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Abstract

Due to the importance of foreign direct investment and its role in providing
capital and technology for developing countries, and being a variable as a
function of economic and political variables; it is necessary to compare the
effects of these two categories of variables. This issue becomes important
due to the imposition of sanctions against countries in the past years. This
issue has been investigated in the current research using the variable of
similarity of votes in international issues and the similarity of economic
decisions (demand). In this regard, to calculate the similarity actions in
foreign affairs, the sililarity of votes in the United Nations General
Assembly and the Linder index have been used to evaluate the similarity in
economic decision making. To make this comparison, the Gravity model and
the Panel ARDL method have been used to explain the accumulation of
foreign direct investment of Group 7 countries in some selected developing
countries between 2006 and 2019. Estimating this model shows that these
two variables significantly affect the attraction of foreign direct investment
in the long term. In addition, the estimated coefficient for the vote similarity
variable is larger than the estimated coefficient for the Linder index.
Therefore, the similarity in foreign policy plays a more important role in
attracting foreign direct investment. Thus, creating and promoting economic
ties with neighboring countries can have positive effects on the attraction of
foreign direct investment.
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Introduction

This statement that "capital is the most important driving force for growth
and subsequent economic development in countries” can be considered
universally accepted by all economists (regardless of economic school of
thought). As a result, all models of growth and economic development have
been developed based on the accumulation of capital. Therefore, this
question arises: How is it possible to stren%then the production structure and
apply advanced technologies in countries that are facing a lack of capital? In
this regard, researchers have shown great interest in foreign direct
investment as a cover for the lack of capital in countries. Foreign direct
investment is a type of investment that includes long-term relationships in
which an economic unit in one country controls and benefits from a business
unit in another country. Various studies indicate that successful countries in
attracting FDI can provide the necessary conditions for positive future for
multinational companies (as the most important players in the field of
foreign direct investment). Furthermore, one of the main motivations for
developing countries to attract foreign direct investment is mentioned as
transferring and acquiring the necessary technologies to improve the
productivity of domestic enterprises.

However, what leads to the attraction of this type of investment in
developing countries (as the main applicants for capital and technological
inputs) has always been a challenging issue. Some thinkers mainly focus on
economic variables (such as economic openness, infrastructure availability,
developed financial markets, etc.), while others do not find them sufficient
and rely on non-economic factors, mainly derived from political science and
international relations. According to them, the economic actions of
individuals and companies are influenced by international political
alignments, and therefore achieving economic development is only possible
within this framework. This issue has become important in recent years with
the popularization of the use of sanctions (meaning the use of economic
tools to change the political behavior of a country) among the great
economic powers.

Methodology

This topic has been investigated in the current research using the variable of
similarity in international issues and similarity in economic decision-makin

(demand%. In this regard, the indicator of consensus expressed in the Genera
Assembly of the United Nations has been used to calculate similarity in
foreign policy, and, the Linder indicator has been used to evaluate similarity
in economic decision-making. To carry out this comparison, the gravity
model and the Panel ARDL method have been employed to explain the level
of accumulation of foreign direct investment in selected developin

countries among the Group of Seven countries from 2006 to 2019. Pane
ARDL is a dynamic regression that allows for estimating the long-term
relationship between variables while also considering short-term dynamics.
This method is particularly useful to analyse the relationship between non-
stationary time series data, as it can handle variables that are integrated at
different orders.
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The innovation in this research lies in the utilization of the similarity
variable expressed in the General Assembly of the United Nations (as an
indicator of similarity in foreign policy positions) and the Linder index (as
an indicator of similarity in economic decision-making) to explain foreign
direct investment. Additionally, this study has also compared their effects on
the dependent variable.

Voting in the UN General Assembly has been the focus of researchers since
the establishment of the United Nations. In these studies, the UN General
Assembly is recognized as a forum where broader patterns of behaviour in
world politics can be observed.. Drawing inspiration from behavioural
revolution and advances in methodological approaches to studying votin
behaviour, these studies aimed to identify voting blocs and dimensions o
competition in global politics. ) o
Consumer Preferences is one of the variables that can measure the similarity
of the level of development in societies. In view of this issue and based on
the Engel's Law, Linder proposed that per capita income could be used as an
indicator for preferences (an abstract concepg. Research indicates that
countries with higher per capita income demand high-quality goods, while
countries with lower per capita income demand low-quality goods. As a
result, countries with similar per capita incomes have similar demand
structures and are likely to demand similar produced goods. In addition,
firms in a country are generally keen to produce goods that have large
domestic markets and can only export the surplus. In other words, in this
theory, the supply structure of goods and services in countries has low
flexibility. Therefore, if there is a product, it is more likely to be exported to
a region where the difference in per capita income or preferences with the
country of origin is minimal. Foreign Direct Investment (FDI) are seen as a
stage after exporting a product and in line with the efforts of multinational
companies to reduce total product costs, so the above arguments can also be
applied to it. Therefore, it Is expected that the reduction of per capita income
difference in countries will increase the possibility of increasing this type of
investment among them.

Results and Discussion

The estimation of the model introduced in the long run indicates that
the similarity index in the United Nations General Assembly and the
similarity index in consumer demand preferences and structure significantly
affect attracting foreign direct investment. The estimated coefficient for the
similarity variable is higher than the Linder index, so it can be concluded
that the existence of similarity plays a more important role in foreign policy.
Based on this, and considering the imposition of economic sanctions against
other countries by Western nations, ev_elopir]ghcountries_seeki_ng to attract
foreign direct investment must either align with the dominant international
political system or seek to strengthen economic ties with politically aligned
countries.

Based on this and considering the imposition of economic sanctions
against other countries by Western governments, e.g. the U.S and European
Union, developing countries seeking to attract foreign direct investment
must either align with the dominant international political system or seek to
strengthen economic ties with politically aligned countries, e.g. China,
Russia, Brazil, etc.
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