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• Over the last 30 years, FDI has 
grown faster than world trade.

• World FDI flows tend to track 
world economic growth.

• World FDI flows volatility seems 
sensitive to economic and 
financial crises.





• The lion’s share of FDI outflows belongs 
to developed nations, accounting for at 
least 80% of the flows in any given year 
over the last decade. 

• The share of UM income nations has 
steadily increase over the same period.





• The same can be said about the share of 
FDI inflows. The flow is consistent from 
developed nations to developed nations, 
or north-north FDI flows. 

• This might be the results of developed 
nations being geographically clustered.





• Scaling by the size of the economy is a 
different story, where we can see a 
north-north and north-south 
combination of flows.





















fdi_inflows= ln 𝐹𝐷𝐼 + 𝐹𝐷𝐼2 + 1

• Financial Integration

• GDP

• GDP Growth

• Tariffs

• Economic Freedom

• Openness

• Cultural Values

• Government Efficiency

FDI Inflows Determinants



A second look at the 
World Values Survey
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𝑃𝑟𝑜𝑥𝑖𝑚𝑖𝑡𝑦 = 𝐺𝑒𝑜𝑔𝑟𝑎𝑝ℎ𝑖𝑐𝑎𝑙2 + 𝐶𝑢𝑙𝑡𝑢𝑟𝑎𝑙2

• Geographical Distance 
Standardized to 4

• Cultural Distance 
Standardized to 4
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ln 𝐹𝐷𝐼 = 𝛼 + 𝛽
 

ln 𝐺𝐷𝑃𝐴
ln 𝐺𝐷𝑃𝐵

𝑃𝑟𝑜𝑥𝑖𝑚𝑖𝑡𝑦𝐴𝐵
+ 𝜀



Policy Implications?
• If the size of the economies adjusted by the coefficient of proximity 

roughly accounts for a fifth of the variation observed within FDI 
inflows, then the good news is that 80% of what makes FDI tick may 
be influenced directly or indirectly by growth-enhancing economic 
policies.

• It could also be the case that the magnitude of international trade 
and its effect on FDI creates a path towards cultural converge, if 
maybe domain specific. 

• The cultural steady-state may then produce spillovers to adjacent 
economies that would reap the benefits of the enhanced familiarity 
between trading nations.


