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In a nutshell 

• This paper 

– Analyzes the evolution of FDI inflows to 
developing and emerging countries around 
financial crises 

– Empirically examines the Fire-sale FDI hypothesis 

– Adds a more granular detail about the types of 
financial crises and different components of FDI 

 



Frank pre-emptive caveats 

• This is preliminary work 

• I don’t believe my own regressions, so…. 

• If you have a good idea for an extension, we 
already are doing it. 

• If you have a bad idea, it came from the IMF. 

• Any data you think we should’ve used is 
fudged. 

 



• Increasing importance 
of FDI globally 

– Stability relative to 
other types of capital 
flows 

• Fire-sale FDI         
(Krugman, 2000) 

 

 

Motivation  



Different crises, different impacts:  

Evolution of the crises literature 

• Currency crises  
– Generations (1 and 2) 

• Diamond-Dybvig type banking runs  
– Chang and Velasco, 2001; Uhlig, 2010 

• Post-Asian crisis models 
– Corsetti et al., 1999; Dooley, 2000 

• Sudden-stops 
– Calvo, 1998; Mendoza, 2010; Rothberg and Warnock, 2011 

Reinhart and Rogoff (2009) 
 



Different crises, different impacts 

• Origin in domestic problems? 

• Expansionary depreciation? 

• Impact on the real economy? 

• Long-term vs. short-lived crisis? 

 



Different types of FDI, different impacts 

• M&A: investing in existing projects 

• Greenfield investment: constructing new 
production facilities (longer time to fruition) 

• Horizontal FDI (tariff-jumping): domestic 
economy matters 

• Vertical FDI: prices matter 

 

 

 



Relevant empirical literature 

• Fire-sale FDI of the Asian crisis  
– Aguiar & Gopinath, 2005; Acharya et al., 2011 

• Both find evidence of FDI but have different normative conclusions 

• Evidence of fire-sale following currency crises 
– Soliman, 2005 

 

Our contribution: systematic evaluation of the 
effects of different types of crises on various 
forms of FDI  

 

 



Data: Types of FDI 

• Sample: 40 developing countries; 1987-2009  

• Distinguishing M&A and Greenfield FDI 
– UNCTAD and M&A database (Thomson Financial) 

– Greenfield investment = FDI inflows – M&A value 

• Distinguishing horizontal and vertical FDI 
– Sales of US multinationals (US BEA) 

• Hanson et al., 2002; Aizenman & Marion, 2004 

– Vertical investment = affiliate sales either back to the U.S. 
or to other foreign countries (intermediate goods) 

– Horizontal investment = affiliate sales in the local market 
where affiliate resides (final goods) 

 



Data: Typology of crises  

• Reinhart and Rogoff, 2009:  

 banking, currency, debt (domestic & external), 
stock market, inflation crises 

 

• Laeven & Valencia, 2010; Caprio et al., 2005: 
severe crises episodes 

 



Data: control variables   

• Blonigen & Piger, 2011 
– Broad macroeconomic conditions (WDI, IMF) 

– Political, socio-economic, and business environment 
(Freedom House and ICRG – PRS databases) 

– Relative endowments, communications infrastructure, 
trade costs (WDI) 

– Geographic-spatial and possible agglomeration effects 
(Penn World Tables and CEPII Gravity data set)  

– Education level (Barro-Lee dataset) 

– Per capita real capital (Li et al., 2011) 

 

 

 

 

 



Estimation methodology 

• Empirical equation: 

 

 

• Dynamic panel Arellano-Bond GMM 
estimation  

– Treat crisis variable as predetermined 

– Report one-step estimates 

– Limit the number of lags at one 

 

 



Results: FDI Flows 



FDI Stocks 



Results – Vertical FDI 



Results – Horizontal FDI 



Results – M&A Investment 



Results - summary  

• Financial crises have a strong negative effect 
on FDI  (if any)  

– Banking, inflation, hyperinflation, and external 
debt crises 

• No empirical evidence of fire-sale FDI 

– On the contrary, crises are shown to reduce 
vertical, horizontal, and M&A investment 

 

 

 



Discussion 

• Current financial turmoil  

– 40% decline in FDI flows 

• The causes behind the current crises and 
differences in their impact on FDI inflows 



Appendix: Types of crises 



Appendix: List of countries 



Appendix: Greenfield results 


