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On the Relationship between Foreign Direct Investment and Rule of Law

oF = M(Junsok Yang)”

| ABSTRACT |

This paper examines whether FDI inflows affect rule of law, using World Justice Project’s Rule of
Law Index. Many pro—globalization advocates claim that increased trade and FDI brings better rule of
law institutions (which, following WJP Rule of Law Index, is defined as limited government powers,
absence of corruption, order and security, fundamental rights, open government (transparency), effective
regulatory enforcement, effective civil justice and effective criminal justice); and in turn, better
institutions bring more trade and FDI causing a positive feedback effect. However, many
anti—globalization advocates claim that FDI weakens rule of law because, in order to attract FDI,
domestic governments may place the interests of foreign investors and multinational corporations over
the interests of its citizens.

This paper runs OLS regressions using FDI inflows (as a percentage of GDP), per—capita GDP and
the rule of law indices in eight areas of rule of law. The results show that while FDI have positive
influence on absence of corruption and order and security; FDI has no effect on other areas of rule of
law, including fundamental rights, government transparency, effective regulatory enforcement, and
effective civil and criminal justice systems. Thus, economic globalization and rule of law seems to be
completely separate issues, and have virtually no effect on each other.

However, per—capita GDP does have a strong effect on the rule of law, so if FDI and trade helps
raise per—capita GDP, economic globalization may have an indirect effect on the rule of law.

Keywords: Foreign direct investment, rule of law, economic development
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HAFo7 w2 FTEoZ fFA oot FDIE ®Wol fAlstal mlldAE /s &
uckil FFstar vk 53] wA7|HES AE7E =1 FAE AHAAgle]l &k
Fotes gEe dgk Alg 4 A ALE Axetal dowd), Fxpo] FA7F A
st ol & afAst] s APRAIEE AR&EfoF st wjitol AdAHolal FHA ol
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<3k 2> A& 20129 HA|FO] g THEUTE ARSI 19922001 w2
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(GDPC0211)& FHWHTRE AMgste] =9 372 9] Adolrt. BopA g 1917 GDP
AL 99%°] AFEE Hola glomn, 1919 GDP7F $1000 F7FstH HA T A4
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<H 2> FDI 22/(1992-2001)01 #XI=20l 0IXl= Z&

A A
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O

F1 Fo F3 F4 F5 F6 F7 F8

c 0.478%x* | 0.390%*x | 0.636*** | 0.539%*x | 0.417*x% | 0.452%*x | 0.492%%x | 0.432%%*
(0.018) | (0.019) | (0.016) | (0.018) | (0.015) | (0.014) | (0.013) | (0.016)

0.000 0.008* 0.008% 0.002 0.004 -0.000 -0.001 0.006
(0.005) (0.005) (0.004) (0.004) (0.004) (0.004) (0.003) (0.004)

0.012%#% | 0.015%* | 0.007*** | 0.009** | 0.012%x* | 0.012%** | 0.009%** | 0.011%**
(0.001) (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) (0.001)

Adj R° 0.539 0.670 0.402 0.441 0.662 0.670 0.574 0.580

FDIIN9201

GDPCO0211

F-statistic 55.31 95.24 32.28 37.67 91.95 95.46 63.71 65.19

Obs 94 94 94 94 94 94 94 94

<':H > 50 90% A F L%, wxl 95% ANF L, s 999 AF| =, BE FAO] F—EA= 99%9] A4
S Holal ).

<E§H7}> <FE>0] ydHd 7t F 9 FDI A=7t gl Wrjole} dvle=, 1919 GDPAL

271 g AukEd A9

SAFAE FRY g% wy] Sue] AR ASsks Aol k. <iE 2>
o A= 1992—-2001d FDIZF 2012 WX F2) A 2o] ofwl &8} =
=t o] 713k Aol YF F ik vk 5, FDIZF WAFoel] d&s & o 22
st 717ke] <3 2> dAlEkE 10-20d KT AS 4 Atk wEbA <E 3>elE
1992-2001d H FDI F71& 2002-2011d B+ FDI SA(FDIIn0211) &2 thAl &},



<HE 3> FDI 2&(2002-2021)01 EXIF=20l OIXl= &

F1 Fo F3 F4 F5 F6 F7 F8

0.472%*% | 0.393*** | 0.633%** | 0.537*** | 0.425%*% | 0.457+x* | 0.489x** | 0.435%x*
(0.018) (0.019) (0.016) (0.018) (0.015) (0.014) (0.013) (0.016)

“olnoz11 | 0-001 0.003 | 0.004+x | 0.002 | 0.000 | -0.002 | -0.000 | 0.002
(0.002) | (0.003) | (0.002) | (0.002) | (0.002) | (0.002) | (0.002) | (0.002)

GDPCO21 1 0.012%%% | 0.016%*x | 0.008*** | 0.009%*x | 0.012%x% | 0.012%*x | 0.009*** | 0.011#**
(0.001) | (0.001) | (0.001) | (0.001) | (0.001) | (0.001) | (0.001) | (0.001)

Adj R° 0.548 0.669 0.411 0.450 0.659 0.671 0.576 0.582

F 58.54 97.17 34.15 39.94 92.84 98.01 65.57 67.23
Obs 96 96 96 96 96 96 96 96

<tH > % 90% AFE, wx: 959 AF L sk 999 AFE, BE FAo] F—EA1= 99%9] A=A
< Holil it
9;6‘5%7}> <HE>o] ydd =715 F 1909 GDPAIEYE 9l AulEs A9

£ WAF A= F3¥olt), u}
ol FAFIH ] AAY Ao} ke

RAT AW, FATII} BE

WAFE, 9 T, 71 AAGAAE} R S0
BA3T E0] o FDIE IUiAlcel ggHoz 3

AAXRE QR e FDIE FuiAl=e] A@Aom g3ks F7)7}
otk & SolA = FA] e FA (592 Wk FDD7F =W A

ool dgFE FEAE B7] fEA 2002-2011d 8H94—‘.E—XM GDPHlZ9] 3+
(FDIOut0211)E =gW42 ggalii, 2o 771 & FDI(ZUHY 3 & ¢ F2¢]
el GDP ®|ZF9 H(FDI0211) % SHHsE 283 Eg}u}, O A= <F 4>9)
<% 5> A stAR, FDIRFES BE 87 Zofe] HAFoe ke 4FS +
A gerhal UEg T,

o
>
oo M

N 2 tpo fo
o
v
=
f
N

14) 19922001 319 FDIS} &9 2 819 FDI] 3o =gz AlRato] 375419 A %3
2wk <F 4> <¥ 5>9] Ay} 2 xpolv} %i‘}iﬁ‘r.
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<H 4> 2 FDI 25(2002-2011)0] X0l OIXl= H&
F1 F2 F3 F4 F5 F6 F7 F8
. 0.496%xx | 0.413xxx | 0.655%xx | 0.558%xx | 0.432%xx | 0.458xkx | 0.494xxx | 0.448wx
(0.015) | (0.017) | (0.014) | (0.014) | (0.012) | (0.012) | (0.011) | (0.015)
oioutoptq | ~0-001 | 0.006 | 0005 | -0.002 | 0.001 | 0.000 | -0.001 | 0.004
(0.004) | (0.005) | (0.004) | (0.004) | (0.008) | (0.003) | (0.003) | (0.004)
GOPCO21 | | 0:012%%% | 0.015%xx | 0.007%kx | 0.010wkx | 0,012k | 0.0120m | 0.009%xx | 0.010%xx
(0.001) | (0.002) | (0.001) | (0.001) | (0.001) | (0.001) | (0.001) | (0.001)
Adi R’ 0583 | 0661 | 0388 | 0521 | 0715 | 0677 | 0591 | 0.565
F 59.12 | 81.86 | 27.31 | 4622 | 10526 | 88.03 | 61.05 | 54.98
Obs 84 84 84 84 84 84 84 84
<HF> #1 90% AT, w1 95% AT, wex: 99% AT, HE FA o] F-EAE 99%<] A3

/d__ Eo]

ohq_

<EFZT)> <HE>o| Ydd s F

FLFDI EA7}F 9L

= It 1909

GDP EA7} gl& Anprg) <]
<H 5> EF0I (BUSLYLD HAEXE 2002-2011)0] HXI=20 0IXle I&
F1 F2 F3 F4 F5 F6 F7 F8
. 0.496%x% | 0.399xx% | 0.636%x% | 0.557+x% | 0.432%k% | 0.454xx% | 0.489xx% | 0.436x%x
(0.017) | (0.020) | (0.016) | (0.016) | (0.014) | (0.014) | (0.013) | (0.017)
coopq1 | 0000 | 0.004x | 0.004xx | -0.000 | -0.000 | 0.001 0.001 0.003
(0.002) | (0.002) | (0.002) | (0.002) | (0.001) | (0.001) | (0.001) | (0.002)
GOPCo21 1 | 0:-0TTx | 0.015%xx | 0.007s0x | 0.009wxx | 0.013xx | 0.01 1wk | 0.008xxx | 0.010ws
(0.001) | (0.001) | (0.001) | (0.001) | (0.001) | (0.001) | (0.001) | (0.001)
Adj R° 0.583 0.667 0.425 0.519 0.715 0.678 0.594 0.574
F 59.05 84.00 31.68 45.81 105.21 88.34 61.79 56.91
Obs 84 84 84 84 84 84 84 84
<HFE> % 90% AF %, wx 95% AP swx: 999 AP, BE F2Ao] F-EAE 99%2] 224

< Holal itk

<EF=TE> <H

GDP SA7F gl AnkEs A9

=3
=]

o
GDP<}
Al
A A e (de—trended) o
2002—2012d¢] GDP H]=F<9] #H

>0 ydd w7 F

Nr

] (e}

O{N

SLIFDI A7 9=

A inte] olye; 9% FDIC d&&
&4 (multicolinearity ) . & 3] 7
4% FDIO] A#AGT= oF 0.302 &

g7 94

& Apgstoh o Aok

B Ay

<
A At g
= FYFDICNA 1213GDP7} 7104
SIFDI(FDIINA0211) & EHHSZ 283 Byt o
<3k 6>°l Astl=d,



<H 6> FDI £&(2002-2021)01 HXI=20l DIXl=

= g 101g GDPIt FDIOI == Z&F M
F1 F2 F3 F4 F5 F6 F7 F8
. 0.491 %45 | 0.421%x% | 06584 | 0.556x%x

0.438%x% | 0.45Gxx% | 0.496%%* | 0.451%xx
(0.015) | (0.016) | (0.013) | (0.014) | (0.013) | (0.012) | (0.011) | (0.013)

0.002 | 0004 | 0.005+ | 0002 | 0001 | -0.001 | 0000 | 0.003
FOIRAOZTT 1 (0 002) | (0.003) | (0.002) | (0.002)

(0.002) | (0.002) | (0.002) | (0.002)
GOPCO21q | 0:013%% | 0.018xkx | 0.009wkx | 0.010%xx

0.013*** | 0.013%*x | 0.010%** | 0.012%x~*
(0.001) (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) (0.001)

Adj R® 0.506 0.626 0.389 0.399 0.595 0.623 0.525 0.540
F 49.56 80.40 32.56 32.56 70.83 79.38 53.59 56.81
Obs 96 96 96 96 96 96 96 96
<H4—2,~> x 90% AF| &, «x 95% AT

5, o 999 AF L BE 32

5219 F-FAIE 99%2] 4184
S Hola 9t}

<EYE> <HE>o BAE BE F 19T COPARA Rl Arhasel A

I= ¢ + aFi+ Byt e

B adjusted R2E 0.1 o]atz "ol iz, -2

A% GA
WAF) A 9 FDIO| Qe 74 9 Jom teh) 9o BA3 2 Aol
wolA kel wep R FolHE 1 AnE TAMeR wusx g
V. E2 ¥ FHX o
B 2o A FDIZL MATe] d8e v oAR 24 2agith 2ARde
A(F2)9F AAsh AA(FI)E ASSnE FDIS #917 WAFlE EAGo fad
448 2T g

Zo] A= 7)€ AT Jenson(2003)0]H} Asiedu and Lien(2011)3 %= 2fo]S H
ATt o] T A= WUFF7t FDI Fol oust &S F=A5 HESH

] %i?
= o RFF97F FDI f9dell 93F& v AR debdeh 72t S w59

1 o
lﬂ r
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a2 H18d K2z

gelE A8k WIPS Fl13} F4st FARSE Ho] 9lomw o] F w49 FDIv= #AlE
7 Ao R A FEJATE, o] g PAl= HolA ATt 1 olf= 7 AFU) AMES
3 JE A9 Aol wiEd Aoz A7FE) Jenson(2003)0l = Polity Vel Al w3ta)
= AFE AREStaL e, ole AX O =S AAA, 1Elal GAFAE
= Az F%5 A3 Asiedu and Lien (2011)2 Polity 1V A|4=¢} Freedom
House?] A4~ & ICRGE] W53} A5 A}83star 9 +=Hl, Freedom House A5+ ©F
Fo] &2 9 oo AAAH AFHS B gJom ICRGY AFE T3 TAAE
AR g oojgo] AAAS Ko} "bA WIPE HA] FAFSE 8-S Fl13 F4x]oA B
ARk, AAA] SHW, F oY EA Y dAHE S B Flo] oyt SR oy
2 AR wepbs A e B 4] AR v 2] W)

= )
o]l 4% adldYd F k. uA FAS P9FoR 3= WTOdAE
[e)

Holgtal A8S AS  Ath
g, AR o] A (F2)et A ek b (F3)e] FDISH dAE 7ML dvk= A2
A ol Aol &

T AT A HHTE AAH I AA A Qb o] BAE ook
A7l wEolvt. 2y RIARAPHAE(F7) 2 FAAPE A= (F8) ¢t FDIZE
]
=

a

A7 HolA ethe g MFelR o el FaAEe FAUEII APYA
S8 W AgE 9L A8T 472 4 Revhn 2 5 Yk

(F6)°] FDIS #AE HolA Gthe AE ta ofej#]l Aol ke om 14
o Frg gt =el %2 =l tigk nlAt

15) Jenson(2003)2 ¥ Z3} o] OLS 3HAEMS ALE3FH AW Asiedu and Lien(2011)2
GMM 418 Apgatginh. w3 o] % 2 1919 GDP thal 7] FDI, QA AR FRAA
A2} T o] 5YHRSTE Frregiom 109 FRoheE A #d(cross—section) Hlo H 4

. 2% B33 Jenson(2003)2] 4% adjusted R27} £ SH Y
S o %A= egkth. B 2o adjusted R2:= OIAE 0.45-0.67S )= ukw,
Jenson(2003) R27}F 0.68—0.75°| Atk F+ AFolA AFE-3 F7PHSFEL itk 1919 GDP
9 7193 AAES VMR oer g ¢E Be HEE AMEEI S E Eslal R2o 2 A
ol7F gld Ho=w FAH3IY

16) Aaronoson (2011) ar.
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GATTEA S Xx¢ Uz FwA /fdozie Faulato] olugl ol A9
A0 e IAqtAAEe] IUNEE st=F st A TAFEAEY i
< TBTHA, SPSEA, 18]l Zatep=oA st e Fodgst Aol
Faz QuH?D, w3 I FTASH 3-EU FTAIAREE Ao 3 y&s
For Ao EIFAZIL A=, o7 FTAS ofF
AR ol Adlsr AL olslBARES] 2B AME AET = 9l
TAFEAEY Mds =t ok webA & =29 FnjdAd A= F59F F6-& FDIgt
SAAR BAE M BoRE AFEAT. ol d BAE HolA =
A A FAEg o] A To TAE HFA gl uigk 2
+ = OFA ¢7] wiZel FDIY wrdsA && F& Ja, FAAES FDI
AL gtAle]l FHAgolY JET o] 59 7|37 E4 ¥ & TS 7V WEYd
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1E3 Yang(2013)3} H]

wa B, F S B AA Al HAFef e A= mvlsive AArt e
o Yang(2013)91 A= e, Aulie, it AR|se) o, gk A2l
Fol WAF Agel oW JF& FEAE AEL lom, O Fo Aie
<3t 7> ydaiint. F71A B4E 2012 MAF AgE EH5WS, 199220014
o] 7 EA(GDP %)) Bt FHMFR AR SAoH, T714 £4& 20124
WA ATE EEN, 2002-2011 F9EA(GDP ¥lF) 9] vt SHWTRE AL
Selgith o ANl g <z 7>9 W8& I, FDIs} & R 7942 A
gk REA(F3)ell G5 FaL FDIsH Aul= 9 3 &2 74T $A(F2)o] 9%
& T A AE s e GAMPEARFES) O] G T At dEREARE
FDIE 9% e 2718 #& & vk WRPARFED = 3714 es 23 -
A, AHlz Folo] GFgE WA FU)HoRE J&E X ¢kon, FDIv dFE F
A etk SRRl ARAEFO) = 1o AHs T GFE WA oAg F
7ol FAoRREHE 9FE WA Fon, FDIS] 9= WA v vpAveR 7
AW (F4)old AR MWE(FHA) (F5), 2ear ZFAZ AH(F1)S FYolut

17) 4=4(2006) #FH=x
18) Asiedu and Lien (2011)9A] AAALE 717 Z7l50] g Z7tERY & A27E Bl

M= olg @ 7hed S AAE Eva & 5 3
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<H 7> 290 gxIF=20l 0IXl= Fg 3AH=Z49 2
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SRS
A= A Ol
HED LB e N
(4 MHIA) | (&30 MHIA)
ZOIN | B0IH | ZOIN | B | HOIE | BN | ZIH | BN
o | E=ase B B B B } } B B
Xt
=X Tl o
| TERHY B B N B ) B , }
£
= F3 AN OtA — — — — * Kk *k Kk *hk *k Kk
= [ F4a] JI=n o - - - - - - - -
o [ F5 | 850 oot | - - - - - - - =
A S A0
5!
- F6 o _ _ * AN _ _ _ _
THE
ol X o
F7 ARl 2l - - *k - * - * -
(BALHISE)
F8 =ININE= DN = — *k *kk - *okk *k *kk *k

<HFE> x 90% AF T, wx: 95% AF L sl 999 AFE, NN BAAC] AA(95% A E),
<A5> Yang(2013) <Table IV-1> p.48

oeie AnE % ul AASE Fato] ot Frhe] ARATCI} ZY A AF
W Yo A4S FAsE Al s AN SAS R & Ak olE st
o) F77k ROl FAF Batel e Tk ARANE FEF 7 gk o
g 714 S5 ok med ofd Jgdelt Frbh v Fokel ged Res £48
FAA 1 Fke AEANE FEATHE FEE tha 242 @ 4e0h ok
FHHoRE Rt 1B AABAAES] AN 1 Fke] FREe] Gelgirhe o
MEE ANT 9 Aotk w, AASE WAF 1A 9FE A AFsA
o ol4 olglth & 1919 GDPE AEe] jde] F4An 2 dBL Foh A
e clg] ATo)A #ed Agolrh wepd B 29 A3 ¥ v FDIL Fojo] WA
Fo w Alme] Ml AHA JFe FAE Lol AASIE 199 GDPe] F7b
g fERT ol AT A 5+ Atk

2 Fo|qE FDIS) F4o]l AT GF& FEAE WP AT A5E F
stel Awlnglth. Fo3t B4 5 A4 AASE Bokel FEA Aot B A
AT 5 UEA ARG ARTAA FEAAA S AR WS @ ) A
= the A9l FDIE ANATe AW, 184 A7, Aol FuA, mdd A
e, WAksh @A Al Aol e FA eths A3k Uk wd, FDIE B
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