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Abstract

This article examines the role of domestic and global factors in driving 
foreign direct investment (FDI) inflows to Asian emerging economies. 
Conventional panel estimations do not adequately account for the 
interdependence among countries caused by common global shocks and 
spatial effects. This article, employing a novel technique, augments the 
panel cointegration estimations with a proxy for unobserved common 
factors extracted from the augmented mean group regression. Our 
estimations control for nonstationarity, endogeneity, cross-sectional 
dependence, and heterogeneity. Based on the data of six Asian emerging 
economies from 2000Q1 to 2019Q4, we find a significant impact of both 
push (global) and pull (domestic) factors in attracting FDI. Our policy 
implication suggests the sequential opening of the capital account with 
capital controls and macroprudential regulations in place.
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