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Effects of Globalization and Corruption on the Outward
FDI in OECD Countries

Stefan BOINEE— Imre FERT** !

Abstract

The paper investigates impacts of globalizatiod eorruption-free on the out-
ward foreign direct investment (FDI) for 22 OECDuotries. The baseline model
confirms the positive link of home and host cougtnss domestic product (GDP)
per capita and Linder’s hypothesis, home and hipstaf GDP and its similarity, host
agglomeration of multinational enterprises, commuomnency euro, and the negative
link with geographical distance. The results fae tffects of globalization and cor-
ruption-free on the outward FDI are mixed. The #igant positive association
pertained to home and host country economic glebtdin is confirmed, but the
significant negative association pertained to h@and host county social globali-
zation. The significant positive association ofaard FDI with the corruption-free
in host country and the significant negative asstan with the corruption-free in
home country and for corruption similarity suggeBtl outflows from low corrup-
tion-free home country to high corruption-free hostintry. This finding implies
FDI preference for corruption-free economically lggdized OECD host countries.

Keywords: foreign direct investment, globalization measucestuption measure,
hypotheses testing

JEL Classifications: C23, F21, G38, K42

Introduction

Determinants of foreign direct investments (FDiag)y widely among differ-
ent studies for different countries or group ofies (Bhaumik and Gelb, 2005;
Bojnec and Feét 2014; 2016). Baharumshah and Almasaied (2009eiRand
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Steensma (2010), Lejko and Bojnec (2012), amorgystlargue that a vast number
of empirical studies have given mixed results aréationship between FDI and
factors promoting economic development and evertHerrelationship between
FDI and economic growth by industry structure aedggmance, technological
spillovers, and human capital development. Amongsite reasons for mixed
results might be the use of inadequate empiricétioais for the use of panel studies
vis-a-vis cross-sectional studies, the disregasgeéral factors that are essential for
understanding the role of FDI in development inmieiof country characteristics
and policies, and the level of corruption (Wu, 208§ger and Winner, 2006;
Blackburn and Sarmah, 2008; Bitzenes, Tsitourad/désehos, 2009; Chang, 2010;
Peyton and Belasen, 2012; Randrianarisoa et d5)2@mong such policies are
price and trade liberalization, privatization aedtructuring that have been intro-
duced since the 1990s (Brada, Kutan and Yigit, 2@0&da, Drabek and Perez,
2012; Brada and Tomsik, 2009). Brouthers, Gao aotlitbl (2008) argued on
possible trade-offs between different types of Fbiarket-seeking, resource-
-seeking and labour-seeking. Market-seeking FDIsaiondirectly serve a host
country market by substituting export with locabguction and distribution
(Nachum and Zaheer, 2005; Brouthers, Gao and MgNEGO8). Resource-seeking
FDI aims to achieve cost-minimization in a hostrtopowing from less costly or
unavailable resources in the home market. For riadeking FDI the additional
corruption costs might be offset by increasinggsim markets that have wealthier,
less price sensitive customers. On the other hthedadditional corruption’s costs
might be not easily offset for resource-seeking §idh labour or materials. While
corruption might not hinder market-seeking FDmight hinder resource-seeking
FDI and market attractiveness cannot compensategbrcorruption costs.

The main objective of this paper is to investigdg&erminants of outward FDI
at the country levels. More specifically, we foarsthe effects of globalization
and control of corruption on outward FDI flow usipgnel data for 22 Organisa-
tion for Economic Cooperation and Development (OEZZ) countries. Key
contribution of the paper is on investigation osgible presence of important
link between globalization and corruption effecteddevel of FDI outflows.
Therefore, the paper concentrates on the followivayresearch questions: first,
does greater globalization of home and host caestrlso enhances greater out-
ward FDI flows, and second, does a home and haesttgodegree of corruption
is less or more attractive for outward FDI aftentcolling for other determinants
of FDI location?

The rest of the paper is organized as follows. méxt, section 1 presents
literature review focusing on determinants of outW&DlIs in the interaction
with possible effects of the baseline model exglanyavariables, and particularly
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augmented model with globalization and degree ofupbion explanatory varia-
bles. Section 2 describes methodology and data Gestion 3 presents descrip-
tive statistics and correlation analysis. Sectigmesents main econometric results
in the four steps: for the baseline model spedificavariables, augmented model
with globalization and degree of corruption exptana variables in the home
country, augmented model with globalization andgaiion explanatory varia-
bles in the host country, and augmented model glibalization and degree of
corruption similarity explanatory variables betwdka home and host countries.
Section 5 derives main findings. Finally, last settconcludes and provides
possible directions for research in future.

1. Literature Review and Hypotheses Development

Previous research identifies a large set of eqitay variables which may
be important to explain FDI flows with policy impéitions (Chakrabarti, 2001;
Brada and Toms3ik, 2009; Blonigen and Piger, 20Zka-Giinay, 2011; Eicher,
Helfman and Lenkoski, 2011; Bojnec and Bg&014; 2016). The model speci-
fication of explanatory variables is usually baseddifferent theoretical frame-
work and prior empirical studies implying uncertginn model specifications.

The gravity models have become popular tool inidgogb analysis of inter-
national trade and internationalization modellidnderson and van Wincoop,
2003), including for modelling of FDI flows (Aggaal Kearney and Lucey,
2012). Within the gravity framework it is expectit outward FDI from home
country is negatively associated with geographdesthnce between the home and
host countries and positively associated with ttenemic size of the home and
host countries. The economic size of the countoftesn measured by the size of
GDP. Moreover, the GDP similarity is expected tieetf the level of FDI flows
positively (Bergstrand and Egger, 2007).

Later studies have introduced some additionakt@bts variables to the gra-
vity model including language similarity, having@mmon border, having a free
trade agreement or having direct accession togthéGuervo-Cazurra, 2008). The
attractiveness for the outward FDI might be thespnee of agglomeration of
multinational enterprises in the host countriese Titer effect for host country
FDI openness is often proxied by the ratio of imhviaDI flows to the size of GDP
in host country.

Finally, the role of the European Monetary Uni&WU) on the outward FDI
is explained by the euro introduction in some @&f BU countries (Brouwer, Paap
and Viaene, 2008). Therefore, we set the folloviing hypotheses (H), which are
used to test the validity of the baseline modetBjpation:
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H1: Outward FDI from home to host country is positivaggociated with the
economic size of the home and host country.

H2: Outward FDI from home to host country is positivaggociated with the
economic size similarity between the home anddwsttry.

H3: Outward FDI from home to host country is positivedgociated with home
and host countries proximity in common border, lzage, a common currency,
and host country openness with agglomeration ofinational enterprises.

H4: Outward FDI from home to host country is negativadgociated with the
distance between home and host countries capéatslandlocked status of home
country.

The usual way for controlling income level of hoaral host countries as their
level of economic development includes the GDP ¢agita measure in the
baseline model specifications. As relevant contaliable in the baseline re-
gression model of the robustness check has betfiedid.inder hypothesis for
FDI (Fajgelbaum, Grossman and Helpman, 2015). @ajstured by difference
in log-GDP per capita between home and host couftngrefore, we set the
following additional two hypotheses (H), which aised to test the validity of the
baseline model specification:

H5: Outward FDI from home to host country is positivadsociated with the
level of economic development of the home andcoositry.

H6: Outward FDI from home to host country is positivagsociated with the
difference in the level economic development ohtme and host country.

In addition to these baseline explanatory varstlgere is a growing stream of
research on the role of a variety of globalizatiodicators and the control of
corruption as explanatory variables for the compiationship with the outward
FDI, which has given mixed results (Lambsdorff, 20@auro, 1995; Anokhin and
Schulze, 2009; Cuervo-Cazurra, 2008; Perez, Braddaabek, 2012).

While the country’s economic, social and politistdbility and globalization
level can have unambiguous effects on the outwardilrey can in association
with corruption-free enabling environment encouragéward FDI flows from
home to host country (Desai, 1997; Tulug Ok, 20Brgda, Kutan and Yigit,
2006; Nakamura, Olsson and Lonnborg, 2012; Bojndd=rt, 2016). However,
the globalization can have positive effects on eoain growth in countries with
a weak institutions and higher degree of corruptaord vice versa in the others
(Houston, 2007; Jiménez, 2011). In relations tel®f globalization, we set the
H7 in the following way:

H7: Outward FDI from home to host country is positivalgsociated with
home and host countries globalization.
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The theoretical justification of an expected pesitink between level of cor-
ruption-free, positive link between corruption-fir@milarity and unambiguous link
between globalization and size of FDI outward carekplained by the effects of
institutional quality on decision making processadirm (Chang, 2015) and pre-
vious empirical studies focusing specifically onrraption as part of institutional
setting in home and host countries and globaliraigpects of FDI flows. Countries
with better institutions and corruption-free arerentikely to attract more per capita
FDI than a country with poor institutions and imjamit corruption (Stoian, 2013).
Corruption increases agency and transactions @sisgrodes the potential value
of the returns of the opportunity, while the cohtsbcorruption and greater trans-
parency might increase the likelihood that prospeatntrepreneur or innovator
might be able to achieve higher levels of entreguenl and innovative activity
(Laffont and Tirole, 1993; Drabek and Warren, 20Q2iervo-Cazurra, 2008;
Anokhin and Schulze, 2009; Pavel and Rsta, 2015). The degree of corruption
in home and host countries has been specified asl@itional factor among the
determinants of FDI location. Corruption as payandpes to corrupt government
bureaucrats in return for some gains is generadiwed as an additional cost of
doing business or a tax on profits, which decre#tse®xpected profitability of
investment projects (Al-Sadig, 2009). The empirlitalature on the effects of the
home and host countries degree of corruption owardt FDI flows has found the
mixed results of a link between a complex phenomeri@egree of corruption and
outward FDI flows (Perez, Brada and Drabek, 20C2yruption might be a con-
sequence of economic and noneconomic variableshaisdreated as an endoge-
nous variable. Institutional quality and degreecofruption have been defined
in different ways. The degree of corruption canategly affect the costs of
investment operation and costs of doing businesai(l] 1995). The relationship
between degree of corruption and FDI can be ofx@hsign or insignificant in
a spite of general believe that the degree of ption is inversely associated with
per capita FDI flows and that countries with a Idegree of corruption attract
more per capita FDI (Abed and Davoodi, 2000; Ak¢301; Al-Sadig, 2009).
We set the H8 in relation to the degree of corampfree in the following way:

H8: Outward FDI from home to host country is positivalgsociated with
home and host countries level of corruption-free.

As a measure of corruption-free is scaled invgrsepositive sign of associ-
ation between outward FDI from home to host counity the level of corrup-
tion-free is expected: more corruption-free is artoy, a greater FDI flows are
expected. Because we analyse developed OECD ocesinive also expect that
host country corruption-free encourages inward Hiltts host country or outward
FDI from home to host country. On the other hanthartant determinant for FDI
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flows can be also home and host countries gloladizand degree of corruption
similarity at their different globalization and deg of corruption levels. Habib
and Zurawicki (2002) suggested that the greateratteolute difference in the
degree of corruption between the home and hosttdesnthe smaller the FDI
inflows for the host country. This suggests onithgortance of globalization and
degree of corruption similarity in absolute diffece between the globalization
and degree of corruption in the home and the hoghtcies for bilateral FDI
flows. Therefore, we set the following H9 and H10:

H9: Outward FDI is positively associated with home &gt countries level
of globalization similarity.

H10:Outward FDI is positively associated with home &aodt country degree
of corruption-free similarity.

The degree of corruption might be correlated witker country characteristics
such as the level of economic development, qualfitystitutions, lack of com-
petition, and cultural values. On the other hahe, ¢orruption-free similarity
might also encourage outward FDI in a way thatugarcountries tend to attract
FDI from other corrupt countries, and less correqintries tend to attract FDI
from less corrupt countries (Hellman and Kaufma&@@4; Cuervo-Cazurra, 2008;
Perez, Brada and Drabek, 2012).

2. Methodology and Data

There is no agreement between scholars how to&stiempirically bilateral
FDI flows (Sarisoy Guerin, 2006; Lane and MilesrHedti, 2008; Daude and
Fratzscher, 2008). Standard approach is the afiplicaf gravity type’'s model
(Aggarwal, Kearney and Lucey, 2012). Bergstrand Bgder (2007) provide
theoretical foundation for the use of gravity momeinalyze FDI patterns. In this
paper we employ the following baseline version bf Fodel:

outwardFD}; = ao + a,InGDP/capita+ a.InGDP/capita+
+ aglnGDP/capitgdifference +onGDR; + asiNGDP; + aglnGDR;similarity +
+ a7InOpennesst aglnDistance + agLandlockeg+ a;,Common bordgr+
+oglanguage+ aEurg, + & (1)

where
FDI — level of a bilateral FDI flows between hoimend hosj countries at timé,
GDP per capitand GDP per capita level of economic development of hoirend
hostj countries,
GDR and GDP- market size of horieand hosj countries,
GDP per capitadifference — the difference between the In GDPgagita values for
homei and hos} countries.
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T GDRGDP
The GDP similarity is measured as————— (Bergstrand and Egger,
GDP + GDP?

2007). The Openngssieasures the agglomeration effect of multinati@maér-
prises, which is defined by inward FDI/GQR host country. Trade costs vari-
ables are: Distance for the bilateral distance betwpartners, and four dummy
variables including Landlocked if home counirys a land locking country,
Common border if home and host countries have araamborder, Language if
the common language is used in home and host ¢esinéind Euro if both home
and host countries are member of Euro area atttiFiaally, ¢j; is the error term.
The bilateral FDI data, GDP per capita data and @Bfa are expressed in U.S.
dollars and based on the OECD International Diteegestment Statistics and
OECD Main Economic Indicators. Trade costs varigllee obtained from CEPII
database.

Since our interest focuses on the potential impagtobalization and corrup-
tion-free on outward FDI flows we augment the bageiodel in equation (1)
with proxies for explanatory globalization and cgtion-free variables. We
apply KOF Index of Globalization (http://globalizat.kof.ethz.ch/), which mea-
sures the three main dimensions of globalizaticenemic, social and political
(Dreher, 2006). Higher value of indices implieshag level of globalization.
Finally, to measure of the degree of corruptionuse the Corruption Perceptions
Index (CPI) from the Transparency Internationalnflbadorff, 2000).

The Corruption Perceptions Index as an aggregatiedtor compares and
ranks countries and territories according to theinceived levels of public sector
corruption <http://cpi.transparency.org/cpi201lites>. The Corruption Per-
ceptions Index ranges between 10 (highly corruptiea) and O (highly corrupt).

The augmented model for home countiy defined as follows:

outwardFD}; = ag + auInGDP/capita + a,lnGDP/capita +
+ aglnGDP/capitgdifference +olnGDR; + asiNGDR; + aglnGDP;similarity +
+ a7lnOpenness+ aglnDistancg + aglandlockeg+ a;.Common bordgr+
+ opslanguage+ agEurgg + a.gEconomic Globalizationt a,.Social Globalizatiop+
+ aysPolitical Globalization + ay¢Corruption-freg + g (2)

where are added various elements of globalizatimhcarruption-free perception
indices of home country

In addition, to include various elements of glaetion and corruption-free
perception indices also of hogtcountry, the augmented model specification
with the host country globalization and corruptioee characteristics is the
following:
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outwardFD}; = ao + a.InGDP/capita + a,lnGDP/capita +
+ aglnGDP/capitgdifference +olnGDR; + asiNGDR; + aglnGDP;similarity +
+ a7InOpenness+ aglnDistancg + agLandlockeg+ o;,.Common bordgr+
+ oplanguage+ agEurgg + a;sEconomic Globalizatignt ai.Social Globalizatiop+
+ aysPolitical Globalizatiop + azsCorruption-freg + g 3)

Finally, the augmented model specification wite tiome and host countries
globalization and degree of corruption similargyspecified in the following way:

outwardFD}; = ao + auInGDP/capita + a,InGDP/capita+
+ aglnGDP/capitgdifference +ounGDPR; + asINGDPR; + (lnGDPR;similarity +
+ a7InOpenness+ aginDistancg + agLandlockeg+ a;,;.Common bordgr+
+ aylanguage + o Eurg; + asEconomic Globalization Similarigy+
+ a.Social Globalization Similarify + a,sPolitical Globalization similarity +
+ azgCorruption-free similarity + e (4)

The econometric model is specified with the sinitijan the globalization and
corruption variables by the bilateral pairs of DECD-22 countries. The glob-
alization and degree of corruption similarity idided on the basis of the absolute
difference between the home and host country i@sak.g., separately for three
different globalization measures and for degreeoofuption variable. The com-
putation of the measure of similarity between hcemel host countries uses
absolute difference (e.g. Cezar and Escobar, 2015).

The data used covers the OECD-22: Austria, BelgihexCzech Republic, Den-
mark, Finland, France, Germany, Greece, Hungagjand, Italy, Luxembourg,
the Netherlands, Norway, Poland, Portugal, Slovyakmain, Sweden, Switzerland,
Turkey, and the United Kingdom. Except for Norw&yyitzerland and Turkey,
these are the European Union (EU) OECD countriesr Bf them — the Czech
Republic, Hungary, Poland and Slovakia — are freent@l European Visegrad
region (Radlo and Sass, 2012).

The analysed period is between 2004 and 2008,wgtactly covers the be-
ginning of the most recent financial and econoniisi€ The relative short
5-years time span turns the analysis into moresesestional oriented, rather than
an investigation of a nature of dynamic underlyimgcesses (e.g. Skabic, 2015;
Podda, 2016). Due to cross-sectional dependencéabeline and augmented
models are estimated by the panel-corrected stdmaesr models.

3. Descriptive Statistics and Correlation Analysis

Table 1 presents summary statistics of the réstridata-sample for the time-
-variant and time-invariant specified variablesjchhare used in the econometric
analysis. The number of observations (2310 = 4&years, where 462 = 22
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countries x 21 variables) is for a balanced palmethe case of time-invariant
variables the constant values are taken for eattecinalysed years.

At the first glance the most considerable diffess between the analysed
OECD-22 countries and over the analysed yearsemr Som the differential
between minimum and maximum values for the outWd@tland the measure of
degree of corruption. Differences between the amsare also in the case of
GDP per capita as level of economic development@bé as the size of the
economy. In addition, a native taught Languagelaiity between the OECD-22
countries is lower than the number of Landlockedntdes (Austria, the Czech
Republic, Hungary, Luxembourg, Slovakia, and Switael) or the Euro coun-
tries. Degree of Social Globalization is a sligHtdyer than Economic Globali-
zation and lower than Political Globalization.

Table 1
Summary Statistics of Variables
Variable Number of | Mean value | Std. dev.| Minimum | Maximum
observations

Outward FDj 2310 1290.30 5534.5 -48 323.30 106 849.40
In GDP/capita 2310 10.29 0.41] 9.23 11.3p
In GDP/capitadifference 2310 0.45 0.3¢ 0.001 1.86
In GDR 2310 5.96 1.07 3.39 7.98
In GDP similarity 2310 0.17 0.07 0.01 0.25
In Opennes 2310 0.44 0.51 —0.47 1.8D
In Distancg 2310 7.00 0.66 4.09 8.12
Landlocked 2310 0.27 0.45 0 1
Common bordgr 2310 0.14 0.34 0 1
Languagg 2310 0.08 0.26 0 1
Eurg 2310 0.29 0.45 0 1
Economic globalization 2310 83.31 8.20 54.2% 98.69
Social globalization 2310 82.54 8.37 48.32 94.58
Political globalization 2310 90.98 7.59 60.2 98.43
Corruption-freg 2310 7.03 1.92 3.02 9.0y
Economic globalization similarify 2310 9.16 7.50 0.03 38.86
Social globalization similarity 2310 8.34 8.76 0.0d 44.77
Political globalization similarity 2310 7.17 8.16 0.03 37.14
Corruption-free similarity 2310 2.25 1.63 0 6.50

Source:Own calculations.

Figure 1 presents the cross-country mean values ®wears of indices of
Economic, Social and Political Globalizations, wh&lobalization indices are
sort by Economic Globalization indices. The resuattafirmed differentials be-
tween the analysed OECD-22 countries. The lowarevahplies lower level of
globalization. Economic and Social Globalizatiorthe lowest for Turkey. Po-
litical Globalization is on average higher: it ieetlowest for the United Kingdom
and particularly is high for France and AustriaoBamic Globalization is the
highest for Luxembourg and Social Globalization$wvitzerland.
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Figure 1

The Mean Values of Globalization and Degree of Couption Perception Indices,

2004 — 2008

a: Globalization indices

b: Corruption indices
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Higher value of globalization indices and degréeasruption implies higher

level of globalization and higher degree of coriupifree. None of the analysed
OECD-22 countries is highly corrupt, but relativetypre corruption is identified
in Turkey, Greece, Italy, Poland and other postwwomst analysed OECD
countries (Slovakia, the Czech Republic and Hungdiyis finding is consistent
with Pavel and Ristbva (2015). On the other hand, more corruption-fmeefor
Finland, Denmark, Sweden and Switzerland. The tairom analysis based from
a pooled data confirmed modest correlation betvireranalysed pairs of varia-
bles (Table 2). The partial correlation coefficeeate greater or close to 0.5 be-
tween the following pairs of variables: positiveretations between In GDP per
capita and degree of Corruption-free, In GDP of éaauntry and Corruption-
-free similarity, Economic and Social Globalizatiategree of Corruption-free
and Economic Globalization, degree of Corrupti@efand Social Globalization,
In GDP per capita and Economic Globalization, InFGper capita and Social
Globalization, Common border and Language; negatoreelations between In
GDP of home country and its Landlocked status, DPGf home country and
Economic Globalization, In Distance and Common bor&ocial Globalization
of home country and Social Globalization similariBolitical Globalization of
home country and Political Globalization similarity
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Table 2
Correlation Coefficients between Pairs of Variables Based from Pooled Data
] = 5 < = =3 :
—~ 2> | - £ | & g k5] c .- | & o8 S S |8
5z |82 |85 |8 855 |8 |8 |2z|% |¢ |5§|z=E|B%|zs
R o (g |© |22 |8 |2 |s |E5 |2 |3 |53 |85 |25 |:2¢=
3 =% 18 £ | = £E m w = g a 8 w _._w._ 3 S |28 5
L= - - - B B S | ©
Outward FD} 1.00
In GDP/capita 0.12 1.00
In GDP/capitadifference|] —0.06 | -0.11 1.00
In GDR 0.11| -0.20f -0.23 1.00
In GDP similarity -0.08| -0.13| -0.12 -0.11 1.0
In Opennes 0.05 0.05 0.14 0.06 1.00
0.003
In Distancg -0.22| -0.14 0.13 0.03 0.11  -0.25 1)J00
Landlocked -0.03 0.02 0.1 -054 -0.03 -0.03 -0{24 1.00
Common bordgr 0.13 0.03] -0.08 -0.1% 0.97 0.04 -0J61 O7O0. 1.00
Languagg 0.16 0.15 -0.14 - -0.13 0.09 -0.45 0.10 0.55 1.00
0.002
Eurq 0.10 0.23| -0.26 0.01 -0.710 0.01 0/01 150. 0.07 0.16 1.0d
Economic globalizatian 0.05 0.53 -0.15 -0.49 -0.01 -0.04 -0{24 0.34 034 0.12 0.19 1.00
Social globalization 0.06 053] -0.32 -0.09 002 -002 -0f26 20.2 0.22 0.16 0.09 0.68 1.00
Political globalization -0.03| -0.25| -0.24 0.32 0.26 0.06 0/09 902 -0.29| -0.01 0.1 -0.28 0.04 1.p0
Corruption-free 0.06 0.77) -022 -0.09 -0.02 -0.00 -0{12 -0.10-0.10 0.13 0.1 0.53 0.66 -0.07 1)J00
Economic globalization
similarity -0.04 | -0.19| -0.11 0.43 0.05| -0.11 0.25 |-0.12 -0.12 | -0.10| -0.07| -0.35| -0.47| -0.03 | -0.25
Social globalizatiop
similarity -0.07 | -0.27 0.11 0.37 0.09 | -0.19 0.26 | 0.06 -0.10 | -0.09 | -0.12 | -0.42| -0.49 0.06 | —0.25
al Globalizatiop
similarity 0.10 0.22 | -041 0.24| -0.18 0.10 | -0.20| 0.15 —-0.02 0.07 | -0.01 0.17 0.05| -0.58 0.10
Corruption-freg 0.13 | -0.23 0.11 053 -0.04 -0.09 031 010.| -0.18| -0.21f -0.17% -0.1f -0.19 0.p2  -0{19
similarity

Source: Own calculations.
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4. Econometric Results

The econometric results are presented in foursstegm baseline model,
augmented model with globalization and corrupticefregressors for the home
country, augmented model with globalization andwation-free regressors for

the host country, and model with globalization andruption similarity.

4.1. Baseline Model

Table 3

Baseline and Augmented Models for Outward FDj
Variable 1) 2) 3) 4
In GDP/capita 1.190*** 1.653*** 1.281%** 1.030**
In GDP/capita 1.052%* 1.086*** 0.568 0.887*+*
In GDP/capitadifference 0.995*+* 0.893*** 1.001%** 1.183%*
In GDR 0.670*** 0.823*** 0.692*** 0.705**
In GDR 0.640*** 0.644*+* 0.789*+* 0.679**
In GDP similarity 1.630 2.480* 2.523 3.389*
In Opennes 0.281* 0.303* 0.124 0.307**
In Distanceg —1.394**+* —1.322%+* —1.352%+* —1.249%+*
Common bordegr —0.684* —0.623* —0.602* —0.569
Languagg 1.020 1.106 1.068 1.043
Landlock 0.000 -0.147 0.024 0.021
Eurg; 0.627*** 0.501** 0.568*** 0.669***
Economic globalization 0.045***
Social globalization -0.019*
Political globalization -0.014
Corruption-free —0.182%**
Economic globalizatign 0.049**
Social globalization —0.039***
Political globalization -0.024
Corruption-freg 0.123**
Economic globalization similarigy 0.010
Social globalization similarity -0.010
Political globalization similarity 0.026
Corruption similarity —0.121%+*
Constant —21.140*** —27.405*** —18.060*** —19.603**
N 2310 2310 2310 2310
R? 0.109 0.114 0.115 0.113

Note: Level of significance: *** 1%, ** 5% and * 10%.

Source:Own estimations.

Regression equation (1) in Table 3 presents ttie@&sd econometric results
of the baseline model for the outward FDI. The @rtvFDI is significantly
positively associated with host and home countryPGi@r capita as well as with
their GDP per capita difference. The latter confidrthe validity of Linder hy-
pothesis. The regression coefficients were founteasignificantly positively
associated for the home and host GDPs, but noffiseynt for their GDP simi-
larity. In addition, the regression coefficientignificantly positive for the Euro
adoption similarity and to a lesser extent for hlest country Openness, but not
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significant for the Language similarity between pagrs of the OECD-22 coun-
tries. On the other hand, the outward FDI were @liorbe significantly negatively
associated with the geographical Distance betweertdpitals in the OECD-22
countries and to a lesser extent for Common botalgr,insignificant for the
Landlocked geographical home country position. €hesults are consistent with
the set of H1, H4, H5, H6 and partly H3, but natrvthe H2.

4.2. Augmented Model with Globalization and Corruption-free Regressors
for the Home Country

In regression equation (2) in Table 3 the basetindel variables by the signs
and statistical significance remained rather stand thus robust in the aug-
mented specified models with the globalization emdtuption-free regressors for
the home country. The regression coefficient fanaacountry GDP per capita is
higher than for host country GDP per capita andrédggession coefficient for
GDP similarity has become significant at 10% sigaifice level.

Regarding host country globalization and corrupfi@e explanatory varia-
bles, the outward FDI were found to be significaptbsitively associated with the
Economic Globalization in the home country and icgntly negatively asso-
ciated with the Corruption-free and to a lesseemtxtvith Social Globalization in
the home country, but statistically not significavith Political Globalization in
the home country. The greater Economic Globalimatiothe home OECD-22
countries, the greater is the outward FDI from hambost OECD-22 countries.
This latter finding supports the outward FDI floir®m more economically
globalized home to host OECD-22 countries, whiatoigsistent with the set H7.
On the contrary to our expectations, corruptiom-foéscourages outward FDI
from home country.

4.3. Augmented Model with Globalization and Corruption-free Regressors
for the Host Country

When the econometric model is specified for regpesfor the globalization
and corruption-free in the host country in regrmsséquation (3) in Table 3,
among the baseline model variables a positive &swtfor the GDP per capita
is found insignificant. Statistically insignificarg also the regression coefficient
for GDP similarity and the host country Opennedsilerthe Euro adoption ex-
planatory variable is highly significant.

Our specific interest is to investigate the glatslon and corruption-free
auxiliary regressors for the host country. The eoeetric results confirmed that the
outward FDI was significantly positively associateith Economic Globalization
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and Corruption-free in the host country, but sigaffitly negatively associated
with Social Globalization in the host country andignificant with the Political
Globalization in the host country. These results @nsistent with the H8, but
only partly confirmed the H7. These results imghatt the outward FDI were
constrained and discouraged by social globalizadiaa likely political globali-
zation in the host country. As expected, econontiibajization and corrup-
tion-free in the host country encouraged the oudw&D| from the home to the
host OECD-22 country.

4.4. Model with Globalization and Corruption Similarity

As can be seen from equation (4) in Table 3, Heeline model specification
variables remained consistently robust by the s=goa coefficients signs and
their statistical significance: significantly pogé sign for home and host country
GDP per capita and their difference, the size ohd@nd host country GDP and
their similarity, host country FDI openness and Eweo adoption have signifi-
cantly positive sign, but significantly negativgrsifor Distance. The regression
coefficients for Common border and other proxinwgyiables are insignificant.

Among the OECD-22 bilateral countries, the outwla were not found to
be significantly correlated with Economic, SocialdaPolitical Globalization
similarities. The regression coefficient that istpmed to Corruption similarity
was found of a significantly negative sign. Thessuits are inconsistent with the
set of H9 and H10 as the outward FDI were fourfteeihot significant correlated
or in the case of the Corruption-free similaritgrgficant, but opposite sign.

5. Findings

The paper has investigated determinants of th@aydtFDI by using the panel
corrected standard error model for the OECD-22 t@s The agglomeration
effect is controlled by the ratio of inward FDI @DP as economic size of the
country.

The study contributes to the empirical literataralysing potential determi-
nants of outward FDI in developed and developingntides. The paper provides
evidence of link between globalization, corruptioee and its level of similarity
among them and outward FDI flows. It confirms thegence of statistically
significant positive association between econorsjieat of globalization in home
and host country and outward FDI flows on one hand, between FDI outflows
from low corruption-free home country to high cgtion-free host country.
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Among the baseline control variables turned ouidcstatistically significant
the positive association sign of the outward FDthwespect to home and host
country GDP per capita and their difference, home lzost country GDP and to
a lesser extent their similarity, the Euro adoption the host country openness
with the inward FDI/GDP ratio, but with a signifitianegative association sign of
the outward FDI with respect to the geographicsiatice between the countries
capitals and to a lesser extent for Common bordet. significant are found
regression coefficients for language proximity &eihg landlocked country.

The results and findings on positive associatibasveen home and host
country GDP per capita and their difference wittward FDI are consistent with
the theoretical expectations and set hypothesesl % @nd the Linder’s hypoth-
esis. The analysed OECD-22 countries are rankecdh@utih@ most economically
developed countries by GDP per capita in the world.

Consistent with set hypotheses 1 and 2 is thenfinthat the economic size in
home and host countries and their similarity insesthe outward FDI owing from
both supply and demand side factors. On supply eideof modes of interna-
tionalization of enterprises with overall econorgiowth in home countries are
their outward FDI, while growth of GDP in host catyron demand side provides
opportunities for a greater presence of inward IROBDP in host country owing
from the increase of the market size. As intergstine regression coefficients for
home country GDP are greater than for host coUdBf? suggesting a crucial role
of home market size for outward FDI. Consistentisiet hypothesis 3 is finding
that favourable investment climate conditions castbengthened by host country
FDI openness with increasing agglomeration of mational enterprises and the
Euro adoption, which has simplified financial tracsons between their members
by overcoming the exchange rate risks owing frotional banks’ monetary and
exchange rate policies.

A significant negative association between thewaul FDI and the geo-
graphical distance between the home and host gesigipitals is consistent with
the theoretical expectations and set hypotheses 4.

Our specific focus has been on outward FDI andajlzation and corrup-
tion-free variables. They turned out to be statidly significant positive only
with respect to the home and host country econagiobalization and host
country corruption-free. The bilateral partnersuntries with high level of eco-
nomic globalization have experienced an importafe for the FDI flows. The
analysed OECD-22 countries have created an envanhamd government policy
in favour of greater level of economic globalizatieith easier access for foreign
investors to enter in more economic sectors arabksit operations with remo-
ving restrictions on foreign equity participationdaownership by discriminating



216

against foreign investors in favour of domesticorkhis finding for home and
host country economic globalization is consisteitih whe set hypotheses 7.

Striking finding is significant positive regressigoefficient for host country
corruption-free and significant negative regressioefficients for home country
corruption-free and corruption similarity betweesnie and host countries. The
inverse relation between home country corrupti@efand outward FDI suggest
outflows of FDI from more to less corrupted OECietries. This finding is also
supported with significant negative associationweein corruption similarity
and the outward FDI. Therefore, the corruption-frebost country with reliable
institutional framework is found to be an importgntl factor for the outward
FDI flows from less corruption-free home countrynbore corruption-free host
OECD-22 bilateral country. This finding for hostucry corruption-free is con-
sistent with the set hypotheses 8, but not for hommtry and host country cor-
ruption similarity. This finding suggests that tpgality of governance, including
the control of corruption in host country has plhyan important factor in
strengthening the outward FDI across the OECD-2ihtes. It is worth men-
tioning that most OECD-22 countries by the degifeeoaruption-free are ranked
higher than most other countries in the world.

In addition to significant negative association level of home country cor-
ruption-free, among unexpected results are sigmticiegative associations of
outward FDI with home and host country social gladadion. Home and host
country political globalization and its similarigge not found significant driver
for the outward FDI. Further investigation wouldjuge counter-intuitive sig-
nificant negative regression coefficients for hoamel host country social glob-
alization and insignificant regression coefficiétits similarity.

Conclusion

The paper contributes to the empirical analysisetdvant determinants of
outward FDI. The key contribution is to testing btigeses on either confirm or
reject presence of important link between corrupéiod globalization effects and
level of outward FDI. The results for the baselmedel confirmed the positive
link of home and host country GDP per capita andiei’s hypothesis, home and
host country size of GDP and its similarity, hostiatry agglomeration of multi-
national enterprises, common currency euro, anghéigative link with geograp-
hical distance. Home and host country economic aip&tion levels strength-
ened, while home and host country social globatmatevels weakened the
outward FDI flows between the OECD-22 countriese Tontrol of degree of
corruption in host country has a positive effecbatward FDI from home to host
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country. This relation is negative in home courdnd for the similarity in the
degree of corruption between home and host OECDPeRAtries. The empirical
results suggest FDI outflows from less corrupticeef home country to more
corruption-free host OECD country with clear FDéfarence for corruption-free
economically globalized OECD host countries.

Among limitations is the relative short 5-yearsdi span of the analysis and
decision to use the static cross-sectional oriepéed| model rather than dynamic
panel model setup. Finally, among issues for futasearch is to study the out-
ward FDI flows in association with the most recgméncial and debt crisis and to
up-date the time dimension of the panel data saoygeat least 10 years to allow
for a time dynamic panel estimation approaches.
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