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ABSTRACT

This paper examines the influence of high-profile attacks (HPAs) on foreign direct investment (FDI) in Mexican municipalities.

HPAs target political officials and signal attempts by organised criminal groups (OCGs) to dominate the local organisation of the

communities under their influence. Such efforts to establish criminal governance controls can potentially create a stable envi-

ronment conducive to FDI. Using a data set on HPAs and analysing their impact on sectoral FDI at the municipal level between

2007 and 2013 in Mexico, we find that HPAs do not discourage foreign investment. However, this effect depends on whether the

establishment of criminal governance occurs amid widespread violence. Under conditions of generalised violence, the stabilising
influence of HPAs has a negative effect on FDI, especially in the commerce and service sectors. Our findings offer new insights
into the conditions under which organised crime affects FDI, contributing to an ongoing debate.

1 | Introduction

On June 13, 2007, Mario César Rios Gutiérrez, a local legisla-
tor from Nuevo Ledn, Mexico—a leading region for attracting
foreign investment in manufacturing—was fatally shot mul-
tiple times with an AR-15 in the state capital, Monterrey (La
Jornada 2007). The state of Guerrero, a top mining state with
major investment by Canadian mining companies, was the
second most violent state in terms of high-profile attacks per-
petrated by organised crime between 1995 and 2014 (Trejo and
Ley 2021). Mining municipalities such as Apaxtla, Cuetzala
del Progreso, Teloloapan, La Unién de Isidoro Montes and
Zihuatanejo, among others, saw the murders of former and
current mayors, along with direct armed attacks against lower-
level municipal authorities. Again and again, local officials have
been killed with high-calibre weapons. In some cases, messages
are left on the bodies of the deceased authorities, pointing to
their collusion with criminal groups. In this paper, we explore

whether attacks against political officials such as these shape
foreign direct investment (FDI) decisions in Mexico. Using a
unique data set on this type of high-profile attack (HPA) and
exploiting variation in sectoral FDI at the municipal level, we
study under what conditions HPAs trump foreign investments.

As widely documented, Mexico's so-called ‘war on drugs’ has
turned the country into one of the most violent in the world
(Shirk and Wallman 2015). Between 2007 and 2013—the period
covered by this study—over 140,000 people were murdered.
The national homicide rate rose sharply, increasing from 8.1
per 100,000 inhabitants in 2007 to 19.5 in 2013, with a peak in
2011 at 23.5 per 100,000 inhabitants (INEGI 2023). Thus, within
just 6years, Mexico's homicide rate increased by 140%, surpass-
ing the regional average of 15.8 per 100,000 inhabitants for the
Americas during the same period.! This sharp rise underscores
both the rapid escalation and the severity of the country's vio-
lence crisis. Following the militarization of the Mexican security
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strategy under the administration of President Calderdén (2006-
2012), and as cartel fights intensified, disappearances, kidnap-
pings for ransom, extortion and human rights abuses reached
record numbers (Trejo and Ley 2020). With the state security
and judicial apparatus either incapable of countering organised
criminal groups (OCGs) or often complicit with them, numer-
ous sectors and groups were targeted by cartel violence. These
included journalists, local business owners in various sectors,
activists from civil society and local political officials (Ley and
Guzmadn 2019; Trejo and Ley 2020; Dorff et al. 2023; Trejo and
Skigin 2024). Foreign firms have not been exempted from being
targeted by organised crime, albeit less frequently than domes-
tic businesses (Celis 2018; Ley and Guzman 2019). For example,
in 2012 the operations of a PepsiCo subsidiary suffered fire-
bombing attacks by the Knights Templar in two different states
(Ramos and Ashby 2017, 290; Ley and Guzméan 2019, 154). In
2015, criminals set fire to a branch of the U.S. firm Key Energy
Services in the state of Tabasco (Garriga and Phillips 2023).

We engage with literature exploring how violent crime shapes
foreign firms' investment decisions. The extant literature offers
no unique answer to this complex question, but it does empha-
sise the need to distinguish among different types of economic
sectors and different types of violence (Ashby and Ramos 2013;
Oh and Oetzel 2017; Ramos and Ashby 2017; Witte et al. 2017;
Blanco et al. 2019; Roell et al. 2022). To further the ongoing de-
bate, we explore how the political economy behind high-profile
attacks may affect inward FDI. Specifically, we argue that high-
profile attacks signal an underlying process of political, socie-
tal and economic transformation through which OCGs seek
to establish regimes of criminal governance. In these regimes,
the OCGs' goal is to impose their own rules over political and
economic actors, as well as the inhabitants of the communities
under their influence. Ultimately, by murdering government
and party officials, OCGs seek to expand their territorial con-
trol and opportunities for rent extraction (Arias 2017; Trejo and
Ley 2020; Lessing 2021). What the existing qualitative research
in Mexico shows us, and what we corroborate in our empirical
analysis, is that international businesses may thrive or be unaf-
fected in these settings (Correa-Cabrera 2017; Lopez-Vallejo and
Fuerte-Celis 2021). In short, we find that high-profile attacks
do not necessarily deter foreign investment, leaving FDI broadly
unaffected, or even increasing, in municipalities where this type
of criminal governance prevails.

Furthermore, we also study whether criminal governance,
as measured by high-profile attacks, takes hold in the context
of OCG competition among the groups or under monopolistic
structures. This scope condition shapes whether attacks are
intermittent (under a monopolistic OCG structure) or, alterna-
tively, whether the process of local takeover by criminal groups
comes with frequent and indiscriminate violence (under a frag-
mented OCG structure). As recent research has shown (Garriga
and Phillips 2023), cartel fragmentation and competition to con-
trol territory often result in visible and extreme violence that de-
ters foreign investment. Using the municipal rate of homicides
as a proxy for the context in which cartels attempt to gain terri-
torial monopoly, we find that competition to establish a monop-
oly of criminal governance negatively moderates the positive or
null effect of high-profile attacks on foreign investment. Taken
together, these results show that previous contradictory results

can be explained by considering (i) the local regimes of criminal
governance as well as (ii) the permanent or sporadic character of
violence, regardless of how extreme or visible it may be. Finally,
as shown by our heterogeneous results across sectors, the type
of investment and its reliance on local inputs and geographically
concentrated business operations also matter, as well as the
rents generated by the economic activity (Witte et al. 2017).

Empirically, we contribute to this debate using the Criminal
Attacks Against Political Actors (CAPAM) data set on high-
profile attacks against political officials and party activists in
Mexico made available by Trejo and Ley (2020). We further con-
tribute to this research agenda by exploring how the relationship
between this specific type of criminal activity and foreign in-
vestment unfolds at the municipal level. To our knowledge, this
is the first study of the impact of crime on FDI carried out at this
level of subnational disaggregation, and as such, it sheds light on
the relevance of the local dynamics of government, OCGs and
Multinational Enterprises (MNEs) at the lowest level of admin-
istrative boundaries in Mexico. Importantly, the 2008-2013 pe-
riod is critical for understanding the emergence of a new pattern
of violence in Mexico. It coincides with the implementation of
a militarised security strategy and a criminal decapitation ap-
proach by the federal government—both of which played a key
role in fragmenting organised crime groups and fostering the
rise of criminal governance (Calderon et al. 2015; Phillips 2015;
Flores-Macias 2018). This period also marks the first major
surge in high-profile attacks, an unprecedented development in
the trajectory of criminal violence in the country.

2 | Subnational Regimes of Criminal Governance,
High-Profile Attacks, and Foreign Direct
Investment

2.1 | Subnational Regimes of Criminal Governance
and High-Profile Attacks

Organised crime must be defined and understood in relation
to the state, as it necessarily requires ‘some form of state pro-
tection to exist’ (Trejo and Ley 2020, 40). The protection net-
works that sustain organised crime lead, therefore, to an overlap
between crime and the state. In this ‘grey zone of criminality’,
some state agents provide both protection and information to
criminal organisations in exchange for personal benefits or con-
tainment of violence in a region, sector or period (Snyder and
Duran-Martinez 2009; Trejo and Ley 2020). This consequently
implies that while organised crime groups might not have an
interest in governing or taking over the state—unlike other non-
state armed groups—criminal organisations do have political
interests, because changes within the state greatly impact them.
For instance, turnover among state authorities can affect their
access to protection (Duran-Martinez 2015; Trejo and Ley 2020)
and public security policy reforms can also shape organised
crime's available resources (Lessing 2017).

At the same time, transformations within the state alter the
criminal underworld. Protracted criminal wars are costly and
therefore lead OCGs to diversify their resources. Their politi-
cal interests and new economic needs steer criminal organisa-
tions into gaining control of local governments, populations and
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natural resources. In this process, OCGs become de facto rulers
and develop subnational criminal governance regimes through
which they attempt to control the local organisation of the com-
munities in which they operate (Trejo and Ley 2020). The de-
velopment of criminal governance regimes is not necessarily
violent. A context of criminal monopoly with a stable and solid
‘grey zone’ of criminality can ‘naturally’ lead to joint and col-
laborative provision of public order and enforcement of property
rights between the two sets of actors, including the organisation
of elections and the provision of goods and services (Arias 2017;
Lessing 2021).

Political scientists concur on the three dimensions that OCGs
attempt to control: society, economics and politics. The social
dimension of criminal governance seeks to influence citizen
behaviour—from establishing daily routines and conflict reso-
lution mechanisms to regulating popular mobilisation and pun-
ishing reporting of crimes (Arias 2017; Lessing 2021). This type
of control can be achieved through coercive and noncoercive
means, including the provision of goods and services, as well as
the direct use of violence against citizens. By controlling society,
organised crime seeks to gain a deeper level of protection and
collaboration between citizens and criminal groups (Magaloni
et al. 2020). In this process, the ‘grey zone’ of criminality ex-
pands and incorporates society itself, which may also provide
protection, information or rents to criminal groups in exchange
for peace and order (Trejo and Ley 2020, 62).

Organised crime also tries to control the local economy,
mainly through extortion and tax collection, while at the same
time profiting from the exploitation of local natural resources
(Lessing 2021). The study of economic controls and extortion ef-
forts by organised crime has been dominated by a focus on the
informal sector and microenterprises. These types of domestic
businesses tend to have limited economic, political and social
resources that would help them avoid the criminal extraction
of rents, and they are the most likely to abandon their economic
activity (Trejo and Ley 2020) unless they can organise collec-
tively to resist crime (Moncada 2022). In contrast, MNEs are
more likely to have political connections and sufficient finan-
cial resources to not only pay extortion rents but even benefit
from collusion agreements between organised crime and the
state, which sustain criminal governance regimes and can po-
tentially yield order and stability for their investments (Correa-
Cabrera 2017; Lopez-Vallejo and Fuerte-Celis 2021).

Finally, the political dimension of criminal governance includes
the use of violent and nonviolent means to influence campaigns,
candidate selection, voter behaviour and to infiltrate local gov-
ernments. As such, armed attacks of this type are more likely to
occur during the campaign and close to election day to control
and gain protection from new potential incoming authorities,
particularly at the local level, at which organised crime operates
(Trejo and Ley 2020). Nonetheless, high-profile attacks are not
limited to electoral processes but occur throughout the election
cycle and can be used for other purposes beyond protection. For
example, criminal groups may use high-profile attacks as a sign
of their local strength in a dispute over a given territory, to ex-
tract rents in resource-rich localities or to take revenge on au-
thorities who did not behave the way the criminal organisation
wanted them to (Trejo and Ley 2020).

Both social and economic control mechanisms are not, how-
ever, easily observable. In contrast, violence committed against
political figures is not only noticeable but could also be signal-
ling other underlying processes of criminal control that organ-
ised crime is attempting to establish at a social and economic
level. The ability of organised crime to attack local authorities
and candidates is only the beginning of broader developments
in local politics, from the capture of government resources to
infiltration of the security apparatus (Trejo and Ley 2021). Our
main point is that these processes may result in fully functional
regimes of criminal governance, in which FDI activities by for-
eign firms may thrive or remain untouched.

2.2 | Foreign Direct Investment and Violence

There is no dearth of research on the relationship between crime
and foreign direct investment; but there has been little theorisa-
tion on this relationship, particularly when it comes to thinking
about the role that subnational politics and the local dynamics of
organised crime, and responses to it, may play in FDI decisions.
Organised crime—that is, activities by OCGs related to the sup-
ply of illegal goods and services (Schelling 1971)—is often as-
sociated with a reduction in foreign direct investment (Oh and
Oetzel 2017).2 OCGs shape the risk environment, increasing the
costs of these investments, be it due to extortion, kidnappings,
disruptions of supply chains or changes in local demand. As a
result, criminal activities often imply an increase in the costs
of doing business; MNEs need to invest ex ante in careful risk-
assessment exercises, and ex post in risk management, which
entails investing in higher security budgets and in salary pre-
mia to attract or retain workers (Brown and Hibbert 2019, 1230).
Organised crime is thus an important hassle factor (Schotter
and Beamish 2013) and a locational disadvantage (Brown and
Hibbert 2017) that deters FDI. This result has been found to hold
at the subnational level in Russia (Brock 1998), Italy (Daniele
and Marani 2011) and in a considerable number of crossnational
studies ranging from Latin America (Blanco et al. 2019) to ad-
vanced countries (Brown and Hibbert 2017, 2019). Importantly,
some of these studies look at different types of crimes (Blanco
et al. 2019; Cabral et al. 2019) and at different sectors and indus-
tries (Blanco et al. 2019; Brown and Hibbert 2019), finding that
foreign direct investment in some sectors appears to be unaf-
fected by violence.

Along similar lines, an extensive scholarship explores how po-
litical conflict, broadly understood, affects MNEs' decisions
to invest, divest or continue operations in a specific location.
Researchers have explored the impact of civil and interstate wars
(Biglaiser and DeRouen 2007), terrorism (Skovoroda et al. 2019),
human rights violations (Wettstein et al. 2019), government cor-
ruption (Egger and Winner 2005; Oh and Oetzel 2017; Witte
et al. 2017; Zakharov 2019; Roell et al. 2022; Chih et al. 2023)
and generic ‘crises’ and ‘disruptions’ (Busse and Hefeker 2007;
Oetzel et al. 2007; Witte et al. 2017) on foreign businesses’ in-
vestment decisions. Not only do different types of violence lead
to different types of risk, and therefore different responses by
MNEs, but the type of investment and its reliance on local in-
puts and geographically concentrated business operations also
matter, as well as the rents generated by the economic activity
(Witte et al. 2017).
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Foreign direct investment in the natural resource sector is the
best example of both strong location constraints and high eco-
nomic rents that may not deter multinationals in the sector from
investing nor cause disinvestment in the presence of local and
sporadic crimes (Witte et al. 2017).> High economic rents en-
able profitable business even in the presence of high taxes and
royalty payments, as well as other ‘extra costs’ and risks such as
bribes and extortions (Witte et al. 2017; Skovoroda et al. 2019).
In contrast, FDI in sectors such as services and commerce faces
lower sunk costs and is more heavily dependent on access to
large markets, whose size may be affected by the relocation of
businesses and consumers in response to crime. These factors
make MNEs operating in this sector more vulnerable to crime
(Ashby and Ramos 2013; Witte et al. 2017; Blanco et al. 2019;
Brown and Hibbert 2019). Finally, FDI in manufacturing can
serve safe distant markets even if they are established in areas of
high crime, thereby reducing their exposure to criminal activi-
ties (Ashby and Ramos 2013).

In sum, extant research returns a nuanced understanding of
how different types of conflict may or may not impact foreign
direct investment, depending on relevant attributes of both vi-
olence and sector features. In Mexico, research by economists
has reported a reduction in FDI due to an increase in organised
crime (Madrazo Rojas 2009; Cabral et al. 2019). But sectoral het-
erogeneity is present. For example, using industry data on in-
ward FDI across Mexican states, Ashby and Ramos (2013) report
areduction in FDI in financial services, commerce and agricul-
ture, but no effect of organised crime on FDI in manufacturing,
while the oil and mining sectors receive increasing FDI. Why
are there such seemingly contradictory results? In our view, a
political economy approach offers a rich perspective for under-
standing these disparate results.

2.3 | FDI and Criminal Governance: A Political
Economy Approach

Foreign firms' strategies have varied implications in terms
of investment decisions amid violent crimes. Collusion be-
tween local governments, MNEs and criminals may result in
a peaceful environment in which the three parties can thrive
(Correa-Cabrera 2017; Lopez-Vallejo and Fuerte-Celis 2021).
To illustrate this argument, Ldpez-Vallejo and Fuerte-
Celis (2021, 103) show that despite the presence of organised
crime groups, new foreign direct investments in energy proj-
ects still occurred in northeastern Mexico. In this case, mul-
tinationals, states and criminals; legal and illegal markets,
overlap to produce ‘hybrid’ governance regimes by which
criminal groups control territories and extract rents, but in
exchange they reduce violence, and provide public services
such as security and illegal goods. Hybrid governance—an
extended ‘grey zone’ of criminality, as discussed above—is
based on collusion between businesses reliant on these ille-
gal goods, state governments benefiting from corruption and
criminal groups (Correa-Cabrera 2017; Lopez-Vallejo and
Fuerte-Celis 2021; Stevens and Newenham-Kahindi 2021;
Roell et al. 2022). Similar willingness to comply with crim-
inals' demands, as well as negotiating with criminal groups
in exchange for protection, has been reported by other schol-
ars. For example, Ley and Guzman (2019, 154) describe the

case of McEwen Mining in Guerrero, a Canadian MNE which,
besides paying extortion fees, coordinated its activities with
cartels.*

High-profile attacks by organised crime against authorities and
political candidates could negatively influence economic deci-
sions, including investment, because high-profile attacks may
signal to MNEs a weak rule of law that could jeopardise their
property rights and revenues. However, following the discussion
above, it is important to acknowledge that there are conditions
that may limit the potential negative effects of high-profile at-
tacks for foreign direct investment decisions. First, in a context
of territorial monopoly and strong collusion with the state, high-
profile attacks are sporadic and may ultimately help sustain and
strengthen the ‘grey zone’ of criminality and extend criminal
control over society by expanding and consolidating their polit-
ical influence, ultimately increasing stability and order for eco-
nomic actors, including foreign firms. And second, foreign firms
are likely to be better equipped to pay extortion fees and remain
competitive (Roell et al. 2022), while at the same time benefit-
ing from collusion agreements between the state and organised
crime. From this perspective, the ‘grey zone’ of criminality ex-
tends and incorporates foreign businesses that are themselves
willing and able to pay extortion fees that feed criminal activ-
ities, in addition to state authorities being willing to protect
organised crime and foreign firms (Correa-Cabrera 2017; Lopez-
Vallejo and Fuerte-Celis 2021). Taken together, these alternative
mechanisms imply that the weakening effect of high-profile at-
tacks on the rule of law may be largely mitigated from the per-
spective of multinationals.

In sum, when operating in contexts of high-profile crimes,
through which criminal organisations signal the setting up
of a hybrid regime of criminal governance, foreign businesses
might not opt for leaving and instead choose to relocate part of
their business or personnel, comply with criminal extortions or
evaluate these costs against the rents they can obtain, and the
incentives local authorities can offer. In all these situations, we
hypothesise that high-profile attacks have a stabilising effect on
foreign direct investment.

H1. FDImay either be unaffected or may even thrive in the pres-
ence of HPAs in a particular location.

However, we argue that there is an important scope condition
for this hypothesis to hold, and this relates to whether the con-
stitution of hybrid regimes is a monopolistic process or not. If
state protection is unstable and no single criminal organisation
has territorial monopoly, attempts to conquer unprotected ter-
ritories can lead to turf wars among OCGs. In the context of a
poor rule of law, violence is likely to intensify, particularly be-
cause criminal organisations, by definition, seek to establish
territorial monopolies. In such a context, while high-profile at-
tacks may still be relatively contained, violence against civilians
is generalised, highly visible and, most importantly, sustained
over time (Garriga and Phillips 2023). The combination of
HPAs, turf wars and the widespread violence they generate have
a permanent impact on local democracy: insecurity deepens,
and the rule of law is further weakened; public resources are
diverted, and policy becomes distorted (Arias 2017). Observing
HPAs and generalised crime against civilians, foreign firms may
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find that property rights are not sufficiently secured and that
they are incurring too many risks, so they may opt for not in-
vesting or divesting. In other words, when high-profile attacks
occur against a background of intense cartel fragmentation and
competition, attacks are less likely to be ‘anecdotal’. In these in-
stances, foreign direct investment may not be so resilient, espe-
cially in economic sectors less attached to location. Therefore,
we hypothesise that,

H2. The stabilising effect of HPAs on FDI is negatively moder-
ated by the spread of violence against civilians.

Finally, as said before, the functional and stable environments
created by a monopolistic OCG should be attractive conditions
for multinationals across all economic sectors (H1). However,
if there is intercartel competition, and violence becomes gener-
alised as a result, the stabilising effect of high-profile attacks is
expected to vary across sectors (Ashby and Ramos 2013; Witte
et al. 2017). For instance, in the case of manufacturing, MNEs
may not be deterred from investing and remaining in high-
crime locations providing they can serve distant, safer markets
(Ashby and Ramos 2013). In contrast, in natural resource-
dependent sectors such as mining and oil extraction, which face
high location constraints and high sunk costs, MNEs may have
an incentive to learn to cope with the greater risks associated
with indiscriminate violence instead of exiting (Brown and
Hibbert 2019). Finally, a combination of lower sunk costs and
fewer location constraints is likely to prompt MNESs operating
in commercial and service activities to revise their foreign direct
investment strategy amid increasing rates of crime (Daniele and
Marani 2011; Ashby and Ramos 2013; Witte et al. 2017; Blanco
et al. 2019; Brown and Hibbert 2019). Therefore, we add nuance
to the negative moderating effect of generalised crime as spelled
out before.

H3. Thestabilising effect of HPAs on FDI and the negative mod-
eration effect of generalised violence is distinctively shaped by the
characteristics of the FDI-recipient sector.

3 | Data and Empirical Strategy
3.1 | Data

Our data set comprises a balanced panel of 1989 municipalities
and a 6-year period from 2008 to 2013, yielding a total sample
size of 11,481 municipality-year observations. Data were col-
lected from various sources. The dependent variable, foreign di-
rect investment inflows, is sourced from the Economic Census
by the Instituto Nacional de Estadistica, Geografia e Informdtica
(INEGI 2004, 2009, 2014). The main independent variable,
high-profile criminal attacks, HPAs, is taken from Trejo and
Ley (2020). The rest of the explanatory variables (controls) were
collected from various sources as indicated in Table Al, along
with summary statistics, definitions, construction and opera-
tionalisation of the variables.

Our dependent variable, FDI, measures the amount of foreign
direct investment in municipality i and year ¢, expressed in
thousands of constant Mexican pesos. It is constructed using
firm-level data from the national statistical bureau, aggregated

at the municipal level and reflects the net value of total assets
held by firms with positive foreign ownership. The original fig-
ures are then log-transformed to reduce skewness.> The spatial
distribution of FDI across municipalities at the end of our study
period is shown on the map (Figure 1). We also provide FDI
figures by economic sector; Table 1 shows the distribution of
FDI in different sectors by municipality size. In particular, the
municipalities below fifty thousand inhabitants, which include
around 65% of the high-profile attacks, receive a combination of
FDI inflows across the manufacturing, services, commerce and
mining and oil sectors.

The main independent variable, high-profile criminal attacks, is
a count variable recording the number of attacks fin municipal-
ity i and year t. The CAPAM data set was collected by Trejo and
Ley (2021). This original data set draws on a systematic analy-
sis of 8 national newspapers, 18 subnational daily papers and 2
weekly magazines that specialise in drug trafficking and organ-
ised crime news. It provides detailed information on criminal
attacks against government authorities, political candidates,
and party activists perpetrated during the period 2007-2013.
Moreover, besides murders, the database provides informa-
tion on murder attempts, public death threats and kidnappings
(Trejo and Ley 2020, 299, appendix B). As noted, this was the
first period in Mexico's recent history to have experienced a
wave of criminal attacks against political figures along with a
major increase in homicide-related deaths.

The spatial distribution of these criminal attacks is shown on
the map in Figure 2. The changes in the incidence of attacks are
striking. While in 2007 they were concentrated in some munici-
palities on the northern border and the southwest and southeast
regions, 6years later these crimes were not only more wide-
spread across Mexico (notably in the central and central-north
regions), but their numbers dramatically increased, totalling 356
in the period of study. The cumulative count of HPAs during
our study period by municipality size is shown in Figure 3. It
emerges that the bulk of these attacks were perpetrated in rela-
tively small, semiurban municipalities.

Next, cartel fragmentation and competition, which engender the
general climate of violence, should be accounted for as a condi-
tioning factor, given their proven impact on FDI (Garriga and
Phillips 2023). Unfortunately, data on cartel fragmentation for
our period of study are available only at the state level, but as a
proxy, given that OCG fragmentation likely results in indiscrim-
inate violence and high-crime rates against the general popula-
tion, we control for the moderating effect of homicide rates® at
the municipal level. In this way, we can get close to the fact that
while HPAs may be targeted, sporadic and intermittent, they
may occur against a background of sustained violence when
OCGs fight to establish their territorial monopoly. In the robust-
ness tests, we show that our main finding is robust to including
the number of cartels as a control.

The controls included in our estimations are also important de-
terminants of locational choices of foreign direct investment.
First, we control for coordination/conflict between incumbent
political parties at different administrative levels, proxied by a
party juxtaposition index in which higher levels indicate lower
ideological alignment of political parties. Party juxtaposition
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FIGURE 1 | Spatial distribution of foreign direct investment (FDI). Average foreign direct investment during the study period (2007-2013).
Source: Authors' calculations with data from INEGI (2004, 2009, 2014). [Colour figure can be viewed at wileyonlinelibrary.com]

TABLE1 | Foreign direct investment by sector and municipality size.

Municipalities by population size

Sector >500,000 500,000-100,000 100,000—50,000 50,000—10,000 10,000 > Total
Manufacturing 5,100.12 1,017.04 439.24 16.51 0.00 6,572.90
Services 1,994.13 514.69 6.40 2.50 — 2,517.73
Commerce 623.77 131.58 4.98 0.18 0.01 760.51
Mining and Oil 151.09 233,000 — 0.23 — 233,151.31
Other 324.13 56.57 0.04 — — 380.74
Total 8,193.23 234,719.9 450.65 19.42 0.01 243,383.18

Note: Figures represent the yearly average foreign investment flows (2007-2013), in million Mexican pesos. The ‘Other’ category includes agriculture, construction and

transportation.
Source: Authors' calculations with data from INEGI (2004, 2009, 2014).

appears to leave municipalities of a different party label from
that at the federal and state level in a particularly vulnera-
ble situation, which in turn makes them more prone to being
targeted by OCGs (Trejo and Ley 2021). As noted earlier, this
may or may not shape FDI inflows; but we control for this
variable since party conflict can shape MNEs' decisions via
other routes, for instance, through access to politicised state
protection.

Second, as a measure of the strength and stability of formal
institutions and governments at the municipality level, we
control for the number of public prosecutor offices per 1000 in-
habitants, as well as for the percentage of municipal income
raised through local tax collection as an indicator of judiciary
and state capacity, both of which are expected to affect foreign

investment in a positive direction (Comi et al. 2021). Third, we
include three additional control variables traditionally associ-
ated with foreign direct investment: (i) the size of the economy
is proxied by the (log of) total gross value added, and we expect
this variable to attract foreign investors, (ii) local labour costs
are an important locational consideration for multinational
firms; thus, we include the (log) average wages, as we expect
low wages to be attractive to foreign investors, and finally (iii)
the (log) population density is included as a measure of labour
market pool, market size and potential for externalities. This
last variable is used as the selection variable in our estima-
tions because it constitutes a good all-encompassing proxy for
labour market pool, market density and potential for external-
ities. All these factors play a crucial role in determining firms'
locational choices.
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2013

FIGURE 2 | Spatial distribution of high-profile attacks (HPAs). The maps show the count of HPAs at the beginning (top) and end (bottom) of the
study period (2007-2013). Source: Authors' calculations with data from Trejo and Ley (2021). [Colour figure can be viewed at wileyonlinelibrary.com]

3.2 | Empirical Strategy FDI, = pHPA;,_; + €, €))
Our empirical strategy at the municipality level exploits the year- ~ for municipality i and year t. The dependent variable, FDI;,
on-year variation in FDI to estimate its association with HPAs. The ~ captures the volume of foreign direct investment, as the total
general empirical model takes the following functional form: value of foreign assets. Our main independent variable, HPA;,_,
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FIGURE3 |

Cumulative high-profile attacks by municipality size. The chart shows the distribution of the accumulated count of HPAs during the

study period (2007-2013). Source: Authors' calculations based on data from Trejo and Ley (2021).

, is the count variable measuring the number of high-profile
criminal attacks in the previous year, and ¢, is the error term.

We identify two main threats to the internal validity of our
estimates of the effect of high-profile attacks on foreign direct
investment in Equation (1). First, omitting municipality char-
acteristics correlated with the error term may lead to biased
estimates of the effect of HPAs. To partly address the poten-
tial omitted variable bias, we account for some of the time-
varying socioeconomic, demographic and political factors
that are also associated with FDI by including a vector of con-
trols. Furthermore, once a foreign firm has chosen to invest
in Mexico, it must choose a municipality to invest in. Hence,
whether we observe the foreign direct investment in a given
municipality depends on MNEs' decision to invest; for exam-
ple, MNEs may be reluctant to invest in contexts of rampant
crime and insecurity due to uncertainty and the additional
costs of protecting against this risk. We are thus left with a
nonrandom sample to estimate our FDI equation. However,
since we also have municipalities that did not receive any FDI
(Nayyar and Luiz 2023), the presence of self-selection can be
treated as an omitted variable bias (Heckman 1979). To ad-
dress this incidental truncation problem, we estimate an equa-
tion to capture the effects of the covariates on the probability
of FDI in a first step: The selection equation is defined by a
probit model to estimate the effect of our independent vari-
ables on the probability of inward foreign direct investment in
a given municipality and time period.

p(fdiy) = pLHPA,_, + 0, X, + 6, + Uy )

where p(-) denotes a probability function, fdi; is a dichotomous
variable equal to one if there is a positive amount of FDI in the
municipality-year and zero otherwise. The main explanatory
variable HPA;,_, is the number of attacks in municipality i in the

previous year t — 1. X;,_, is a vector of the complete set of controls
(which includes a selection variable), and é, is a vector of year ef-
fects. The error term is denoted by u;,. In a second step, once the
selection bias has been accounted for, we estimate the effect of
HPAs on the extent of FDI by means of a fixed-effect generalised
least squares regression. The outcome equation, including a se-
lection term, has the following functional form,

FDI = f,HPA;_; + 0,X; | + ’7//1\1':—1 top o+ vy (©)

it—-1
The outcome FDI;, is the amount of foreign direct investment
in municipality i and year ¢. The variable of interest, HPA;,_;,
is the same as in Equation (2). The lagged vector X;, | is a given
subset of determinants of FDI.” The estimated inverse Mills
ratio, Ei,_l, is obtained from the first step and controls for
selection bias, while «; is the fixed effect that captures time-
invariant unobserved heterogeneity across municipalities.
Year effects are captured by §,. Finally, v is the error term of
the second stage.

While Equation (3) describes the amount of foreign direct invest-
ment in municipalities, Equation (2) describes whether a munic-
ipality has received positive FDI inflows. The distribution of the
error terms (1, v;;) is assumed to be bivariate normal with cor-
relation p. If p # 0, the two equations are related and estimating
only FDI would induce sample selection bias in the estimate of f.

The second source of endogeneity is reverse causality. This
may arise insofar as foreign direct investment influences the
number of criminal attacks against political officers. For in-
stance, it could be the case that the arrival of a foreign firm
could potentially translate into new, illegal business opportu-
nities. In the attempt to control these new investments, crim-
inals may want to get rid of noncooperative political officers,
impacting HPAs. Introducing the independent variables in
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TABLE 2 | Firststep of Heckman equation, selection regression.

Dep. var. Foreign direct investment ® @ ® ® @
(dichotomous) Total Manufacturing Services Commerce Mining and oil
High-profile criminal attacks (HPAs) —0.0246 0.1407 0.2809*** 0.1827** 0.4807%**
(0.075) (0.091) (0.099) (0.075) (0.152)
Homicides 0.3661*** —0.03049 0.3096** 0.2888** 0.2672
(0.071) (0.143) (0.146) (0.069) (0.184)
HPAs * Homicides —0.195%* —0.03931 —0.1032 —0.353#%* —0.3519*
(0.087) (0.136) (0.150) (0.093) (0.209)
Political party juxtaposition —0.04597*** —0.04092%** —0.03796** —0.02133** —0.08252
(0.010) (0.014) (0.019) (0.010) (0.042)
Public prosecutor offices 2.559%** —1.595* 4.127%*%* 1.754%** 2.926%*
(0.492) (0.871) (1.000) (0.552) (1.262)
Tax revenue 0.04127%** 0.03243%** 0.06749%** 0.034771%** 0.01551
(0.005) (0.004) (0.005) (0.004) (0.011)
Gross value added 0.8965%*** 0.7156%** 0.7863%** 0.7819%** 0.37%**
(0.022) (0.027) (0.037) (0.021) (0.067)
Average wages —0.05636%** —0.01839%** —0.06757*** —0.0703%** —0.01221
(0.004) (0.005) (0.008) (0.004) (0.014)
Population density —0.1906%*** —0.07005%** —0.01249 —0.1929%** —0.2239%**
(0.015) (0.018) (0.024) (0.015) (0.055)
Observations 11,481 11,481 11,481 11,481 11,481
Log likelihood —2,266.9833 —1,217.7264 —696.94418 —2,126.7422 —122.09414
Pseudo R? 0.6170 0.6205 0.6946 0.5611 0.3968
Year dummies Yes Yes Yes Yes Yes

Note: Dependent variable is a dichotomous variable equal to 1 if there is foreign direct investment and equal to 0 otherwise. Main independent variable is the
cumulative count of high-profile criminal attacks. Clustered standard errors at the municipality level in parentheses. ***p <0.01, **p <0.05, *p<0.1.

one-year lags serves, then, a twofold purpose.? First, they par-
tially mitigate the simultaneity issue since it is hardly likely
that changes in current FDI could explain changes in the ex-
planatory variables in the past. Secondly, lagged independent
variables capture the necessary time for investment decisions
to be made.

Finally, our main explanatory variable, high-profile attacks,
includes many zeros, indicating no high-profile attacks were
recorded in those municipalities. To address this issue of zero-
inflated independent variables, we estimated an additional spec-
ification including a dichotomous variable, equal to 1 if at least
one HPA was recorded, and zero otherwise. The estimated co-
efficient of the dummy variable captures the effect of the mere
occurrence of high-profile attacks on foreign direct investment.
The original count variable estimates the effect of the number
of HPAs on FDI in municipalities where attacks were recorded,
capturing the relationship between the frequency of HPAs and
changes in FDI.°

4 | Results and Discussion

We model how attacks against political officials affect foreign
direct investment decisions. Since the possibility of observing
positive amounts of FDI in a municipality depends on multina-
tionals' decisions to invest, we have a nonrandom sample to esti-
mate the relationship of interest.

4.1 | Propensity of FDI Inflows

To test H1, we first examine the main effect of high-profile at-
tacks on the probability of foreign direct investment inflows at
the municipal level. Table 2 presents these first stage estimates
and reveals sectoral heterogeneity: While HPAs increase the
likelihood of FDI in services, commerce and natural resources,
the effect on manufacturing is not significant.

The result for the mining and oil sector echoes previous find-
ings regarding crime and foreign direct investment in the
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resource sector, where high sunk costs and profitable contracts
are at stake (Ashby and Ramos 2013; Witte et al. 2017; Blanco
et al. 2019; Brown and Hibbert 2019; Roell et al. 2022). At the
municipal level, multinationals in the natural resource sector
not only are not deterred by ‘grey zones’ of criminal governance
but often benefit from these.! Illustrating this finding, between
2005 and 2011, the ‘Los Zetas’ cartel in the state of Coahuila
was linked to large mining enterprises ‘and with the state gov-
ernment’s stealing coal and selling it through middlemen to the
government's Federal Electricity Commission’ (Lopez-Vallejo
and Fuerte-Celis 2021, 115). As explained, hybrid governance
is based on collusion between businesses reliant on these illegal
goods, state governments benefiting from corruption and crimi-
nal groups. Such collusion has been associated with higher FDI
inflows.

Interestingly, despite prior work identifying commerce and ser-
vices as more sensitive to crime due to their lower locational
dependence (Ashby and Ramos 2013; Ramos and Ashby 2013;
Witte et al. 2017; Blanco et al. 2019; Brown and Hibbert 2019)
we observe a similar pattern in these sectors: Municipal-level
disaggregation suggests that profitable business and collusion
with OCGs may explain why, in the presence of isolated high-
profile attacks, we do not find a decrease in the probability of
new investments in commerce and services.

To test H2, we examine whether the effect of HPAs is condi-
tional on broader violence by interacting HPAs with homicide
rates, a proxy for background crime linked to cartel fragmenta-
tion (Rios 2013; Phillips 2015).!! If the establishment of criminal
governance regimes may take place in a context of sustained and
indiscriminate violence, we expect the probability of new FDI
inflows to decrease. As shown in Table 2, homicide rates have
a positive and significant main effect on FDI in commerce and
services. This seemingly paradoxical result may reflect marginal
deterrence: in already high-crime areas, additional homicides

may not significantly alter risk perceptions, particularly for
firms deploying ex ante risk-assessment strategies (Brown and
Hibbert 2019).12

The interaction results indicate that the effect of HPAs on for-
eign direct investment is conditional on the broader security
context. In other words, the influence of HPAs on FDI operates
within specific scope conditions, specifically the level of back-
ground violence. Figure 4 presents a plot of the average mar-
ginal effects of high-profile attacks (main effect and interaction)
on the predicted probabilities of foreign direct investment at
different levels of homicide rates, based on the coefficients in
Table 2.13 Across sectors, the downward sloping curves suggest
that the effect of HPAs on the probability of FDI is generally pos-
itive at relatively low levels of background crime but becomes
negative as generalised crime increases.

We find consistent evidence in favour of hypothesis H2: At rela-
tively low homicide rates—suggestive of more stable or less con-
tested environments—HPAs may be interpreted by investors
as a signal of consolidation or hybrid governance, potentially
reducing uncertainty and enabling investment. However, as
homicide rates increase, reflecting heightened criminal compe-
tition and fragmentation, the effect of HPAs on FDI diminishes
or becomes negative. These findings suggest that the stabilising
signal of HPAs is conditional on the broader context of violence:
Only beyond certain thresholds of insecurity do these attacks
cease to convey conditions amenable to investment.

Consistent with H3, sectoral heterogeneity is evident in the
varying slopes and significance levels of the average marginal
effects of HPAs. Four key patterns emerge. First, in mining and
oil, HPAs significantly increase FDI at moderate crime levels,
but lose significance at higher homicide rates, pointing to high-
rent-seeking investment in ‘grey zones’ of governance. Second,
in commerce, the effect of HPAs on FDI is positive only at very

Average Marginal Effects of HPAs across levels of homicide rates
FDI in different sectors
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FIGURE4 | Predicted probabilities of FDI: The moderating effect of generalised crime. Average estimated marginal effects of HPAs on predicted

probabilities of sectoral FDI at different levels of homicide rates, holding the rest of covariates at their mean values. [Colour figure can be viewed at

wileyonlinelibrary.com]
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low levels of crime but turns sharply negative and significant
as homicide rates rise, highlighting this sector’s vulnerability to
compounded insecurity.

Third, manufacturing appears largely unaffected by HPAs
across all crime levels, suggesting strong resilience of the sec-
tor. Fourth, in services, HPAs initially boost FDI, but this effect
fades as violence intensifies—indicating a degree of resilience
relative to commerce. The commerce sector's vulnerability is
consistent with previous findings that identify it as a primary
target of OCG extortion (Arias 2017; Trejo and Ley 2020, 265,
270). From pharmacies to restaurants, criminal groups have dis-
rupted access and conditions of local markets, making foreign
firms particularly responsive to the deteriorating security envi-
ronment (Trejo and Ley 2020, 270).

Finally, turning to other factors influencing the probability of
foreign direct investment, higher wages, population density**
and political party juxtaposition decrease the probability of FDI
inflows, while higher density of public prosecutor offices, tax

revenue and the size of the economy (GVA) increase the proba-
bility of FDI. The effects of these variables vary across sectors,
strengthening the argument of sector heterogeneity in foreign
investments. Importantly, the main findings are robust to using
the number of cartels (only available at the state level) instead
of homicide rates to capture the context of violence (Table A3).

4.2 | Levels of FDI Inflows

In the second stage of our analysis, we account for potential se-
lection bias in foreign direct investment inflows by including
the inverse Mills ratio from the first-stage estimates. Table 3
presents the second-stage results. To test H1 and H2—namely,
that isolated high-profile attacks may not deter FDI, but that
their effect becomes negative when combined with sustained
violence—we estimate the effect of HPAs on subsequent invest-
ment inflows into municipalities where FDI operations are al-
ready established. We then examine how this relationship varies
across sectors (H3).

TABLE 3 | Second step of Heckman equation, main regression with sample selection correction.

Dep. var. Foreign direct investment ® @ @ @) @
(continuous) Total Manufacturing Services Commerce Mining and oil
High-profile criminal attacks (HPAs) —0.1302 —0.1491 0.3875* 0.3595%* -4.979
(0.143) (0.231) (0.231) (0.141) (3.832)
Homicides 0.4894%+* 0.6808 1.402%** 0.2682 0.3325
(0.161) (0.555) (0.694) (0.219) (10.699)
HPAs * Homicides 0.06396 —0.07814 —0.4106 —0.4127** 3.008
(0.169) (0.281) (0.287) (0.176) (6.314)
Political party juxtaposition —0.0194 —0.01309 0.05778 —0.05595** 1.464
(0.027) (0.054) (0.059) (0.027) (1.591)
Public prosecutor offices -1.229 —6.021** 5.087 5.346*** 91.42
(1.330) (2.967) (3.286) (1.632) (50.742)
Tax revenue 0.067*+* —0.02267 0.2276%** 0.09467*** —0.2868
(0.008) (0.017) (0.023) (0.009) (0.356)
Gross value added 1.486%** 0.6524*** 1.865%** 1.896%*** —2.605
(0.067) (0.226) (0.261) (0.085) (2.687)
Average wages —0.04748%*** 0.02338 —0.152%%* —0.1428%** 0.4083
(0.010) (0.019) (0.031) (0.013) (0.482)
Mills ratio —0.5985%** —1.72%%* 1.603%** 1.178%** —15.22%*
(0.186) (0.586) (0.512) (0.230) (7.708)
Observations 11,481 11,481 11,481 11,481 11,481
Selected observations 2,735 1,081 664 1,895 34
Wald x? 1,378.11 91.92 142.55 1,340.16 11.21
Year dummies Yes Yes Yes Yes Yes

Note: Dependent variable is foreign direct investment measured as the total variation in the value of total assets in companies with foreign ownership. Main
independent variable is the cumulative count of high-profile criminal attacks. Clustered standard errors at the municipality level in parentheses. Wald x> with 13

degrees of freedom. ***p <0.01, **p <0.05, *p<0.1.
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In line with H1, increases in the number of HPAs are associ-
ated with higher investment inflows, particularly in the com-
merce sector, though the effect is barely significant for services.
This pattern, revealed by municipal-level disaggregation, sug-
gests that isolated attacks do not necessarily lead to divestment.
However, consistent with H2, when HPAs occur alongside
high homicide rates—indicating sustained and generalised
violence—the effect on the largesse of foreign investments be-
comes negative, but only in the commerce sector. This implies
that under conditions of persistent insecurity, firms in com-
merce may seek more stable environments. Higher exposure
to extortion, bribery and kidnapping, along with consumer dis-
placement and declining market confidence, likely contribute to
MNESs' sensitivity in this sector (Witte et al. 2017; Brown and
Hibbert 2019; Garriga and Phillips 2023).

In contrast, existing foreign investment in the mining and oil
sector remains largely unaffected by HPAs or general crime, as
indicated by the lack of statistically significant results. This re-
silience aligns with existing literature that highlights the sector’s
tolerance for insecurity due to location rigidity, high sunk costs
and the promise of exceptional rents (Ashby and Ramos 2013;
Oh and Oetzel 2017; Ramos and Ashby 2017; Witte et al. 2017;
Blanco et al. 2019; Brown and Hibbert 2019; Roell et al. 2022).
In some cases, criminal governance may even facilitate con-
tinued investment. For example, in Michoacan's steel sector,
firms like ArcerolMittal and Ternium expanded operations
under a combination of ‘close business relationships between
legal and illegal companies, extreme violence, militarization of
security, paramilitarism, land displacements, and government
protection of corporate capital and foreign investments’ (Correa-
Cabrera 2017, 180).

Similarly, FDI in manufacturing appears largely insulated
from both high-profile attacks and broader violence—echo-
ing findings from previous studies at the state level in Mexico
(Ashby and Ramos 2013). Neither the likelihood nor the volume
of investment appears to be shaped by sporadic or permanent
criminal governance. This may reflect the fact that many manu-
facturing multinationals serve distant or global markets and are
less exposed to localised criminal disruptions than retail firms
(Ashby and Ramos 2013; Brown and Hibbert 2019).

Taken together, these findings support H3, which anticipated
different responses to high-profile attacks and to the spread of
violence depending on sectoral characteristics. Importantly, all
these results are robust to using the number of cartels (measured
at the state level) instead of homicide rates to capture the spread
of violence (Table A3).

5 | Concluding Remarks

As we hypothesised, high-profile criminal attacks against po-
litical officials do not scare foreign investors away, but when
they coexist with protracted turf wars and the subsequent gen-
eralised violence, this effect is negatively moderated and sig-
nificant in the commerce sector. Using data on crimes against
political officials and exploiting the municipal level of analysis
for the first time, to the best of our knowledge, we hypothesised
and demonstrated that the territorial controls exerted by OCGs,

of which high-profile attacks are a signal, are compatible with
foreign direct investment across most sectors. By incorporating
the local dynamics of hybrid governance modes and regimes of
criminal governance into multinationals’ investment decisions,
this paper sheds a novel light on the relationship between crime
and foreign direct investment, thereby contributing to a better
understanding of an unresolved debate in the political economy
of organised crime (Arias 2017; Lessing 2017; Witte et al. 2017;
Moncada 2022).

Through provision of social peace and protection, and even the
possibility of lucrative business, controlling for self-selection
and a host of political and socioeconomic variables, we find that
high-profile attacks do not deter FDI in the commerce, manufac-
turing or natural resource sectors. In fact, the probability of in-
vesting increases, while the amounts committed appear mostly
unaffected, except for commerce, in the presence of increasing
political assassinations. These results confirm some previous re-
search carried out at a higher level of subnational aggregation,
namely the resilience of FDIs in the natural resource sector. In
addition to this finding, by disaggregating the analysis to the
municipality level, we gain new insights into effects on other
economic sectors, namely that foreign direct investment in com-
merce seems to be most affected by an escalation of criminal
violence. Understanding the concrete dynamics in this sector
will require careful case study research in local hybrid zones
of criminal governance, this being an area for future research.

Overall, our work shows the importance of studying different
types of crime not as isolated events, but rather as part of deeper
and broader processes of state capture and state failure that may
or may not be monopolistic—which translates into sporadic or
sustained violence. Unlike indiscriminate homicide rates, at-
tacks directed against political officials appear to be a precon-
dition for hybrid regimes of governance to come into existence.
By considering the heterogenous conditions under which high-
profile attacks unfold, our research reconciles previous studies,
some of which reported an increase and others no effect of vi-
olence on FDI (Madrazo Rojas 2009; Ashby and Ramos 2013;
Witte et al. 2017; Cabral et al. 2019). Thus, research based on
political economy perspectives broadens our understanding of
how foreign direct investment is shaped by the presence of com-
plex hybrid regimes of governance at the local level in the host
economies.

While we acknowledge the temporal and data limitations of our
analysis—specifically, the focus on the 2008-2013 period—we
contend that this timeframe remains critical for understanding
the emergence of high-profile criminal attacks as a distinct form
of violence in Mexico. This period coincides with the onset of a
new security landscape shaped by the state's militarised strat-
egy and the fragmentation of organised crime groups, offering
a clearer identification strategy and valuable insight into the
early dynamics of criminal governance and its economic im-
plications. We also recognise that data limitations played a role
in defining our study period. Publicly available data on HPAs
during the 2012-2018 administration is limited or nonexistent,
and municipal-level FDI data for the more recent period is not
readily available. As such, conducting a coherent panel analysis
over a longer timeframe remains a challenge. Nonetheless, our
findings provide a robust empirical foundation and theoretical
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lens for future research. As more comprehensive data become
available, future studies should extend this analysis to assess
whether the patterns we identify have persisted or evolved in
the context of Mexico's shifting security landscape.

Finally, our research is far from specific to Mexico. Beyond the
Mexican case scrutinised here, our findings are of relevance to
other instances in which OCGs expand their political ambitions
by pursuing socioeconomic and political control of the jurisdic-
tions in which they operate. Similar processes have been doc-
umented in Central American (Blume 2022; Moncada 2022)
and Latin American countries (Arias 2017; Lessing 2017). By
specifying that these processes may or may not translate into in-
discriminate violence, we provide tools for scholars in other geo-
graphical contexts to better understand under what conditions
international investments may be resilient to OCG activities and
even thrive in their presence.
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Endnotes

L As reported by the UN Office on Drugs and Crime's International
Homicide Statistics database.

2 Other studies have focused on the relationship between other types of
country-scale violence (e.g., overall homicide rates, terrorism or risk
of war) and FDI (Brown and Hibbert 2019; Li et al. 2022).

3 Witte et al. (2017) also mention ‘firm-level attributes’; in particular,
the geographic diversification of MNEs in different countries, which
makes them less exposed to local criminal activities. Our analysis
does not explore firm-level decisions and therefore this factor is not
relevant for our argument.

4 Some research has shown that in rare instances, domestic business
cohesion and cooperation with state governments can result in the
deployment of new initiatives to successfully counter crime (Ley and
Guzman 2019; Moncada 2022); in turn, states have tried to compen-
sate for the rise of criminal violence by offering tax and other incen-
tives to MNEs (Ley and Guzman 2019). However, we are not aware
of research that explores whether international businesses engage in
a similar kind of concerted action together and in cooperation with
local authorities to actively combat OCGs. This possibility seems re-
mote, considering that this kind of cooperative arrangement to de-
ploy coordinated security strategies locally relies on mutual trust, in
turn based on a long history of prior coordination, close contact and

embeddedness of business in social and political life, which interna-
tional businesses are less likely to have. Nonetheless, this is an area
for future research.

5 The natural logarithm is a monotonic transformation that does not
alter the distribution of the original variable. The logarithm function
is applied to the original values plus 1.

6 We use homicide rates as a proxy for generalised violence due to
data reliability. Unlike other crimes such as extortion or kidnap-
pings, which rely on citizen reporting and are severely underreported
(Carreto Romero and Ramirez-Alvarez 2022) in Mexico, homicide
data from municipal level sources, are considered more complete and
less prone to measurement bias.

7 Let Xj,_; denote the full set of exogenous explanatory variables ob-
served in every period f — 1. Then X}, | C X;,_y; the former is a subset
of the latter. In other words, the vector of explanatory variables in the
main equation must contain at least one less covariate than in the
selection equation (Equation 2) (Wooldridge 2002).

8 We analyse the lag structure of the effects for the main explanatory
variable (see Figure A1l). Using different lags yields different esti-
mated effects, suggesting that there are no pretrends that we should
be concerned about. The highest estimated effect is the contempora-
neous value, and it decreases over time. We chose 1-year lags for the
reasons explained in the main text.

° The estimated effect between observing or not HPAs is consistently
not significant across specifications. Thus, the regressions are only
included in the appendix as robustness tests (Table A2).

10 This process took place at the expense of ‘small entrepreneurs who
initially exploited these resources as well as land and property own-
ers who had to flee these regions due to extreme violence, extortion
and scores of assassinations and disappearances by irregular armed
groups (either criminal or linked to the government)’ (Correa-
Cabrera 2017: 165, 171).

1 The correlation between HPAs and homicide rate is 0.25, so there are
no major concerns about increasing multicollinearity in the equation.

12 Additionally, the relationship between crime and FDI may be non-
monotonic—moderate increases in homicides may have little im-
pact on investment, while extreme levels could be strongly deterrent
(Garriga and Phillips 2023). However, if the empirical model assumes
linearity, such threshold effects could be masked, making the ob-
served effect appear consistently positive.

13 The effect of an interaction in a nonlinear model is calculated as the
sum of the main effects of the interacted variables, the coefficient of
the interaction term, holding the values of the other covariates fixed
(Hoetker 2007)—at their mean.

14 The selection variable is chosen to be population density, since this
consideration is more likely to affect the probability of investing in
a particular location than are increases in the volume of FDI. The
estimated coefficient is significant in all regressions. We also use we
use (log) total population as an alternative selection variable in the
two-step Heckman model. This ensures that our selection equation is
appropriately specified and not overly sensitive to a single identifica-
tion strategy. Estimates of this model are reported in Table A4.
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Appendix A

TABLE A1l | Variables: Summary statistics, definitions, measures and sources.

Summary statistics
Variable Mean SD Min Max Definition, measures, and sources
Dependent variable
Foreign direct investment (total) 2.2253 4.7166 0.0000 17.7115 Total value of fixed assets in economic units with
g . participation of foreign capital in thousands of 2003
Manufacturing 1.0148 3.5794 0.0000 17.7113 Mexican pesos (log). Total and by sector. Source:
Services 0.5302 24320  0.0000  16.3970 Economic Census INEGI (2004, 2009, 2014)
Commerce 1.2384 3.3034 0.0000 14.5483
Mining and Oil 0.0338 0.7226 0.0000 26.1790
Main independent variable
High-profile criminal attacks 0.1080 0.4540 0.0000 7.0000 Number of high-profile criminal attacks (count). Source:
Trejo and Ley (2021)
Controls
Homicide rate 0.1876 0.4001 0.0000 11.6988 Homicide rate per 1000 inhabitants (continuous no.).
Source: INEGI (various years)
Political party juxtaposition 3.6121 2.2105 0.0000 8.0000 Juxtaposition index (0 to 8). From ‘Full political party
alignment across three administrative levels’ to ‘Full
subnational political party opposition.” Source: Trejo and
Ley (2016)
Public prosecutor offices 0.0208 0.0432 0.0000 0.7987 Number of public prosecutor offices per 1000
inhabitants (continuous no.). Source: INEGI (2004, 2009,
2014)
Tax revenue 3.6638 5.1377 0.0000 44.7146 Percentage of municipal income derived from local tax
collection (%). Source: INEGI (2004, 2009, 2014)
Gross value added 9.3243 2.5152 2.3429 18.4981 Gross value added defined as production minus
intermediate expenditure (log). Source: INEGI (2004,
2009, 2014)
Average wages 8.7673 5.9107 0.5801 100.4311 Total wages divided by total direct employees (log).
Source: INEGI (2004, 2009, 2014)
Population density 3.9948 1.7139 -1.993 9.7823 Number of inhabitants per square kilometre (log).
Source: INEGI (2004, 2009, 2014)
Obs.: 11,481
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Estimated coefficients

Lag structure for main independent variable: HPA on FDI. [Colour figure can be viewed at wileyonlinelibrary.com]
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