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Abstract

The paper examines the effects and origins of national policies governing the entry and operations of foreign companies in developing and transition economies. Despite a general trend towards the liberalization of rules targeting the movement of goods and capital, significant differences endure among countries' regulatory restrictions and incentives for foreign direct investment. The first part of the paper investigates the effects of such policies on FDI flows. The second part of the paper proposes a theoretical framework that explains governments' choices of national policies regulating investment by foreign firms. It builds upon a combination of economic insights into the distributional consequences of foreign direct investments and theories of political coalitions critical to leaders' survival in office, and advances the central contention that democracies are more likely than non-democratic regimes to adopt policies favorable to foreign investment. Empirical evidence from a large sample of countries supports the hypothesis. 

