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This thesis evaluates the real economic and international financial determinants of 

FDI flow. This paper addresses aggregate FDI flow, and flow of two modes of 

investment called greenfield investment and M&A. The real economic determinants 

of FDI flow is represented by the Dual Double Diamond Model, extends the 

Diamond Model to better represent developing countries and the internationalization 

of the cluster. The factors of the Dual Double Diamond Model is aggregated into the 

two factors called Inherited Advantage and Created Advantage. A competing 

explanation is the Dutch Disease, which is based on changes in exchange rate. 

The selected international financial determinants of FDI flow are financial crisis 

indicators, dummy variables for ongoing financial crisis, trilemma indexes and 

trilemma policy variables. Through literature review, three financial crisis indicators 

and three dummy variables that may each represent sovereign default, banking crises, 

and currency crises are selected. These indicators and variables are used to address 
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the output volatility hypothesis, which is that FDI will flow to countries likely to 

have less output volatility. This explanation is based on the Dual Double Diamond 

Model. A competing explanation based on the Dutch Disease called the currency 

crisis hypothesis exists. 

The trilemma indexes which are stable exchange rates, independent monetary 

policy and free international capital flow are each thought to be positively related to 

FDI flow. The effects of stability of exchange rates is supported by the currency area 

hypothesis. The effects of independent monetary policy is supported by the liquidity 

hypothesis. The effects of free international capital flow is supported by the portfolio 

diversification hypothesis. Another approach is to measure the trilemma policy 

variables by giving each three dummy variable the value of 1 when two of the 

designated trilemma indexes are higher than the remaining variable. There are three 

trilemma policy variables which are ‘Financially Closed’, ‘Flexible Exchange Rates’, 

and ‘Currency Union’. 

Created advantage is found to increase both FDI inflow and outflow. Created 

advantage also decreases greenfield inflow. Inherited advantage decreases greenfield 

outflow, while created advantage increases greenfield outflow. Created advantage is 

found to increase M&A inflow and outflow each. The competitive advantage of 

nations (which can be both locational and ownership advantage) or in other words 

the Dual Double Diamond Model statistically explains most of greenfield outflow 

and M&A inflow. This shows that greenfield investment follows cost strategy 

(global strategy), while M&A follows differentiation strategy (multi-domestic 

strategy). This means that greenfield investment is explained by the OLI paradigm 

(conventional FDI), while M&A is explained by the Imbalance theory 

(unconventional FDI). The particular Dual Double Diamond Model factors that seem 

to represent a country’s competitiveness through FDI is Business Context, Workers, 
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and Politicians & Bureaucrats. 

The possibility of sovereign default may decrease FDI inflow while it increases 

FDI outflow. The possibility of sovereign default may decrease greenfield inflow 

and outflow. The possibility of banking crisis may increase greenfield inflow and 

decrease greenfield outflow. The possibility of sovereign default may decrease M&A 

outflow. An ongoing currency crisis decreases FDI inflow, an ongoing banking crisis 

decreases greenfield inflow and M&A outflow, and an ongoing sovereign default 

decreases greenfield outflow. Monetary independence increases FDI inflow whereas 

exchange rate stability caused by reserves decreases FDI outflow. Exchange rate 

stability caused by reserves increases greenfield inflow and M&A inflow. Monetary 

independence increases M&A outflow. Being a flexible exchange rate regime would 

increase FDI inflow and being a currency union would decrease FDI inflow and 

increase M&A inflow. 

It seems that FDI investors avoid nationalization as seen by avoidance of countries 

that have a possibility of sovereign default. FDI investors also avoid investing when 

there is currency crisis in the host country, probably because the value of debt would 

increase. FDI investors also seem to borrow from the host country and are attracted 

to host countries that have less exchange rate risk due to currency reserve 

accumulation. Change in currency value seems not to affect greenfield investment 

although greenfield investors value host countries with less exchange rate risk and 

low possibility of nationalization. Greenfield investment is also performed when the 

home country government and banks are predicted to be in good financial state. It 

seems likely that greenfield investment is conducted by borrowing money from host 

country banks with guarantees from home country governments. M&A seems to 

flow to other countries from countries that could nationalize investment. M&A 

investors seem to borrow money from banks of the home country. M&A investors 
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also seem to avoid exchange rate risk of the host country. 

Most FDI inflow seems to be vertical FDI and investment in Entrepreneurs seem 

scarce. Greenfield investment seems to flow to countries that do not have resources, 

infrastructure, or clusters from countries that do not have resources or good business 

conditions. Finally, M&A investment also seems to be mostly vertical FDI. 

This leads to the conclusion. Generally, it seems important that countries wishing 

to foster FDI inflow to keep the budget deficit and total government debt low. In 

addition, it seems that signing currency swap agreements will allow FDI inflow and 

outflow to increase. It also seems to be beneficial to become a flexible exchange rate 

regime to attract FDI. 

Another perspective is to combine the results of the study of FDI with the value 

chain. First, FDI can be used to enhance the national competitiveness at every level 

of development. This is because an upstream or midstream country can attract 

greenfield inflow to enhance the national diamond, while a midstream country or 

downstream country can perform greenfield outflow and M&A inflow and outflow 

to enhance the national diamond. 

Second, there are many international financial perspectives to consider. An 

upstream country would do well to sign investment treaties with midstream and 

downstream countries as a sign that they will not nationalize property to increase 

greenfield inflow. Clauses on the guarantee of midstream or downstream country 

government guarantee on investor loans from upstream country banks would also 

help increase greenfield investment. It would also help upstream countries to 

accumulate currency reserves to increase exchange rate stability to attract greenfield 

inflow. Upstream and midstream countries must avoid nationalizing private property 

in order to avoid bad M&A from occurring. It also seems that midstream and 

downstream countries need to create and maintain good banking regulation since 
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M&A investors may borrow from banks of the home country. Another point is that 

midstream and downstream countries would benefit from currency swap agreements 

by less exchange rate risk occurring leading to higher M&A inflow. Finally, there 

needs to be studies conducted to explore the relation between currency union and 

competitiveness of countries. 

 

   ……………………………………… 

Keywords : FDI, greenfield investment, M&A, Dual Double Diamond 
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I. Introduction 

 

  International capital flows have much to do with economic growth in that they 

cause financial deepening. In general, there are two types of literature on the topic 

of financial deepening. A study (Klein and Olivei 2008) shows how increasing the 

freedom of international capital flow of a country increases the deepness of the 

financial state of the country which causes higher economic growth for the country. 

However, though financial deepening causes more long term economic growth, it is 

also correlated with financial crisis in the short term (Loayza and Ranciere 2006). 

Financial deepening can be broken down into specific capital flows to measure 

the relation of each capital flow type and rate of economic growth. A study (Reisen 

and Soto 2001) shows that FDI and portfolio equity flows are found to increase the 

rate of economic growth. Another study (Claessens, Klingebiel, and Schmukler 2001) 

shows that FDI helps develop stock markets. Portfolio bond flows do not have a 

statistically significant effect on the rate of economic growth and bank credit with 

both short or long term maturity are found to have a negative effect on the rate of 

economic growth (Reisen and Soto 2001). Another study (de Gregorio Rebeco 1999) 

shows that bank credit increases the rate of economic growth. This could be related 

with the fact that credit to private sector by GDP is interchangeably used as a measure 

that may predict banking crises and or showing the extent of financial deepening. 

Along the logic of literature (Loayza and Ranciere 2006) credit to private sector of 

GDP seems to be related to both financial crisis in the short term and economic 

growth in the long term. What seems certain is that FDI increases the rate of 

economic growth in the long term. 

The next logical step is to confirm the relation of FDI flow with short term 

financial crises. A study (Calvo, Izquierdo, and Mejía 2008) shows that countries 



2 

 

depending on long term financing like FDI are less likely than those depending on 

short term financing like bank loans or portfolio investments to be vulnerable to 

sudden stops. Another study (Ghosh and Qureshi 2016) measures the relation 

between FDI with macroeconomic imbalances, financial vulnerabilities, and 

financial crises (which are defined as banking crises and currency crises in the cited 

study). The study finds that FDI is negatively related with financial crises while 

portfolio investment or bank loans are generally positively related with financial 

crises. In an earlier study (Fernández-Arias and Hausmann 2000), it is found that the 

negative relation that FDI holds with financial crisis only holds in developing 

countries, whereas it does not hold in developed industrial countries. The logic seems 

to be that the more developed countries can borrow in their own currency. In 

conclusion, FDI is negatively related to financial crises, whereas the other rapid short 

term financial investments can cause financial crisis. 

Some capital flows may cause financial crisis as mentioned above, but when 

financial crisis hits, financial crisis may also impact capital flows. Literature on 

currency crises are reviewed first. According to a study (Blonigen 2005), which cites 

another study (Lipsey 2001) on FDI flows during currency crises, FDI remained 

relatively stable during the Latin American crisis in 1982, the Mexican crisis in 1994, 

and the East Asian crisis in 1997 which are the three currency crises studied. Other 

studies (Moon and Bark 2001) also find that the FDI remained relatively stable 

during the Asian financial crisis whereas portfolio equity flows and foreign bank 

credit remained suppressed. Data in another study (Mariana 2011) also confirms this 

fact with FDI decreasing by 15% during the Asian financial crisis, while portfolio 

investment and bank loans dropping by 102% and 220%. Therefore, during currency 

crises, FDI does decrease, but remains relatively stable compared to other capital 

flows. 
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How systemic financial crises affect FDI is also interesting in that systemic 

financial crisis is a form of severe banking crises (Reinhart and Rogoff 2008b). 

According to a study (Poulsen and Hufbauer 2011), when researching FDI flows 

during the big five systemic crises as defined by a study (Reinhart and Rogoff 2008a), 

on average, FDI inflows recovered by the second year after the start of the crises. 

FDI outflows and GDP growth recovered by the third year after the start of the crises 

and FDI inflows increased dramatically during the year the crises started. 

During the Global Financial Crisis, another systemic crisis, a study (Milesi-

Ferretti and Tille 2011) found that in advanced economies bank credits have 

decreased the most, while FDI and portfolio investment flows decreased to a lesser 

degree. The same study found that in developing economies, there were bank 

outflows in 2008 and 2009, but there were nearly equal outflow and inflow for FDI 

and portfolio investment, with inflow rebounding in 2009. In addition, capital flows 

stopped or decreased for 6 months, recovering soon afterwards. The difference with 

previous crises is that capital inflows remained depressed for a sustained period of 

time. According to another study (Poulsen and Hufbauer 2011), FDI decreases 16% 

in 2008 and another 40% in 2009 and rebounds to similar levels to 2007 in 2010. On 

Central and Eastern Europe, a study (Dornean, Işan, and Oanea 2012) finds that FDI 

inflow decreased in 2009, 2010, and 2011. This is most likely due to the Eurozone 

crisis which happened after the Global Financial Crisis. In conclusion, FDI decreases, 

but to a much lesser degree than other types of capital inflows during the Global 

Financial Crisis. 

Up to this point, three points related with FDI become clear. First, FDI increases 

the rate of economic growth. Second, FDI helps prevent financial crisis. Third, FDI 

tends to remain stable during financial crises, because it decreases less when 

compared to other capital flows. 
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To examine what positive implications FDI have, the case of currency crises can 

be examined first. According to a study (Moon and Bark 2001), which records the 

effects of the Asian Financial Crisis, countries that were open to both FDI inflow and 

outflow were least severely hit by the crisis. South Korea, which was not very open 

to either FDI inflow or outflow was hard hit by the Asian Financial Crisis. Another 

study (Blonigen 2005) through literature survey (Desai, Foley, and Forbes 2004), 

finds that after currency crises, subsidiaries of US companies abroad increased their 

investment, sales, and assets relatively highly in comparison to local companies. In 

summary, during a currency crisis, openness to inward and outward FDI increases 

the resilience of an economy, while allowing for superior performance and probably 

more jobs for firms with FDI, leading to less unemployment. 

When examining the case of the Global Financial Crisis, a study (Milesi-Ferretti 

and Tille 2011) finds that countries used various methods such as central banks, 

currency reserves, and loans by international organizations to reduce the effects of 

decrease in amount of capital flows. FDI is possibly complementary to these 

approaches. Indeed there is a study (Alfaro and Chen 2010) on how FDI affects 

establishment performance during the Global Financial Crisis. The study finds that 

FDI has an effect through channels such as vertical integration, financial support 

from home countries, and being part of a international network. First, MNCs with 

subsidiaries in host countries with financial crisis performed better than local 

companies. However, MNCs whose home countries had financial crisis did not 

perform as well. Second, MNCs that were vertically integrated in terms of 

production performed better than local companies. Third, being part of an 

international corporate network also increased performance. Therefore, FDI is a 

complementary investment that allows for superior performance of an economy 

during times of financial crisis, probably leading to less unemployment. 
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In general, according to a study (Manole and Spatareanu 2014), FDI creates 

technology spillovers usually when MNCs are connected vertically with local 

suppliers. Using this to interpret another study (Alfaro and Chen 2010), FDI can help 

create jobs for local suppliers, even during periods of financial crisis. This study 

(Manole and Spatareanu 2014) also shows that when FDI creates competition in the 

domestic market, for horizontal domestic companies to improve their total factor 

productivity, they need access to credit. Therefore, it can be viewed that FDI helps a 

nation when it has enough access to different types of credit. 

There are however some limitations to FDI. According to a study (Krugman 2000), 

if the financial crisis is caused by moral hazard, FDI delivers the company into the 

right hands, whereas if the financial crisis is caused by an arbitrary run on the 

domestic firm, FDI delivers into the wrong hands. This study was created with the 

Asian Financial Crisis in mind, and probably assumes that currency crises could be 

caused by mere expectation (Krugman 2014). Another study (Poulsen and Hufbauer 

2011) finds that during the Global Financial Crisis, a systemic crisis, M&A deals 

decreased sharply and was the most important cause for less FDI inflow. During a 

currency crisis or during a systemic crisis, bad FDI may occur or good FDI may 

decrease. As the Global Financial Crisis was a crisis caused partly by the moral 

hazard of the finance sector and households, it could be argued that the drop in M&A 

deals were loss of good FDI. It could also be disputed that since the moral hazard 

was not that of firms that were being sold at that time but of the financial sector and 

households, that actually bad FDI had decreased. 

Another limitation of FDI is that in purely financial stability terms, it may not be 

enough to alleviate the effects that a financial crisis has on the economy. This is 

because FDI is only about 17.2% of capital flow for developed countries and 13% 

of capital flow for developing countries according to a study (Alfaro and Chen 2010). 
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This means that it may be hard to scale FDI up as an alternative to portfolio 

investment or bank credit. Indeed according to a study (Aizenman, Chinn, and Ito 

2010), FDI inflow decreases the effect of financial crises in countries that are 

‘Financially Closed’, whereas portfolio inflows and bank credit inflows each 

increase the effect of financial crisis in countries that have flexible exchange rates or 

have a common currency. 

The final limitation with FDI is the claim (Hausmann and Fernandez-Arias 2000) 

that FDI increases when there are poor institutions, and the risk of market failure is 

high. This claim has some grounds in that FDI is found to increase a greater degree 

in developing countries than in developed countries, and is negatively related with 

institutional factors. This is caused by the fact that developed countries have less of 

a need to use FDI as a form of financing. However, this does not take into account 

the fact that FDI is increasingly caused by motivations such as strategic-asset seeking 

FDI (Moon and Roehl 2001). FDI that originates from developing countries and 

flows to developed countries have been increasing in this regard. 

Although many positive effects of FDI related to financial crisis were surveyed, it 

is yet unclear what FDI determinants attract FDI. In the literature review that follows, 

theories related to FDI determinants are considered which are broadly classified into 

the Diamond Model created by Michael Porter, and the Dutch Disease which is a 

long time issue in the international finance literature. An extension of the Diamond 

Model and the Dutch Disease is considered by adding financial crisis prediction 

indicators. After the Dual Double Diamond Model is selected as the correct 

hypothesis, trilemma indexes and trilemma policy variables are also reviewed as a 

form of FDI determinants. The data exists for 62 countries each in 2012 and 2014 

which amounts to a maximum of 124 observations. However, the more variables, the 

less observations in that there are missing data for various reasons. 
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II. Literature Review 

 

According to studies (Mody and Murshid 2005, Mody, Razin, and Sadka 2003), 

FDI investors have informational advantages which help them select investments 

with higher rates of return. One reason is because home countries have specialized 

in particular industries enabling them to create synergy using this intangible capital. 

Another reason is that host countries might have low corporate transparency meaning 

that FDI investors may have more access to non-disclosed information than general 

investors. Therefore, it is important to review the business strategy determinants of 

FDI, because FDI is conducted according to business strategy purposes. As surveyed 

below, the OLI paradigm, the Imbalance theory, and the Diamond model represent 

the business strategy determinants of FDI. The Diamond model can represent how 

home or host countries specialize in particular industries to create clusters. Therefore, 

the Diamond model can explain part of the informational advantage held by FDI 

investors as well as serve as the real economic determinants. In addition, the 

Diamond Model can be used to measure the ownership advantage which exists in the 

home country according to the OLI paradigm and in the host country according to 

the Imbalance theory as will be discussed. 

The hypotheses of market imperfections in the first reviewed literature survey 

(Agarwal 1980) includes both oligopolistic reactions hypothesis and internalization 

hypothesis. The same study argues that Dunning’s OLI paradigm is developed based 

on these ideas, and is a promising new development. According to a recent study 

(Moon 2015), Dunning’s OLI paradigm includes ownership advantage, locational 

advantage and internalization advantage which serve as the purpose of FDI. It is 

thought that the OLI paradigm explains FDI from developed countries to developing 

countries. In a second literature review (Blonigen 2005) of which the first of the 
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three types of literature it reviews is about ownership advantages like R&D or 

marketing costs that lead to internalization. R&D costs are found to be affected by 

multi-nationality whereas marketing costs have mixed effects. The study also 

mentions some studies with logic similar to the Imbalance theory. According to the 

Imbalance theory (Moon and Roehl 2001), both ownership advantage and 

disadvantage are motivations of FDI. This theory, unlike the OLI paradigm, also 

explains investment from developing countries to developed countries, which are 

based on ownership disadvantages. The creator of the OLI paradigm (Dunning 2001) 

also mentions that there has been an increase in developing countries that are 

investing in developed countries. The study argues that there needs to be a theory 

that explains this type of investment which has the goal of gaining ownership-assets. 

This seems to refer to the logic of the Imbalance theory. 

According to a study (Dunning 2004), an UNCTAD report finds that motivations 

for FDI according to the OLI paradigm are market-seeking FDI, resource-seeking 

FDI, efficiency-seeking FDI, and asset-seeking FDI. In another study (Moon 2015), 

motivations for FDI is extended to be factor-seeking FDI, market-seeking FDI, 

related-and-supporting-sector-seeking FDI, and strategic-business-context-seeking 

FDI. This is an extension of the Imbalance theory merged with Porter’s Diamond 

model. In a third literature review (Lim 2001), most of the literature surveyed are 

closely related to the components of Porter’s Diamond model. The study mentions 

transport costs, market size, agglomeration effect, labor cost, labor quality, fiscal 

incentives, business/investment climate, and impact of openness. Transport costs, 

business/investment climate, and impact of openness are found to have mixed results. 

Large market size, agglomeration effect, low labor cost, high labor quality, are found 

to increase FDI. Fiscal incentives are found to be insignificantly related to FDI as it 

is thought that government can easily take them away. Of these factors, Porter’s 
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Diamond model includes market size, agglomeration effect, labor cost, labor quality, 

and business/investment climate. The Double Diamond model which is an 

internationalized version of Porter’s Diamond model also includes openness (Moon, 

Rugman, and Verbeke 1998). Indeed, a study (Yin 2015) uses the Diamond model to 

show that this framework works empirically as an explanation for destinations of 

China’s FDI outflow. 

The Diamond model was first created by Porter (Porter 2011, Porter 1990) and is 

divided into 6 categories of Factor Conditions, Demand Conditions, Business 

Context, Related and Supporting Industries, Government and Chance. This model 

has been further developed by Yin and Moon in a study (Moon 2015). This study 

develops a method of quantifying the Diamond Model, and focuses on 5 categories 

of the original 6 documented by Porter, by ignoring the Chance factor. Factor 

Conditions have the sub-factors of Basic factors and Advanced factors. Demand 

Conditions have the sub-factors of Size and Quality. Related and Supporting 

Industries have the sub-factor of Industry Infrastructure and Living Environment. 

Business Context has the sub-factors of Strategy, Organization Structure, and 

Competition. Government has the sub-factors of Regulation, Incentives, and Policy 

Implementation Structure. All the sub-factors have multiple criteria which are 

calculated in relative terms. The Diamond Model as quantified by Yin and Moon 

(Moon 2015) is about the locational attractiveness of FDI, meaning that it quantifies 

the motivations for FDI inflow of a country. As mentioned above, a study (Yin 2015) 

performs a statistical analysis of the patterns of Chinese OFDI using the Diamond 

model and finds support for the theoretical framework being used. An interesting 

point illustrated in a seminal work (Porter 2011) is that the cluster is the source of 

competitiveness of a firm. Therefore, it is also logical to view the Diamond Model 

as a measure of ownership advantage. 
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The Diamond model can be further developed. Dunning in his study (Dunning 

1993), first raised the question of how Porter’s Diamond model did not deal with 

globalization, and provided reasons as to why the success of domestic policies of the 

government depends on globalization. The Generalized Double Diamond model 

(Moon, Rugman, and Verbeke 1998) that is developed along the lines of this logic, 

internationalizes the four factors of the diamond model. For example, FDI outflow 

is seen to relate to basic factor conditions, whereas FDI inflow is seen to relate to 

advanced factor conditions. The Nine Factor Model (Cho 1994) is another important 

extension of the Diamond Model. This model categorizes Factor Conditions, 

Demand Conditions, Business Context, and Related and Supporting Industries as 

physical factors and develops four new human factors called Workers, Politicians & 

Bureaucrats, Entrepreneurs, and Professionals (managers and engineers). 

The Dual Double Diamond model (Cho, Moon, and Kim 2009) is another 

extension that integrates the Generalized Double Diamond model and the Nine factor 

model. The DDDM has domestic physical factors, international physical factors, 

domestic human factors, and international human factors. The DDDM framework 

extends the Nine Factor model in terms of international connectivity1. The DDDM 

framework was further extended to create the MASI framework (Cho, Moon, and 

Kim 2008). The MASI framework uses different weights for cost and differentiation 

strategy applied to countries to measure change in competitiveness, on countries 

divided into 9 categories by size and competitiveness. Therefore, the DDDM 

framework can be utilized to calculate the optimal strategy for a country based on its 

size and competitiveness. Another method of using the results of the DDDM is to 

organize it into inherited advantages and created advantages. FDI strategy for both 

                                           

1 
𝐹𝐷𝐼 𝑜𝑢𝑡𝑓𝑙𝑜𝑤+𝐹𝐷𝐼 𝑖𝑛𝑓𝑙𝑜𝑤

𝐺𝐷𝑃×2
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inflows and outflows could be decided according to this framework. The Diamond 

model is more appropriate for advanced economies, and the DDDM framework is 

more appropriate for developing economies and is internationalized.2  The most 

recently edited DDDM framework is calculated by the IPS National Competitiveness 

Research every 2 years beginning in 2012. 

The DDDM measures the competitive advantage of nations, which is the 

competitiveness of clusters in other words. Therefore, the DDDM shows that 

location advantage can lead to ownership advantage and combines the two together. 

The OLI paradigm predicts that the home country must have ownership advantage 

to invest abroad. In contrast, the Imbalance theory suggests that countries with or 

without ownership advantage can seek ownership advantage by investing in other 

countries with ownership advantage. Both theories need a way of measuring 

ownership advantage for which the DDDM can be used. 

When the DDDM is organized into inherited advantages and created advantages, 

there arises the question of whether FDI flow is caused because of the Diamond 

model or the Dutch Disease. Indeed, it is a fundamental dispute when it comes to 

explaining FDI according to strategic interests of a firm and the change in exchange 

rate of a country. According to the original work on the Diamond model (Porter 

2011), the inherited advantages leads to complacency which means that created 

advantages which would be the basis for investment are typically not formed in 

countries with inherited advantages. This would explain that FDI would be 

conducted according to strategic interests. According to the Dutch Disease, countries 

with inherited advantages would face currency appreciation leading to the country 

                                           
2 According to Moon, this is the reason that the Diamond model is used for South Korea 

while the DDDM framework is used for Azerbaijan in a study (Moon 2015). 
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being a less favorable investment location in the short term (Bruno and Sachs 1982). 

The same study on Dutch Disease shows that in the competitiveness of sectors of the 

economy other than inherited advantages would lag in the long term. Another study 

on Dutch Disease or perhaps booming sector economy (Corden 1984) shows that the 

lagging sector will be deindustrialized whereas labor and capital would move into 

booming sector and non-tradeable sector and the effects of this would be exacerbated 

by international capital mobility. As long as the booming sector is capital-intensive, 

this process is self-reinforcing causing the booming sector to keep on booming. 

Although this variant of Dutch Disease economics sounds similar to the Diamond 

model, there is an important difference. According to the Dutch Disease explanation, 

real exchange rate appreciation of the country would lead to less price 

competitiveness. However, according to the Diamond model, real exchange rate 

appreciation of the country could cause strategic behavior leading to higher 

competitiveness of the country. Both agree that the existence of an inherited 

advantage would have negative effects on the created advantage or perhaps capital 

intensive sector of the economy. Therefore, I make it a goal in this thesis to find out 

whether the Diamond Model or the Dutch Disease explains FDI better. 

Coming back to the first literature survey (Agarwal 1980), the study cites studies 

that have perfect market hypotheses. In the hypotheses assuming perfect markets, 

differential rate of return hypothesis is found not to be statistically significant, partly 

because of measurement issues. An interesting point to be made is that the 

differential rate of return hypothesis would explain most international financial flows, 

and it would also be able to account for the Dutch Disease phenomenon. This is 

because theoretically, the change in real effective exchange rate equals real interest 

rate differential. 

To better measure whether the Diamond model or the Dutch Disease is the better 
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hypothesis, the effect that financial crisis have on FDI could be extended according 

to each of the two hypothesis. The studies with output/market size hypothesis of 

hypotheses assuming perfect market (Agarwal 1980) are mostly statistically 

significant. It can be proposed along the lines of the output/market size hypothesis, 

the portfolio hypothesis and the differential rate of return hypothesis that a country’s 

output volatility may affect FDI inflow. This is because output volatility affects the 

profit prospects of different countries differently according to the logic of these three 

hypothesis. According to the logic of the three hypotheses, financial crises in a host 

country would reduce FDI inflow. This argument however, can be disputed in that 

generally GDP does not change so significantly over time, though GDP growth can 

change significantly over time. This argument is interestingly more in line with the 

Diamond model’s logic in that an important FDI determinant is output, which can be 

Demand size of a country. 

Another argument can be made concerning the effect of financial crisis on FDI, 

which would be more in line with the logic of the Dutch Disease. This argument can 

be made by considering how currency devaluation resulting from currency crisis 

affect FDI. Theoretically, currency devaluation affects FDI because of the 

combination of the liquidity and currency area hypothesis. The first literature review 

study (Agarwal 1980) surveys the liquidity hypothesis and the currency area 

hypothesis. The liquidity hypothesis has the logic that the more internal cash flows, 

or in other words ‘liquidity’, the more investment will be performed by the firm. The 

currency area hypothesis is that hard currency areas have less exchange rate risk than 

in soft currency areas which leads to lower borrowing costs and thus more FDI. 

Naturally, a currency crisis would likely hit soft currency area countries, meaning 

that hard currency area countries would have the liquidity to conduct FDI, implying 

higher FDI outflow for these countries. In the same manner, since a currency crisis 
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likely hits soft currency countries, a soft currency country would have less liquidity 

during a period of currency crisis. As a banking crisis leads to a currency crisis, it 

would be logical to think that a country with a currency crisis would have lower rates 

of return, leading to less FDI inflow. Therefore a currency crisis may imply less FDI 

inflow and outflow. This can be called the currency crisis hypothesis. 

A study (Desai, Foley, and Forbes 2004) mentioned by a second literature survey 

thesis (Blonigen 2005) shows what happens when currency crisis hits. The study 

shows evidence for three real world impacts that currency crises have. First, MNC 

affiliates expand sales, assets, and investment while local firms do not expand or 

even decrease in these areas. This is because MNCs would have access to liquidity 

because the headquarters are likely to be situated in hard currency areas. Second, 

both MNC affiliates and local firms show increase in operating profits. This should 

be a disputed claim in that a literature survey thesis (Bahmani, Harvey, and Hegerty 

2013) finds that the short term Marshall-Lerner condition3 does not apply in most 

cases. Another literature survey thesis (Bahmani-Oskooee* and Ratha 2004) finds 

that the long run J-curve4 is supported in recent literature. The study also finds that 

old literature that use aggregated data finds that if companies of a country use high 

foreign content the effects of the J-curve are mitigated, but may hold for developing 

countries. It is true, however, that in theory currency crisis in countries with flexible 

exchange rates would cause net exports to increase (Krugman 2014). Third, local 

                                           
3 It is common knowledge that according to the Marshall-Lerner Condition states that 

lower exchange rates leads to higher net exports in the case that the sum of price elasticity 

for exports and imports are greater than 1. 

4 The J-curve refers to the phenomenon where in the short run the Marshall-Lerner 

condition is not met while in the long run the Marshall-Lerner condition is met. The 

standard for dividing length of time into short run and long run in this case is usually six 

months. 
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firms are more vulnerable to financial constraints. This claim would be supported by 

the fact that local firms probably have less liquidity and are probably soft currency 

areas. A study (Di Giovanni 2005) shows that financial deepening of the home 

country causes more outward FDI, particularly M&A. The second literature review 

(Blonigen 2005) also finds that exchange rate appreciation of home country increases 

FDI. Currency crises can happen on its own or be caused by a banking crisis. 

Therefore, financial crisis indicators would have the capacity to predict currency 

crises. This is under the assumption that when investors anticipate financial crises, 

as is possible by financial crisis indicator, they will pull out from that particular 

country, causing a currency crisis by means of expectations. This particular thought 

is supported by the possibility of self-fulfilling crises which could lead to currency 

depreciations as incorporated in second generation models of financial crises 

(Krugman 2014). However, it is also possible that along this line of thought, that it 

is hard to actually predict currency crises, as expectations may cause currency crises 

to happen by means of arbitrary run. In addition, that a financial crisis happens does 

not necessarily mean that there will be a currency crisis. Therefore, it may be prudent 

to record when a currency crisis has actually happened, as this is when currency has 

depreciated. 

Trilemma factors are also another set of international financial factors to consider. 

The trilemma can be considered in addition to either the Diamond Model or the 

Dutch Disease. This is because the trilemma are the independence of monetary policy, 

stability of exchange rates, and freedom of international capital flow (Obstfeld, 

Shambaugh, and Taylor 2005), which are neither measured by the Diamond Model 

nor the Dutch Disease. What impact the trilemma policy of a country has on financial 

inflows have been measured by literature (Aizenman, Chinn, and Ito 2008, 2010). 

Particularly one of the studies (Aizenman, Chinn, and Ito 2010) show how the 
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international reserves factor can loosen the relationship between the trilemma, 

making a higher average of all three macroeconomic objectives possible. In addition 

the study also finds that FDI inflows stabilize output volatility of economies with 

high levels of capital controls with statistical significance. FDI inflows also stabilize 

the inflation for economies with flexible exchange rates at a 10% or 11% statistical 

significance, depending on the model. 

Since the literature does not seem to measure the impact of the trilemma on FDI 

flow, and I am trying to integrate real economic determinants with international 

financial determinants, I believe I could measure the impact of the trilemma on FDI 

flow. Independent monetary policy would mean that the country has relatively more 

liquidity in all scenarios. This is because having a more independent monetary policy 

probably means that lower interest rates are possible and hence more liquidity is 

possible. If a country has liquidity or monetary independence more investment in 

foreign countries would happen, because it has the money to invest in other countries. 

Therefore the liquidity hypothesis can be used to create a new hypothesis that 

monetary independence of a country would increase FDI outflow. In a country that 

lacks liquidity or monetary independence, there probably is a relatively high level of 

debt that forces the country to increase interest rates, meaning that opportunities for 

investment have dried up. This means that FDI inflow may decrease when a country 

lacks monetary independence. In other words, a country with higher monetary 

independence would have less debt and therefore higher rates of return and therefore 

higher FDI inflow. Therefore high monetary independence would mean that FDI 

inflow and outflow increases. 

The effect of a country’s exchange rate stability would be related to the currency 

area hypothesis. When a country is part of a hard currency area, there would be 

higher exchange rate stability leading to lower borrowing costs, meaning that FDI 
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outflow would be relatively high. On the other hand, when a country is part of a soft 

currency area, there would be lower exchange rate stability leading to higher 

borrowing costs, meaning that FDI outflow would be relatively low. When it comes 

to FDI inflow, high exchange rate stability caused by being part of a hard currency 

area would lower exchange rate risk leading to relatively high FDI inflow. Low 

exchange rate stability associated with being part of a soft currency area would 

increase exchange rate risk leading to relatively low FDI inflow. Therefore high 

exchange rate stability leads to high FDI inflow and outflow. 

Finally, the impact that free capital mobility or financial integration has on FDI 

would be affected by the portfolio diversification hypothesis according to a study 

(Mody and Murshid 2005). The study proposes that FDI inflow and outflow 

increases with higher financial integration. This is because portfolio diversification 

probably causes an increase in investment inflow and outflow when the return on 

investment is higher, similar, or even lower than the world rate of interest. Therefore, 

the trilemma factors can serve as a determinant for FDI. Monetary independence is 

explained by the liquidity hypothesis, exchange rate stability is explained by the 

currency area hypothesis and free capital mobility is explained by portfolio 

hypothesis. 

Moving back to the second literature review (Blonigen 2005), this study also 

surveys two more types of literature, of which is out of scope of this paper. The 

second type of literature discussed focuses on external factors that may affect FDI 

which are exchange rate effects, taxes, institutions, trade protection and trade effects. 

Exchange rate effects have already been discussed. Taxes are found to have mixed 

results due to difference in worldwide tax system and territorial tax system. 

Institutional factors and trade protection are hard to quantify. Finished product trade 

is found to decrease and intermediary goods trade is found to increase with more 
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FDI. The third type of literature focuses on economic modeling of FDI where the 

Hecksher-Ohlin model along with models based on it like the gravity model and 

knowledge capital model are discussed. These models account for horizontal, 

vertical and export-platform FDI. However they are less appropriate than the OLI 

paradigm and the Imbalance theory. This is because they are less capable of 

explaining locational determinants or perhaps ownership advantage than the 

Diamond model. An interesting fact is that the Dual Double Diamond Model 

measures Demand Conditions which are internationalized. This means that the Dual 

Double Diamond Model may be able to measure whether a country has vertical FDI 

or not. This is because both horizontal FDI and export-platform FDI would seek 

higher Demand Conditions. 
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III. Methodology 

 

A study (Dornean, Işan, and Oanea 2012) measures how much FDI decreases 

during financial crisis by means of regression using economic growth rate for real 

economic factors and a dummy variable for years with financial crisis. There is a 

different study (Milesi-Ferretti and Tille 2011) that measures how much capital flows 

are impacted by financial crisis, but it does not include FDI as a factor. The reason 

why the first study (Dornean, Işan, and Oanea 2012) serves as the basic framework 

for my paper, is that although it is very simple, it incorporates the OLI paradigm to 

explain the incorporation of the real economic factors. This study’s limitation is that 

it only incorporates the OLI paradigm which explains only investment that flows to 

developing countries from developed countries. When incorporating the Imbalance 

theory, investment flows to developed countries from developing countries can be 

explained. In addition, the real economic factors can be expanded theoretically by 

incorporating the Diamond model. There is a study (Yin 2015) that incorporates the 

Diamond model for determinants of FDI, and I will extend this study by using the 

DDDM. However, factor analysis does not work for the DDDM unlike how it works 

for the Diamond model in the cited study (Yin 2015). The expected reason is that 

there are a large number of variables (subfactors) with high correlation as is show in 

Table 15. Therefore, other ways of reducing the large number of variables into a few 

variables is explored. 

The relation of the OLI paradigm and the Imbalance theory with the DDDM is 

fairly simple. As the OLI paradigm is mainly about how the ownership advantage of 

                                           
5 View Appendix A. Table 1 
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the home country leads to FDI flow to the host country, it would relate to the cost 

strategy (globalization strategy) of the home country. As the Imbalance theory is 

about how firms try to gain ownership advantage through FDI, it would relate to the 

differentiation strategy (multi-domestic strategy) of the home country. The reason 

why the DDDM is well suited for the cost strategy (globalization strategy) and 

differentiation strategy (multi-domestic strategy) of a country is because it is a theory 

of clusters modified to represent developing countries as well as developed countries 

both domestically and internationally. Although clusters represent the locational 

advantage of a country, it is also true that clusters are the source of the competitive 

advantage of firms within the cluster, and thus the competitive advantage of nations 

(Porter 2011). Therefore, the clusters as represented by the Diamond model would 

be able to measure the competitiveness of nations and thus the strategic reason 

(ownership advantage) for the FDI that occurs. According to the IPS National 

Competitiveness Research (Cho et al. 2017), the DDDM framework is comprised of 

8 main factors, 4 of which are physical factors (Factor Conditions, Demand 

Conditions, Business Context, Related and Supporting Industries) and 4 of which are 

human factors (Workers, Politicians & Bureaucrats, Entrepreneurs, Professionals). 

Each of these 8 main factors can be divided into 2 sub-factors as is done so by IPS. 

Factor Conditions can be divided into Energy Resources and Other Resources. 

Demand Conditions can be divided into Demand Size and Demand Quality. Business 

Context can be divided into Structure and Strategy. Related and Supporting 

Industries can be divided into Industrial Infrastructure and Coordination & Synergy. 

Workers can be divided into Quantity of Labor Force and Quality of Labor Force. 

Politicians & Bureaucrats can be divided into Politicians and Bureaucrats. 

Entrepreneurs can be divided into Personal Competence and Social Context. 

Professionals can be divided into Personal Competence and Social Context. The IPS 
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National Competitiveness Research has selected a new method of representing the 

cost strategy and differentiation strategy of a country through use of AHP analysis. 

This would be an alternative to factor analysis. This method is shown in Table 26 

and is essentially a way of assigning different weights to each subfactors. 

There is however a problem with using cost strategy of a country to signify the 

determinant of the OLI paradigm induced FDI and differentiation strategy of a 

country to signify the determinant of the Imbalance theory induced FDI. This is that 

the cost strategy and the differentiation strategy of a country measured by the DDDM 

draw on the same subfactors, but with different weights. As many of the subfactors 

have a high correlation with each other, the result is that the measure of cost strategy 

and differentiation strategy of a country have a high correlation with each other. The 

reason for this can be seen in Table 3 and Table 47. In addition, there is another 

problem. FDI can be divided into many different categories, including Greenfield 

investment and M&A. According to a study (Harzing 2002), greenfield investment 

occurs when the firm is engaging in a global strategy which is related to economies 

of scale, or in other words cost strategy. The same study finds that M&A occurs when 

the firm is engaging in a multi-domestic strategy which is related to differentiation 

strategy. Therefore, using the measure of cost strategy and differentiation strategy as 

determinants of FDI will send different signals depending on the type of FDI. 

Therefore the measures are not a good determinant for total FDI of a country. An 

alternative to this approach is needed. 

Another meaningful way of dividing the weighted average of subfactors is to 

organize them into inherited advantages and created advantages. Inherited 

                                           
6 View Appendix A. Table 2 

7 View Appendix A. Table 3 and Table 4 
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advantages are comprised of the factor conditions of a country while created 

advantages are comprised of the average of all the other factors of a country. This 

methodology is used in the IPS NCR for years before 2011-2012. The reason why 

this approach is valid is because there is not a high correlation between inherited 

advantages and created advantages as is seen in Table 58. It is expected that both 

inherited advantages and created advantage increase FDI flow. This is because 

inherited advantage and created advantage are advantages that would increase FDI. 

However the existence of inherited advantage would cause complacency and reduce 

the created advantage of a country. This means that depending on which of inherited 

advantage and created advantage is large, the effect on FDI flow could be different. 

This approach can potentially be used to explain both the Diamond model approach 

and the Dutch Disease approach. However, as it is a question of this thesis to prove 

the theory behind FDI determinants, the real interest rate differential (in other words 

yearly change in real effective exchange rate) is introduced as a variable solely to 

explain the Dutch Disease approach. The method used is to plug in real effective 

exchange rate into the interest rate parity condition to create real interest rate 

differential.9 This would allow us to distinguish between the Diamond model and 

the Dutch Disease. It is expected that the Dutch Disease will be rejected as it has 

been found that FDI does not have a relation with real interest rate (Mody and 

Murshid 2005). 

 

𝐹𝐷𝐼𝑖,𝑡 = 𝛽0 + 𝛽1𝐼𝑛𝐴𝑖,𝑡 + 𝛽2𝐶𝑟𝐴𝑖,𝑡 + 𝛽3𝑅𝐼𝐷𝑖,𝑡 + 𝜀𝑖,𝑡           (i) 

                                           
8 View Appendix A. Table 5 

9 For a detailed view into the methodology of calculating real interest rate differential, look 

at Appendix C. 
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The independent variable is either FDI inflow or outflow divided by GDP. InA 

means inherited advantage while CrA means created advantage with data coming 

from Edward Elgar and IPS NCR. RID means the real interest rate differential and 

is calculated using real effective exchange rate data is from the World Bank. The 

letter i means country while the letter t means the year of the data. 

Greenfield investment can be seen as an indicator of cost strategy (globalization 

strategy) or perhaps FDI according to the OLI paradigm. M&A can be seen as an 

indicator of differentiation strategy (multi-domestic strategy) or perhaps FDI 

according to the Imbalance theory. Therefore it can be hypothesized that greenfield 

inflow will have less to do with the DDDM of the host country while greenfield 

outflow will have more to do with the DDDM of the home country. This is because 

it will be likely that in the case of greenfield investment, ownership advantage (or in 

other word competitive advantage) of the investing country will likely be important. 

In addition, it can be hypothesized that M&A inflow will have more to do with the 

DDDM of the host country while M&A outflow may or may not be related with the 

DDDM of the home country. This is because the ownership advantage (competitive 

advantage) of the receiving country will likely be important. According to this 

definition equation (1) above can be used for greenfield inflow and outflow, and 

M&A inflow and outflow as well as for FDI inflow and outflow.10 

As FDI determinant variables, financial crisis variables can be used, particularly 

because of the nature of the data. The data of FDI flow is from 2012 and 2014, which 

is the aftermath of the Global Financial Crisis. Globally, FDI rebounded back to 2007 

levels by 2010 (Milesi-Ferretti and Tille 2011) and in Europe, FDI decreased in 2009, 

                                           
10 Here and throughout this thesis, FDI inflow and outflow, greenfield inflow and outflow, 

and M&A inflow and outflow are all divided by nominal GDP, creating a measure that 

calculates FDI flow by GDP. 
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2010, and 2011 (Dornean, Işan, and Oanea 2012). According to data in the UNCTAD 

FDI/MNE database, FDI inflow increased substantially in 2007 when compared to 

2006. This was a cause of why it took until the year of 2015 for FDI inflow to return 

to 2007 levels. Similarly FDI outflow increased substantially in 2007 when 

compared to 2006 and as of 2017, FDI outflow has not quite recovered to 2007 levels. 

What holds true for FDI outflow holds for greenfield inflow and outflow, and M&A 

inflow and outflow. In short, the years 2012 and 2014 would qualify as the aftermath 

of the Global Financial Crisis. Therefore, as there seems to be an effect of financial 

crisis on FDI globally, financial crisis variables can be used. An alternative argument 

is that FDI flow increases on the year of the start of a financial crisis. However, it 

seems that most literature point to a slight decrease in FDI flow after a financial crisis 

has hit. 

Financial crisis variables can also be used to see how FDI reacts to financial crisis. 

There are two approaches, the Diamond model approach and the Dutch Disease 

approach. When following the Diamond model approach and assuming that financial 

markets are perfect, FDI would be based on expectations of the output volatility, and 

therefore early warning indicators of financial crises (predictor of financial 

instability) in studies (Frankel and Saravelos 2012, Reinhart and Rogoff 2009, 

Goldstein, Kaminsky, and Reinhart 2000) would have to be used. Two of the early 

warning indicator studies (Reinhart and Rogoff 2009, Goldstein, Kaminsky, and 

Reinhart 2000) are basically the same except for the fact that the more recent one 

includes housing prices as an indicator for financial crises. The most recent early 

warning indicator study (Frankel and Saravelos 2012) is based on the experience of 

the Global Financial Crisis and does a review of previous early warning indicator 

studies which includes one (Goldstein, Kaminsky, and Reinhart 2000) of the 

previous two studies. As a consequence a total of three early warning indicators are 
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selected. Two of them are the same ones selected by the most recent study (Frankel 

and Saravelos 2012) as the most well performing indicators in the literature reviewed 

by the authors as well as for the Global Financial Crisis. They are appreciation of 

real effective exchange rate for 5 years which is a good measure of predicting 

currency crises and 1 year lagged reserves by GDP which is a good measure of 

predicting financial crises in general. The third early warning indicator selected is 

used by all three studies reviewed. It is 1 year lagged current account by GDP which 

is a good measure of predicting both currency crises and banking crises according to 

the literature. Since a banking crisis is seen to be a predictor of a currency crisis, it 

is rational to interpret 1 year lagged current account by GDP as an indicator of 

banking crises. In addition, all three indicators have a different relationship or differ 

in whether they are statistically significant or not. Therefore, the 1 year lagged 

reserved by GDP is seen as a predictor of sovereign default. As a consequence a 

second equation applicable to all FDI inflow and outflow, greenfield inflow and 

outflow, and M&A inflow and outflow is formed. 

 

𝐹𝐷𝐼𝑖,𝑡 = 𝛽0 + 𝛽1𝐼𝑛𝐴𝑖,𝑡 + 𝛽2𝐶𝑟𝐴𝑖,𝑡 + 𝛽35𝐴𝑅𝐸𝐸𝑅𝑖,𝑡 + 𝛽4𝐶𝐴𝑖,𝑡 + 𝛽5𝑅𝐸𝑆𝑖,𝑡 

+𝜀𝑖,𝑡                                                    (ii) 

 

5AREER stands for appreciation of real effective exchange rate for 5 years, CA 

stands for 1 year lagged current account by GDP, and RES stands for 1 year lagged 

reserves excluding gold by GDP. Data for all three financial crisis indicators come 

from the World Bank. 

When following the Dutch Disease approach, there would be a need to measure 

how FDI reacts to the ensuing change in exchange rates. FDI would increase in 

countries that currency depreciate, meaning that financial vulnerability indicators 
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(measures of financial instability) (Ghosh and Qureshi 2016, Schneider and Frey 

1985) may have to be used. However, a better approach would be to use a dummy 

variable to note when there is a currency crisis in the country. The reasoning is that 

it could be argued that the existence of financial vulnerabilities does not match the 

existence of financial crisis. This is because even if a country is financially 

vulnerable, a financial crisis does not necessarily happen. In addition, in most cases 

a currency crisis usually happens after a banking crisis has hit, but happens before a 

sovereign default hits (Reinhart and Rogoff 2009). Financial vulnerabilities may be 

a standard that show weak fundamentals for either banking crisis or currency crisis 

(Ghosh and Qureshi 2016). However they may be an indicator of banking crisis 

initially and not a currency crisis. Finally, when a currency crisis has happened the 

specific currency has depreciated beyond a certain standard. Since mere expectations 

can cause a currency crisis (Krugman 2014), it may be better to use the actual data 

of when a currency crisis has hit. On the other hand, of the 62 countries for which 

data is collected for 2 years, 15 countries lack observations for 2 years meaning that 

there are 30 less observations than the maximum of 124 observations. Among the 94 

available observations there are only 12 occurrences of currency crisis. As the 

sample size is small, there may be a lack of significance in the results. This third 

equation is also equally applicable to FDI inflow and outflow, greenfield inflow and 

outflow, and M&A inflow and outflow. 

 

𝐹𝐷𝐼𝑖,𝑡 = 𝛽0 + 𝛽1𝑅𝐼𝐷𝑖,𝑡 + 𝛽2𝐶𝐶𝑖,𝑡 + 𝜀𝑖,𝑡               (iii) 

 

CC is a dummy variable with the value of 0 when currency crisis isn’t ongoing 

and 1 when a currency crisis is ongoing. The data for currency crisis comes from the 

Global Crises Data by Country dataset which is collected and updated for the 
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Harvard Business School BFFS(Behavioral Finance & Financial Stability) Project. 

Trilemma index variables can also be used to prove hypotheses of FDI. As these 

factors are related to the state of the financial market while the investment is 

occurring, the present term is used for the trilemma index variables. A main study 

(Aizenman, Chinn, and Ito 2010) is reviewed for measuring trilemma factors, which 

are exchange rate stability, monetary independence, and free capital mobility. As all 

three factors are thought to be desirable macroeconomic objectives in their own 

manner, it is thought that all three will be positive and statistically significant. 

Specifically, exchange rate stability is thought to be related to the currency area 

hypothesis, monetary independence is thought to be related to the liquidity 

hypothesis, and free capital mobility (financial integration) is thought to be related 

to the portfolio hypothesis. According to previous research (Mody and Murshid 

2005), FDI is found to have a positive relation with financial integration. Detailed 

explanations on how each hypothesis explains each trilemma index can be found in 

the literature review. As a result the fourth equation is formed. 

 

𝐹𝐷𝐼𝑖,𝑡 = 𝛽0 + 𝛽1𝐼𝑛𝐴𝑖,𝑡 + 𝛽2𝐶𝑟𝐴𝑖,𝑡 + 𝛽3𝐸𝑅𝑆𝑖,𝑡 + 𝛽4𝑀𝐼𝑖,𝑡 + 𝛽5𝐾𝐴𝑂𝑖,𝑡 + 𝜀𝑖,𝑡 (iv) 

 

ERS means exchange rate stability, MI means monetary independence, and KAO 

means openness of capital account. Each index is calculated and provided by the 

authors of the main trilemma index study (Aizenman, Chinn, and Ito 2010). 

Since the size of reserves are thought to increase exchange rate stability, and 

because many developing nations usually peg the currency, the interaction term of 

exchange rate stability and reserves are also measured. This new variable is thought 

to represent exchange rate stability caused by reserves. As a result the fifth equation 

is formed. 
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𝐹𝐷𝐼𝑖,𝑡 = 𝛽0 + 𝛽1𝐼𝑛𝐴𝑖,𝑡 + 𝛽2𝐶𝑟𝐴𝑖,𝑡 + 𝛽3𝑀𝐼𝑖,𝑡 + 𝛽4𝐾𝐴𝑂𝑖,𝑡 + 𝛽5𝐸𝑅𝑆 × 𝑇𝑅𝑖,𝑡 

+𝜀𝑖,𝑡                                                      (v) 

 

TR means total reserves excluding gold by GDP. ERS×TR is the variable that is 

the result of multiplying the exchange rate stability index and the amount of total 

reserves of a country. This variable is the interaction term of exchange rate stability 

and reserves. 

In addition, it is possible to select the higher two of the three trilemma index 

variables to determine the possible policy of the country, in which case the 

synergistic effect of the two trilemma index variables would be measured. It is 

expected that being ‘Financially Closed’ would reduce FDI due to risk of not being 

able to repatriate profits. It is expected that having ‘Flexible Exchange Rates’ or 

being a ‘Currency Union’ would show the effect of having or lacking monetary 

independence and exchange rate stability each. 

   

𝐹𝐷𝐼𝑖,𝑡 = 𝛽0 + 𝛽1𝐼𝑛𝐴𝑖,𝑡 + 𝛽2𝐶𝑟𝐴𝑖,𝑡 + 𝛽3𝐹𝐶𝑖,𝑡 + 𝛽4𝐹𝐸𝑅𝑖,𝑡 + 𝛽5𝐶𝑈𝑖,𝑡 + 𝜀𝑖,𝑡  (vi) 

 

FC means ‘Financially Closed’ which is a combination of high exchange rate 

stability and monetary independence when compared to openness of capital account. 

FER means ‘Flexible Exchange Rates’ which is a combination of high monetary 

independence and openness of capital account when compared to exchange rate 

stability. CU means ‘Currency Union’ which is a combination of high exchange rate 

stability and openness of capital account when compared with monetary 

independence. 

Trilemma variable data for equations (iv), (v), and (vi) come from the trilemma 
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indexes that the authors of the main study (Aizenman, Chinn, and Ito 2010) of 

trilemma index measurement calculate, continuously update and open for use at a 

Portland State University website. The equations (iv), (v), and (vi) are applied to all 

of FDI inflow and outflow, greenfield inflow and outflow, and M&A inflow and 

outflow. 

Thus far, the equations examine how FDI relates to the real economic 

determinants11 and international financial factors12. This approach enables a holistic 

view of FDI flow. It is possible to dig deeper into the real economic determinants, 

by conducting a regression that uses FDI flow as the dependent variable and the 8 

main factors of the DDDM as the independent variables. It is predicted that every 

factor of the DDDM except Factor Conditions is likely to attract more FDI inflow, 

M&A inflow and foster more FDI outflow, greenfield outflow and M&A outflow. It 

is also predicted that every factor of the DDDM except Factor Conditions will have 

a negative relation with greenfield inflow. Factor Conditions is seen to attract 

greenfield inflow but detrimental to any other kind of FDI inflow or outflow. This is 

based on two assumptions. Based on literature, the DDDM factors will foster more 

FDI inflow and outflow. However, Factor Conditions will create complacency and 

reduce the amount of value created as mentioned in a study (Porter 2011) which will 

lead to less FDI flow. Greenfield inflow is seen to increase when the host country 

lacks competitiveness and when there is factor-seeking FDI, which is what the OLI 

paradigm and the cost strategy (globalization strategy) suggests. Greenfield outflow 

is seen to increase when the home country is competitive and when it lacks resources, 

                                           
11 The Inherited Advantage and Created Advantage of the Dual Double Diamond Model 

12 The real interest rate differential, financial crisis indicators, currency crisis dummy 

variable, trilemma indexes, and trilemma policy variables. 
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also as the OLI paradigm and the cost strategy (globalization strategy) suggests. 

M&A inflow is seen to relate to the Imbalance theory and differentiation strategy 

(multi-domestic strategy), and therefore is likely to increase when the host country 

is competitive and relates to market-seeking FDI, related-and-supporting-sector-

seeking FDI, and strategic-business-context-seeking FDI. 

M&A outflow is seen not to be covered theoretically by literature on business 

strategy, particularly not in the context of the competitiveness of the home country. 

It seems plausible however that M&A outflow would likely originate from both non-

competitive and competitive countries. According to The Competitive Advantage of 

Nations (Porter 2011), M&A outflow happens to gain access to the cluster of other 

countries, meaning that it would originate from countries that wish to upgrade any 

part of their global value chain. It seems however, that the bulk of M&A outflow 

would come from competitive countries. This is because competitive countries most 

likely can afford to conduct M&A, which is essentially an expensive procedure. This 

does not mean however that there would not be M&A outflow originating from less 

competitive countries. This is because less competitive countries would also have 

the incentive to gain access to the cluster of competitive countries. 

 

𝐹𝐷𝐼𝑖,𝑡 = 𝛽0 + 𝛽1𝐹𝑎𝑐𝐶𝑖,𝑡 + 𝛽2𝐷𝐶𝑖,𝑡 + 𝛽3𝑅𝐼𝑖,𝑡 + 𝛽4𝐵𝐶𝑖,𝑡 + 𝛽5𝑊𝑖,𝑡 + 𝛽6𝑃𝐵𝑖,𝑡 

+𝛽7𝐸𝑖,𝑡 + 𝛽8𝑃𝑟𝑜𝑓𝑖,𝑡 + 𝜀𝑖,𝑡                                    (vii) 

 

The data for the DDDM comes from two dataset books (Cho and Moon 2013, Cho 

et al. 2017), each published for the years 2012 and 2014 by Edward Elgar and IPS 

National Competitiveness Research. 

Finally, although it is expected that investors would change their investments 

based on predictions of the future, a regression that checks the influence of ongoing 
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financial crisis on FDI flow is conducted. This is because it is expected that investors 

will make decisions based on prediction of financial crisis, and therefore there will 

be different results for when a financial crisis is predicted and when a financial crisis 

is ongling. This time a dummy variable of all three types of ongoing financial crisis 

is used to see the effect of financial crisis on FDI flow after a financial crisis has 

actually happened. It is predicted that financial crisis will reduce all kinds of FDI 

flow. First, this is because investors will have already made investment decisions 

based on prediction of financial crises. Second, after a financial crisis hits in a host 

country, the merit of investment in the host country may decrease. Third, after a 

financial crisis hits in a home country, the firms in the home country may lack the 

financial resources to conduct FDI outflow. 

 

𝐹𝐷𝐼𝑖,𝑡 = 𝛽0 + 𝛽1𝐼𝑛𝐴𝑖,𝑡 + 𝛽2𝐶𝑟𝐴𝑖,𝑡 + 𝛽3𝑆𝑜𝑣𝐷𝑒𝑓𝑖,𝑡 + 𝛽4𝐵𝑎𝑛𝑘𝐶𝑖,𝑡 + 𝛽5𝐶𝐶𝑖,𝑡 

+𝜀𝑖,𝑡                                                     (viii) 

 

SovDef is the dummy variable that has a value of 1 when there is a sovereign 

default and has a value of 0 otherwise. BankC means the dummy variable that has a 

value of 1 when there is a banking crisis and has a value of 0 otherwise. CC is the 

dummy variable that has a value of 1 when there is a currency crisis and has a value 

of 0 otherwise. The data for these dummy variable come from the Global Crises Data 

by Country dataset which is collected and updated for the Harvard Business School 

BFFS(Behavioral Finance & Financial Stability) Project. 

The statistical method used in this thesis is panel data regression as presented in 

Introductory Econometrics 6th edition (Wooldridge 2016). This statistical method 

consists of a number of steps. Pooled OLS was used first and the Breusch-Pagan test 

was administered to check for heteroskedasticity in the error term at the 5% level. If 
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the null hypothesis of the B-P test was not rejected at the 5% level (therefore not 

significant at the 5% level), the pooled OLS was used. If the null hypothesis of the 

B-P test was rejected at the 5% level (therefore significant at the 5% level), WLS 

needs to be used. As the random effects regression is a GLS which is a type of WLS, 

it is possible to use random effects in this case. When the null hypothesis of the B-P 

test was rejected at the 5% level, the hausman test was administered to further check 

for endogeneity of the error term. When the null hypothesis of the hausman test was 

rejected at the 5% level (therefore significant at the 5% level), there was endogeneity 

in the error term and therefore the fixed effects regression was used instead of the 

random effects. When the null hypothesis of the hausman test was not rejected at the 

5% level (therefore not significant at the 5% level), there was no endogeneity in the 

error term and therefore random effects was used. 
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IV. Interpretation of Results 

 

The first question that comes to mind is whether FDI inflow and outflow, whether 

in general terms or for greenfield investment and M&A, are explained by the 

Diamond model or the Dutch Disease. This can be explained by performing a 

regression of the equations (i), (ii), and (iii). The results of the regression are 

recorded in Table 7, 8, 9, 10, 11, and 1213. In Table 7, when looking at FDI inflow, 

regression (1) has more observations than for regression (2) or regression (3). This 

is because the data for real effective exchange rates are somewhat lacking for the 62 

countries that are selected in IPS NCR. The same applies to FDI outflow, where 

regression (5) and (6) have noticeably less observations than regression (4). 

Observations notwithstanding, only regression (1), (4), and (6) are valid. In addition, 

only created advantages are statistically significant throughout regressions for both 

FDI inflow and outflow. Real interest rate differential is not significant in any of the 

regressions. This seems to suggest that the Diamond model explains FDI inflow and 

outflow while the Dutch Disease explains neither. On the other hand this could be 

because only countries with a healthy economy report their real effective exchange 

rate. It also seems that created advantage both attracts FDI inflow and fosters the 

capacity to conduct FDI outflow as the coefficients of created advantage for FDI 

inflow and outflow are positive and significant. Inherited advantages are not 

statistically significant. 

Greenfield inflow and outflow seems to be explained by the Diamond model but 

not the Dutch Disease. This is because the real interest rate differential is not 

                                           
13 View Appendix B. Table 7, 8, 9, 10, 11, and 12 
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significant in (2), (3), (5), and (6) in Table 8, where it is the variable of the regressions. 

Inherited advantage is not significant for greenfield inflow, whereas it is negative 

and significant for greenfield outflow. This implies that abundant Factor Conditions 

reduce the amount of greenfield outflow. Created advantage is negative and 

significant for greenfield inflow and positive and significant for greenfield outflow. 

This implies that the more Created Advantage, the less greenfield inflow and the 

more greenfield outflow. In addition, regression (1) shows a R-square of 4.97%14 

and regression (4) shows a R-square of 32.18% implying that greenfield outflow is 

explained to a large degree by the competitive advantage of the home country. It 

could also be interpreted that greenfield inflow is not significantly explained by 

ownership advantage, whereas greenfield outflow is significantly explained by 

ownership advantage. This seems to suggest that greenfield investment flows from 

countries with ownership advantage to countries that do not have ownership 

advantage 

M&A inflow and outflow seems to be explained by the Diamond model but not 

the Dutch Disease. Like general FDI flow and greenfield flow, the real interest rate 

differential is not significant for M&A flow as can be seen in regressions (2), (3), (5), 

and (6) of Table 9. Inherited advantage is not significant for M&A inflow and outflow. 

Created advantage is positive and significant for M&A inflow and outflow. This 

implies that the more Created advantage, the more M&A inflow and outflow. 

Regression (1) shows that the R-square value is 26.44% while regression (4) shows 

that the R-square value is 7.61%. Both regressions have a chi-square value that is 

significant at the 5% level. This implies that M&A inflow is explained a great deal 

                                           
14 Since the chi-square value of the regression is neither significant at the 5% level nor the 

10% level, the R-square value is rendered useless. 
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by the competitive advantage of the host country while M&A outflow is explained 

to a lesser degree by the competitive advantage of the home country. This suggests 

that M&A flows from countries with ownership advantage to countries with 

ownership advantage 

The next question that comes to mind is how the financial crisis indicators perform 

for FDI inflow and FDI outflow. Table 10 shows the results for FDI inflow and 

outflow. Although in Table 7, the Diamond model is seen to explain FDI instead of 

the Dutch Disease, Table 10 checks again which of them are true. Regression (1), 

(2), (4), and (5) in Table 10 check the output volatility hypothesis which is related to 

the Diamond model, whereas regression (3) and (6) in Table 10 check the currency 

crisis hypothesis which is related to the Dutch Disease. For a start, regression (3) and 

(6) do not have any significant variables and the F-value of the two regressions are 

not significant. Even when a regression is conducted on FDI inflow and outflow each 

with only the dummy variable of currency crisis, the dummy variable is 

nonsignificant. Thus, it seems likely that the Dutch Disease or currency crisis 

hypothesis does not receive support empirically. This may however be due to the 

small number of observations, particularly caused by the small number of countries 

that supply data for real effective exchange rates or currency crisis. 

The only financial crisis early warning indicator that is statistically significant for 

FDI inflow is the 1 year lagged reserves by GDP. Reserves are total reserves 

excluding gold as in the World Bank. The fact that the other two indicators are not 

statistically significant seems to imply that FDI inflow is not related to expectations 

of financial crises. This is because although reserves are an early warning indicator 

for financial crisis, they also have other effects such as increasing the exchange rate 

stability of a nation (Aizenman, Chinn, and Ito 2010) or increasing the value of all 

three trilemma indexes (Aizenman 2013). This could potentially mean that the more 
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reserves a country has the more FDI inflow the country attracts. Another explanation 

is that reserves is not significant at all. Indeed if the 5 year appreciation of real 

effective exchange rates is excluded, reserves is not significant. Neither is 1 year 

lagged current account by GDP significant. Therefore, it may be that the output 

volatility hypothesis does not retain explanatory power for FDI inflow of a country. 

Another possibility is that the possibility of sovereign default may cause FDI inflow 

to decrease. This is because the three kinds of financial crisis are banking crisis, 

currency crisis and sovereign default crisis. These three crisis usually happen in that 

order, but that does not mean that each crisis necessarily happens. 1 year lagged 

current account by GDP which signals banking and currency crisis and 5 year 

appreciation of real effective exchange rate which signals currency crisis is not 

significant. Therefore, 1 year lagged reserves by GDP may signal sovereign default 

in this case. This logic could be further explained by the fact that regressions may 

become more accurate as more important variables are added. This seems to suggest 

that the possibility of sovereign default decreases FDI inflow. 

The results for FDI outflow are also presented in Table 10. FDI outflow has the 

same issue with 1 year lagged reserves excluding gold by GDP as FDI inflow in 

terms of significance. 1 year lagged reserves is not significant on its own as can be 

seen in regression (4), but is significant at the 10.1% level when it is one of the three 

financial crisis variables in regression (5). This suggests that the output volatility 

hypothesis is rejected. Another possibility is that like FDI inflow, the possibility of 

sovereign default has an effect on FDI outflow. In this case, the possibility of 

sovereign default of a country would cause FDI outflow of that country to increase. 

This case would also be explained by the fact that regressions become more accurate 

as more important variables are added. However, it is also true that when 5 year 

appreciation of real effective exchange rates is included in the regression, the number 
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of samples decrease. 

As can be seen in Table 11, greenfield inflow is not supported by the currency 

crisis hypothesis, as no variables are significant for regression (3). This holds true 

for greenfield inflow even when the only variable of the regression is the dummy 

variable for currency crisis. However, greenfield outflow may be supported by the 

currency crisis hypothesis, because in regression (6), the currency crisis dummy 

variable is significant and negative. This means that if a currency crisis hits, 

greenfield outflow decreases. However, what does not make sense is that the real 

interest differential rate is not significant, and a later regression that includes 

inherited advantage and created advantage shows a non-significant currency crisis 

dummy variable. 

When it comes to the output volatility hypothesis, 1 year lagged reserves by GDP 

is significant for greenfield inflow. Even when regressed together with the other two 

financial crisis variables, the results are significant and positive. Without 5 year 

appreciation of real effective exchange rate and with 1 year lagged current account 

by GDP and 1 year lagged reserves by GDP in the regression, both 1 year lagged 

current account by GDP and 1 year lagged reserves by GDP were significant. 

However the coefficient of 1 year lagged current account by GDP was negative while 

the coefficient of 1 year lagged reserves by GDP was positive. When 1 year lagged 

current account by GDP was regressed as the sole financial crisis indicator, it was 

nonsignificant. This seems to suggest that the more reserves, the more greenfield 

inflow or perhaps if there is a possibility of sovereign default in the host country, 

greenfield inflow decreases. In addition, it also seems to suggest that the more net 

trade surplus a country runs, the less greenfield inflow there is or perhaps the more 

likely a banking crisis, the more greenfield inflow there is. The former can be 

interpreted in the same manner that created advantage is interpreted with greenfield 
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inflow, that the more competitive a nation, the less greenfield inflow. What is 

interesting is that when the Diamond model variables are regressed together with all 

three of the financial crisis indicators, the Diamond model variables seem to lose 

their significance. This could be because the competitiveness of a nation may be 

characterized by how much export the country has. Interestingly, the standard for 

finding the cluster of a country for the Diamond model in Porter’s seminal work 

(Porter 2011) is world export market share. In summary, one interpretation of this is 

that the possibility of banking crisis may increase greenfield inflow while the 

possibility of sovereign default may decrease greenfield outflow. 

1 year lagged reserves by GDP has a significant and positive relation with 

greenfield outflow, but is not significant when 5 year appreciation of real effective 

exchange rate is also an explanatory variable. This seems to suggest that the amount 

of reserves of the home country is an important factor in deciding whether to be able 

to invest abroad in the form of greenfield investment. Another possibility is that the 

likeliness of sovereign default decreases greenfield outflow. The reason that 1 year 

lagged reserves by GDP becomes nonsignificant when 5 year appreciation of real 

effective exchange rates is added to the regression is possibly that countries that are 

relatively competent financially would be the ones that report real effective exchange 

rate. Indeed when 1 year lagged reserves by GDP is regressed with 1 year lagged 

current account by GDP and without 5 year appreciation of real effective exchange 

rates, 1 year lagged reserves by GDP remains significant and is positive. When 1 

year lagged current account by GDP is regressed as the only financial crisis indicator, 

it is significant and positive. When 1 year lagged current account by GDP is 

regressed along with 1 year lagged reserves by GDP, it is nonsignificant. Finally 

when all three financial crisis indicators are regressed, 1 year lagged current account 

by GDP is significant and positive. This seems to suggest that the possibility of 
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banking crisis decreases greenfield outflow. The interpretation for the statistical 

results of greenfield inflow and outflow are that greenfield investors seem to borrow 

from the host country with guarantees by the banks and government of the home 

country, and avoid nationalization by the host country. 

In Table 12, it can be seen that the Dutch Disease or the currency crisis hypothesis 

does not hold significant for both M&A inflow and outflow. Even when the currency 

crisis variable is regressed as the only independent variable, it is not significant for 

both M&A inflow and outflow. As for M&A inflow, none of the financial crisis 

indicators are significant. However the Created Advantage variable is significant and 

positive for both regression (1) and (2). This implies that there is a clear relation 

between the competitive advantage of the host country and the amount of M&A 

inflow. However, the possibility of financial crisis does not seem to change the 

amount of M&A inflow. As for M&A outflow, 1 year lagged reserves by GDP is 

always significant whether at the 5% level or the 10% level depending on what 

variables are included. Created advantage of the home country is sometimes 

significant at the 10% level and sometimes not significant. This implies that for more 

M&A outflow to happen, there needs to be more reserves in the home country, 

whereas the competitive advantage of the home country has a dubious relationship 

with M&A outflow. This also suggests that if there is a possibility of sovereign 

default of a country, M&A outflow of the country would decrease. This can be 

interpreted as M&A flows from countries that may nationalize property to other 

countries. 

Monetary independence is significant and positive for FDI inflow as can be seen 

in regression (1) and (2) of Table 13. This implies that generally, the more monetary 

independence a country has the more FDI inflow there is. This is in accordance with 

what the liquidity hypothesis predicts. Exchange rate stability caused by the amount 
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of reserves a country has causes FDI outflow to decrease. This result is against the 

currency area hypothesis, because the currency area hypothesis predicts that if there 

is high exchange rate stability, there will be higher FDI outflow because of the lower 

cost of borrowing. This can be interpreted that countries that accumulate reserves 

restrict FDI outflow. When looking at trilemma policy variables, it is interesting to 

note that flexible exchange rate regimes attract more FDI inflow and being a 

currency unions decreases FDI inflow. This seems to suggest that the synergistic 

effect of monetary independence and free capital mobility attracts more FDI inflow 

while the synergistic effect of exchange rate stability and free capital mobility 

decreases FDI inflow. This may be because free capital mobility enables the effects 

of monetary independence to take place, and because FDI investors avoid countries 

that accumulate reserves to gain exchange rate stability. 

When it comes to greenfield investment, exchange rate stability caused by 

reserves increases greenfield inflow. This meets the expectation of the currency area 

hypothesis. This seems to suggest that greenfield investors avoid countries with 

exchange rate risk and have a preference for countries that accumulate reserves. 

Interestingly no other trilemma index or trilemma policy variable is significant for 

greenfield investment. Exchange rate stability caused by reserves increases M&A 

inflow. This also meets the expectations of the currency area hypothesis. This seems 

to suggest that M&A investors avoid exchange rate risk of the host country, and are 

attracted to host countries that accumulate reserves. In addition, being a currency 

union increases M&A inflow. This suggests that the synergistic effect of exchange 

rate stability and free capital mobility increases M&A inflow. This may mean that 

M&A investors are attracted to host countries with low liquidity. Finally, monetary 

independence seems to increase M&A outflow. This seems to suggest that the 

expectations of the liquidity hypothesis is met for M&A outflow. This may mean that 
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M&A investors borrow from the home country. 

The equation (vii) breaks up the two Diamond model variables into the eight Dual 

Double Diamond model factor variables was regressed for all six types of FDI flows. 

The results of the regression are reported in Table 19. High Demand Conditions and 

a high score on Entrepreneurs reduces the amount of FDI inflow. The relationship 

between Demand Conditions and FDI inflow suggests that FDI inflow is mostly 

vertical FDI. High Business Context increases the amount of FDI inflow, which 

suggests that Business Context may be the source of ownership advantage for FDI 

in general. High Factor Conditions and a high score on Related Industries decrease 

the amount of greenfield inflow. High Factor Conditions and high Business Context 

decreases the amount of greenfield outflow. This seems to suggest that greenfield 

investment flows from countries with low Factor Conditions and low Business 

Context to countries with low Factor Conditions and low Related Industries. A high 

score on Politicians & Bureaucrats increases greenfield outflow, which suggests that 

Politicians & Bureaucrats are the source of ownership advantage for greenfield 

investment. High Demand Conditions decrease M&A inflow, which seems to 

suggest that M&A flow is mostly vertical FDI. A high score on Workers and 

Politicians & Bureaucrats increases M&A inflow which seem to be the source of 

ownership advantage that M&A investors seek. All results mentioned are significant. 

The equation (viii) shows the effect of ongoing financial crisis on all six types of 

FDI flow. The results are reported in Table 20 and Table 21. The reason why 

greenfield outflow is reported separately in Table 21 is because for greenfield 

outflow, the issue of collinearity arises when using dummy variables for sovereign 

default, banking crisis, and currency crisis in a regression. An ongoing currency 

crisis reduces FDI inflow which suggests that FDI investors accumulate debt 

denominated in the host country currency. An ongoing banking crisis reduces 
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greenfield inflow and M&A outflow which suggests that greenfield investors borrow 

from banks of the host country while M&A investors borrow from banks of the home 

country. An ongoing sovereign default reduces greenfield outflow which seems to 

suggest that greenfield investors borrow money from host countries with guarantees 

of the home country’s government. This seems to prove that the output volatility 

hypothesis is selectively correct for different kinds of FDI. 
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V. Conclusion 

 

According to the statistical analysis of this thesis, FDI inflow and FDI outflow are 

explained by the Diamond Model and not the Dutch Disease. Inherited advantage 

has no significant relation with FDI inflow and outflow. Created advantage increases 

the attractiveness for FDI inflow while it fosters the capacity for FDI outflow. 

Greenfield inflow and greenfield outflow are also explained by the Diamond Model 

and not the Dutch Disease. Inherited advantage does not have much to do with 

greenfield inflow, while created advantage decreases the attractiveness of greenfield 

inflow. On the other hand, inherited advantage decreases the capacity for greenfield 

outflow, while created advantage increases the capacity for greenfield outflow. Like 

the other FDI flows, M&A inflow and outflow are explained by the Diamond Model 

and not the Dutch Disease. Inherited advantage does not have much to do with either 

M&A inflow or outflow, whereas created advantage is significant and positively 

related to both M&A inflow and outflow. An interesting observation to make is that 

the R-square of greenfield outflow and M&A inflow is high when using the Diamond 

model variables. This means that the competitive advantage of nations or the 

existence of healthy clusters in a country fosters greenfield outflow and M&A inflow 

greatly. This is in line with the observation that greenfield investment is a cost 

strategy (global strategy) and M&A is a differentiation strategy (multi-domestic 

strategy) (Harzing 2002). This means the greenfield investment would be related to 

the OLI paradigm and M&A would be related to the Imbalance theory. A slight catch 

is that M&A outflow is also significant and positive with created advantage, which 

seems to go against the thought that M&A is related to the Imbalance theory. 

However, the thought that M&A is related to Imbalance theory still seems to make 

sense in that the majority of the amount of M&A flow would come from countries 
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that can afford more money, which would skew the results. 

A reason why the real interest rate differential does not hold for FDI flow, 

greenfield flow, and M&A flow is because the two conditions needed for interest rate 

parity do not meet reality. First, ‘homogeneity of all international assets’ does not 

hold as can be seen by the difference in competitive advantage of each country. A 

different competitive advantage would mean different average value of assets and 

thus mean different rates of return. In addition, ‘perfect capital mobility’ also does 

not hold as can be seen by how there are different levels of ‘financial openness’ as 

measured by the data of KAOPEN. Another reason why real interest rate differential 

as calculated using actual REER instead of expected exchange rate may not hold is 

that the foreign currency market is not perfect. 

The currency crisis hypothesis are rejected for both FDI inflow and outflow. 

Interestingly, 1 year lagged reserves is significant and positive to FDI inflow 

attraction while it is significant and negative to FDI outflow. This suggests that when 

a sovereign default is likely to happen, FDI inflow may decrease while FDI outflow 

may increase. This seems to be the case because the possibility of sovereign default 

means that the government will no longer be able to act as the lender of last resort. 

Perhaps FDI flows to countries whose government can act as the lender of last resort. 

Another possibility is that FDI investors are avoiding nationalization of private 

property by the government. 

For greenfield inflow, the possibility of banking crises in countries may increase 

the greenfield inflow to the country. In addition the possibility of sovereign default 

may decrease the greenfield inflow to the country. The possibility of banking crises 

in countries may reduce greenfield outflow. In addition, the possibility of a sovereign 

default in countries would decrease the amount of greenfield outflow. The currency 

crisis hypothesis does not hold for greenfield inflow. However, the currency crisis 
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hypothesis may hold for greenfield outflow. This is because an ongoing currency 

crisis reduces greenfield outflow. Another perspective is that the currency crisis 

hypothesis does not hold for greenfield outflow. This is since when the DDDM 

factors are included in the regression for greenfield outflow, that the currency crisis 

dummy variable is no longer significant. The fact that currency does not affect 

greenfield investment seems to point out that firms are able to hedge against currency 

volatility using derivatives in the financial market. It also seems that greenfield 

investment is performed when the home country government and banks are predicted 

to be in good financial state. This is probably to reduce risk of the investment because 

it is already risky to invest abroad. In addition, greenfield investment is performed 

when the host country banks are likely to default but not when the host country 

government could default. This may be because when host country banks are likely 

to default, the banks are lending money at lower than normal interest rates and if the 

host country government defaults, the assets of greenfield investment may be 

nationalized. This points to the possibility of greenfield investment being conducted 

by borrowing money from host country banks which are guaranteed by the home 

country government. 

The output volatility hypothesis and the currency crisis hypothesis is rejected for 

M&A inflow as none of the financial crisis indicator variables are significant. The 

output volatility hypothesis has a possibility of holding for M&A outflow as the 

possibility of sovereign default may cause M&A outflow to decrease. The currency 

crisis hypothesis definitely does not hold for M&A outflow. It is interesting that 

M&A inflow does not have much to do with financial crisis indicators, which implies 

that firms conducting M&A do not care about financial crisis happening in host 

countries in advance. This possibly implies that M&A flows to advanced countries 

from developing countries that could nationalize investment. 
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It is shown in the literature reviewed that FDI inflow to a country increases during 

the year of the financial crisis, meaning that after a financial crisis hits FDI inflow 

may increase. However, according to my analysis, an ongoing currency crisis 

decreases FDI inflow, an ongoing banking crisis decreases greenfield inflow and 

M&A outflow, and an ongoing sovereign default decreases greenfield outflow. This 

is different with the literature review, and is also information that shows results for 

greenfield investment and M&A in addition to general FDI. It seems that FDI 

investors generally avoid countries that have currency crisis, because the total debt 

of investments in the country increases highly. It may be that FDI investors may 

avoid investing in countries where they have already invested, but have accumulated 

high debt. It also seems that greenfield investors borrow money from banks of the 

host country while M&A investors borrow money from banks of the home country. 

It may also be possible that greenfield investors borrow money from banks of the 

host country with financial guarantees of the home country’s government. 

High monetary independence leads to higher FDI inflow, and this matches the 

expectation of the liquidity hypothesis. This seems to suggest that most FDI investors 

borrow from the host country. High exchange rate stability caused by reserves seems 

to decrease FDI outflow, and this result is against the expectations of the currency 

area hypothesis. This may be because developing countries that accumulate currency 

reserves to increase exchange rate stability do not allow FDI to flow outside the 

country. The synergistic combination of the liquidity and the portfolio hypothesis 

which is flexible exchange rates seems to have a positive effect on FDI inflow. The 

synergistic combination of the currency area hypothesis and the portfolio hypothesis 

which is currency union seems to have a negative effect on FDI inflow. This is 

consistent with the fact that FDI inflow increases with more liquidity and decreases 

with higher exchange rate stability. Presumably free capital mobility would allow 



47 

 

the effects to take place. What needs further attention is the reason why FDI inflow 

is unaffected when financially closed. This may be because of the lack of free capital 

mobility or because of the cancelling out of the effects of monetary independence 

and exchange rate stability or both. 

Exchange rate stability caused by reserves increases greenfield inflow which 

means that the currency area hypothesis may hold for greenfield inflow. It seems that 

greenfield inflow increases particularly in developing countries that accumulate 

reserves to increase exchange rate stability. It seems that greenfield investors do not 

like exchange rate risk of the host country. 

Exchange rate stability caused by reserves increases M&A inflow which means 

that the currency area hypothesis may hold for M&A inflow. It seems that M&A 

inflow increases in countries that accumulate reserves to increase exchange rate 

stability. High monetary independence increases M&A outflow which means that the 

liquidity hypothesis may hold for M&A outflow. It seems logical that monetary 

independence leads to more M&A outflow, in that it allows the country to avoid 

financial crisis (Krugman 2014), and possibly engage in Fire-sale FDI (Krugman 

2000). It also seems that M&A investors borrow money from the home country. The 

synergistic combination of the currency area hypothesis and the portfolio hypothesis 

which is currency union seems to increase M&A inflow. This is in line with the fact 

that M&A inflow increases with higher exchange rate stability caused by reserve 

accumulation. It also seems like M&A investors do not like exchange rate risk of the 

host country. 

According to The Competitive Advantage of Nations (Porter 2011), a firm must 

undertake a global strategy by placing itself in a superior home base with a superior 

national diamond and investing abroad to upgrade its value chain where there are 

vulnerabilities. Though this may be an overly skewed view that only endorses FDI 
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outflow, there are nonetheless points that are valuable, as will be proven by the 

implications of literature. Generally, FDI inflow and outflow increases when there is 

more created advantage of the host country and home country each. According to 

Table 18 of this paper, it is favorable to have a good Business Context to attract FDI 

inflow and it is unfavorable to have good Demand Conditions or a high score on 

Entrepreneurs in attracting FDI inflow. Having good Factor Conditions or a high 

score on Related Industries is unfavorable to attracting greenfield inflow. Having 

good Factor Conditions or a good Business Context is unfavorable for greenfield 

outflow, while having a good score on Politicians & Bureaucrats is favorable for 

greenfield outflow. Finally having good Demand Conditions reduces M&A inflow, 

while having a good score on Workers and Politicians & Bureaucrats increases the 

amount of M&A inflow. This suggests that for FDI inflow the standard of created 

advantage is Business Context, whereas for greenfield outflow the standard of 

created advantage is Politicians & Bureaucrats, and for M&A inflow the standard of 

created advantage is Workers and Politicians & Bureaucrats. It also seems that the 

bulk of FDI inflow seems to be vertical FDI instead of horizontal FDI or export-

platform FDI, and it also seems that there is a relatively small amount of investment 

in startups. It also seems that greenfield investment flows to countries that do not 

have much resources or do not have infrastructure or clusters from countries that do 

not have resources or have unfavorable business conditions. Finally, M&A 

investment also seems to be mostly vertical FDI instead of horizontal FDI or export-

platform FDI. 

When one takes a look at the global value chain, one finds that the value added 

increases as one moves downstream of the value chain (UNCTAD 2013). Therefore, 

what one means by global strategy, or in other words greenfield investment in a 

country with an inferior cluster could mean greenfield investment from a 
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downstream country to an upstream country. To the firm situated in the downstream 

country, this would be greenfield outflow. For the firm or country that is situated 

upstream of the value chain this would be greenfield inflow. This greenfield 

investment can be beneficial to both upstream and downstream countries as 

exemplified in the case of Vietnam and Korea, according to the OLI paradigm, 

Imbalance theory, and Generalized Double Diamond Model (Moon 2005). Both 

Vietnam and Korea would be able to upgrade their national diamond through the 

process. According to the statistical results of this paper, it is countries that lack 

created advantage that receive greenfield inflow and countries that have created 

advantage that conduct greenfield outflow. It would be recommended that countries 

seeking to increase created advantage to conduct greenfield outflow to improve their 

score on Politicians & Bureaucrats. 

Moving to M&A, M&A could be a way of upgrading the value chain’s 

vulnerabilities by tapping into the favorable national cluster of foreign countries, or 

perhaps gaining access to foreign markets and technology. According to this paper, 

M&A inflow and outflow both increase when there is created advantage in a country. 

Therefore, it would make sense if countries located on the midstream of the global 

value chain or at the downstream of the global value chain invested in either 

countries midstream or downstream of the global value chain. M&A is probably the 

method that US and Canadian firms would have to use to become a North American 

business that draws from both the US and Canadian Diamond and export outside of 

North America after the signing of the FTA between the US and Canada. This case 

is based on the Double Diamond Model applied on Canada and the US (Rugman and 

D'cruz 1993). It seems that it would be advisable for a country seeking to increase 

M&A inflow to have a relatively good score on Workers and Politicians & 

Bureaucrats. This is because it seems that the competitiveness sought by M&A 
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investors seem to lie in those two factors. 

From the implications, it is possible to draw a conclusion on the economic 

development of countries. Upstream countries must attract greenfield inflow from 

midstream or downstream countries to upgrade the national diamond. When the 

upstream country becomes a midstream country it must engage in greenfield outflow, 

M&A inflow and M&A outflow to further upgrade its national diamond to become 

an downstream country. A downstream country must also engage in greenfield 

outflow, M&A inflow and outflow to upgrade its national diamond. It seems that 

once a country becomes a midstream country, it needs to improve the country’s score 

on Workers and Politicians & Bureaucrats to become a downstream country. 

It is possible to add an international financial perspective to this conclusion. 

Generally, it seems important that countries wishing to foster FDI inflow to keep the 

budget deficit and total government debt low. This is because the possibility of 

sovereign default decreases FDI inflow and increases FDI outflow. This seems to be 

because FDI investors are avoiding nationalization of private property by the 

government. It seems that FDI investors avoid investment in countries that have 

higher debt due to inflation caused by currency devaluation. Another possibility is 

that if a currency crisis happens, past investors may not reinvest as the debt of the 

investment may become higher. This may be also be because of debt that FDI 

investor have borrowed from the host country. High monetary independence 

increases FDI inflow which also seems to point to FDI investors borrowing from the 

host country. High exchange rate stability caused by reserves decreases FDI outflow 

which points to countries that achieve exchange rate stability through currency 

reserve accumulation inhibit FDI outflow. This all seems to suggest that signing 

currency swap agreements will allow FDI inflow and outflow to increase. Being a 

flexible exchange rate regime increases FDI inflow, whereas being a currency union 
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decreases FDI inflow. Therefore it seems to be beneficial to become a flexible 

exchange rate regime to attract FDI. 

There is the possibility that greenfield investment being conducted by borrowing 

money from host country banks which are guaranteed by the home country 

government. It also seems that greenfield investors avoid countries that might 

nationalize their investments. Therefore, an upstream country would have to avoid 

possibility of nationalization of foreign investments. A solution would be for the 

upstream country to sign an investment treaty with the investor’s country which 

would likely to be midstream or downstream. In addition, it would be beneficial to 

add a clause of the method of guarantee of the home country government for the loan 

from the host country banks. Exchange rate stability caused by reserves increases 

greenfield inflow which means that the currency area hypothesis may hold for 

greenfield inflow. Therefore, it would be favorable for upstream countries to 

stockpile reserves to increase exchange rate stability. 

Firms conducting M&A do not seem to care about financial crisis happening in 

host countries in advance. It also seems that M&A flows to advanced countries from 

countries that could nationalize investment. Therefore, it seems that upstream and 

midstream countries must avoid nationalizing private property in order to avoid bad 

M&A from occurring. M&A investors seem to borrow money from banks of the 

home country. Therefore, it seems that midstream and downstream countries need to 

create and maintain good banking regulation. It seems that M&A inflow increases 

in advanced countries that accumulate reserves to increase exchange rate stability. 

Therefore, it seems that midstream and downstream countries would benefit from 

currency swap agreements. It seems that monetary independence leads to more M&A 

outflow as M&A investors probably borrow money from the home country, which is 

points again to the need for better banking regulation. The synergistic combination 
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of the currency area hypothesis and the portfolio hypothesis which is currency union 

seems to increase M&A inflow. This means that there needs to be studies conducted 

to explore the relation between currency union and competitiveness of countries. 

One perspective is that high exchange rate stability is the source of competitiveness 

for investments in the host country. Another perspective is that M&A investment 

flows from countries that have high monetary independence to those that have low 

monetary independence, because countries with low monetary independence have 

weaker financial markets. 

In sum the following results on the international financial perspective can be 

supported. An upstream country would do well to sign investment treaties with 

midstream and downstream countries. Clauses on the guarantee of midstream or 

downstream country government guarantee on investor loans from upstream country 

banks would help. It would also help upstream countries to accumulate currency 

reserves to increase exchange rate stability to attract greenfield inflow. Upstream and 

midstream countries must avoid nationalizing private property in order to avoid bad 

M&A from occurring. It also seems that midstream and downstream countries need 

to create and maintain good banking regulation. Another point is that midstream and 

downstream countries would benefit from currency swap agreements by less 

exchange rate risk occurring. Finally, there needs to be studies conducted to explore 

the relation between currency union and competitiveness of countries. 

This conclusion is based on FDI and not portfolio flow or bank credit. It is possible 

that there could be different results for other capital flows. Indeed, according to the 

literature, it is found that all capital flows cause long term economic growth, whereas 

portfolio flow and bank credit may cause short term volatility and hence financial 

crisis. It would be interesting to conduct a study on portfolio flow and bank credit to 

see their interaction with real economic and international financial determinants. 
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Appendix 

 

A. Tables used for deciding how to quantify the Dual Double 

Diamond model 

 

 

 

 

 

 

 Factor 

C. 

Demand 

C. 

Related 

I. 

Business 

C. 
Workers 

Pol & 

Bureau 
Entrep. Profess. 

Factor C. 1        

Demand C. 0.1224 1       

Related I. -0.0012 0.9221 1      

Business C. -0.0281 0.8102 0.8274 1     

Workers 0.1452 0.6410 0.5858 0.6435 1    

Pol & 

Bureau 
0.0250 0.8441 0.8533 0.8421 0.5528 1   

Entrep. 0.0729 0.7160 0.7017 0.8924 0.6021 0.7728 1  

Profess. -0.0141 0.7219 0.7143 0.8842 0.5747 0.7391 0.9111 1 

Table 1 Correlation of DDDM factors 

(Source: author’s estimation of data from (Cho and Moon 2013, Cho et al. 2017)) 
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Table 2 Strategy weights 

(Source: (Cho and Moon 2013, Cho et al. 2017)) 

 

 

 

 

 

Main Factors Weights Sub-factors Weights 

  C D  C D 

Physical Factor 32/120 4/120 Energy Resources 1/2 1/2 

Factors Conditions   Other Resources 1/2 1/2 

 Demand 4/120 32/120 Demand Size 3/4 1/4 

 Conditions   Demand Quality 1/4 3/4 

 Related 8/120 16/120 Industrial Infrastructure 3/4 1/4 

 Industries   Coordination & Synergy 1/4 3/4 

 Business 16/120 8/120 Structure 3/4 1/4 

 Context   Strategy 1/4 3/4 

Human Workers 32/120 4/120 Quantity of Labor Force 3/4 1/4 

Factors    Quality of Labor Force 1/4 3/4 

 Politicians & 16/120 8/120 Politicians 3/4 1/4 

 Bureaucrats   Bureaucrats 1/4 3/4 

 Entrepreneurs 8/120 16/120 Personal Competence 3/4 1/4 

    Social Context 1/4 3/4 

 Professionals 4/120 32/120 Personal Competence 3/4 1/4 

    Social Context 1/4 3/4 
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 ER OR   Ind. Infra. Coord. Syn. 

ER 1   Ind. Infra. 1  

OR 0.5010 1  Coord. Syn. 0.8401 1 

       

 DS DQ   Structure Strategy 

DS 1   Structure 1  

DQ 0.6437 1  Strategy 0.8933 1 

Table 3 Correlation of subfactors of Physical factors of DDDM 

(Source: author’s estimation with data from (Cho and Moon 2013, Cho et al. 2017)) 

 

 

 L. Quant. L. Qual.   EC ES 

L. Quant. 1   EC 1  

L. Qual. 0.1146 1  ES 0.7663 1 

       

 P B   PC PS 

P 1   PC 1  

B 0.8978 1  PS 0.9029 1 

Table 4 Correlation of subfactors of Human factors of DDDM 

(Source: author’s estimation with data from (Cho and Moon 2013, Cho et al. 2017)) 

 

 

 N. C. C D InA CrA 

N. C. 1     

C 0.9449 1    

D 0.9870 0.8890 1   

InA 0.1484 0.3972 0.0395 1  

CrA 0.9942 0.9115 0.9929 0.0415 1 

Table 5 Correlation of different measures of the DDDM 

(Source: author’s estimate with use of data from (Cho and Moon 2013, Cho et al. 2017)) 
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B. All tables that show result of regressions. 

 

 

 

 

 

Dep. Var. FDI inflow FDI outflow 

 (1) (2) (3) (4) (5) (6) 

Ind. Var. RE(GLS) POLS RE(GLS) RE(GLS) POLS RE(GLS) 

InA -0.0818226  -0.0366825 -0.060497  -0.0170658 

 0.172  0.438 0.286  0.546 

CrA 0.0992923  0.0585518 0.1324259  0.0644897 

 0.024  0.126 0.002  0.006 

RID  -2.553011 1.768864  -2.505023 -1.154081 

  0.594 0.526  0.468 0.727 

Constant -0.7344026 2.721911 0.1287779 -3.783471 1.869048 -1.187862 

 0.741 0.000 0.949 0.076 0.000 0.338 

N. 124 84 84 124 84 84 

𝑅2 0.1055 -0.0087 0.0736 0.1612 -0.0057 0.1341 

P>F  0.5943   0.4677  

P>𝜒2 0.0353  0.3649 0.0049  0.0386 

Table 7 The DDDM and the Dutch Disease as explanatory variables of FDI 

(source: author’s calculation based on (Cho and Moon 2013, Cho et al. 2017), UNCTAD, 

The World Bank) 
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Dep. Var. Greenfield inflow Greenfield outflow 

 (1) (2) (3) (4) (5) (6) 

Ind. Var. RE(GLS) POLS POLS RE(GLS) POLS POLS 

InA -0.0295664  -0.0137507 -0.0262196  -0.0248635 

 0.300  0.184 0.032  0.013 

CrA -0.034765  -0.0170508 0.0491914  0.0421674 

 0.108  0.053 0.000  0.000 

RID  -0.0993227 -0.3570976  -0.3481237 0.7348768 

  0.945 0.802  0.824 0.584 

Constant 3.829894 1.221679 2.197555 -1.040133 1.111833 -0.769401 

 0.000 0.000 0.000 0.024 0.000 0.080 

N. 123 83 83 122 82 82 

𝑅2 0.0497 -0.0123 0.0320 0.3218 -0.0119 0.2735 

P>F  0.9453 0.1358  0.8239 0.0000 

P>𝜒2 0.1488   0.0000   

Table 8 The DDDM and the Dutch Disease as explanatory variables of greenfield 

investment 

(source: author’s calculation based on (Cho and Moon 2013, Cho et al. 2017), UNCTAD, 

The World Bank) 
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Dep. Var. M&A inflow M&A outflow 

 (1) (2) (3) (4) (5) (6) 

Ind. Var. RE(GLS) POLS RE(GLS) RE(GLS) POLS RE(GLS) 

InA -0.0050668  -0.0026642 -0.0123006  0.0046521 

 0.487  0.701 0.583  0.630 

CrA 0.0346259  0.0293398 0.0454078  0.0120408 

 0.000  0.000 0.011  0.166 

RID  -1.92503 -1.318963  -1.622644 -1.287845 

  0.228 0.344  0.232 0.355 

Constant -1.083796 0.6426129 -0.8085647 -1.471862 0.4786774 -0.1858029 

 0.000 0.000 0.011 0.115 0.000 0.695 

N. 118 81 81 109 76 76 

𝑅2 0.2644 0.0059 0.2868 0.0761 0.0060 0.0494 

P>F  0.2280   0.2322  

P>𝜒2 0.0000  0.0000 0.0340  0.3175 

Table 9 The DDDM and the Dutch Disease as explanatory variables of M&A investment 

(source: author’s calculation based on (Cho and Moon 2013, Cho et al. 2017), UNCTAD, 

The World Bank) 
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Dep. Var. FDI inflow FDI outflow 

 (1) (2) (3) (4) (5) (6) 

Ind. Var. FE RE(GLS) POLS FE FE POLS 

InA 0.4284705 -0.0423705  0.7334058 1.881764  

 0.404 0.323  0.364 0.138  

CrA -0.1975359 0.0474229  -0.4844143 -0.4878875  

 0.144 0.208  0.024 0.060  

RID   -4.587724   -4.527993 

   0.441   0.285 

5AREER  0.0144007   -0.0341076  

  0.463   0.262  

CA  -0.0432574   -0.0259392  

  0.600   0.869  

RES -0.0435525 0.070395  -0.0830757 -0.12508  

 0.300 0.008  0.209 0.101  

CC   0.127493   -0.1590152 

   0.928   0.874 

Constant 9.430813 -0.5222831 2.849175 19.67225 12.03385 2.154767 

 0.155 0.797 0.000 0.061 0.449 0.000 

N. 118 82 70 118 82 70 

𝑅2 0.0730 0.2901 -0.0207 0.1116 0.0478 -0.0110 

P>F 0.3719  0.7420 0.0989 0.1687 0.5390 

P>𝜒2  0.0365     

Table 10 FDI flow’s relation with financial crisis prediction 

(source: author’s calculation based on (Cho and Moon 2013, Cho et al. 2017), UNCTAD, 

The World Bank, Harvard Business School) 
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Dep. Var. Greenfield inflow Greenfield outflow 

 (1) (2) (3) (4) (5) (6) 

Ind. Var. RE(GLS) RE(GLS) POLS RE(GLS) RE(GLS) POLS 

InA -0.0287244 -0.017017  -0.0227397 -0.0214825  

 0.319 0.150  0.049 0.083  

CrA -0.045596 -0.0152623  0.0404431 0.0298431  

 0.050 0.153  0.000 0.007  

RID   -0.9759096   -0.6534768 

   0.562   0.723 

5AREER  0.0075558   -0.0057054  

  0.387   0.454  

CA  -0.0625923   0.0702855  

  0.035   0.015  

RES 0.026243 0.0304715  0.0155109 0.0028226  

 0.104 0.000  0.014 0.743  

CC   -0.3342890   -0.8676636 

   0.405   0.051 

Constant 3.905546 1.637042 1.235676 -0.9714603 -0.291017 1.38691 

 0.001 0.005 0.000 0.032 0.629 0.000 

N. 118 82 70 116 80 68 

𝑅2 0.0857 0.2697 -0.0121 0.3319 0.3788 0.0332 

P>F   0.5579   0.1245 

P>𝜒2 0.0772 0.0033  0.0000 0.0000  

Table 11 Greenfield flow’s relation with financial crisis prediction 

(source: author’s calculation based on (Cho and Moon 2013, Cho et al. 2017), UNCTAD, 

The World Bank, Harvard Business School) 
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Dep. Var. M&A inflow M&A outflow 

 (1) (2) (3) (4) (5) (6) 

Ind. Var. POLS POLS POLS RE(GLS) RE(GLS) POLS 

InA -0.0029213 -0.0044352  0.0046731 0.0026786  

 0.619 0.506  0.542 0.776  

CrA 0.0312293 0.0317231  0.0116392 0.012347  

 0.000 0.000  0.071 0.159  

RID   -2.420937   -1.271214 

   0.237   0.399 

5AREER  0.0084895   0.0058218  

  0.265   0.579  

CA  -0.0083852   -0.0148555  

  0.669   0.593  

RES -0.0020893 -0.0010931  0.0112419 0.0139423  

 0.539 0.842  0.011 0.073  

CC   0.0599214   -0.027463 

   0.843   0.939 

Constant -0.9248715 -0.9259271 0.708498 -0.3934628 -0.451284 0.5163132 

 0.000 0.010 0.000 0.229 0.360 0.000 

N. 113 80 68 105 76 67 

𝑅2 0.2556 0.2383 -0.0056 0.1072 0.1072 -0.0192 

P>F 0.0000 0.0001 0.4476   0.6876 

P>𝜒2    0.0069 0.1352  

Table 12 M&A flow’s relation with financial crisis prediction 

(source: author’s calculation based on (Cho and Moon 2013, Cho et al. 2017), UNCTAD, 

The World Bank, Harvard Business School) 
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Dep. Var. FDI inflow FDI outflow 

 (1) (2) (3) (4) 

Ind. Var. RE(GLS) RE(GLS) RE(GLS) FE 

InA -0.0776689 -0.0480233 -0.0686981 0.6796406 

 0.233 0.299 0.302 0.450 

CrA 0.1068824 0.0238881 0.1458805 -0.5311165 

 0.036 0.528 0.006 0.016 

ERS 1.587052  0.2468478  

 0.266  0.884  

MI 4.41939 3.389767 2.258969 -0.3882257 

 0.007 0.003 0.260 0.850 

KAO 1.026342 1.690346 -0.1661124 -1.803081 

 0.592 0.213 0.936 0.699 

ERS*TR  3.819899  -20.01219 

  0.142  0.025 

Constant -4.511074 -0.7785147 -5.302677 24.60947 

 0.076 0.655 0.052 0.035 

N. 117 114 117 114 

𝑅2 0.2257 0.2050 0.1931 0.1173 

P>F    0.0804 

P>𝜒2 0.0066 0.0119 0.0355  

Table 13 FDI flow’s relation with the trilemma indexes 

(source: author’s calculation based on (Cho and Moon 2013, Cho et al. 2017), UNCTAD, 

The World Bank, Trilemma Index) 
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Dep. Var. FDI inflow FDI outflow 

 (1) (2) (3) (4) (5) (6) 

Ind. Var. RE(GLS) RE(GLS) RE(GLS) RE(GLS) RE(GLS) RE(GLS) 

InA -0.0862608 -0.0994607 -0.1010208 -0.0630175 -0.0639521 -0.0640297 

 0.153 0.099 0.097 0.275 0.271 0.274 

CrA 0.1005879 0.1021406 0.1141837 0.136044 0.1360756 0.1369574 

 0.029 0.022 0.011 0.003 0.002 0.002 

FC -0.5942561   -0.0388562   

 0.537   0.972   

FER  1.160536   0.0836684  

  0.051   0.913  

CU   -1.047919   -0.0714178 

   0.100   0.929 

Constant -0.5308615 -1.031791 -0.761603 -3.892185 -3.923686 -3.906891 

 0.822 0.644 0.734 0.096 0.071 0.073 

N. 121 121 121 121 121 121 

𝑅2 0.1181 0.1249 0.1155 0.1637 0.1637 0.1639 

P>F       

P>𝜒2 0.0497 0.0104 0.0177 0.0137 0.0137 0.0137 

Table 14 FDI flow’s relation with the trilemma policy variables 

(source: author’s calculation based on (Cho and Moon 2013, Cho et al. 2017), UNCTAD, 

The World Bank, Trilemma Index) 
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Dep. Var. Greenfield inflow Greenfield outflow 

 (1) (2) (3) (4) 

Ind. Var. FE RE(GLS) RE(GLS) RE(GLS) 

InA -0.1834411 -0.0383675 -0.0299237 -0.0269465 

 0.815 0.238 0.021 0.030 

CrA -0.054696 -0.0481305 0.049291 0.0422358 

 0.771 0.086 0.000 0.000 

ERS 0.5455024  0.0389614  

 0.761  0.915  

MI -1.502866 1.566206 0.2741829 0.07723 

 0.411 0.196 0.549 0.858 

KAO -0.6742403 0.4598551 -0.0632618 -0.0422389 

 0.870 0.662 0.879 0.916 

ERS*TR  3.5915100  0.7982054 

  0.072  0.287 

Constant 6.741268 3.17936 -1.167165 -0.8936583 

 0.513 0.017 0.036 0.073 

N. 116 114 115 112 

𝑅2 0.0202 0.1354 0.3589 0.3240 

P>F 0.9558    

P>𝜒2  0.0883 0.0000 0.0000 

Table 15 Greenfield flow’s relation with the trilemma indexes 

(source: author’s calculation based on (Cho and Moon 2013, Cho et al. 2017), UNCTAD, 

The World Bank, Trilemma Index) 
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Dep. Var. Greenfield inflow Greenfield outflow 

 (1) (2) (3) (4) (5) (6) 

Ind. Var. RE(GLS) RE(GLS) RE(GLS) RE(GLS) RE(GLS) RE(GLS) 

InA -0.0300873 -0.0278162 -0.0265548 -0.0261643 -0.0261737 -0.0264762 

 0.302 0.345 0.373 0.036 0.037 0.036 

CrA -0.0371294 -0.035347 -0.0387346 0.0493101 0.0488068 0.0490642 

 0.123 0.118 0.090 0.000 0.000 0.000 

FC -0.0449245   0.0379311   

 0.946   0.883   

FER  -0.2445285   0.0101616  

  0.621   0.957  

CU   0.2849036   -0.0321499 

   0.575   0.867 

Constant 4.007254 3.975786 3.927088 -1.056305 -1.026198 -1.019139 

 0.001 0.000 0.001 0.040 0.030 0.031 

N. 120 120 120 119 119 119 

𝑅2 0.0509 0.0535 0.0520 0.3099 0.3105 0.3096 

P>F       

P>𝜒2 0.2688 0.2419 0.2361 0.0000 0.0000 0.0000 

Table 16 Greenfield flow’s relation with the trilemma policy variables 

(source: author’s calculation based on (Cho and Moon 2013, Cho et al. 2017), UNCTAD, 

The World Bank, Trilemma Index) 
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Dep. Var. M&A inflow M&A outflow 

 (1) (2) (3) (4) 

Ind. Var. RE(GLS) FE RE(GLS) RE(GLS) 

InA 0.0032073 -0.5762386 -0.0191948 -0.0003599 

 0.704 0.088 0.452 0.968 

CrA 0.0331475 0.1031135 0.0573997 0.0209098 

 0.000 0.120 0.011 0.013 

ERS 0.3362024  1.025943  

 0.255  0.234  

MI 0.0791938 -0.6286488 2.564042 0.8198388 

 0.841 0.337 0.039 0.058 

KAO 0.2494436 0.4103483 -0.4644315 -0.2943182 

 0.388 0.771 0.612 0.368 

ERS*TR  7.670354  0.333708 

  0.006  0.559 

Constant -1.434174 -0.7278523 -3.324454 -0.7732375 

 0.001 0.847 0.010 0.051 

N. 112 109 103 101 

𝑅2 0.3192 0.0139 0.1507 0.1161 

P>F  0.0384   

P>𝜒2 0.0000  0.0262 0.0298 

Table 17 M&A flow’s relation with the trilemma indexes 

(source: author’s calculation based on (Cho and Moon 2013, Cho et al. 2017), UNCTAD, 

The World Bank, Trilemma Index) 
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Dep. Var. M&A inflow M&A outflow 

 (1) (2) (3) (4) (5) (6) 

Ind. Var. RE(GLS) RE(GLS) RE(GLS) RE(GLS) RE(GLS) RE(GLS) 

InA -0.0054026 -0.0052475 -0.0026435 -0.0142213 -0.0099343 -0.0118619 

 0.449 0.480 0.723 0.532 0.670 0.616 

CrA 0.0333445 0.0367145 0.0344273 0.0509091 0.0492325 0.0461093 

 0.000 0.000 0.000 0.010 0.008 0.013 

FC -0.2577059   0.2958395   

 0.171   0.617   

FER  -0.106841   -0.3371258  

  0.508   0.495  

CU   0.2843198   0.1287197 

   0.072   0.794 

Constant -0.9424872 -1.127712 -1.195085 -1.778407 -1.546955 -1.545084 

 0.003 0.000 0.000 0.099 0.102 0.105 

N. 116 116 116 107 107 107 

𝑅2 0.2967 0.2863 0.3050 0.0821 0.0838 0.0801 

P>F       

P>𝜒2 0.0000 0.0000 0.0000 0.0660 0.0596 0.0720 

Table 18 M&A flow’s relation with the trilemma policy variables 

(source: author’s calculation based on (Cho and Moon 2013, Cho et al. 2017), UNCTAD, 

The World Bank, Trilemma Index) 
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Dep. Var. 
FDI 

inflow 

FDI 

outflow 

Greenfield 

inflow 

Greenfield 

outflow 

M&A 

inflow 

M&A 

outflow 

 (1) (2) (3) (4) (5) (6) 

Ind. Var. RE(GLS) RE(GLS) RE(GLS) RE(GLS) RE(GLS) RE(GLS) 

Factor C. -0.0426324 -0.0576471 -0.0468897 -0.0300172 0.0012133 -0.0073468 

 0.492 0.353 0.108 0.018 0.875 0.781 

Demand C. -0.1922014 0.019473 -0.0109011 0.012772 -0.0329479 -0.0279694 

 0.079 0.871 0.855 0.616 0.041 0.621 

Related I. -0.0082912 0.0109075 -0.1102544 0.0046968 0.0106306 -0.0176764 

 0.936 0.923 0.048 0.843 0.480 0.739 

Business C. 0.142819 0.0341867 -0.0699445 -0.0331535 0.0216331 0.0405947 

 0.040 0.691 0.155 0.087 0.172 0.426 

Workers 0.1001349 0.0563873 0.061155 0.013476 0.020899 0.0584624 

 0.194 0.501 0.140 0.446 0.060 0.143 

Pol & 

Bureau 
0.0698107 0.0281199 0.0381478 0.0281565 0.0232866 0.0195128 

 0.178 0.623 0.184 0.020 0.003 0.476 

Entrep. -0.093812 -0.0388049 0.0384997 0.0027708 -0.0146014 -0.0461296 

 0.044 0.528 0.310 0.848 0.258 0.224 

Profess. 0.0694862 0.0397481 0.0242352 0.0174832 0.0040221 0.0341067 

 0.214 0.557 0.521 0.244 0.726 0.345 

Constant -3.554168 -4.953219 1.710031 -1.061059 -1.508105 -3.215003 

 0.322 0.195 0.361 0.183 0.003 0.082 

N. 124 124 123 122 118 109 

𝑅2 0.1875 0.1733 0.2015 0.3979 0.3451 0.1099 

P>F       

P>𝜒2 0.0070 0.1973 0.0116 0.0000 0.0000 0.2533 

Table 19 FDI, greenfield, M&A flow’s relation with the DDDM 

(source: author’s calculation based on (Cho and Moon 2013, Cho et al. 2017), UNCTAD) 
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Dep. Var. 
FDI 

inflow 

FDI 

outflow 

Greenfield 

inflow 

M&A 

inflow 

M&A 

outflow 

 (1) (2) (3) (4) (5) 

Ind. Var. RE(GLS) RE(GLS) RE(GLS) RE(GLS) RE(GLS) 

InA -0.0366647 -0.0196444 -0.0220013 -0.0010876 0.0021092 

 0.432 0.460 0.240 0.877 0.793 

CrA 0.0617049 0.0761546 -0.0237671 0.0262172 0.014214 

 0.106 0.001 0.147 0.000 0.052 

SovDef -0.3890694 -0.4375986 -0.4875654 -0.3824434 -0.2094566 

 0.722 0.736 0.619 0.306 0.646 

BankC -1.485886 -0.0388095 -0.9404943 0.0901448 -0.6456742 

 0.236 0.957 0.061 0.633 0.003 

CC -1.0774 -0.072696 -0.787802 0.220433 0.0212149 

 0.034 0.918 0.152 0.305 0.938 

Constant 0.5849972 -1.808864 3.2095 -0.7665574 -0.1464838 

 0.763 0.130 0.000 0.019 0.713 

N. 91 91 91 89 85 

𝑅2 0.0819 0.1755 0.1192 0.2488 0.1495 

P>F      

P>𝜒2 0.1254 0.0304 0.1115 0.0004 0.0163 

Table 20 FDI flow, greenfield inflow, M&A flow during financial crisis 

(source: author’s calculation based on (Cho and Moon 2013, Cho et al. 2017), UNCTAD, 

Harvard Business School) 
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Dep. Var. Greenfield outflow 

 (1) (2) (3) 

Ind. Var. FE RE(GLS) RE(GLS) 

InA -0.1103603 -0.0261933 -0.0262830 

 0.678 0.030 0.024 

CrA 0.0447948 0.0434674 0.0420967 

 0.391 0.000 0.000 

SovDef -2.414853   

 0.000   

BankC  0.0211108  

  0.948  

CC   -0.1684743 

   0.472 

Constant -0.005539 -0.836167 -0.726516 

 0.999 0.107 0.145 

N. 90 89 92 

𝑅2 0.1957 0.3052 0.3209 

P>F 0.0001   

P>𝜒2  0.0001 0.0000 

Table 21 Greenfield outflow during financial crisis 

(source: author’s calculation based on (Cho and Moon 2013, Cho et al. 2017), UNCTAD, 

Harvard Business School) 
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C. Methodology for calculating real interest rate differential 

(RID) 

 

One method of calculating Real Interest Rate Differential (RID) and yearly change 

in Real Interest Rate Differential (∆RID) is to plug in Real Effective Exchange Rate 

(REER) into Interest Rate Parity (IRP)15  

 

𝑅𝐼𝐷𝑡 = 𝑟𝑡 − 𝑟𝑡
∗ =

𝐸𝑡+1
𝑒 − 𝐸𝑡

𝐸𝑡
 

 

∆RID = 𝑅𝐼𝐷𝑡 − 𝑅𝐼𝐷𝑡−1 = (𝑟𝑡 − 𝑟𝑡
∗) − (𝑟𝑡−1 − 𝑟𝑡−1

∗ )

= (
𝐸𝑡+1

𝑒 − 𝐸𝑡

𝐸𝑡
) − (

𝐸𝑡
𝑒 − 𝐸𝑡−1

𝐸𝑡−1
) 

 

Min V = ∑ 𝑤𝑗(𝑠𝑗
𝑑 − 𝑠𝑗

𝑑̅̅ ̅)2n
𝑗  is the equation16 used to minimize the volatility of the 

domestic currency. ‘V’ is the variance of the domestic currency, ‘𝑤𝑗’ is the weight of 

trade volume of country j, ‘𝑠𝑗
𝑑’ is the exchange rate of the domestic currency with 

country j and ‘𝑠𝑗
𝑑̅̅ ̅’ is the equilibrium exchange rate of the domestic currency with 

country j. 

Most of world trade is conducted in US dollars (about 80%). Therefore it can be 

assumed very bluntly that there is only a currency market for the US dollar in the 

area of trade. If this is the case the only way to intervene in the exchange rate of the 

                                           
15 Otherwise called Uncovered Interest Rate Parity (UIRP) 

16 This equation is cited from (문우식 2018) 
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domestic currency with another country to create favorable conditions for trade is to 

intervene in the exchange rate between the domestic currency and the US dollar. This 

would change the exchange rate of the domestic currency with foreign currencies 

around the world. This is the reason why Real Effective Exchange Rates (REER) 

must be plugged in the Interest Rate Parity (IRP) condition to create Real Interest 

Rate Differential (RID) and yearly change in Real Interest Rate Differential (∆RID). 

Nominal Effective Exchange Rate (NEER) is the exchange rate that uses trade 

volume of each country as a weight and multiply that weight with the exchange rate 

of each country against the US dollar. Real Effective Exchange Rate (REER) is an 

inflation adjusted NEER. The reason why there is a need for REER instead of the 

NEER is that the dependent variable is nominal FDI flow divided by nominal GDP, 

which implies that the end result accounts for inflation. This is because both nominal 

FDI flow and nominal GDP would include inflation rate and so the inflation rate 

would cancel each other out, making the dependent variable a real value instead of a 

nominal value. Plugging in the REER into the IRP would mean that there would be 

a trade-weighted real currency rate of each country plugged into IRP. This would 

probably mean that 𝑟𝑡 would be the real domestic interest rate while 𝑟𝑡
∗ would be 

the trade-weighted real foreign interest rate. This would also assume that countries 

are free to intervene in the currency market to change exchange rates and intervene 

in the exchange rate between their currency and the US dollar. This seems likely to 

be the case as can be seen by the quantitative easing of countries such as the EU and 

Japan that happened during the period of study. Of course, as IRP is being used, there 

would also be two assumptions which are ‘the homogeneity of all international assets’ 

and ‘perfect capital mobility’. Finally, the fact that actual REER is used as expected 

future exchange rates mean that there is the assumption of perfect expectations, 

implying that there is the assumption that currency market is perfect and 
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informational advantage does not exist. 

Yearly change in Real Interest Rate Differential ( ∆RID ) is not used in any 

regression in this thesis, but would have the potential to show the effect of change in 

worldwide monetary policy to a country. Another method is used in this thesis as can 

be seen in Appendix D, (1) Methodology for measuring monetary independence. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



81 

 

D. How variables are calculated for the Trilemma Index 

 

(1) Methodology for measuring monetary independence 

 

The main study (Aizenman, Chinn, and Ito 2010) reviewed in this section uses the 

same methodology for measuring monetary independence, exchange rate stability, 

and financial openness as a previous study (Aizenman, Chinn, and Ito 2008) written 

by the same authors. The previous study (Aizenman, Chinn, and Ito 2008) in turn 

uses the same methodology for measuring financial openness as a study (Chinn and 

Ito 2008) written by some of the same authors. This study (Chinn and Ito 2008) in 

turn borrows part of the methodology for measuring financial openness particularly 

for periods after 1996 from another study (Mody and Murshid 2005). 

The methodology for measuring monetary independence is the following, taken 

from the main study (Aizenman, Chinn, and Ito 2010). 

 

MI = 1 −
𝑐𝑜𝑟𝑟(𝑖𝑖, 𝑖𝑗) − (−1)

1 − (−1)
 

 

The degree of monetary independence is measured by the annual correlation of 

monthly market interest rate in home country i and base country j. As correlations 

have a value of -1 to +1, the value of 1 is added to the correlation’s numerator to 

create the value between 0 and +2. To make this number a value between 0 and +1, 

this numerator is divided by the denominator with a value of 2. By subtracting this 

value from 1, the possible values become from 0 to +1, where the closer to the value 

of 1, the higher the degree of monetary independence. The base country is the 

country to which a home county most closely links its monetary policy, as in 
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Shambaugh (2004), IMF’s AREAER, and the CIA Factbook. 
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(2) Methodology for measuring exchange rate stability 

 

The methodology for measuring exchange rate stability is as follows and is also 

taken from the main study (Aizenman, Chinn, and Ito 2010). 

 

ERS =
0.01

0.01 + 𝑠𝑡𝑑𝑒𝑣(∆log (𝑒𝑥𝑐ℎ_𝑟𝑎𝑡𝑒))
 

 

What 𝑠𝑡𝑑𝑒𝑣(∆log (𝑒𝑥𝑐ℎ_𝑟𝑎𝑡𝑒)) means is the annual standard deviation of the 

change in the monthly log of the exchange rate between the home country and the 

base country. According to the main study (Aizenman, Chinn, and Ito 2010), it is 

frequently mentioned in literature that when the exchange rates’ monthly change 

stays within the ±0.33% band, the exchange rate is fixed and the index is given the 

value of 1. When the exchange rate is fixed for only 1 year, they are thought to be 

unintended and are defined as flexible exchange rates. A higher exchange rate 

stability of this index means that there is greater exchange rate stability of the 

exchange rate between the home country and the base country. 
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(3) Methodology for measuring financial openness 

 

The methodology for measuring financial openness for data after 1996 is taken 

from a study (Mody and Murshid 2005) cited by one of the studies reviewed (Chinn 

and Ito 2008). 

 

𝐾𝐴𝑂𝑃𝐸𝑁 =
𝑆𝐻𝐴𝑅𝐸𝑘1 + 𝑘2 + 𝑘3 + 𝑘4

4
 

 

Table 22 Methodology of measuring financial openness (Source: (Mody and Murshid 

2005)) 

 

𝑆𝐻𝐴𝑅𝐸𝑘1 = (
𝑘1,𝑡 + 𝑘1,𝑡−1 + 𝑘1,𝑡−2 + 𝑘1,𝑡−3 + 𝑘1,𝑡−4

5
) 

 

 

 

𝑘1 equals the openness of the capital account as provided by the IMF’s Exchange 

Arrangements and Agreements(value of one when open and zero otherwise) 

𝑘2 equals the openness of the current account as provided by the IMF’s Exchange 

Arrangements and Agreements(value of one when open and zero otherwise) 

𝑘3 equals the stringency of requirements for the repatriation and/or surrender of 

export proceeds as provided by the IMF’s Exchange Arrangements and 

Agreements(value of one when open and zero otherwise) 

𝑘4 equals the existence of multiple exchange rates for capital account transactions 

as provided by the IMF’s Exchange Arrangements and Agreements(value of one when 

open and zero otherwise) 
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(4) Methodology for measuring international reserves 

 

The methodology for measuring international reserves is taken from the main 

study (Aizenman, Chinn, and Ito 2010). 

 

IR =  
𝐼𝑛𝑡𝑒𝑟𝑛𝑎𝑡𝑖𝑜𝑛𝑎𝑙 𝑅𝑒𝑠𝑒𝑟𝑣𝑒𝑠 𝑒𝑥𝑐𝑙𝑢𝑑𝑖𝑛𝑔 𝑔𝑜𝑙𝑑

𝐺𝐷𝑃
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요약(국문초록) 
 

글로벌 금융위기 중 해외직접투자 

요인과 진입 모드 선택: 

이중 더블 다이아몬드 모델과 국제금융 시각의 

통합 

 

 

서울대학교 국제대학원 

국제학과 국제통상전공 

김재원 
 

 
본 논문은 해외직접투자의 실물경제와 국제금융 요인을 검토한다. 

또한 본 논문은 총 해외직접투자 유량과 그린필드 투자와 기업 

인수·합병의 두 가지 진입 모드의 유량을 살펴본다. 해외직접투자 

유량의 실물경제 요인은 이중 더블 다이아몬드 모델로 대표되는데, 이중 

더블 다이아몬드 모델은 다이아몬드 모델을 개발도상국과 클러스터의 

국제화를 더 잘 대표하도록 확장한 모델이다. 이중 더블 다이아몬드 

모델의 다양한 요인들은 ‘유산으로 물려 받은 우위’와 ‘창조된 우위’의 

두 요인으로 종합된다. 경쟁 가설로는 환율의 변화에 기초한 ‘네덜란드 

병’이 있다. 

선택된 해외직접투자 유량의 국제금융 요인은 금융위기 예측 지표, 

진행중인 금융위기 가변수, 불가능성의 삼각정리 지수, 그리고 
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불가능성의 삼각정리 정책 변수다. 문헌 조사를 통해 각각 국가부도, 

은행위기, 외환위기를 나타낼 수 있는 세 개의 금융위기 예측 지표와 세 

개의 금융위기 가변수를 선정하였다. 이 예측 지표들과 변수들은 

해외직접투자가 산출 변동성이 작은 국가로 향할 것이라는 산출 변동성 

가설을 지지하는 근거로 사용된다. 이 설명은 이중 더블 다이아몬드 

모델에 근거한다. 경쟁 가설로는 ‘네덜란드 병’에 기초한 외환위기 

가설이 존재한다. 

불가능성의 삼각정리 지수인 환율 안정성, 독립된 통화 정책, 그리고 

자유로운 자본의 이동은 각각 해외직접투자 유량과 양의 관계를 가질 

것으로 예측된다. 환율 안정성은 화폐 동맹 가설로 지지된다. 독립된 

통화정책은 유동성 가설로 지지된다. 자유로운 자본의 이동은 

포트폴리오 분산화 가설로 지지된다. 다른 접근으로는 세 개의 

불가능성의 삼각정리 지수들 중에서 두 개씩 짝을 지어 각각 남은 

하나의 지수보다 더 높은 경우를 각각 세 개의 가변수로 만들어 

불가능성의 삼각정리 정책 변수를 계산하는 방식이 있다. 세 개의 

불가능성의 삼각정리 정책 변수는 ‘폐쇄 경제 체제’, ‘변동 환율 체제’, 

‘화폐 동맹 체제’다. 

‘창조된 우위’는 해외직접투자 유입과 유출을 모두 증가시킨다. 또한 

‘창조된 우위’는 그린필드 투자 유입을 감소시킨다. ‘유산으로 물려 받은 

우위’는 그린필드 투자 유출을 감소시키며, ‘창조된 우위’는 그린필드 

투자 유출을 증가시킨다. ‘창조된 우위’는 기업 인수·합병 유입과 유출을 

모두 증가시킨다. 그린필드 투자 유출과 기업 인수·합병 유입은 국가의 

경쟁우위로 (입지 우위 혹은 독점적 우위 모두일 수 있다) 혹은 다른 



88 

 

말로는 이중 더블 다이아몬드 모델로서 통계적으로 가장 설명이 많이 

된다. 그린필드 투자는 원가우위전략 (글로벌화 전략) 을 따르고, 기업 

인수·합병은 차별화 전략 (현지화 전략) 을 따른다. 이에 따라 그린필드 

투자는 절충 이론 (전통적 해외직접투자) 에 의해, 기업 인수·합병은 

불균형 이론 (비전통적 해외직접투자) 에 의해 설명된다는 것으로 

보인다. 이중 더블 다이아몬드 모델 요인 중에서 해외직접투자를 통해 

국가의 경쟁력을 강화시키는 것은 경영여건, 근로자, 정치가 및 

행정관료이다. 

국가부도의 가능성은 해외직접투자 유입을 줄일 수 있으나 

해외직접투자 유출은 증가시킬 수 있다. 국가부도의 가능성은 그린필드 

투자 유입과 유출을 감소시킬 수 있다. 은행위기의 가능성은 그린필드 

투자 유입을 증가시키고 그린필드 투자 유출을 감소시킬 수 있다. 

국가부도의 가능성은 기업 인수·합병 유출을 감소시킬 수 있다. 

진행중인 외환위기는 해외직접투자 유입을 감소시키고, 진행중인 

은행위기는 그린필드 투자 유입과 기업 인수·합병 유출을 감소시키며, 

진행중인 국가부도는 그린필드 유출을 감소시킨다. 독립된 통화정책은 

해외직접투자 유입을 증가시키며, 통화 준비자산으로 인한 환율 

안정성은 해외직접투자 유출을 감소시킨다. 통화 준비자산으로 인한 

환율 안정성은 그린필드 투자 유입과 기업 인수·합병 유입을 증가시킨다. 

독립된 통화정책은 기업 인수·합병 유출을 증가시킨다. 변동환율제도인 

경우 해외직접투자 유입이 증가할 것이며, 화폐 동맹인 경우 

해외직접투자 유입은 감소하고 기업 인수·합병 유입은 증가할 것이다. 

해외직접투자 투자자들은 국가 부도 가능성이 있는 국가들을 피하는 
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것으로 보아 정부에 의한 국유화를 피하는 것으로 보인다. 해외직접투자 

투자자들은 또한 현지국에 외환위기가 발생하면 투자를 피하는 것으로 

보이는데 그것은 아마 부채의 가치가 급증할 것이기 때문이다. 

해외직접투자 투자자들은 또한 현지국 은행으로부터 돈을 빌리고 

현지국의 환위험이 적을 경우 투자를 더하는 것으로 보인다. 화폐 

가치의 변화는 그린필드 투자에 영향을 미치지 않는 것으로 보이나 

그린필드 투자자들은 현지국의 환위험과 국유화 가능성이 적은 것을 

선호하는 것으로 보인다. 또한 그린필드 투자는 본사국 정부와 은행들이 

재정상태가 양호할 경우에 집행되는 것으로 보인다. 그린필드 투자는 

본사국 정부의 보증으로 현지국 은행들로부터 돈을 빌려 이루어질 

가능성이 높아 보인다. 기업 인수·합병은 투자 대상을 국유화할 수 있는 

국가로부터 다른 국가로 흐르는 것으로 보인다. 기업 인수·합병 

투자자들은 본사국으로부터 돈을 빌리는 것으로 보이며, 또한 현지국의 

환위험을 피하는 것으로 보인다. 

해외직접투자 유입은 대부분 수직적 해외직접투자인 것으로 보이며, 

기업가에의 투자는 적은 것으로 보인다. 그린필드 투자는 자원과 

경영여건이 안 좋은 국가에서 자원, 인프라, 혹은 클러스터가 없는 

나라로 향하는 것으로 보인다. 마지막으로 기업 인수·합병은 대부분 

수직적 해외직접투자인 것으로 보인다. 

이는 결론으로 이어진다. 일반적으로는 해외직접투자 유입을 

증가시키고 싶은 국가들은 재정적자와 총 정부 부채를 낮게 유지하는 

것이 좋을 것으로 보인다. 또한, 통화 스왑 계약을 맺는 것은 

해외직접투자 유입과 유출을 증가시킬 것으로 보인다. 또 다른 결과로는 
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해외직접투자 유입을 증가시키기 위해서는 변동환율제인 것이 유리한 

것으로 보인다. 

다른 관점으로는 해외직접투자에 관한 연구 결과를 가치 사슬과 

통합하는 것이 있다. 첫째, 해외직접투자는 경제발전의 모든 단계에서 

국가의 경쟁력을 향상시키는데 사용될 수 있다. 이는 상류국이나 

중류국이 국가 경쟁력을 향상시키기 위해 그린필드 유입을 유치할 수 

있으며, 중류국이나 하류국은 그린필드 유출과 기업 인수·합병 유입과 

유출을 집행하여 국가 경쟁력을 향상시킬 수 있기 때문이다. 

둘째, 고려해야 되는 국제금융 시각이 많이 있다. 상류국은 

중류국이나 하류국과 투자 조약을 맺어 재산을 국유화하지 않을 

것이라는 신호를 보내 그린필드 유입을 유치할 수 있다. 또한 

중류국이나 하류국 정부가 상류국 은행으로부터의 투자자 채무를 

보증하는 조항은 그린필드 투자를 증가하는데 도움이 될 수 있다. 

상류국들이 통화 준비자산을 축적하여 환율 안정성을 증가시키는 것이 

그린필드 유입을 유치하는데 도움이 될 것이다. 상류국과 중류국들은 

질이 안 좋은 기업 인수·합병이 일어나는 것을 막기 위해 사유재산을 

국유화하는 것을 피해야 한다. 또한 기업 인수·합병 투자자들이 본사국 

은행으로부터 돈을 빌릴 것으로 보이기 때문에 중류국과 하류국들은 

좋은 은행 규제를 만들고 유지해야 한다. 또 다른 의견으로는 중류국과 

하류국들이 통화 스왑 계약을 맺으면 환위험이 줄어 기업 인수·합병 

유입이 늘어날 것이다. 마지막으로, 화폐 동맹과 국가의 경쟁력 사이의 

관계를 탐구하는 연구들이 수행될 필요가 있다. 
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   …………………………………… 

주요어 : 해외직접투자, 그린필드 투자, 기업 인수·합병, 이중 더블 

다이아몬드 모델, 금융위기, 불가능의 삼각정리(트릴레마) 
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