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Abstract

Southeast Asian countries experienced high growth of inflows of foreign direct
investments in the past three decades. This study attempts to find the key factors that
determine these inflows. In addition to that, the importance of such factors was
investigated. Based on such findings, the future trend of FDI inflows to this region was
also examined by forecasting.

In many studies on this subject, the significance of various factors determinants of
FDI was evaluated using econometric modlels. Results of such studies are often varied.
Differences depend on the characteristics of the economies and the time examined.

Using FDI inflows of the selected five countries of the Southeast Asian region as
dependant variable, several key factors were set as independent variables in formulating
the regression model, which was used to test the given hypotheses. According to the
results realized from this analysis, the size of the market or the economy, domestic
investments, and fluctuations of exchange rates are key influences in determining FDI
inflows in this region. The exchange rate itself and the growth of GNP are not significant.

Further this study revealed that the most attractive factor in determining FDI is
domestic investments. Domestic investments act as a complementary factor rather than a
substitute for FDI in this region for the period concerned. Although fluctuations of
exchange rates have nepative effects as expected, this influence is not strong.
Nonetheless, this should be taken into account by policy matters.

FDI inflows to this particular region were forecast applying the actual average
growth rates of the exogenous values used in this model for the period from year 2000 to
2005. The results suggest a tremendous decrease in average growth rates of FDI inflows.
These findings should draw the attention of policy makers towards changing FDI
promotional policies, which emphasize towards stability of GNP growth, stable exchange
rates and high domestic investments in this region.
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