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5-General Two-Stage Least Square 
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Within the early theories of FDI, trade and foreign direct investment were considered to be substitutes. new 

international trade theories emphasize, however the complementary relationship between FDI and foreign 

trade .This is the result of introducing new aspects in the models like increasing returns to scale, product 

differentiation and technology-differences among nations. 

This paper studies empirically the interaction between trade and FDI, using data on inward FDI to ECO and 

D8. To do this we use instrumental variable and G2SLS method for panel data. 

Results show there is a complementary relationship between trade and FDI. Also, GDP, Exchange 

rate,population,inflation and some convergences variable are influences on FDI and trade.   
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