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Factor Endowments, System Characteristics and the FDI Flows

An empirical study based on the investment-gravity mode

LIU Haiping, SONG Yihong, WEI Wei
(School of Economics and Finance, Xi’an jiaotong University, Xi’an 710061, China)

Abstract: By introducing factor endowments and institutional characteristics into the investment gravity model, this
paper has carried on an empirical analysis of their relations such as factor endowments of the host country and the FDI
flows, institutional characteristics of the host country and the FDI flows, factors interacting and the FDI flows, and the
difference of institution and the FDI flows. The results are as follows: it has a widespread influence on the host
country's economic size, the distance of bilateral trade and the FDI flows. Many factors, including factor endowments,
institutional quality of the host country and joining relevant organization have significant impacts on the FDI inflows,
but they shows significant difference in the countries (regions). FDI has been driven by the “market” factors in the
high-and middle-income groups, but it has relied on “government asylum” to develop “non typical facts” in the
low-income group. Compared with the high income group, FDI has more obvious “system approach” characteristics in
low-and middle-income groups.

Key Words: foreign direct investment; elements endowment; system; country; location; gravity mode
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