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Aim of paper and contribution

e Aim of this paper
— To clarify the reasons for the relatively rapid growth of FDIs
in developing countries.

— Empirically examining the relationship between trade cost
reduction and firms’ FDI choices focusing on firms
investing in Asia.

e Contribution

— Extending the Helpman et al. (2004) model so as to allow
firms to choose another option, VFDI

— The increase of VFDI through the trade cost reduction has
led to the recent relative surge of small firms’ FDIs in
developing countries.
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Motivation

Relative increase of FDIs to developing countries
— Navaretti and Venables (2004)

* “The share of worldwide FDI received by the developing and
transition economies jumped from 25% in the period 1988-
93, to more than 40% in the period 1992-97”.

— Japanese FDI concentrate on East Asia.



The Number of New Investors
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Motivation

* Increase of FDIs by the small and less productive
investors

— Japanese FDI to East Asia by the small and less
productive firms



Japanese FDI to East Asia is driven by the small
and less productive firms

to Developed

TFP
Domestic Firms 0.938
New InvestF)rs 0.992
to Developing
New Investors 1057
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Firms that have never had a
foreign affiliate until 2003

Firms that invest in developing
countries from 1995 to 2003

| Firms that invest in developed

countries from 1995 to 2003




