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growth rate (Harding and Lamarche, 2009).  Overall, there is clear evidence of 
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as one would expect.  
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1. Introduction 

The literature on Foreign Direct Investment (FDI) has focused on various determinants, such 

as the domestic capital stock (Desai et al., 2005), economic growth (Prasad et al., 2007), 

employment protection (Dewit et al., 2009), exports (Helpman et al., 2004), knowledge 

capital (Carr et al., 2001), location choice (Becker et al., 2005), multinational characteristics 

(Zhang and Markusen, 1999), productivity spillovers (Barrios and Strobl, 2002), total factor 

productivity (De Mello, 1999), and technology transfers (Glass and Saggi, 2002). The present 

paper aims to contribute by examining FDI in a sample of Asian countries using panel 

quantile regressions Most studies analyse FDI flows from developed to developing countries 

(e.g., De Mello, 1997), either adopting a micro approach with company data (Alfaro et al., 

2010; Gorg, Muhlen and Nunnenkamp, 2010) or a macro approach with national data 

(Fernandes and Paunov, 2011). By contrast, our focus is on FDI in Asia, a region for which 

only limited evidence is available at present. Moreover, our econometric approach (i.e., the 

panel quantile model) takes into account heterogeneity across countries and sheds light on 

how different covariates have generated FDI flows in different economies in the region. 

The importance of taking into account heterogeneity has been highlighted in many recent 

studies (Chesher, 1984; Chesher and Santos-Silva, 2002). This can be done by estimating 

either panel data models allowing for heterogeneity (Pesaran, 2005) or quantile panel 

regressions including fixed effects to control for some unobserved covariates (Chernozhukov, 

Fernandez-Val, Hahn, and Newey, 2010). In the present case study we use the latter method 

and pay particular attention to endogeneity issues (since in the case of FDI causation can run 

in either direction - see Borensztein, De Gregorio and Lee, 1998).  

This paper is organised as follows. The next section briefly reviews the relevant literature; 

Section 3 discusses some features of the Asian economies under investigation; Section 4 

outlines the theoretical framework and the hypotheses to be tested; Section 5 introduces the 
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econometric specification and discusses the data and the empirical results, including some 

robustness tests; Section 6 offers some concluding remarks.  

 

2. Literature Review 

 Since the 1960s, when Hymer (1960) first introduced the notion of foreign direct investment 

(FDI), a succession of theories have been developed, such as the ownership advantage theory 

(Hymer, 1960), the product life-cycle theory (Vernoon, 1966) and the OLI paradigm 

(Dunning, 1980). In addition to improving multinational companies’ (MNCs) returns, FDI can 

increase the host countries’ savings and investment and improve technology. Hence, FDI has 

been investigated in numerous empirical studies (see Moosa and Cardak(2006), Jadhav 

(2012), Groh and Wich (2012) for some reviews of the literature).  As noted by Groh and 

Wich (2012), there are two main strands in the literature: one focuses on the FDI determinants 

at the micro level, the other at the macro level. The current paper belongs to the latter 

category, mostly adopting the “gravity model” to explain FDI flows (Stein and Daude, 2001; 

Bevan and Estrinb, 2004; Bellak et al., 2008). 

Groh and Wich (2012) identify four classes of factors affecting FDI, namely economic 

activity, the legal and political system, the business environment and infrastructure, each 

playing an important role (see, e.g., Hatzius (2000), Li and Liu (2004), Taylor Reynolds et al. 

(2004), Busse and Hefeker (2007), among others).  

Wei (1995), Grosse and Trevino (1996), Liu et al. (1997) and Hsiao and Hsiao (2004) argue 

that cultural differences and geographic distance are also important factors determining 

inward FDI. 

Natural resources also play an important role in attracting inward FDI (see, E.G., Asiedu and 

Lien, 2004). Deichmann et al. (2003), Onyeiwu and Shrestha (2004) and Jadhav (2012) argue 

that the reason is that resource-seeking is a strategy of MNCs-Multinational corporations. 
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Recently, Asiedu and Lien (2011) have found that natural resources availability can affect the 

relationship between democracy and inward FDI. Government policies can also affect FDI 

inflows (see, e.g. Tuan and Ng, 2004), in particular through trade barriers, labour costs, the 

exchange rate, corporate tax burdens and so on (see Demekas et al., 2007).  

Concerning the Asian countries, Goldberg and Klein (1997), Nakamura and Oyama (1998), 

Takagi and Shi (2011) found that exchange rate policies affect FDI inflows from the source-

country investor who is concerned about future returns. Deng et al. (1997) apply factor 

analysis to examine FDI inflows into China. Hsiao and Hsiao (2004) argue that China is 

attractive for investors from neighbouring countries because of linguistic and cultural 

similarities, geographic proximity and historical ties, which could explain 75% of the FDI 

inflows in the early years of development. However, as China became “the World’s factory”, 

sectoral agglomeration began to affect FDI locations in China (see Zhao et al., 2012). Other 

recent research focusing on FDI highlights trade and income inequality (Franco and Gerussi, 

2012), the joint-effects of FDI and privatisation (Naguib, 2012), FDI and productivity growth 

(Fillat and Woerz, 2011), the dynamic effects of FDI (Pham, 2011), FDI, trade unions and 

dumping (Leahy and Montagna, 2010) and the distortions caused by FDI in domestic 

production (Sawaki, 2008).  

 

3. The Asian economies 

Asia is the world’s largest continent, in addition to being the most diverse in terms of 

geography, ethnicity and so on. It stretches from the Mediterranean, Black and Red Seas in 

the West to the Pacific Ocean in the East, and from the Siberian glacial Arctic Ocean in the 

North to the Indian Ocean in the South. 

The second half of the 20th century was characterised by a number of waves of spectacular 

economic growth among countries of the Asian Pacific Rim, first in Japan, then in South 
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Korea, Singapore, Hong Kong, Malaysia and Indonesia, among others. 1 In more recent 

decades, the rapid growth of China and India has also been breath-taking. Broadly speaking, 

the economic development of these countries has been based on exporting manufactured 

goods. In the case of the Middle East and the former Soviet Union republics of Central Asia, 

prosperity has been largely due to these countries’ vast reserves of oil and other forms of non-

renewable energy, in particular gas. Despite the many military conflicts and tensions that have 

plagued certain Asian regions and continue to destabilise others, and despite the financial 

crisis that rocked the Asian Pacific countries in 1997 (the World Investment Report, 2002), 

the good prospects for the Asian economies have ensured that FDI has continued to flow into 

these countries (See Figure 1).  

Since Asia accounts for some 60% of the world’s population and thus offers concentrations of 

cheap labour, some FDI source countries, including Japan, the United States and EU member-

states, have invested strongly in labour-intensive industries, such as textiles and clothing and 

so on. In many Asian countries great emphasis is placed on creating and maintaining a highly 

educated and skilled workforce, which is essential for producing cutting-edge electronics and 

IT goods and services. With the improvements in the quality of education and favourable 

policies, FDI inflows are likely to continue to increase.   

Figure 1：the stock of inward FDI into the Asian countries as a percentage of world FDI.  

<<Insert Figure 1 around here>>  

Sources: United Nations Conference on Trade and Development (unctadstat.unctad.org). 

However, they vary greatly from country to country. According to the statistics reported in the 

UNCTAD database, during the period from 1970 to 2011 the least developed Asian countries 

attracted the least amount of FDI, accounting for less than 1% on average, while the more 

                                                 
1  Due to their rapid development and industrialisation in the 1980s, Hong Kong, Singapore, South Korea and 
Taiwan became known as the Asian Dragons. In the 1990s, Thailand, Malaysia, Indonesia and the Philippines 
also experienced strong growth, earning them the name of Asian Tigers. 
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advanced developing countries welcomed the main share, more than 90%. Furthermore, 

among the latter group, the Eastern and South-Eastern Asian countries absorbed the 

overwhelming majority of FDI. FDI inflows into the former did not exceed those into the 

latter until 1984. With the implementation of an open-door policy and the start of a 

programme of structural reforms, China began to flourish and its government entered into the 

competition to attract FDI. As a result, since 1992, China has been the Asian country 

attracting the largest amount of FDI and has held the world’s fourth largest stock of FDI since 

2003 (UNIDO, 2005; Benoît Mercereau, 2005). As already remarked, FDI inflows into Asia 

are not evenly distributed. Another issue that has been raised is whether FDI attraction is a 

zero-sum game. Benoît Mercereau’s (2005) concluded that it is not.  

 

4. Theoretical framework 

The analysis in this paper is based on the Heckscher-Ohlin framework (Krugman and 

Obstfeld, 1999) and the organisation theories of Dunning (1993). The former focuses on the 

competitive advantage arising from ownership, locational and internalisation. Dunning (1993) 

distinguishes between resource-seeking investments, which are made in order to establish 

access to basic material such as raw materials or other input factors, and market-seeking 

investments, which are made to enter an existing market or establish a new market. Although 

FDI could crowd out domestic investment, this is thought to be a secondary issue (see Cotton 

and Ramachandran, 2002) 

The underlying theory gives rise to the following hypotheses to be tested empirically: 

Hypothesis 1 (interest rate): FDI increases with the flexibility of the exchange rate regime (see 

Froot and Stein, 1991, and Klein and Rosengren, 1994). Reinhart and Rogoff (2004) 

distinguished between 15 types of exchange rate regimes according to their flexibility. Here 

we classify them in three categories, i.e. fixed, intermediate and de facto floating, taking the 



 8

values 1, 2 and 3 respectively (see the Appendix).  Due to multicollinearity, only the third one 

is included in the regressions.   

Hypothesis 2 (OECD): FDI increases with OECD membership (see Brackman et al., 2011). 

This hypothesis will be tested with a dummy variable which is one for OECD countries and 

zero otherwise.   

Hypothesis 3 (OPEC): FDI increases with OPEC membership (Gately, 1984). Oil is a source 

of wealth and therefore a driver of FDI. Again a dummy is defined being equal to 1 in case of 

membership and 0 otherwise. 

Hypothesis 4 (GDP): FDI is affected positively by GDP growth rate. Traditionally it is 

thought that FDI increases growth (Borensztein, De Gregorio and Lee, 1998). However, 

causation may run in the opposite direction, i.e. rapid economic growth may attract FDI 

(growth-driven FDI) (Bevan and Estrin, 2004). 

Hypothesis 5 (credit): FDI is affected positively by credit (Beck, Levine and Loayza, 2000). 

This is a common hypothesis in papers on the finance-growth nexus (Baltagi, Demetriades 

and Law, 2009).  

Hypothesis 6 (financial openness): FDI is affected positively by financial openness (Baltagi, 

Demetriades and Law, 2009).  

Hypothesis 7 (government duration): FDI is affected positively by government duration, 

measured by the Head of Government’s years in office (Polachek, 1997). 

Hypothesis 8 (concentration of government): FDI is affected positively by the concentration 

of seats measured by the Herfindahl Index of the seat shares of all parties in the government 

(Dunning and Narula, 1996). 

Hypothesis 9 (political freedom): FDI is affected positively by greater political freedom 

(Busse and Hefeker, 2007).  
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Hypothesis 10 (economic globalisation): FDI is affected positively by economic globalisation 

(Agmon and Lessard, 1977). 

Hypothesis 11 (trade and investment globalisation): FDI is affected positively by trade and 

investment globalisation (Baltagi, Demetriades and Law, 2009).  

 

5. Empirical analysis  

In average regressions the average measures are obtained aggregating very different countries 

without taking into account their differences. Therefore, we adopt instead a quantile 

regression approach; this has the further advantage of being able to handle endogeneity in the 

explanatory variables.  

The model is specified as follows:  

����� = ����	 + ��� with ����	 (�����/���) = ����	 

    (9) 

where xit denotes the vector of exogenous variables for i countries and t years and βθ is the 

vector of parameters. )/( itit xFDIQuantθ denotes the θth conditional quantile of the FDI given 

x. The θth regression quantile, 0<θ<1, is defined as a solution to the problem: 
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This is normally written as:  

∑ −
it

itit xFDI )(min θθ βρ , 

where ρθ(ε) is the check function defined as ρθ(ε)=θε if 0≥ε  or ρθ(ε)=(θ-1)ε if ε<0. This 

problem does not have an explicit form, but can be solved by linear programming methods 

(Buchinski, 1994; Koenker and Basset, 1982; Koenker and Hallock, 2001; Koenker, 2005).  
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To estimate the FDI regression, we used a balanced panel data on FDI in 27 Asian countries 

over the period 2003-2011, available from several sources (see Table 1 in the Appendix), 

including 243 observations.   

Table 2 shows some descriptive statistics for the variables used in the empirical analysis. 

<< Insert Table 2 around here>> 

The estimates from the quantile regression were obtained by regressing differenced FDI 

against the differenced covariates, allowing for unit roots in the panel 

 

itu
it

iatesCo
qqitFDI +∆+=∆ var
10

ββ  (11) 

where { }9.0,8.0,7.0,6.0,5.0,4.0,3.0,2.0,1.0∈q  represents the decile.  

We estimated the nine quantile regressions simultaneously. The main advantage of this 

procedure is that it allows to estimate the variance-covariance matrix, including between-

quantiles covariances, using the bootstrapping method proposed by Koenker and Basset 

(1982). The results are displayed in Table 3. 

Prior to the estimation, the correlation matrix was estimated with the aim of detecting any 

correlation, but no evidence of this was found. 

<< Insert Table 3 around here>> 
 

A fixed-effects quantile regression model for panel data is estimated using the R software 

(Geraci, 2012). Specifically, it is the lqmm  - quantile regression model for independent and 

hierarchical data with fixed and random effects. The coefficients can be interpreted as the FDI 

percentage in quantile qi accounted for by each of the covariates. Based on the AIC-Akaike 

Information Criterion Statistics, the quantile model provides an adequate fit to the data 

compared with the quantile estimates (0.5 quantile) of the OLS average value.  

By comparing the average regression (0.5 quantile) with the other quantile regression values, 

it can be seen that the average estimates (positive in all cases) are misleading: the quantile 
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regression shows that the relationship between covariates and FDI is not linear for some 

variables. For example, the OECD dummy variable displays coefficient values that is 

decreasing for the upper (but not the lower) quantiles. The same pattern emerges for other 

variables. FDI decreases homogenously for the OECD variable in the sample and also 

decreases with the Yrsffc variable for most quantiles. The GDP growth rate variable is only 

significant for small quantiles. The same pattern is observed for exports-gdp. The Credit-gdp 

variable display statistical significant values for the upper quantiles. Overall, there is clear 

evidence of heterogeneity across countries given the differences in the statistical significance 

of the variables.    

Next, we control for the endogeneity of the GDP growth rate as well. While FDI may increase 

growth (Borensztein, De Gregorio and Lee, 1998), causation may also run in the opposite 

direction, with rapid economic growth attracting FDI (growth-driven FDI, Bevan and Estrin, 

2004). Therefore, we estimate a quantile regression with instrumental variables (IVFEQR - 

instrumental variable quantile regression with fixed effects, Harding and Lamarche, 2009), 

instrumenting the GDP growth rate with its lagged value.    

<< Insert Table 4 around here>> 

The results in Table 4 are very similar to those in Table 3, suggesting robustness.  

 

6. Conclusions 

This paper analyses FDI in 27 Asian countries in the period 2003-2011using a panel data 

quantile regression method and taking into account the heterogeneity in the data. Robustness 

tests are carried out by allowing for the endogeneity of the GDP growth rate (Harding and 

Lamarche, 2009).  Overall, there is clear evidence of heterogeneity as indicated by the 

differences in the relative importance of the factors affecting FDI in the various countries. 
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Moreover, the analysis by quantile confirms that bigger economies tend to attract more 

sizeable FDI inflows than smaller ones, as one would expect.    
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Figure 1：：：： The stock of inward FDI in Asian countries (1980-2011) 
 

 
Note: LHS = the proportion of the inward FDI stock in the world in %; RHS = the stock of 
inward FDI in billion US dollars. 
Source: United Nations Conference on Trade and Development (unctadstat.unctad.org) 
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Table 1: Sample Countries (27 countries) 

Pacific & South Asia (17)  
Near-, Mid-Eastern & Cent. Asia 

(10) 
Bangladesh South Korea Philippines Israel Kyrgyz Republic 

Cambodia Malaysia Singapore Jordan Tajikistan 

China Maldives Sri Lanka Kuwait Turkey 

India Mongolia Thailand Oman Yemen, Rep. 

Indonesia Nepal Vietnam Qatar   

Japan Pakistan   Saudi Arabia   

 

Table 2: Descriptive Statistics (2003-2010) 

Variable Definition Mean 
Standard 
deviation 

Minimum Maximum 

FDI FDI inflow/GDP 3.728 4.119 -1.802 22.651 

R3 exchange rate regime 1.786 0.626 1 3 

OECD dummy for OECD member 0.111 0.314 0 1 

opec dummy for OPEC member 0.148 0.355 0 1 

gdprate real GDP growth rate 6.454 15.479 -7.11 236.002 

creditgdp domestic private credit/GDP 56.68664 41.95296 -0.934 187.566 

kaoopen measure financial openness 0.6735 1.5448 -1.159 11 

yrsoffc  Head of Govt. years in office 8.826 9.329 1 39 

herfgov 
Herfindahl Index of the seat shares 
of all parties in the government 

0.775 0.287 0.02 1 

politics political freedom 4.325 1.908 1 7 

globalisat economic globalisation 61.57 18.984 26.026 120.96 

trade trade and investment globalisation 58.198 19.446 15.697 98.976 
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Table 3. lqmm - quantile regression models for independent and hierarchical data with fixed 
effects (dependent variable: FDI) 
Variables q10 q20 q30 q40 q50 q60 q70 q80 q90 
Constant   

1.222 
(3.693) 

 
2.748 
(4.216) 

 
4.850 
(5.080) 

 
0.484 
(6.112) 

 
-1.127 
(5.964) 

 
-4.550 
(17.27) 

 
-2.855 
(-2.85) 

 
0.571 
(11.69) 

 
3.476 
(9.348) 

R3 
 
0.952 
(0.948) 

 
0.173 
(0.642) 

 
0.976 
(0.765) 

 
0.288 
(0.941) 

 
1.932 
(1.255) 

 
2.915 
(1.308) 

 
2.317 
(1.006) 

 
2.037 
(1.218) 

 
1.012 
(1.211) 

OECD 
 
-0.274 
(0.959) 

 
-0.855 
(0.807) 

 
-1.388 
(0.959) 

 
-1.423 
(1.101) 

 
-3.303 
(1.261) 

 
-4.177 
(1.429) 

 
-4.759 
(1.302) 

 
-5.512 
(1.265) 

 
-6.261 
(1.412) 

opec 
 
-2.503 
(0.813) 

 
-1.897 
(0.706) 

 
-2.786 
(0.690) 

 
-2.834 
(0.730) 

 
-2.774 
(0.807) 

 
-2.920 
(1.044) 

 
-3.952 
(1.594) 

 
-4.129 
(1.169) 

 
-4.204 
(1.109) 

gdprate 
 
0.077 
(0.027) 

 
0.065 
(0.032) 

 
0.051 
(0.033) 

 
0.036 
(0.038) 

 
0.015 
(0.042) 

 
0.001 
(0.151) 

 
0.018 
(0.112) 

 
-0.024 
(0.115) 

 
-0.024 
(0.091) 

creditgdp 
 
0.0007 
(0.007) 

 
0.0007 
(0.007) 

 
0.002 
(0.007) 

 
-0.004 
(0.009) 

 
0.006 
(0.010) 

 
0.011 
(0.012) 

 
0.011 
(0.010) 

 
0.023 
(0.011) 

 
0.023 
(0.011) 

kaoopen 
 
0.291 
(0.186) 

 
0.248 
(0.185) 

 
0.421 
(0.213) 

 
0.574 
(0.250) 

 
0.827 
(0.313) 

 
1.151 
(0.453) 

 
1.107 
(0.430) 

 
0.716 
(0.472) 

 
0.841 
(0.462) 

yrsoffc 
 
-0.083 
(0.031) 

 
-0.071 
(0.024) 

 
-0.055 
(0.030) 

 
-0.077 
(0.035) 

 
-0.084 
(0.032) 

 
-0.132 
(0.033) 

 
-0.110 
(0.032) 

 
-0.094 
(0.033) 

 
-0.115 
(0.041) 

herfgov 
 
-1.738 
(0.679) 

 
-0.176 
(0.811) 

 
-0.0002 
(0.742) 

 
-0.395 
(1.011) 

 
-0.283 
(1.220) 

 
-0.685 
(1.092) 

 
-0.255 
(1.144) 

 
0.464 
(1.304) 

 
2.288 
(1.311) 

∆politics 
 
0.379 
(0.171) 

 
0.250 
(0.151) 

 
0.255 
(0.170) 

 
0.321 
(0.195) 

 
0.236 
(0.178) 

 
0.332 
(0.210) 

 
0.261 
(0.227) 

 
0.167 
(0.205) 

 
-0.048 
(0.220) 

globalizat 
 
0.010 
(0.015) 

 
0.001 
(0.014) 

 
0.001 
(0.018) 

 
0.010 
(0.026) 

 
0.032 
(0.030) 

 
0.028 
(0.038) 

 
0.069 
(0.036) 

 
0.092 
(0.034) 

 
0.078 
(0.034) 

trade 
 
0.039 
(0.018) 

 
0.040 
(0.020) 

 
0.047 
(0.017) 

 
0.043 
(0.026) 

 
0.042 
(0.021) 

 
0.042 
(0.067) 

 
0.040 
(0.063) 

 
0.080 
(0.054) 

 
0.079 
(0.048) 

Pseudo R2 
0.268 0.297 0.293 0.286 0.368 0.264 0.276 0.224 0.230 

Observations   241   241   241   241   241   241   241   241   241 
AIC 10516 10520 10530 10521 10535 10527 10524 10521 10520 
Bootstrapped Standard Errors (1000 reps) are shown in parentheses under the parameters. * 
signifies 1% statistically significant coefficient level. ** at 5% *** at 10%. AIC = -
2log(L)+2K; BIC=-2log(L)+K log(N). Where L, K, N are the maximised log likelihood, 
number of parameters and observations respectively.   
Table 4. IVFEQR- instrumental variable quantile regression with fixed effects (dependent variable: FDI) 

Variables q10 q20 q30 q40 q50 q60 q70 q80 q90 

Constant   

1.222 

(3.693) 

 

2.748 

(4.216) 

 

4.850 

(5.080) 

 

0.484 

(6.112) 

 

-1.127 

(5.964) 

 

-4.550 

(17.27) 

 

-2.855 

(-2.85) 

 

0.571 

(11.69) 

 

3.476 

(9.348) 
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R3 

 

0.952 

(0.948) 

 

0.173 

(0.642) 

 

0.976 

(0.765) 

 

0.288 

(0.941) 

 

1.932 

(1.255) 

 

2.915 

(1.308) 

 

2.317 

(1.006) 

 

2.037 

(1.218) 

 

1.012 

(1.211) 

OECD 

 

-0.274 

(0.959) 

 

-0.855 

(0.807) 

 

-1.388 

(0.959) 

 

-1.423 

(1.101) 

 

-3.303 

(1.261) 

 

-4.177 

(1.429) 

 

-4.759 

(1.302) 

 

-5.512 

(1.265) 

 

-6.261 

(1.412) 

opec 

 

-2.503 

(0.813) 

 

-1.897 

(0.706) 

 

-2.786 

(0.690) 

 

-2.834 

(0.730) 

 

-2.774 

(0.807) 

 

-2.920 

(1.044) 

 

-3.952 

(1.594) 

 

-4.129 

(1.169) 

 

-4.204 

(1.109) 

gdprate 

 

0.077 

(0.027) 

 

0.065 

(0.032) 

 

0.051 

(0.035) 

 

0.036 

(0.038) 

 

0.015 

(0.047) 

 

0.001 

(0.031) 

 

0.018 

(0.022) 

 

0.024 

(0.045) 

 

0.024 

(0.091) 

creditgdp 

 

0.0007 

(0.007) 

 

0.0007 

(0.007) 

 

0.002 

(0.007) 

 

-0.004 

(0.009) 

 

0.006 

(0.010) 

 

0.011 

(0.012) 

 

0.011 

(0.010) 

 

0.023 

(0.011) 

 

0.023 

(0.011) 

kaoopen 

 

0.291 

(0.186) 

 

0.248 

(0.185) 

 

0.421 

(0.213) 

 

0.574 

(0.250) 

 

0.827 

(0.313) 

 

1.151 

(0.453) 

 

1.107 

(0.430) 

 

0.716 

(0.472) 

 

0.841 

(0.462) 

yrsoffc 

 

-0.083 

(0.031) 

 

-0.071 

(0.024) 

 

-0.055 

(0.030) 

 

-0.077 

(0.035) 

 

-0.084 

(0.032) 

 

-0.132 

(0.033) 

 

-0.110 

(0.032) 

 

-0.094 

(0.033) 

 

-0.115 

(0.041) 

herfgov 

 

-1.738 

(0.679) 

 

-0.176 

(0.811) 

 

-0.0002 

(0.742) 

 

-0.395 

(1.011) 

 

-0.283 

(1.220) 

 

-0.685 

(1.092) 

 

-0.255 

(1.144) 

 

0.464 

(1.304) 

 

2.288 

(1.311) 

∆politics 

 

0.379 

(0.171) 

 

0.250 

(0.151) 

 

0.255 

(0.170) 

 

0.321 

(0.195) 

 

0.236 

(0.178) 

 

0.332 

(0.210) 

 

0.261 

(0.227) 

 

0.167 

(0.205) 

 

-0.048 

(0.220) 
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globalizat 

 

0.010 

(0.015) 

 

0.001 

(0.014) 

 

0.001 

(0.018) 

 

0.010 

(0.026) 

 

0.032 

(0.030) 

 

0.028 

(0.038) 

 

0.069 

(0.036) 

 

0.092 

(0.034) 

 

0.078 

(0.034) 

trade 

 

0.039 

(0.018) 

 

0.040 

(0.020) 

 

0.047 

(0.017) 

 

0.043 

(0.026) 

 

0.042 

(0.021) 

 

0.042 

(0.067) 

 

0.040 

(0.063) 

 

0.080 

(0.054) 

 

0.079 

(0.048) 

Pseudo R2 0.268 0.297 0.293 0.286 0.368 0.264 0.276 0.215 0.331 

Observations   241   241   241   241   241   241   241   241   241 

AIC 10404 10310 10320 10322 10324 10308 10304 10305 10301 
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Appendix 1: Sources of the Data 

OECD OECD website 
OPEC OPEC website 

R3 

Carmen M. Reinhart and Kenneth S. Rogoff (2004) "The 
Modern History of Exchange Rate Arrangements: A 
Reinterpretation"; Quarterly Journal of Economics 
119(1):1-48 

FDI 

World Bank Database 

gdprate 

exports_gdp 

imports_gdp 

reserves 

creditgdp 

economicglb 
KOF Globalization Index 

tradeglb 

kaoopen The Chinn-Ito Index 
yrsoffc 

Database of Political Institutions 
herfgov 

politics Freedom in the World Country Ratings 
 

The classification of the exchange rate regime arrangements 

3 categories 15 categories Specification 

1 

1 No separate legal tender 
2 Pre-announced peg or currency board arrangement 
3 Pre-announced horizontal band that is narrower than or equal to +/-2% 
4 De facto peg 

2 

5 Pre-announced crawling peg 
6 Pre-announced crawling band that is narrower than or equal to +/-2% 
7 De facto crawling peg 
8 De facto crawling band that is narrower than or equal to +/-2% 
9 Pre-announced crawling band that is wider than or equal to +/-2% 

10 De facto crawling band that is narrower than or equal to +/-5% 

11 
Moving band that is narrower than or equal to +/-2% (i.e., allows for 
both appreciation and depreciation over time) 

3 
12 Managed floating 
13 Freely floating 

excluded 
14 Freely falling 
15 Dual market in which parallel market data is missing. 

Sources: Carmen M. Reinhart and Kenneth S. Rogoff (2004), "The Modern History of 
Exchange Rate Arrangements: A Reinterpretation"; Quarterly Journal of Economics 119(1):1-
48 


