019)” 

 

Afghanistan 
Albania 

Algeria 

Argentina 

Armenia 
Australia 

Austria 

Bangladesh 
Belarus 

Belgium 

Belize 

Bolivia (Plurinational State of) 
Bosnia and Herzegovina 

Brazil 

Bulgaria 
Cabo Verde 

Cambodia 

Chile 
China, mainland 

Colombia 

Costa Rica 

Croatia 
Cyprus 

Czechia 

Denmark 
Ecuador 

Egypt 

El Salvador 
Estonia 

Ethiopia 

Fiji 

France 
Georgia 

Germany 

Ghana 
Greece 

Guatemala 

Guyana 

Honduras 
Hungary 

Iceland 

India 

Indonesia 
Israel 

Italy 

Jamaica 
Japan 

Jordan 

Kazakhstan 

Kenya 
Kyrgyzstan 

Lao People's Democratic Republic 

Latvia 
Lithuania 

Madagascar 

Malawi 
Malaysia 

Malta 

Mauritius 

Mexico 
Morocco 

Mozambique 

Myanmar 
Netherlands 

Nicaragua 

North Macedonia 
Oman 

Pakistan 

Panama 

Paraguay 
Peru 

Philippines 

Poland 
Portugal 

Republic of Korea 

Romania 
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Russian Federation 

Rwanda 

Saudi Arabia 
Singapore 

Slovakia 

Slovenia 
Spain 

Sweden 

Tajikistan 
Thailand 

Tunisia 

Turkey 

Uganda 
Ukraine 

United Kingdom of Great Britain and 

Northern Ireland 
United Republic of Tanzania 

United States of America 

Uruguay 
Uzbekistan 

Vanuatu 

Venezuela (Bolivarian Republic of) 

Viet Nam 
Yemen 

Zambia 
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List of Countries tested for Model (1) FDI inflows to Agriculture 

Argentina 

Armenia 

Australia 

Bangladesh 

Cambodia 

Chile 

Colombia 

Croatia 

Czechia 

Ecuador 

El Salvador 

Estonia 

France 

Georgia 

Germany 

Ghana 

Greece 

Guatemala 

Hungary 

Iceland 

Indonesia 

Israel 

Italy 

Japan 

Kazakhstan 

Lao People's Democratic 

Republic 

Latvia 

Lithuania 

Malaysia 

Mauritius 

Mexico 

Morocco 

Mozambique 

Myanmar 

Oman 

Paraguay 

Philippines 

Poland 

Republic of Korea 

Romania 

Russian Federation 

Rwanda 

Slovenia 

Spain 

Sweden 

Thailand 

Tunisia 

Turkey 

Uganda 

United States of America 

Uruguay 

Uzbekistan 

Viet Nam 

Zambia 
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List of Countries tested for Model (2) Agricultural FDI Share of total FDI 

inflows  

 

Argentina 

Armenia 

Australia 

Bangladesh 

Bulgaria 

Cambodia 

Chile 

Colombia 

Croatia 

Czechia 

Ecuador 

El Salvador 

Estonia 

France 

Georgia 

Germany 

Ghana 

Greece 

Guatemala 

Hungary 

Iceland 

Indonesia 

Israel 

Italy 

Japan 

Kazakhstan 

Lao People's Democratic Republic 

Latvia 

Lithuania 

Malaysia 

Mauritius 

Mexico 

Morocco 

Mozambique 

Myanmar 

Oman 

Paraguay 

Philippines 

Poland 

Republic of Korea 

Romania 

Russian Federation 

Rwanda 

Slovakia 

Slovenia 

Spain 

Sweden 

Thailand 

Tunisia 

Turkey 

Uganda 

United Kingdom of Great Britain 

and Northern Ireland 

United States of America 

Uruguay 

Uzbekistan 

Viet Nam 

Zambia 
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List of Countries tested for Model (3) Agricultural FDI Share of the GDP  

 

Argentina 
Armenia 

Australia 

Bangladesh 
Cambodia 

Chile 

Colombia 
Croatia 

Ecuador 

El Salvador 

Estonia 
France 

Georgia 

Germany 
Ghana 

Greece 

Guatemala 
Hungary 

Iceland 

Indonesia 

Israel 
Italy 

Japan 

Kazakhstan 
Latvia 

Lithuania 

Latvia 

Lithuania 
Malaysia 

Mauritius 

Mexico 
Morocco 

Mozambique 

Myanmar 
Oman 

Paraguay 

Philippines 

Poland 
Romania 

Russian Federation 

Rwanda 
Slovenia 

Spain 

Sweden 
Thailand 

Tunisia 

Turkey 
Uganda 

Uzbekistan 

Viet Nam 
 

Uruguay 

Uzbekistan 

Viet Nam 
Zambia 
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Appendix 2. Share of Employment in Agriculture by Country 

 

 

Source: FAO 
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Appendix 3. Agricultural Raw Material Exports by Country  

 

Source: WDI 

Note: Based on the average of years 2014-2018 calculated by author 
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Appendix 4. Foreign Direct Investment inflows to Agriculture (1991-2018) 

 

 

Source: FAO 
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Appendix 5. Agricultural FDI Share of total FDI inflows (adjusted) 

 

 

Source: FAO 

Note: Outliers controlled 
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Abstract in Korean (국문초록) 

 

본 연구는 농업분야의 해외직접투자 결정요인 분석을 목적으로, 

이를 세 가지 관점에서 설명하고자 한다. 첫번째로는 농업분야 총 해외

직접투자액(Agricultural FDI inflows), 두번째로는 총 FDI 투자액 중 농

업 FDI의 비중, 그리고 세번째로는 국내총생산량(GDP)의 농업 FDI의 

비중이다. 이 세 가지의 기준을 종속변수로 지정하여 다양한 독립변수

(농업직접투자의 잠재적인 결정요인)가 농업분야 해외직접투자 유입에 

미치는 영향을 분석함으로써 농업분야 직접투자 결정요인에 대한 더욱 

포괄적인 이해가 가능하게 될 것이다. 본 연구는 농업자질(agricultural 

endowments), 경제, 사회정치적 요소 등 세 가지 특성으로 독립변수를 

구분하며, 농업용 토지(agricultural land), 농기계(farm machinery), 농업 

총요소생산성(total factor productivity)을 농업자질을 나타내는 변수로, 

농업원자재 수출 및 수령국의 자본(capital stock)을 경제지표 변수로, 

그리고 민주주의와 법의 지배(rule of law)를 사회정치적 결정요인으로 

사용하였다. 연구에 따르면 농업분야 투자자들은 경제, 사회 정치 및 농

업 요소 등 다차원적인 접근을 통해 직접투자를 결정한다. 특히 농업의 

해외직접투자 유입을 촉진하기 위해서는 농지(agricultural land) 및 총요

소생산성 등 농업자질이 매우 중요하게 작용하였으며, 농업원자재 수출 

증가도 유의미한 결과를 보였다. 그러나 FDI 투자액 중 농업 FDI의 비

중을 나타내는 지표에서는 농지(agricultural land)가 통계적으로 유의미

한 결과를 보이지 않았다.  

 

 

제시어: 농업, 해외직접투자, 농업해외직접투자, 결정요인 
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