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ABSTRACT

Outward Foreign Direct Investment (OFDI) is one of the measures to indicate the
performance and capability of developing countries firms in economic integration
where border barriers are eliminated. Malaysia as a developing economy is
undertaking OFDI due to the limitation of local resources and to search for new
markets. Thus in relation to the contemporary economic development mainly
globalisation and regionalism issue, in the context of Malaysia as one of the emerging
developing countries, identifying the primary determinants contributed to OFDI of
Malaysia is crucial for sustainable growth. This thesis studies the determinants of
OFDI by Malaysian based Multinational Corporations, MNCs. It focuses on the
trends, patterns and domestic factors that pushes off Malaysian firms to involve in
OFDI using Dunning’s Push Factors theory. Multiple regression analysis is
performed on time series data beginning from 1981 to 2011. The study finds that
income level, labour quality, currency value, trade openness, firm’s capability and
technology are the major pushing factors of Malaysia’s OFDI. In addition, the studies
also examine Malaysian OFDI in the developing countries perspective as suggested by
Banga (2005) before proceeding to the long run dynamic Auto-Regressive Distributed
Lag, ARDL model. The host countries’ influence on Malaysian OFDI is also taken
into consideration in order to make the study more comprehensive. This part of the
study utilises panel data of 12 countries during the period of ten years spanning from
the year 2000 to 2009. The study finds that the determinants that greatly influence
the decision of Malaysia’s MNCs to invest overseas are; cost of doing business, trade
openness, good infrastructure, and labour quality. Malaysian firms are perceived as
more interested in market, technology, and resources seeking rather than lower cost
locations. Since OFDI is seen as an important source of improved national
competitiveness, actions to attract OFDI have to be taken. Economic openness,
income level, and firm’s capability need to be upgraded as they are found to be
among the vital pushing factors for Malaysian firms to invest abroad.



TABLE OF CONTENTS

Page

CONFIRMATION BY PANEL OF EXAMINERS ii
AUTHOR’S DECLARATION iii
ABSTRACT iv
ACKNOWLEDGEMENT v
TABLE OF CONTENTS vi
LIST OF TABLES xi
LIST OF FIGURES xiii
LIST OF ABBREVIATIONS xiv
CHAPTER ONE: INTRODUCTION 1
1.1 Background of Study 1
1.2 Problem Statements 7
13 Research Objectives ) 9
14 Research Questions 9
1.5 Scope of Study 9
1.6  Significance of Study 10
1.7  Research Reporting Structure 11
CHAPTER TWO: LITERATURE REVIEW 12
2.1 Introduction 12
22 Benefits of OFDI X . 14
23 Trends and Patterns in Outward Foreign Direct Investment (OFDI) 16
2.3.1 OFDI by Destination and Sector 18

2.3.2 Evolutionary Phases of Malaysian OFDI 22

2.3.3 Current Situation of Malaysian OFDI 29

24  Theoretical Background 35
2.4.1 Introduction 35

2.4.2 Microeconomic Explanation 36



2.4.3 Macroeconomic Explanation 38

2.4.4 Other Related FDI Theories 41
2.4.5 Theory Related to OFDI From Emerging Countries 57
2.5 Motives to Involve in OFDI 59
2.5.1 Market Seeking 60
2.5.2 Efficiency Seeking 61
2.5.3 Resource Seeking 62
2.6  Literature Gap 65
CHAPTER THREE: RESEARCH METHODOLOGY 67
3.1 Introduction 67
3.2  Definition of Terms 69
3.2.1 Foreign Direct Investment 69
3.2.2 Foreign Direct Investment Inflows 70
3.2.3 Foreign Direct Investment Stock 70
3.2.4 GDP, Gross Domestic Product. 7t
3.2.5 Exchange Rate 71
3.2.6 Mergers and Acquisitions 71
3.2.7 MNCs, Multinational Corporations and its Affiliates 72
3.2.8 Country Classification 72
3.2.9 Dutch Disease 73
3.2.10 Capital Flight 76
3.3  Variables and Hypotheses on the Home Country’s Determinant of Malaysian
OFDI: Push Factors — Time Series Data 78
3.3.1 Variables and Hypotheses Based on Dunning’s OLI Theory 79
3.3.2 Variables and Hypotheses Based on Banga’s Model from Emerging
Countries 85
34  Variables and Hypothesis on the Locational Determi of Malaysi
OFDI: Pull Host Countries’ Factors — Panel Data, Gravity Model 88
3.4.1 Host Country’s Institutional Policy: Control Corruption Index 89
3.4.2 Cost of Doing Business 91
3.43 Geographical Distance 93

3.44 Host Countries’ Level of Exports 94

vii



	MODELLING MALAYSIAN OUTWARD FOREIGN DIRECT INVESTMENT FROM THE HOME AND HOST COUNTRIES’ PERSPECTIVES
	CONFIRMATION BY PANEL OF EXAMINER’S
	AUTHOR’S DECLARATION
	ABSTRACT
	ACKNOWLEDGEMENT
	TABLE OF CONTENTS
	LIST OF TABLES
	LIST OF FIGURES
	LIST OF ABBREVIATIONS
	CHAPTER ONE
	INTRODUCTION
	1.1 BACKGROUND OF STUDY
	1.2 PROBLEM STATEMENTS
	1.3 RESEARCH OBJECTIVES
	1.4 RESEARCH QUESTIONS
	1.5 SCOPE OF STUDY
	1.6 SIGNIFICANCE OF STUDY
	1.7 RESEARCH REPORTING STRUCTURE


	CHAPTER TWO
	LITERATURE REVIEW
	2.1 INTRODUCTION
	2.2 BENEFITS OF OFDI
	2.3 TRENDS AND PATTERNS IN OUTWARD FOREIGN DIRECT INVESTMENT (OFDI)
	2.3.1 OFDI by Destination and Sector
	2.3.2 Evolutionary Pluses of Malaysian OFDI
	2.3.2.1 FDI in the Early Development Phase
	2.3.2.2 FDI in the Import-substitutian Phase
	2.3.2.3 FDI in the Expon Oriented Phase
	2.3.2.4 FDI in the MSC Development Phase

	2.3.3 Current Situation of Malaysian OFDI

	2.4 THEORETICAL BACKGROUND
	2.4.1 Introduction
	2.4.2 Microeconomic Explanation
	2.4.2.1 Perfetl Market View
	2.4.2.2 Market Imperfectian View

	2.4.3 Macroeconomic Explanation
	2.4.3.1 Product Life Cycle Theory
	2.4.3.2 Comparative Advantage Theory

	2.4.4 Other Related FDI Theories
	2.4.4.1 Location Dimensian of the 0L1 Paradigm
	2.4.4.2 Institutional Approach
	2.4.4.3 New Theory of Trade

	2.4.5 Theory Related to OFDI from Emerging Countries

	2.5 MOTIVES T0 INVOLVE IN OFDI
	2.5.1 Market Seeking
	2.5.2 Efficiency Seeking
	2.5.3 Resource seeking

	2.6 LITERATURE GAP


	CHAPTER THREE
	RESEARCH METHODOLOGY
	3.1 INTRODUCTION
	3.2 DEFINITION OF TERMS
	3.2.1 Foreign Direct Investment
	3.2.2 Foreign Direct Investment Inflows
	3.2.3 Foreign Direct Investment Stock
	3.2.4 GDP, Gross Domestic Product.
	3.2.5 Exchange Rate
	3.2.6 Mergers and Acquisitions
	3.2.7 MNCs, Multinational Corporations and its Affiliates
	3.2.8 Country Classification
	3.2.9 Dutch Disease
	3.110 Capital Flight

	3.3 VARIABLES AND HYPOTHESES ON THE HOME COUNTRY’S DETERMINANT 0F MALAYSIAN OFDI: PUSH FACTORS - THVIE SERIES DATA
	3.3.1 Variables and Hypotheses Based on Dunning’s OLI Theory
	3.3.1.1 OFDI
	3.3.1.2 EXCR
	3.3.1.3 EXPORTS
	3. 3.1.4 GDP
	3.3.1.5 IFDI
	3.3.1.6 Natural Resources Availability: NGRES, OILCONS, OILRES
	3.3.1. 7 PATENTS
	3.3.1.8 Productivim PY

	3.3.2 Variables and Hypotheses Based on Banga’s Model from Emerging Countries
	3.3.2.1 Trade-related Drivers
	3.3.2.2 Capability-related Drivers
	3.3.2.3 Domestic Drivers


	3.4 VARIABLES AND HYPOTHESIS ON THE LOCATIONAL DETERMNANTS 0F MALAYSIAN OFDI: PULL HOST COUNTRIES’ FACTORS — PANEL DATA, GRAVITY MODEL
	3.4.1 Host Country’s Institutional Policy: Control Corruption Index
	3.4.2 Cost of Doing Business
	3.4.3 Geographical Distance
	3.4.4 Host Countries’ Level of Exports
	3.4.5 Foreign Exchange Rate of Host Countries’
	3.4.6 Foreign Exchange Reserve of Malaysia
	3.4.7 Host Countries’ GDP
	3.4.8 GDP Malaysia
	3.4.9 Host Countries’ Level of FDI
	3.4.10 lnfrastructure Level
	3.4.11 Host Country’s Endowments of Ownership Advantages
	3.4.12 Host Countries’ Labour Productivity Level
	3.4.13 Host Country’s Endowments of Foreign Exchange Reserves.
	3.4.14 Cultural Distance - ASEAN members

	3.5 RESEARCH DESIGN
	3.5.1 The Home Country Determinants of OFDI from Malaysia
	3.5.1.1 First Model Framework: Home Pushing Factors - Dunnings 0L1 Theory
	3.5.1.2 First Model Framework: Emerging Countries’ Home Pushing Factors -Banga ’s Theory
	3.5.1.3 First Mndel Framework: Malaysia’s Outward Investment in the Long Run-Dynamic ARDL Model

	3.5.2 The Host Countries’ Determinants of Malaysian OFDI — Panel Data Gravity Model
	3.5.3 Panel Data Analysis
	3.5.3.1 Fixed Effects
	3.5.3.2 Random Effects


	3.6 CONCLUSION


	CHAPTER FOUR
	FINDINGS AND ANALYSIS-HOME COUNTRIES’ PERSPECTIVE
	4.1 INTRODUCTION
	4.2 DESCRIPTIVE STATISTICS AND CORRELATION ANALYSIS
	4.3 RESULT AND DISCUSSION: THE HOME COUNTRIES' DETERMINANTS
	4.4 DIAGNOSTIC TESTS
	4.4.1 Autocorrelation
	4.4.2 Normality
	4.4.3 Heteroscedasticity -  Hamoscedasticity (Constant Variance) of the Errors
	4.444 Stability Test

	4.5 RESULT AND DISCUSSION BASED ON DUNNING’S (OLI) THEORY
	4.6 RESULT AND DISCUSSION BASED ON BANGA’S DEVELOPING COUNTRIES’ THEORY
	4.6.1 Trade-related Drivers
	4.6.2 Capability-related Drivers
	4.63 Domestic Drivers
	4.6.4 Result and Discussion on Developing Countries’ Model
	4.6.5 Conclusions on Developing Countries’ Model
	4.6.6 Practical Implications

	4.7 RESULT OF AND DISCUSSION ON TIME SERIES DATA ANALYSIIS -LONG RUN DYNAMIC ARDL MODEL
	4.7.1 Introduction
	4.7.2 Unit Root Tests
	4.7.3 The Unit Root Test Results
	4.7.4 Johansen Cointegration Test
	4.7.5 Analysis and Results of ARDL
	4.7.6 Conclusion



	CHAPTER FIVE
	FINDINGS AND ANALYSIS - HOST COUNTRIES’ PERSPECTIVE
	5.1 INTRODUCTION
	5.1.1 Pooled OLS Regression
	5.1.2 Fixed Effect Model or LSDV Model
	5.1.3 The Random Effect Model or Error Components Model (ECM)

	5.2 ANALYSIS OF HOST COUNTRIES’ DETERMINANTS.
	5.2.1 Variables Under Host Countries’ Analysis
	5.2.2 Estimation Method
	5.2.3 Descriptive Analysis
	5.2.4 Correlation analysis
	5.2.5 Panel Unit Root and Cointegration Test
	5.2.5.1 Unit Root Test
	5.2.5.2 Panel Co-integratian Test


	5.3 RESULT AND DISCUSSION ON HOST COUNTRIES’ OFD IDETERMINANTS PANEL DATA ANALYSIS
	5.3.1 Result and Discussion on Paul Model
	5.3.2 Result and Ditcussion on Fixed Effect model
	5.3.3 Result and Discussion an Random Eflect Model

	5.4 CONCLUSION


	CHAPTER SIX
	CONCLUSIONS AND RECOMMENDATIONS
	6.1 INTRODUCTION
	6.2 RECOMMENDATIONS TO THE POLICYMAKERS
	6.3 RECOMMENDATIONS FOR FUTURE RESEARCH
	6.4 CONCLUSION


	REFERENCES
	APPENDICES
	AUTHOR’S PROFILE




