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ABSTRACT

Although there is considerable empirical evidence on the link between foreign
direct investment (FDI) and economic growth or trade and economic growth in the
developing countries, casual patterns among these variables have not been yet fully
explored. This paper constructs a structural vector autoregression model (structural
VAR) to study the interactions among four important macroeconomic variables,
which are FDI, export, import and GDP growth, with observations through 1965-2000
from nine economies in East Asia and Latin America. The main results can be
summarized as follow: First, we find that export expansion is the main determinants
of inward FDI. Second, in Latin America, export, import and GDP influence FDI but
FDI doesn’t have a significant impact on the other variables. Third, in East Asia, FDI
have a positive effect on GDP and export. At last, low wage level and high labor

supply are not the significant determinants of inward FDI.

Keywords: inward FDI, Economic Growth, Structural VAR, Innovation Accounting
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1965-2000

1 1960 1999
1960
1960-1969 79% 1970-1979
80% 1986-1990 89% 1990 91%
1986 1986
Braga 1992 1990
400
1960
1965
70%
1 (1960-2000)
1960-1969 1970-1979 1980-1985 1986-1990 1991-1995 1996-2000
FDI ( ) 2.2 5 13 23 60 198
FDI (%) 13 21 4 22 16 11
FDI ( ) 0.4 1 5 14 35 101
FDI (%) 16 20 38 54 59 51
FDI (%) 11 16 7 28 21 10
FDI  ( ) 1.4 3 6 9 18 80
FDI (%) 63 60 46 35 29 40
FDI (%) 15 20 -5 17 19 18
1 1999 2001 World Investment Report / UNCTAD

2 Balance of Payments Statistical Yearbook / IMF



(2000)

2 1988-1990

1988 60%
20~30% 1997
61.5% 292% 32.8%
67.3% 38.8% 23.8% 55.5%
1990
2
1988 1997
/
68329 100 39379 100 90473 100 83995 100
5730 8.4 3480 8.8 30958 34 4817 2.7
42192 61.7 26518 67.3 555587 61.5 32549 388
19983 29.2 9362 23.8 296280 32.8 46607  55.5
424 0.7 19 0.1 20648 2.3 22 0
1
2 1999 World Investment Report / UNCTAD
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1994
1994-1995
1995
1997
4 FDI GDP (1985-1999)
1985-1995 1996 1997 1998 1999
FDI GDP%  FDI GDP%  FDI GDP% FDI GDP%  FDI GDP%
2.2 7.0 6.5 13.2 9.2 16.1 73 12.2 24.1 47.7
1.8 2.2 10.5 7.0 18.7 11.7 28.5 18.4 31.4 31.3
0.7 7.7 3.1 14.8 5.6 26.2 4.2 24 .4 4.0 38.6
4.5 9.2 9.2 15.5 12.8 16.4 11.6 13.2 11.9 11.7
09 0.9 2.3 1.2 3.1 1.8 54 5.7 10.6 9.3
2.9 17.1 7.3 17.0 6.5 15.1 2.7 13.9 3.5 20.1
4.1 293 9.0 25.6 8.1 22.1 6.3 20.6 7.2 26.1
1.0 2.7 1.9 3.0 2.2 34 0.2 0.4 2.9 4.4
1.4 4.1 2.4 3.2 3.7 7.8 5.1 11.6 3.6 154
1
2 1999 2001 World Investment Report / UNCTAD
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1965-2000

1965 1965

Taiwan Statistical Data Book

International Monetary Fund(IMF) International Financial Statistics(IFS)

(EX) (1995
=100) (IM) (1995
=100) GDP
(1995 =100) inward FDI
(1995 =100)
VAR
(overparameterization) AIC Akaike Information
Criterion SBC Schwarz Information Criterion 4
(Likelihood Ratio
Test) i Luyjing Box Q
white noise Jarque-Bera normality
Q Jarque-Bera 1 5%
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DF

Dickey-Fuller 1979 1981 ADF Augmented Dickey Fuller 1984 PP
Phillips and Perron 1988 PP PP
serially correlated (heterogeneity)
VAR
VAR
5
FDI EX GDP M
-3.47 -5.54* -3.31 -5.56* -4.22% -7.31%* -2.97 -5.29*
-1.54 -6.40* -6.72% -10.33* -2.90 -7.45% -2.05 -4.74%
-2.85 -12.59* -2.82 -22.21% -3.77* -27.38* -2.04 -18.01*
-3.66* -7.14* -2.13 -3.72* -1.55 -5.67* -2.93 -4.41%
-1.63 -4.79* -2.87 -5.02* -2.61 -5.86* -2.32 -4.02*
-4.21% -9.63* -1.38 -5.03* 0.61 -3.29 -2.08 -4.38*
-2.26 -6.36* -1.99 -4.52% -0.73 4.26%* -1.25 -3.86*
-4.06* -8.46* -1.60 -4.91* -0.91 -5.01%* -2.01 -5.24%
-3.48 -6.16* -2.52 -4.58* -1.20 -3.69* -2.18 -4.17*
1 PP 5% -3.54
2 *
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( ) Granger
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Yoo(1987)
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6 PP (1988)
I(1)
Johansen
k-1
H, :AX, =Y TAX +TIX + ugD, + & 7
t=1
H,:[l=ap
trace test maximal eigenvalue test
p
—2In(Q;H, | H,)=-T Y In(1- 4) 8
i=r-1
H, :rank(IT)<r
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Reimers (1991) Reinsel-Ahn Johansen and Juselius 1990

6

16



1
Johansen and Juselius
(nonstationary boundary)
VAR
6 Johansen
95% 95%

r 0 45.93 53.11 r O 20.66 30.45
r 1 25.27 33.39 r 1 14.28 23.59
r 2 10.99 17.34 r 2 10.93 15.83
r 3 0.06 4.23 r 3 0.06 4.23
r 0 56.91* 53.11 r O 26.80 30.45
r 1 30.10 33.39 r 1 16.39 23.59
r 2 13.72 17.34 r 2 8.54 15.83
r 3 5.18 4.23 r 3 5.18 4.23
r 0 40.19 53.11 r 0 22.08 30.45
r 1 18.11 33.39 r 1 10.68 23.59
r 2 7.43 17.34 r 2 6.55 15.83
r 3 0.88 4.23 r 3 0.88 4.23

*

95%

Johansen & Juselius
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FDI EX
X P X’ P
EX Gop | 3 | 2.26 0.52 mEGor ™M | 3 | 414 | 025
EX 1 0.01 0.92 FDI 1 3.23 0.07
GDP 1 2.24 0.13 GDP 1 0.19 0.66
M 1 0.00 0.95 M 1 0.43 0.51
X Gop ™ [ 3 | 678 0.08 mioGor | 3 [ 071 | 0.87
EX 1 0.06 0.80 FDI 1 0.12 0.73
GDP 1 4.81 0.03* GDP 1 0.21 0.65
M 1 2.30 0.13 M 1 0.45 0.50
EX G M | 3 | 017 0.98 PIGOP M | 3| 025 | 097
EX 1 0.02 0.90 FDI 1 0.17 0.68
GDP 1 0.16 0.69 GDP 1 0.00 0.97
M 1 0.01 0.91 M 1 0.21 0.64
X Gop | 3 | 451 021 [ 6o M | 3 | 174 | 062
EX 1 1.61 0.20 FDI 1 0.13 0.72
GDP 1 0.40 0.53 GDP 1 1.47 0.22
M 1 1.01 0.31 M 1 0.08 0.78
x Gaop | 3 | 728 006 |1 Gp m | 3 | 605 | 0.1
EX 1 0.13 0.72 FDI 1 2.67 0.10
GDP 1 2.49 0.11 GDP 1 0.36 0.55
M 1 2.50 0.11 M 1 2.19 0.14
EX GDP M| 3 20.36 0.00%* FDI  GDP M| 3 4.73 0.19
EX 1 0.38 0.54 FDI 1 4.32 0.03
GDP 1 0.35 0.55 GDP 1 0.37 0.54
M 1 4.52 0.03* M 1 0.82 0.37
x G | 3 | 328 0.35 i Gop | 3 | 069 | 0.87
EX 1 0.13 0.72 FDI 1 0.32 0.57
GDP 1 3.26 0.07 GDP 1 0.21 0.65
M 1 1.76 0.19 M 1 0.59 0.44
X Gop | 3| 3.20 036 |1 Gop M | 3 [ 998 | 0.02
EX 1 0.17 0.68 FDI 1 4.30 0.04
GDP 1 0.38 0.54 GDP 1 0.05 0.82
M 1 1.86 0.17 M 1 4.85 0.03
EX GDP M| 3 1.02 0.80 FDI  GDP M| 3 4.00 0.26
EX 1 0.39 0.53 FDI 1 3.77 0.05
GDP 1 0.09 0.76 GDP 1 0.13 0.72
M 1 0.00 0.95 M 1 0.15 0.70
5
EX GDP IM FDI EX

FDI GDP IM
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GDP IM
X’ P X’ P
FDI EX IM 3 0.33 0.96 FDI  EX GDP 3 1.40 0.70
FDI 1 0.00 0.99 FDI 1 0.88 0.35
EX 1 0.05 0.82 EX 1 0.18 0.68
™ 1 0.30 0.58 GpP 1 0.21 0.65
FDI EX M 3 5.81 0.12 FDI EX GDP 3 1.58 0.66
FDI 1 2.90 0.09 FDI 1 0.94 0.33
EX 1 0.18 0.67 EX 1 0.07 0.79
™ 1 2.77 0.10 Gpp 1 | 0032] o086
FDI EX M 3 4.96 0.17 FDI EX GDP 3 0.22 0.97
FDI 1 0.75 0.39 FDI 1 0.06 0.81
EX 1 1.95 0.16 EX 1 0.11 0.74
™ 1 3.90 0.05 Gop 1 0.05 0.82
FDI EX M 3 1.51 0.68 FDI EX GDP 3 4.93 0.18
FDI 1 0.84 0.36 FDI 1 0.28 0.60
EX 1 0.40 0.53 EX 1 3.46 0.06
™ 1 0.66 0.42 Gpp 1 0.74 0.39
FDIEX M 3 | 1672 | o000% [ Ex oo | 3 [ 1096 | o0.01
FDI 1 1.12 0.29 FDI 1 0.46 0.50
EX 1 2.08 0.15 EX 1 1078 | 0.00
™ 1 460 | 0.03* Gpp 1 0.01 0.93
I EX M | 3 | 1346 | 000% | ot Ex Gpoe| 3 4.00 0.26
FDI 1 1295 | 0.00% FDI 1 0.01 0.92
EX 1 3.01 0.08 EX 1 2.62 0.11
™ 1 7.18 | 0.01* Gpp 1 0.86 0.35
I OEX M| 3 841 | 004* | o Ex aor| 3 8.64 0.03
FDI 1 1.02 0.31 FDI 1 0.56 0.46
EX 1 0.14 0.71 EX 1 1.08 0.30
™ 1 3.97 0.05 Gpp 1 7.38 0.01
FDI EX M 3 8.65 0.03* FDI EX GDP 3 13.03 0.00
FDI 1 544 | 0.02% FDI 1 0.00 0.95
EX 1 1.84 0.17 EX 1 0.62 0.43
™ 1 2.71 0.10 Gpp 1 1.63 0.20
FDI EX IM 3 7.40 0.06 FDI  EX  GDP 3 9.83 0.02
FDI 1 0.82 0.36 FDI 1 3.88 0.05
EX 1 4.83 0.03* EX 1 7.08 0.01
™ 1 0.47 0.49 Gpp 1 0.13 0.72
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*

5%

(Variance Decomposition)

(innovation)

70%

60%

50%

70-80%
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30%

40-50%



EX GDP M FDI
() EX |GDP| IM | FDI | EX |GDP| IM | FDI | EX |GDP | IM | FDI | EX | GDP | IM | FDI
1 100 0 0 0 5.06 94.93 0 0 30.54 0.38 69.07 0 30.25 0.56 3.49 65.68
6 87.65 225 0.21 9.87 5.63 93.16 1.19 0.001 29.27 1.91 65.92 2.88 28.33 7.09 3.37 61.19
12 | 87.61 2.30 0.21 9.87 5.64 93.13 1.21 0.002 | 29.26 1.95 65.89 2.88 28.30 7.20 3.37 61.11
18 | 87.61 2.30 0.21 9.87 5.64 93.13 1.21 0.002 | 29.26 1.95 65.89 2.88 28.30 7.20 3.37 61.11
24 | 87.61 2.30 0.21 9.87 5.64 93.13 1.21 0.002 | 29.26 1.95 65.89 2.88 28.30 7.20 3.37 61.11
1 100 0 0 0 2.57 97.42 0 0 433 3.10 92.55 0 1.43 29.12 0.69 68.73
6 97.78 0.48 1.31 0.41 2.14 82.69 8.42 6.73 5.15 5.43 87.14 227 1.93 32.90 8.33 56.83
12 | 97.78 0.48 1.31 0.41 2.14 82.69 8.42 6.73 5.15 5.43 87.14 227 1.93 32.90 8.33 56.83
18 | 97.78 0.48 1.31 0.41 2.14 82.69 8.42 6.73 5.15 5.43 87.14 227 1.93 32.90 8.33 56.83
24 | 97.78 0.48 1.31 0.41 2.14 82.69 8.42 6.73 5.15 5.43 87.14 227 1.93 32.90 8.33 56.83
1 100. 0.00 0.00 0.00 71.83  28.16 0.00 0.00 43.21 16.61  40.16 0.00 10.26 0.51 2049  68.72
6 78.25 9.00 9.17 3.56 61.08 15.34 13.4 10.14 1 49.00 2442 2426 2.31 40.48 13.59 9.12 36.79
12 63.73 15.55 14.87 5.83 49.81 18.88 19.46 11.83 ] 4749 2553 2279 4.17 4334 16.14 8.23 32.26
18 57.56  18.45 17.25 6.73 46.77 2099  21.00 11.22 ] 4638  25.66  22.64 5.30 43.76  16.59 8.22 31.41
24 5422 20.03 18.53 7.20 4559 22,15 21.58 10.67 | 45.65  25.65  22.65 6.03 43.85 16.72 8.29 31.12
1 100 0 0 0 11.64 8835 0 0 23.47 0.11 76.41 0 0.001 0.02 5.80 94.16
6 79.36 3.21 4.87 12.54 | 45.54  40.47 7.12 6.85 41.51 0.45 55.41 2.62 18.55 5.90 15.19  60.34
12 | 76.84 4.43 524 13.47 | 46.70  35.85 7.59 9.85 41.82 0.78 54.37 3.01 23.21 7.33 1438 55.07
18 | 76.25 4.70 533 13.69 | 46.94 3494 7.67 10.43 | 41.87 0.87 54.13 3.11 24.21 7.62 1420  53.94
24 | 76.11 4.77 5.36 13.74 | 47.00  34.72 7.69 10.57 | 41.89 0.89 54.07 3.14 24.46 7.69 1416  53.67
1 100 0 0 0 6585  34.14 0 0 4522 7.75 47.02 0 10.47 9.71 5.01 74.79
6 75.02 1.95 9.24 13.77 1 5049  26.51 6.30 16.68 | 45.48 12.84  36.88 4.78 4.57 5.62 2.54 87.25
12 | 7241 2.00 8.99 16.58 | 4827  25.49 6.11 20.11 | 4476 12.70  36.33 6.20 3.94 5.31 2.42 88.31
18 | 71.94 2.01 8.94 17.09 | 47.87 2531 6.07 20.72 | 44.62 12.67  36.22 6.47 3.84 5.26 2.40 88.48
24 | 7185 2.01 8.93 17.19 | 4780 2527 6.07 20.84 | 44.60 12.67  36.20 6.52 3.82 5.25 2.40 88.51
1 100 0 0 0 2229 7170 0 0 1.27 11.05  87.67 0 1.44 5.69 8.88 83.98
6 99.20  0.008 0.28 0.50 13.08  80.02 5.35 1.53 1.37 11.06  87.37 0.18 1.39 5.63 8.71 84.25
12 | 9920  0.008 0.28 0.50 1226  80.29 5.717 1.66 1.37 11.06  87.36 0.18 1.39 5.63 8.71 84.25
18 | 99.20  0.008 0.28 0.50 11.99  80.38 591 1.70 1.37 11.06  87.36 0.18 1.39 5.64 8.71 84.24
24 | 99.20  0.008 0.28 0.50 11.86  80.42 5.98 1.72 1.37 11.07 8736 0.18 1.39 5.64 8.71 84.24
1 100 0 0 0 0.28 99.71 0 0 4.67 3.47 91.85 0 2.85 1.58 10.24  85.30
6 94.65 4.86 0.36 0.11 1.21 95.43 2.65 0.70 18.46 5.13 76.02 0.37 24.97 0.61 14.66  59.75
12 | 9457 4.85 0.38 0.18 1.47 94.73 2.72 1.06 18.54 5.11 75.73 0.60 28.97 0.68 13.90  56.42
18 | 94.52 4.85 0.39 0.22 1.59 94.41 2.75 1.23 18.58 5.10 75.59 0.71 30.00 0.70 13.71 55.56
24 | 9451 4.85 0.39 0.23 1.64 94.25 277 1.31 18.60 5.10 75.53 0.76 30.39 0.71 13.64  55.24
1 100. 0.00 0.00 0.00 47.48 5251 0.00 0.00 35.81 0.00 64.17 0.00 9.83 0.65 2.63 86.88
6 81.42 2.21 6.75 9.59 65.89 16.38 2.48 15231 67.37 0.40 18.62 13.60 | 18.75 1.910 2.05 77.27
12 73.63 4.36 7.27 1472 | 64.39 10.75 5.03 19.80 | 65.10 2.36 15.57 16.95 | 24.81 2.75 2.58 69.84
18 70.52 5.11 7.21 17.14 § 63.61 9.47 579 21.11 64.40 3.48 13.66 18.44 | 29.05 3.23 3.08 64.62
24 68.81 5.51 7.20 18.46 | 63.26 8.88 6.13 21.71 64.01 4.10 12.51 1935 | 32.20 3.60 3.47 60.71
1 100. 0.00 0.00 0.00 11.23  88.76 0.00 0.00 3524 2199 4275 0.00 35.71 21.95 13.52 28.80
6 94.21 0.04 251 3.22 42.58  42.86 3.79 10751 78.19 4.96 11.80 5.02 66.71 8.01 6.38 18.88
12 91.81 0.06 3.10 5.02 57.72 2517 4.06 13.04 1 80.77 2.76 8.47 7.97 71.53 5.35 5.52 17.58
18 90.94 0.07 3.22 5.74 61.40 21.16 4.05 13371 81.09 2.26 7.64 8.99 72.71 4.71 5.32 17.23
24 90.62 0.08 3.26 6.02 62.50 19.99 4.04 13.441 81.15 2.10 7.37 9.35 73.08 4.52 5.26 17.12
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1965 2000
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