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1. Introduction 
1.1 Focus on Research: Scientific goal and methodology 
 
At a first glance, Foreign Direct Investment (FDI) matters economic development of nations, 
but facing the discussion of the role of global city networks and the new functions of (global) 
cities, there are good reasons to stress research on the urban level. Along with the processes of 
globalisation and, in particular, of economic integration in Europe urban regions experience 
an increasing pressure of urban competition (Dunning 2000: 161; Begg 1999). Besides others, 
the attraction and raise of foreign direct investment is one of the most important fields of 
competition between cities (Braunerhjelm 2004). In particular, some contributions of the 
‘New Economic Geography’ postulate a rather divergent development between metropolitan 
regions which are able to attract such direct investment (Fujita et al. 1999). Facing this trend, 
theoretical as well as empirical research has to focus on cities as home resp. host cities. In this 
context cities will be understood as urban regions – not in an administrative but in a regional 
perspective (Castells et al. 1994).  
 
Generally, foreign direct investments are regarded as one specific dimension of urban com-
petitiveness (Mayerhofer 2002). This contribution focuses on the spatial distribution of FDIs 
of business companies located in the Vienna region. Thus, the aggregate structure of flows of 
direct investments between cities of origin (in our case from Vienna) and destination is a mir-
ror of relative location advantages between alternative destinations of investment. However, 
specific attention is paid to the question of the meaning of FDIs, which resist a clear interpre-
tation in economic theories (Döhrn et al. 1999). However, the question raises which are the 
most important factors of urban competitiveness attracting inward investments.  
 
In order to deal with this question, this paper concentrates on the following topics: First, the 
role of different potentials of supply and specific factors of demand is examined, assuming a 
strong variation in urban competitiveness across European metropolitan regions. Then, the 
analysis is extended to factors indicating different transaction costs. Therefore, this contribu-
tion aims at explaining the mobility of capital between metropolitan regions. Doing that, the 
approach will distinguish factors of influence which are relevant both on the national and on 
the local level. Finally, the explanation of spatial patterns of investments is based on a basic 
gravity model which is extended with an additional set of variables that influence a cities’ 
attractivity significantly. 
 
1.2 Empirical relevance 
International financial markets show a spectacular expansion of turnover as well as financial 
flows, rushing over the globe by speed of light. Although the global financial system be-came 
a symbol for globalization, it shows clear limitations: its high volatility and its speculative 
character do not allow using them as an indicator for the spatial restructuring of globalization. 
But foreign direct investments (FDI) do, for what three main arguments can be given. 
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First, FDIs are characterised by a low volatility and a strategic, long-term interest of investors; 
even the definition of the OECD stresses this point: “Foreign direct investment is defined as 
an investment involving a long-term relationship and reflecting a lasting interest and control 
of a resident entity in one economy (foreign direct investor or parent enterprise) in an enter-
prise resident in an economy other than that of the foreign direct investor (FDI enterprise or 
affiliate enterprise or foreign affiliate)” (UNCTAT 2001: 273, Annex B). Very similar to that 
definition the key-terms “long-term relationship” and “lasting interest and control” also occur 
in the definition of Austria’s federal bank (OeNB 2001: 6).  
 
Second, the increasing amounts of FDI flows since the late 1980ties are the expression of 
MNEs reaction on changing conditions for realising distinct economic activities. Particularly 
mergers and acquisitions became an important strategy to realise internal growth strategies for 
turn over and profits: the FDI inward stock in host countries increased between 1980 and 
2003 from 693 to 8.245 billion USD, whereas FDI inward flows decrease continuously since 
the year 2000 (UNCTAD 2004). Even if the worldwide trend of mergers and acquisitions 
seems to peak out, it is still an important firm strategy of internationalisation which leads to a 
striking concentration of economic power within the worlds largest multinational enterprises 
(MNEs): the amount of M&A (flows of FDI) increased from 1987 to 2000 from 74 to 1.144 
billion USD (UNCTAD 2001); whereas the share of the worlds nine largest M&As made in 
1998 23 percent of total (Nuhn 2001: 16).  
 
Finally, as FDIs are an economic transaction which can be located in space, they are an ex-
pression of an MNEs spatial behaviour. Because of the fact that these investments are not 
only lead by the potential rate of return (Lüning 1992: 45), FDIs became an important indica-
tor for location decisions reflecting economic relations between different regions (e.g. 
Wheeler and Mody 1992; Smith and Florida 1994). FDI show a double concentration in 
space. First they take place between industrialized countries; to a very large extent this trend 
was concentrated for a long period of time on the member states of the OECD (Poniachek 
1986 cited in Meyer et al. 1995: 1), The share of worldwide FDI stocks made in 2003 for de-
veloped countries 88,7 percent; just five nations (USA, Germany, Japan, Great Britain and 
France) made in 2003 58,6 percent of worldwide FDI stocks (UNCTAD 2004). Secondly, 
FDIs within these countries are highly concentrated, as empirical studies make clear (Gräber 
et al 1986, Musil 2005). To a high degree FDI flows and stocks are concentrated on the large 
metropolises; for instance in case of Central and Eastern Europe particularly on the capital 
cities and on a few numbers of other cities.  
 
2. Theoretical background  
 
2.1 FDI as a dimension of urban competitiveness  
 
Global City-Theory stresses the development of a complex duality of worldwide economic 
activities: on the one hand production of goods expanded over the whole globe and showed a 
clear dispersal structure; while on the other hand the management and strategic control of 
these developments experienced an increase of spatial and institutional concentration (Sassen 
1991: 4-6). Agglomerations became the “global meaningful places” because they evolved into 
a marketplace of those highly specialised management and producer services (like finance, 
insurance, marketing or real estate), which enabled the management of globalisation; these 
major cities can be defined as the producers of global control and management, whereas in-
vestments play a crucial role: “The international mobility of capital contributes specific forms 
of articulation among different geographic areas and transformations in the role played by 
these areas in the world economy” (Sassen 1991: 169). Moreover, agglomerations are seen as 
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“basing points” of global capital, who´s position in the economy is determined firstly from the 
economic power, it commands; and secondly from “a city`s ability to attract global invest-
ments” (Friedmann 1993: 7; in Smith und Timberlake 1995: 292). Thereby Sassen and others 
(e.g. Taylor 2004) focused on the production of global capital control neglecting FDIs as a 
special form of global capital flows reflecting the competitiveness of cities.  
 
Increasing importance of urban competitiveness 
Basically, the increasing competition between cities is the result of two trends: Globalization, 
with trade liberalization measures and fast technological changes which alter the relations of 
production, distribution and consumption, have very substantial effects on city development 
exposing urban economic development to a mix of threats, challenges and opportunities 
(Kresl 1997). As one important consequence, network economies evolve "[…] with easier 
physical movement, globalized players making decisions with no regard to national bounda-
ries” (Thornley 2000). Accordingly, besides the conditions for communication and produc-
tion even the conditions for investments in foreign regions or cities changed massively. 
In particular, it is the European integration process, which reduces the differences in eco-
nomic, social and environmental standards and norms, in this way providing a common mar-
ket (Rodríguez-Pose 2002: 24 ff). Under these conditions private firms do not find only in-
creasing market potentials in home regions but also new and improved conditions for its 
search and investments foreign cities and regions. One consequence of these changes there-
fore, is the increasing mobility of MNE in the service sector but even in the production sector. 
Because of the increasing mobility of subsidiary branches the city's or region’s competitive-
ness is challenged to attract inward capital. 
 
FDIs as indicator of urban competitiveness 
From a strict economic perspective it is not the city itself which is in competition, but the city 
can be regarded as competitive when it has many competitive enterprises (Krugmann 1996, in 
Begg 1999: 796) Urban competitiveness therefore is the sum of entrepreneurial competitive-
ness in a specific area and is measured by quantitative factors regarding the economic per-
formance, for instance by the gross value added (Csefalvay 1999: 10). Accordingly, Michael 
Storper defines competitiveness as “the ability of an economy to attract and maintain firms 
with stable or rising market shares in an activity, while maintaining stable or increasing 
standards of living for those who participate in it” (Storper cited in Jessop and Sum 2000). 
 
Of course, there has been a shift from simple concepts of competitiveness, based on the rela-
tive abundance and relative cost of different factors of production, to a concern with complex 
forms of structural or systemic competitiveness. Empirical studies show that this one-
dimensional understanding has to be extended in a structural context into a multi-dimensional 
concept including further dimensions like productivity, employment rate (resp. unemployment 
rate) and standards of living (or urban social and environmental standards). However, one has 
to keep in mind that these dimensions are not independent of each other but of a non-linear 
interrelation (Begg 1999). In addition, in some concepts the inward investments are empha-
sized as one further dimension of a city’s competitiveness. They are regarded as an important 
indicator in this given circumstances if cities “… are to gain competitive advantage they need 
to beat their competitors in the game of attracting inward investment in the leading sectors of 
the new globalized economy.” (Thornley 2000: 42)  
 
But, the strategic importance of FDIs faces a serious shortcoming which is caused by its un-
clear interpretation. MNE investment strategy and internal structure are too complex and very 
often intransparent to the simple and indifferent statistical variables (Döhrn et al. 1999: 11). 
The lack of significant FDI data, showing complex MNE activities in a satisfactory degree 
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also reflects theoretical discussion: a general theory of FDIs does not exist, exept Dunnings 
“eclectic paradigm” (Dunning 1992), which helps to explain why MNEs prefer FDIs instead 
of royalties or trade, but gives no answer towards an valuation for outcoming or ingoing re-
gion (Kienast 1999: 102). 
 
In short, the problematic of unclear interpretation makes it difficult to interpretate FDIs as a 
distinct indicator for regional competitiveness. For instance, Rugmans definition of competi-
tiveness makes the problematic of distinct interpretation clear; for him, urban competitiveness 
consists of two dimensions: first, the capability to attract global capital (FDI); and second a 
urban/regional framework that allows “local champions” to invest in foreign regions (Rugman 
et al. 1991). This means that a city which attracts FDI but has no competitive “local champi-
ons” can not be termed as competitive in a comprehending way. As a consequence, the term 
“competitiveness” which is used in this paper is a limited one – it is just related to the attrac-
tiveness in comparison to other urban regions. 
 
2.2 Urban/regional development and the location of FDI  
 
The emergence and the spatial structure of FDIs as one specific form of foreign economic 
activities of MNEs is primarily object of economic and geographical explanation. In particu-
lar, recent research approaches are mostly concentrating on the decision process of MNEs 
(Blonigen 2005). Starting from Dunning`s “eclectic” paradigm (Dunning 1977 cited in Meyer 
and Qu 1995), FDI activities of MNEs on foreign markets can be broken down into three 
stages, which also determined empirical and theoretical research fields (Meyer et al. 1995: 3-
5):  
− The first research topic deals with the basic question why MNEs choose to service mar-

kets in other regions or countries through direct investments, exporting or license ar-
rangements. Following Dunnings approach, firm specific advantages (like specific assets, 
large company size or qualified labour forces) lead to a “competitive edge” that allows 
companies to compete on foreign markets. 

− Second, relative transaction costs are a crucial factor for a firm’s decision to sell/ lease its 
firm specific advantages or to internalize through establishing a foreign subsidiary. 

− Finally, a MNE, that decides to realize and internalize its firm specific advantages, has to 
decide for a host country and region. Corresponding explanation shows that the location 
decision is influenced by four categories of location factors: market factor (e.g. size or 
growth potential), trade barriers, costs (e.g. labour) and the investment climate.  

 
The last point of these three stages in a firm’s decision process of realizing firm specific ad-
vantages is in the main interest of this paper. Regarding the explanation of location decision 
and the extent of foreign direct investments, theoretical background basically provides tradi-
tional location theory and in particular the New Economic Geography. 
 
According to Wheeler and Mody (Wheeler et al. 1992: 58 ff) location theory emphasizes the 
importance of agglomeration economies, or increasing benefits to co-location through the 
additional economic activities. It is most of all the spatial concentration of specialised service 
suppliers (on the regional or metropolitan level) which, firstly, induce finer divisions of labour 
in intermediate input markets, and which, secondly, will lower unit costs for final producers. 
Accordingly, there is assumed to start a (cumulative) process of economic development in-
duced through industrial investments of one (larger) firm under appropriate conditions and 
leading to the agglomeration of complementary economic activities (Arthur 1986). In this 
approach it depends on the basic assumptions whether agglomeration economies will lead (or 
not lead) to a counterbalanced development at all. However, in traditional approaches to set-
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tlement development by Predöhl (1925) or Lösch (1940) and Isard (1956) direct investment in 
a foreign region may occur because of specific market conditions but regional economic de-
velopment will gain a counterbalanced status due to the existence not only of positive cen-
tripetal but also of negative centrifugal forces. 
 
Recently, theoretical work about location choice very often is based on the arguments of the 
‘New Economic Geography’ (Fujita et al. 1999). Without going into specific detail, the main 
result of this approach is the explanation of the endogenous agglomeration of activities in 
economic and demographic terms. Starting from new trade theory new economic geography 
predicts a cumulative process of agglomeration, like Gunnar Myrdal stressed in his traditional 
polarisation theory (Myrdal 1957; Lehner and Maier 2001: 7). Again, the spatial concentra-
tion is argued to be the outcome of centripetal and centrifugal forces. In opposite to the tradi-
tional location theory, this is not a by-product of specialisation but a result of the interaction 
of increasing returns to scale and of transport costs enforcing firms to concentrate production 
in one unit and to locate this production unit near to final demand of intermediate markets or 
consumers. At the same time, there are good reasons that consumer co-locate close to eco-
nomic activities and accelerate concentration processes. Reasons for that behaviour are that 
the agglomeration of the economic activities raises factor prices through increased demand 
and lowers the price index through the savings on transport costs regarding intermediate mar-
kets and consumers. Therefore, externalities regarding factor costs and transport costs induce 
a positive circular process of agglomeration (Krugman 1991; Maier and Tödtling 2002: 111 
ff).  
 
2.3 Important determinants of FDI activities 
To summarize theoretical and empirical literature, there is no common sense regarding the 
explanation of spatial structures and the extent of FDI flows. Corresponding factors are ar-
gued on the base of different theoretical backgrounds like location theory, new trade theory 
and more recently new economic geography. Thus, the set of indicators representing specific 
factors varies according to specific research questions and empirical data sets. (Blonigen 
2005). Considering the discussion about relevant factors attracting FDI in literature, the fol-
lowing dimensions should be considered: 
Agglomeration effects and importance in city hierarchy 

New economic geography emphasises the positive influence of agglomeration effects 
in terms of increasing returns to scale and decreasing transport costs which are likely 
to become more important the larger urban agglomerations are through the co-location 
of enterprises and inhabitants (Haaland et al 1998: 12 f). According to location theory 
we can assume that the agglomeration of economic activities may induce specific ag-
glomeration effects in form of localization economies or of urbanization economies 
(Isard 1956 or Bökemann 1982: 305). But it should be added that their importance on 
the flow of FDIs is not a clear-cut one – neither theoretically nor empirically. In addi-
tion, agglomeration economies are likely to occur with the increasing ranking of a 
city’s global importance regarding the management of globalised economic activities. 

Distance, accessibility and transaction costs 
Distance between locations is likely to have a crucial influence in two dimensions: the 
potentials and the accessibility of markets in urban regions respectively the distance as 
determining factor of transport costs as one specific element of transaction costs.  
Regarding distance Disdier and Mayer (2003: 10f) argue that any location decision of 
a firm is positively influenced by market potentials and the market access. Obviously, 
this dimension is directly linked to the degree of how a infrastructure system can open 
a market or improve corresponding potentials on the regional level. Of course, market 
access and corresponding potentials vary across European urban regions because of its 
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location within the European settlement system but most of all through its differences 
in the quality of relevant infrastructural systems (Bökemann 1982 
Regarding distance as a determinant of transport costs, recent geographical studies 
seem to corroborate Global City theory (Scott et al 2001: 17), in particular confirming 
the assumption that globalization does not lead to the elimination of location (as it is 
stressed by O’Brian 1992) but to the elimination of spatial distances. In contrary to 
this evaluation of distance, there are important arguments of traditional location the-
ory, saying that the return of any economic activity will decrease over space the more 
transport costs increase due to influencing factors. It is surprisingly that hardly any at-
tention (in case of capital mobility) has been given towards the relevance of distance; 
particularly with regard to the fact, that FDI do not provoke any transport costs, the 
distance variable on the macro-level (e.g. distance between agglomerations) lacks of 
any theoretical basis. Since it is assumed that the costs for direct investments will in-
crease the longer distance is between home and host region, transaction costs and in-
formation asymmetries legitimate the appliance of a distance-related model.4   

Economic structure and cost factors 
According to the Global-City approach high skilled service activities become crucial 
for its capacity to evolve and to control global production networks (Sassen 1991). In 
particular, FDI transactions are realized mostly in order to induce service activities in 
the host city (UNCTAD 2001). Of course, the increase of employment in the service 
sector increases the attractivity of host regions because of increased wage levels and 
new market potentials. Thus, FDI flows are supposed to increase with the increasing 
share and amount of employment in the service sector. 
Finally, Disdier and Mayer (2003: 10f) emphasize that FDI flows are negatively influ-
enced by the production costs. However, its theoretical influence seems to be obvious 
but empirical evidence is not-clear cut (Wheeler et al. 1992). 

Research & Development  
This factor becomes important with respect to the internalization hypothesis of firm 
specific intangible assets (Blonigen 2005). R & D intensity as well as advertising in-
tensity on the level of MNEs can be used as “proxies for the presence of intangible as-
sets” increasing transaction costs in a decisive way (Blonigen 2005: 3). Thus, the in-
tensity of R&D is likely to influence positively investments in foreign regions.  
In opposite to this clear correlation the importance of the R&D intensity in the host re-
gions for inward investments is hardly to predict: On the one hand it can be regarded 
as a proxy for the competitive level, thus having a negative influence the higher R&D 
intensity is. On the other hand R&D intensity can be seen as a firm’s strategy to use 
specific knowlodge in the host region. 

General framework effects 
In literature it is emphasized that there are other, non-pecuniary externalities which 
may influence the location choice of MNEs. Considering Dunning’s (1973, see Meyer 
and Qu 1995: 3 f) categorization and the empirical results of Wheeler and Mody, 
(1992) or of Disdier and Mayer (2003) further categories of influencing factors should 
be distinguished: empirical findings stressed that economic variables alone can not ex-
plain the spatial distribution of FDIs at a sub national level (Korbin 1976). Barriers 
like political barriers, cultural differences or the investment climate and employment 

                                                 
4 Regarding the price there occurs the potential of a market failure as there is usually no market for such specific 
assets. (Blonigen 2005: 2) Besides, much work has been done on the importance of transaction costs and the 
paradigm of ownership-location-internalization (OLI) (see Rugman 1980 or Dunning 2001). However, this spe-
cific aspect of the firm’s internal transaction costs for location decisions is not subject to explanation in this 
paper. 
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conditions may figure as influencing factors of the host production sector. Finally, a 
large number of empirical research papers emphasize the importance of exchange rates 
and taxes as a specific national policy impact on investments (Blonigen 2005) 

 
3. Empirical Analysis 
 
3.1 Data set  
 
Empirical research is based on information about all outgoing FDIs from Vienna to a corre-
sponding set of European and non-European urban regions between 1989 and 2001. As we 
concentrate on the explanation FDI flows between Vienna and corresponding urban regions in 
Europe our dataset basically includes those 59 European urban regions which have been de-
fined as Functional Urban Areas (FUA) according to the nomenclature of E.S.P.O.N (Espon 
Project Report 1.1.1 2004). At the same time, we defined all European target regions for Vi-
ennese FDIs on NUTS-3-level and, thus, allocated relevant information to the corresponding 
FUAs. From all 133 urban regions defined as target locations in Europe, only 38 of them have 
been identified on the highest FUA-level – Global Hubs (2) and MEGA (36). Figure 1 shows 
the spatial distribution of these urban regions (FUAs) which are target of FDI from Vienna.  
 
Figure 1: Target locations of FDI from Viennese companies 

 
 
3.2 General tendencies of FDI activities of Viennese companies 
 
During the 1990`s Vienna faced a new geostrategic situation, provoked by the economic and 
political transformation in the countries of Central- and Eastern Europe and the integration of 
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Austria in the single European market. These developments lead to a reinforced competition 
(Mayerhofer et al. 2002: 26) but also to new challenges for Viennese companies, which is 
reflected in increasing activities on foreign markets. The number of Viennese companies 
holding FDIs increased from 385 in 1989 to 1.166 in 2001. The growth of the total amount of 
investment was spectacular: while the total stock of equity capital at foreign locations made 
1.5 Billion Euro in 1989, it grew to 19.6 Billion Euro in 2001. Parallel to this development the 
employment in foreign subsidiaries rose to 121,000 jobs.  
 
Although all target locations experienced a growth of Viennese FDI activities, the spatial pat-
terns show a clear shift that can be described as a re-orientation from traditional Western 
European markets, particularly locations in Switzerland and Germany, towards new locations 
in Central and Eastern Europe. Figure 2 shows the change of share of total value of FDI in-
vestment for five regions: CEEC-5, the rest of Eastern European locations, Western Europe 
(without Germany), Germany and locations in outside Europe. Till 2001 the share of both 
Eastern European regions together grew to 40.1 percent, while both Western European re-
gions declined from 81 to 42.6 percent. Although Germany and Switzerland lost their overall 
dominance, the total value of FDI stock grew from 0.8 to 4.4 billion Euros. The spatial pattern 
in growth of employment at foreign subsidiaries may give an evidence of different interna-
tionalisation strategies of Viennese firms going to east or west. While the number of jobs in 
overall Western Europe (8.4 percent), as well as at the non-European (3.3 percent) locations 
expanded on a small scale, 88.2 percent of job growth is concentrated to both Eastern Euro-
pean regions. So, it seems to tend that FDIs in Eastern Europe are rather driven by efficiency-
orientated motives than FDIs in Western Europe.  
 
Figure 2: Target region of FDI-activities by Viennese companies (share of total equity capital) 
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In a spatial perspective, FDIs from Vienna show a multiple concentration. First, just 15 target 
urban regions are outside Europe. Second, even in Europe most cities (96 of 130 cities) are 
located within a direct neighbourhood country to Austria; and finally a high share of invest-
ments is concentrated to a few numbers of urban regions: However, the share of our 38 target 
urban regions in consideration made in 1995 53.2 percent of total investments and declined 
till 2001 towards 46.9 percent. The serious uneven allocation corroberates the theoretical find-
ings of new economic geography and legitimates the focusing on the major urban regions, 
defined as FUAs.  
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4. The benchmark: A basic gravity model on bilateral FDI stocks 
 
To analyse the determinants of locational choice in Viennese FDI somewhat more formally, 
we will define a simple gravity model of bilateral FDI. This basic model will then be consid-
ered as our benchmark to test for different investment – attracting FUR characteristics. In 
principle, a gravity model explains the bilateral economic interlinks between two economic 
entities by their economic mass as well as a bundle of impeding and stimulating factors. 
While applications for an analysis of trade flows date back to the 1960s (Tinbergen 1962; 
Pöyhönen 1963), the gravity model in the meantime has become a workhorse of empirical 
trade and FDI analysis, not the least due to substantial progress in it's theoretical foundations .  
Although these foundations above all refer to trade flows and are much less clearly estab-
lished for gravity models on bilateral FDI, it is still possible to justify this framework in par-
ticular for "horizontal" FDI intended to penetrate the markets of a host country or region. Em-
pirically, the gravity model has proven very useful in explaining patterns of international in-
vestments in recent years (e.g. Wei 2000; Egger 2000; Buch et al. 2000; Portes et al. 2001; 
Buch et al. 2003a; Buch et al. 2003b; Egger et al. 2004, 2004a; Bénassy-Quéré et al. 2005). 
However, empirical applications overwhelmingly rely on national data, and evidence on in-
vestment flows at the FUR level is completely lacking so far. Hence, we think that our ap-
proach substantially adds to the literature on economic interactions at the European City level.  
In general, the gravity model starts from the gravity equation of the physicist Sir Isaac New-
ton, who established a correlation between the attraction of two physical bodies on the one 
hand and their masses, their distance and a gravity constant on the other. In our context, bilat-
eral FDI represents economic attraction, while (economic) masses and distances are approxi-
mated by GDP and transport costs respectively. Formally, the relation in question may there-
fore be formulated as  
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whereby the coefficients β denote the elasticities of bilateral FDI (FDIij) with respect to the 
determinants mentioned, while i, j refer to the location of origin and destination respectively. 
Thereby GDP of the investing location (Yi), as a proxy for the location's financial power, 
should influence bilateral FDI positively, while it's population (Ni) as a proxy of size (and 
therefore the possibilities of profitable investments within the investing location) should im-
pact negatively on bilateral foreign investment. On the other hand, GDP of the target FUR 
(Yj) as a proxy of demand potential in the location of destination should correlate positively 
with FDI, while for population size in the location of destination (Nj) one may expect a nega-
tive sign theoretically, as large locations are less dependent on financial inflows than smaller 
ones. Besides, DISTij as a proxy of transaction costs should reduce bilateral FDI. Further im-
peding factors, which together with a bundle of stimulating factors enter the estimation as (k) 
additional determinants Pk

ij should influence the attraction of FDI. 
 
A logarithmic transformation of equation (1) leads to the form 
 
(2)  
 
which can be easily estimated econometrically. This specification thus dominated early appli-
cations of the model for trade flows (e.g. Linneman, 1966; Wang et al. 1991; Hamilton et al. 
1992). However, Y and N are necessarily correlated, given that both increase with location 
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size. Therefore, recent applications (e.g. Baldwin 1994; Wolfmayr et al. 2003 or Alecke et al. 
2003) use a transformation in the form 
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which is perfectly equivalent to equation (2) from a statistical point of view (Sanso et al., 
1993) and avoids problems of multicollinearity. Given the structure of our data base, which 
comprises information on Viennese investment in European FURs only, equation (3) in our 
case collapses to  
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with FDIj the nominal capital stocks of Viennese investors in the j European FURs of level 1 
to 4 in the ESPON classification as the dependent variable . We estimated this specification 
for pooled data and the years 1995 to 2001. Thereby we first established a basic version of the 
model comprising GDP per capita (at PPP), population in target FUR, as well as travel dis-
tance from Vienna to the core city of the FUR per car as a proxy for transport (transaction) 
costs only (table 1). In a second step, on the basis of this benchmark model we tested the sig-
nificance of a wide range of additional impeding and stimulating factors of locational choice 
(Pkj) (table 2), the best of which then entered our enhanced model in table 3. 5 
 
Table 1: A benchmark gravity model of Viennese FDI in European FURs FDI stocks, Pooled 
data for 59 European FURS and 1995 – 2001; OLS, logarithmic specification 
 

 Pooled gravity model 
for nominal FDI stocks   

 Pure Pool Pool with fixed time effects 
Intercept – 10.012***  (2.968)  –9.7975***  (3.053) 

GDP per capita (
j

j

N

Υ )  + 0.9848***  (0.217)  +0.9607***  (0.230) 

Population ( jN ) in target FUA + 0.4078***  (0.176)  +0.4105***  (0.179) 

Travel time by car ( ijDIST ) – 1.7892***  (0.144)  –1.7907***  (0.145) 

Fixed time effects   
  1995 –  –0.0841 
  1996 –  –0.0716 
  1997 –  –0.0477 
  1998 –  –0.0216 
  1999 –  +0.0452 
  2000 –  +0.0811 
  2001 – – 
Observations 413 413 
R² 0.274 0.265 
F-statistic 52.82*** 17.39*** 
Akaike Info criterion 4.439 4.468 

Source: own calculations. – Standard deviations in parenthesis: ***, ** and * refer to 1%, 5% and 10% signifi-
cance levels respectively. Standard errors are robust to heteroskedasticity. 

                                                 
5 Note that a considerable portion of observations of FDI (199 out of a total of 413) are zero in our sample. 
Working on the logarithm of FDI would drop these observations totally, which could impose a serious selection 
bias to our analysis. To circumvent this problem, in this first draft of our paper we therefore implemented a solu-
tion widely used in literature and added a relatively small constant a (with a = 0.3) to our FDI data, thereby 
changing our independent variable from ln(FDI) to ln(0.3 + FDI) .  
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Results for our benchmark gravity model are displayed in table 1, whereby OLS estimates for 
pooled data over 1995-2001 without and including fixed time effects are provided. In the lat-
ter case our model explains about 27% of the variance of Viennese FDI stocks in the Euro-
pean FURs considered, which is quite satisfactory given the still reduced set of explanatory 
variables in this basic model. All coefficients are significant at the 1% level and quite stable 
over time, due to sensitivity tests not reported here. As expected by theory, a higher GDP per 
capita and a higher population in the target FUA imposes a significant positive impact on Vi-
ennese FDI stocks in the respective location, as does a low travel time from Vienna as the 
location of origin.  
 
Overall, these results confirm that the gravity model is a robust starting point for an empirical 
description of international patterns of capital investment at the FUR level. For this, the model 
seems appropriate as a benchmark when testing additional locational factors of the target FUA 
to identify the main drivers of locational choice in FDI at the city level. 
 
5. Determinants of FDI at the city level: A first appraisal based on partial regressions 
According to the discussion of relevant factors in chapter 2, now different variables are intro-
duced in the basic gravity model in a systematic way. A bulk of proxies for agglomeration 
economies, market accessibility, structural characteristics, skill and technology standards, cost 
factors and overall framework conditions in European FUAs are tested with regard to their 
ability to explain the spatial distribution of FDI from Vienna. Thereby in a set of partial re-
gressions various variables were introduced in addition to the benchmark model in order to 
identify its individual explanatory power. The results of these partial models enhancing the 
basic gravity model (in its logarithmic specification including fixed time effects), which are 
listed in tables 2a to 2f, should give a first overview on the impact of various location factors 
on the ability of FUAs to attract FDI. However, due to the omitted variable bias the interpreta-
tion of single coefficients as elasticities does not make sense. 

Table 2a: Additional determinants: Importance in City hierarchy & agglomeration economies 
Variables Definition Obser-

vations 
Coefficient t-value  R² Akaike 

Criterion 
Importance as a traffic node ESPON ranking (1 = 

local significance) 
413 +1.473*** 4.96 0.313 4.426 

Importance of knowledge ESPON ranking (1 = 
local significance) 

413 –0.674 0.95 0.282 4.469 

Importance of decision functions ESPON ranking (1 = 
local significance) 

413 +2.679*** 15.53 0.494 4.119 

Importance of administrative functions ESPON ranking (1 = 
local significance) 

413 +2.692*** 9.89 0.438 4.224 

Position in World city hierarchy GAWC-Ranking (1 = 
Global City)  

413 –3.981*** 15.87 0.501 4.105 

Importance as a FUA FUA-Ranking (1 = 
Global Hub)  

413 –4.160*** 15.81 0.490 4.128 

Density Population per km² 413 +0.415*** 3.11 0.307 4.434 
Employment density Employment per km² 406 +0.426*** 3.30 0.329 4.400 
Investment density Investment per 

square kilometres 
294 +0.370* 1.96 0.246 4.579 

 
The first group of variables listed in table 2a combines indicators describing the role of the 
FUA in the European city hierarchy. In that manner the influence of agglomeration economies 
(especially urbanisation ecconomies) on the location of investments can be tested. The inclu-
sion of indicators as defined in ESPON 1.1.1 („Potentials for polycentric development”) show 
that the importance of the FUAs with regard to transport, decision functions and administra-
tion has a positive impact on the attraction of investments from Vienna. Not only the total 
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significance of the FUA as evaluated in ESPON (as a result of the single assessments), but 
also its position in world city hierarchy as measured in the GAWC-ranking strongly deter-
mines the ability to acquire FDI. But not only these ordinal indicators, which reflect relative 
positions of the cities, but also quanitative variables describing agglomeration effects by set-
tlement densities have a clear positive impact: Especially population and employment densi-
ties provide significant positive coefficients when including them in the model. 

Table 2b: Additional determinants: Accessability to markets 
Variables Definition Obser-

vations 
Coefficient t-value R² Akaike 

Criterion 
Accessibility by air Accessibility of regional GDP (air) 406 +4.331*** 6.58 0.320 4.416 
Accessibility by rail Accessibility of regional GDP (rail) 406 +2.511*** 3.99 0.289 4.461 

 
The impact of market accessibilty is examined by complex gravity-based indicators which are 
defined as the sum of distance-weighted GDP in potential markets (see table 2b). For that 
purpose the GDP in all European locations is negatively weighted by travel time from the 
region considered. In that manner these indicators reflect the geographical situation on the one 
hand and the quality of the transport system on the other. Contrary to simple infrastructure 
indicators as road or rail densities they represent the quality of transport infrastructure with 
regard to its actual accessibility impact. Although regional rail and air accessibility values 
show highly different spatial patterns (air accessibilities largely dependent on the distance to 
the nearest airport), both indicators show positive coefficents in the regression analysis, which 
proves that market accessibility is a key factor for investment decisions. 

Table 2c: Additional determinants: Economic structure of FUA 
Variables Definition Obser-

vations 
Coefficient t-value R² Akaike 

Criterion 

Importance of tourism  ESPON expert ranking; 1 = 
local significance) 

413 +0.740** 2.03 0.285 4.464 

Importance of manufacturing ESPON expert ranking; 1 = 
local significance)  

413 –1.533*** 3.93 0.317 4.419 

Diversified economic base ESPON assessment (1/0) 413 –0.985*** 4.70 0.310 4.429 
Tertiary sector slightly dominant ESPON assessment (1/0) 413 +0.536** 2.00 0.287 4.463 
Tertiary sector heavily dominant ESPON assessment (1/0) 413 +0.527** 1.96 0.286 4.463 
Manufacturing share Share in total employment 390 –0.246 0.66 0.305 4.450 
Producer services share Share in total employment 413 +2.082*** 5.07 0.313 4.425 

 
Generally speaking, a rough survey of the results in table 2c reveals that the tertiarisation of a 
location is a main factor for FDI attraction. While all indicators describing the role of the sec-
ondary sector in a region show a negative influence, the share and the importance of the ser-
vice sector and especially of producer services promote a region’s attractivity for foreign in-
vestment. Of course, these findings have to be handled with care, since the classification of 
economic sectors always pools highly different economic activities, but they certainly reveal 
some basic interrelations. Partly, the results can be explained by the important role of basic 
services for most economic activities. However, they cannot be generalised, but rather have to 
be attributed to the particular character of Viennese FDI, which heavily concentrate on service 
activities. Besides the question, which economic sectors are beneficial for a city region, the 
meaning of economic diversity has not been clarified so far. The results of our model suggest 
that it is not diversity, but rather specialisation of economic activities that makes a city attrac-
tive for investment. Finally, the positive coefficent of importance of tourism can easily be 
explained by the growing influence of soft location factors on international investors, which 
increasingly take environmental, cultural and climatic conditions into account. 
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Table 2d: Additional determinants: Skill and technology orientation 
Variables Definition Obser-

vations 
Coefficient t-value  R² Akaike 

Criterion 
R&D R&D-Expenditure as a % of GDP 406 –0.544*** 3.27 0.383 4.294 
Qualified workforce HRST in % of working population 405 +1.971*** 5.07 0.409 4.254 
High-tech workers HT – employees in % of employment 336 –0.236 1.05 0.324 4.200 
Patents  Patents at EPO per mill. population 413 –0.250** 2.49 0.288 4.460 
Mid - skills Share of ISCED 3-4 in total workforce  408 +0.572*** 6.05 0.322 4.421 
High - skills Share of ISCED 5-6 in total workforce  408 +0.436*** 4.66 0.316 4.429 

 
As shown in table 2d the adding of various variables describing regional skills and technology 
orientation yields different results: While shares of R&D expenditure and patent densities 
show insignificant or even negative effects, the variables reflecting regional skill levels have a 
positive impact on FDI attraction: Not only the share of human resources in science and tech-
nology, but also the share of ISCED 5-6 and ISCED 3-4 in working population provide sig-
nificant positive coefficients when adding them separately to the model. The negative influ-
ence of R&D indicators contradicts the entrepreneurial strategy of technology-seeking, which 
assumes that investments follow research and innovation in order to profit from technological 
progress. However, this stylised fact can be a vague sign of lacking technological orientation 
of Austrian small and medium-sized enterprises. 

Table 2e: Additional determinants: Cost factors 

Variables Definition Obser-
vations Coefficient t-value R² Akaike 

Criterion 
Wages Wage income per employee 392 –2.189*** 9.38 0.397 4.267 
Exchange rate risk Exchange rate fluctuations per year  375 +0.147*** 5.45 0.363 4.369 
Interest rate Interest rate on loans  325 +2.314*** 3.33 0.369 4.250 

Producer taxes Taxes for production and customs 
duties in % of GDP 400 –1.177 1.46 0.315 4.433 

Social insurance 
contributions 

Social insurance contibutions in % of 
GDP 401 –1.518*** 6.41 0.380 4.328 

Taxes Taxes in % of GDP 406 –1.847** 2.26 0.307 4.442 

All duties Taxes and social insurance contibutions 
in % of GDP 406 –6.255*** 6.26 0.375 4.338 

 
Looking at the model results referring to the impact of various cost factors in table 2e, the 
positive coefficients of the exchange rate risk and of the interest rate attract attention. These 
highly unexpected values reflect the heavy concentration of Viennese investments in the New 
Member States, which have significantly higher interest rates and exchange rate fluctuations. 
These regional differences, however, only affect a small part of the data sample, since the 
majority of regions is part of a common currency system. Contrary to these surprising results, 
the other relevant cost factors have a clear negative impact on the attraction of FDI. The aver-
age level of wage income, the sum of taxes and the social insurance contributions provide 
significant negative coefficients when introducing them separately to the model. 
 
Besides the mentioned groups of indicators, there are a lot of other factors, which presumably 
influence the regional attractivity for investors in addition. The model results of these highly 
heterogenous location factors, which are termed as “overall framework conditions”, can be 
seen in table 2f. Surprisingly, common language and common border, which are important 
factors in international trade, do not significantly determine the amount of FDI. Contrary to 
these indicators, the lack of trade barriers and the amount of external trade (sum of imports 
and exports), which reflects the economic openness and integration of a country, promotes all 
kinds of investment. These findings suggest that FDI are often used as a platform for extend-
ing the area of economic influence. Since Viennese FDI heavily concetrate on the New Mem-
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ber States in Middle and Eastern Europe, the dummy variables for the member states of the 
former EU15 and the European Monetary Union show significantly negative coefficients, 
while the dummy for MEE-Countries has a clear positive sign.  

Table 2f: Additional determinants: Overall framework conditions 
Variables Definition Obser-

vations 
Coefficient t-value R² Akaike 

Criterion 

Language Common language (0/1) 413 –0.390 1.17 0.282 4.469 
Border Comon border (0/1)  413 –1.077*** 3.31 0.300 4.445 
Lack of trade barriers Index value for “trade policy” from the 

Index of Economic Freedom 
413 +2.309*** 7.07 0.404 4.283 

Openness Share of exports and imports in GDP 410 +2.639*** 7.94 0.448 4.194 
EU15 member EU15 membership (0/1) 413 –5.440*** 13.97 0.503 4.102 
EURO Common currency (0/1) 413 –2.202*** 8.05 0.394 4.299 
NMS CEEC (0/1) 413 +5.121*** 10.36 0.451 4.201 
Private investment Share of private investment in GDP 294 +1.296 1.24 0.240 4.587 
Unemployment Share of unemployed in total workforce  413 –2.029*** 8.33 0.403 4.286 
Activity rate Total employment in total workforce 336 +2.581** 2.32 0.409 4.361 
Subsidies Share of public grants in GDP 413 +0.628*** 3.44 0.298 4.446 
Self employed Share of self employed in employment 408 –1.203*** 4.14 0.317 4.428 
Crime Crimes in % of Mill. Population 294 +0.303 1.39 0.412 4.240 

 
The unemployment rate, which is often used as an explanatory variable for the attraction of 
FDI (see Disdier et al. 2003), is mostly interpreted as an indicator for rigidities and inflexibili-
ties of labour markets and the quality of relevant institutions. The opposite argumentation, 
which regards unemployment as a positive location factor because of higher labour supply, 
seems to be strongly questionable in times of labour surplus. The negative sign of the unem-
ployment rate and the positive influence of the activity rate strongly support the first argu-
mentation and confirm that a positive situation on the labour markets is an important require-
ment for profitable investment. 
The positive impact of subsidies seems to be highly plausible, since public grants play an im-
portant part in locational decision-making of many investors. Although this result comes up to 
most expectations and will not be surprising to majority of experts, it confirms the importance 
of public support and therefore has a highly political impact. Contrary to these findings, two 
other factors do not show the expected results: The share of self employed has a negative im-
pact on regional FDI attractivity and the crime rate, which is widely regarded as an important 
location factor, does not show any significance in the model. While the first case can probably 
be explained by the investors’ strategy to evade competition and rivalry, the insignificance of 
the crime rate can be attributed to the the small data sample and the limited comparability of 
the indicator used. 
 
6. Determinants of FDI at the city level: An enhanced gravity model 
 
In chapter 5 a great number of various variables were added to the basic gravity model in or-
der to assess their single impact on the attraction of investment. Based on the model results an 
enhanced gravity model of Viennese FDI in European FUAs is now developed by including 
different bundles of location factors.  
In comparison to the basic configuration of the gravity model (as specified in chapter 4) 
model 2 (see table 3) considers basic investment restraints and adds four selected factors to 
the equation. While a common border does not show any significance, common language, the 
lack of trade barriers, and the openness in goods and service trade are highly significant and 
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strongly increase the explanatory power of the model as shown by the coefficient of determi-
nation. 

Table 3: An enhanced gravity model of Viennese FDI in European FURs 
FDI stocks, Pooled data for 59 European FURS and 1995 – 2001; OLS model including fixed time effects, 
logarithmic specification 
 
 Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 
       

Intercept –9.798*** 
(3.21) 

–45.535*** 
(11.93) 

–33.261*** 
(9,35) 

–23.878*** 
(5.62) 

–31.286*** 
(6.03) 

–20.297*** 
(3.59) 

GDP per capita (
j

j

N

Υ ) in target FUA  +0.961*** 
(4.18) 

+1.974*** 
(8.87) 

+1.235*** 
(6.27) 

+0.683*** 
(2.92) 

+1,598*** 
(3.85) 

+2.054*** 
(4.92) 

Population ( jN ) in target FUA +0.411** 
(2.30) 

+1.043*** 
(7.29) 

+0.608*** 
(4.92) 

+0.701*** 
(6.21) 

+0.724*** 
(6.37) 

+0.627*** 
(5.10) 

Travel time by car ( ijDIST ) –1.791*** 
(12.37) 

1.087*** 
(5.43) 

–0,818*** 
(6.13) 

–0.884*** 
(6.44) 

–0.707*** 
(4.41) 

–1.005*** 
(6.74) 

Common language - +0.721** 
(2.10) 

+0.429 
(1.58) - - - 

Common border - -0.360 
(1.26) - - - - 

Lack of trade barriers (DU) - +1.915*** 
(8.55) 

+2.019*** 
(10.2) 

+1.843*** 
(8.11) 

+1.483*** 
(7.59) 

+6.616** 
(2.00) 

Openness in goods and service trade - +2.475*** 
(8.10) 

+2.412*** 
(8.76) 

+1.889*** 
(6.34) 

+1.484*** 
(4.59) 

+1.276*** 
(3.994) 

Global decision functions (DU) - - +4.052*** 
(12.28) 

+3.730*** 
(11.52) 

+3.374*** 
(9.93) 

+3.182*** 
(9.22) 

Tertiary sector heavily dominant (DU) - - +1.098*** 
(5.06) 

+1.204*** 
(6.26) 

+1.245*** 
(6.28) 

+1.214*** 
(6.26) 

Unemployment rate - - - –1.028*** 
(5.17) 

–1.019*** 
(5.23) 

–0.894*** 
(4.37) 

High – skills - - - +0.199** 
(2.62) 

+0.177** 
(2.39) 

+0.193** 
(2.67) 

Common currency (DU) - - - - –0.381 
(1.60) 

–1.039*** 
(3.45) 

New EU member State (DU) - - - - +1.183** 
(2.30) 

+0.958* 
(1.91) 

Taxes - - - - - –2.763*** 
(3.95) 

Subsidies - - - - - +0.544** 
(2.43) 

 
       

Observations 413 410 410 405 405 403 
2R  0.264 0.517 0.613 0.647 0.655 0.670 

F-statistic 17.39*** 34.76*** 47.32*** 50.29*** 46.20*** 44.02*** 
Akaike Info criterion 4.468 4.042 3.823 3.743 3.723 3.683 

 

Source: own calculations. – t-values in parenthesis; ***, ** and * refer to 1%, 5% and 10% significance levels respec-
tively. Standard errors are robust to heteroskedasticity.  

The integration of agglomeration and structural variables in step 3 results in a further explicit 
improvement of the model. A high position with regard to decision functions and a heavy 
dominance of the tertiary sector raise the coefficient of determination from 0.517 to 0.613, 
although the common language variable loses statistical significance and the coefficients of 
GDP per capita and population decrease. 
As a consequence Model 4 excludes common language and introduces the unemployment rate 
and the level of education (expressed by the share of high-skilled labour). This change causes 
a further increase of the explainatory power of the model and garantuees high significance 
levels of all 6 additional variables considered. 
Model 5 delivers further insight into the importance of common currency, which surprisingly 
showed a negative impact in the partial analysis in chapter 5. Since this variable is strongly 
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opposed to the dummy for the New Member States, both variables are introduced into the 
equation, in order to find out whether it has any additional explanatory power. The coeffi-
cents, however, confirm that the New Member States are highly attractive for Viennese in-
vestment, while the common currency is no explicit reason to choose a certain location.     
Even when adding taxes and subsidies as two main cost factors to the model, the coefficients 
of the 8 location factors chosen in Model 5 do not change drasticly and they roughly keep 
their level of significance. Just like in the partial analysis of these two factors, the positive 
impact of high subsidies and low tax rates on the attractivity of a city is convincingly proved. 
These findings emphasise why tax competition in Europe has sharply increased over the last 
few years. 
 
Conclusions 
 
A comprehensive list of factors has been discussed in a theoretical sense and proved in its 
empirical importance for the explanation of FDI flows between Vienna and other European 
urban regions. In addition, these findings also identify and mirror relevant factors influencing 
urban/metropolitan competitiveness. Starting from corresponding indicators, which have been 
defined as important for a long-term urban competitiveness (Parkinson 1997: 126; Begg 
1999), empirical analysis can be concluded in the following way:  

• Economic diversity: Surprisingly, not economic diversity but specialisation – espe-
cially on consumer service and producer-oriented service sector – seems to be an im-
portant factor for FDI attractiveness, as well as the dominance of tertiary sector.  

• Supply of skilled human capital: While mid- and high-skilled workforce seem to 
make a significant contribution to urban competitiveness, shares of R&D as well as 
rate of patents show a negative effect. This outcome is a clear contradiction to classic 
explanations, but it could be an expression of Vienna's specific situation and its pri-
marily medium-sized companies, that seek for efficiency-orientated FDIs – to a high 
degree in MEE-countries. 

• Institutional capability and networks: Concerning the assumption that private eco-
nomic activities should be embedded into suitable institutional conditions of education 
or research and politics, data do not allow a clear answer. Of course, a cities capability 
to mobilise public and private resources is likely to be an important factor, that can't 
be evaluated easily, in particular at the urban-regional level. A city’s capability to 
make use of public subsidies may be a weak indicator only. 

• Right social, cultural and physical environment: High standards for living and 
working are likely to attract higher qualified mobile labour forces and residents; corre-
sponding indicators referring touristic attractivity, unemployment or crime rates also 
seem to attract FDIs in a significant way. 

• Good communication networks: Although adequate physical infrastructure on the 
regional and international level seems to become an ubiquitary indicator in Europe 
(providing accessibility by air and rail as well as transport costs) as influencing deter-
minants make an important contribution to the explanatory model. Considering the 
fact, that the variable world city status indicates global firm networks, it can be seen in 
addition as an indicator for global communication networks. 

 
Beside those indicators that Parkinson identified, further determinants make a significant con-
tribution to the model: 

• Agglomeration effects: Agglomeration economies, qualitative indicators like 
ESPON-ranking as well as quantitative indicators like density of population, employ-
ment or investment seem to be a key factor for investment decisions.  
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• Proximity and distance: Travel time by car but also accessibility by air and train in-
dicates the distance between home and host region of FDIs. All distance-variables 
provide significant values when including them into the model.  

• FDI-host region specific factors: Variables like exchange rate risk, interest rate as 
well as the dummies for EU15 or new membership countries show the importance of 
MEE regions for FDI activities of Viennese firms. Like the R&D indicator, that can be 
explained by structure of Viennese firms, these results must be seen from Vienna’s 
specific role as a hub between East and West Europe. 

 
Finally, facing this list of potential determinants it becomes obvious that some of them are 
related to national characteristics, others to determinants related to cities or metropolitan re-
gions. Thus, empirical research has to consider this spatially differentiated perspective an-
swering the question of ‘What are the determinants of spatial structure of FDI allocation?’.  
 
Considering the complexity of the issue, the explanatory power of this enhanced gravity 
model is relatively high. The model, which explains the spatial distribution of Viennese FDI 
not only by mass factors and distances, but also by 10 different location factors describing the 
attractivity of the target regions, is able to explain about 2/3 of the variance, which is defi-
nitely a satisfactory value. Additionally the high significance of the coefficients and the ro-
bustness with regard to the choice of variables confirms the stability of the model. In spite of 
these enjoyable results, there is no doubt that the model can certainly be advanced and im-
proved by more sophisticated indicators, more accurate data and further statistical tests. 
 
To summarize, the results of this model are an attempt to explain urban competitiveness by 
FDI-flows on the regional level. Although data and model need to be further developed, the 
significant contribution of a set of variables makes clear, that analyses at the sub national 
level is a step forward to improve explanation of FDI activities and gives some specific in-
sight on the discussion of urban competitiveness. 
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