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Abstract

This dissertation project re-evaluates the well-known association between
financial globalization and democratization. It challenges the conventional
wisdom of full capital mobility and low income tax, emphasizes FDI’s impacts on
host countries’ fiscal contours and corporate sector development, and articulates
a conditional explanatory framework to explain variance in political outcome
across countries. I argue that high FDI share in corporate tax revenue alleviates
the redistributive conflicts in the income sector and that the ability to relocate
assets into the high yield, low tax FDI dominated corporate sector makes the
rich’s more tolerant of redistribution under democracy, both of which serve to
promote democracy in FDI host countries. A multi-method approach is used to
assess the theoretical argument and details of this project are described.

Does FDI promote democracy? Academic perspectives on the political

consequences of financial liberalization have changed sharply in the last two

decades, moving from the exploitative, authoritarian dependencia view to linking

multi-national enterprises (MNEs) activities–particularly foreign direct investment

(FDI)–to political democratization in host countries. Yet, political development

trajectories in many of the most popular FDI destination countries, most

prominently China and Vietnam, seem to belie such this new academic consensus

and scholars began to question the alleged democracy promotion effect of FDI.

∗First draft, comments welcome.
†George Washington University. e: hktseng@gwmail.gwu.edu w: hktseng.wordpress.com
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This dissertation project aims to reconcile the inconsistency between present

theoretical persepectives and empirical anomalies on the link between financial

globalization and democratization and complement existing theoretical

contributions by proposing a conditional theoretical model using the share of

corporate sector assets to explain variance in political outcome across countries.

My analysis of this model suggests that high FDI share in corporate tax revenue

alleviates the redistributive conflicts in the income sector and that the ability to

relocate assets into the high yield, low tax FDI dominated corporate sector makes

the rich’s more tolerant of redistribution under democracy, which increases the

prospect for democratization in FDI host countries. A multi-method approach will

be used to evaluate my theoretical claim.

The rest of this proposal proceeds as follows. The first section reviews relevant

literatures. The second section introduces the theory. The fourth and the fifth

sections briefly discuss empirical implications and results from preliminary

field-work. The final section concludes with theoretical contributions.

1 Literature: Globalization and Democracy

Observing the exponential growth of global FDI flows in the last two decades and

the variance in the volume of FDI inflows across countries, a number of scholars

began to investigate if MNEs’ investment decisions are affected by host countries’

political institutions (Olson, 1991; O’Neal, 1994; Jensen, 2003a; Li and Resnick,

2003). The relationship between financial globalization on political regime is

further elaborated and evolved into two streams of research.

The international political economy studies look at the empirical association

between globalization and democratization. Milner and Kubota (2005), O’Rourke

2



and Taylor (2005), and (Rudra, 2005) show that political liberalization and

democracy have a positive effect on trade; some studies contradict these hypotheses

and suggest that financial openness increases the probability of transition away

from democracy (Quinn, 2001) and that concentrated interests inhibit the

deepening of trade openness Yu (2010); finally, Simmons and Elkins (2004) argue

that adoption of liberal economic practices has diffusion effect among

socioculturally close peers while Eichengreen and Leblang (2006) hypothesize

boldly a bi-directional dynamic relationship between globalization and

democratization. These associational studies, though theoretically suggestive, do

not specify causally why the two parallel trends are linked.

Building on the theoretical frameworks of redistributive conflict and factor price

equalization, recent political economy literatures analyze the political effect of

economic globalization on democracy. Boix (2003) and Acemoǧlu and Robinson

(2000, 2005) hypothesize that financial globalization leads to lower tax rate which

makes democracy more welcoming for the rich. (Ahlquist and Wibbels, 2008) adds

that exogenous changes in economic openness raises the factor price of workers and

their capacity to threaten the established political order. Freeman and Quinn

(2010) posit that the missing link between financial globalization and

democratization lies in global equity market by which the rich convert their

immobile properties (e.g., land1) into liquid assets to avoid redistribution under

democracy. However, these studies generally do not pinpoint the factors that are

transforming these “factor prices nor” do they consider the reallocation of assets

across sectors as a possible redistribution-avoidance strategy.

1See Ziblatt (2008) for a crucial case study of how landed interest hindered democratization.
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2 Theory

During the last quarter of the twentieth century and along with the increasing

scope and intensity of financial globalization, many analysts have witnessed the

largest transfer of wealth from developed to developing countries by means of FDI.

What comes with the surge in FDI is that it provides opportunities for minimizing

taxes through the relocation of mobile capital.

The hypothetical scenario that in an age of globalization the rich can easily

move their capital abroad with little or no taxation has become the backbone of

“the economic origins of democracy” literature discussed above, but the claim has

received scant empirical scrutiny which also legitimates the hypothesis that an

alternative mechanism may be at work in alleviating the rich’s concern for the

redistributive threat associated with democratization, and that whose interaction

with FDI inflows over the full range of value can help explain variance in political

outcomes across FDI receiving countries.

A survey of some recent global or country-specific studies reveals that the

assumption democracy is associated with higher income tax rate is unsubstantiated

or highly contingent on certain institutional characteristics.2

What could be the alternative mechanism? It is worth noting that increased

capital mobility and the redistribution of tax burden from mobile from mobile

capital onto less mobile factors (i.e., labor) might entail a regressive tax systems in

sectors that employ mainly of more mobile factors.

A growing body of financial accounting literatures has noted how MNEs are

using tax planning to exploit various tax benefits in the corporate sector3.

Crucially,this suggests that the foundation of reduced tax burden under global

2For instance, see Kenneth (1995), Kaufman and Segura-Ubiergo (2001), Avelino et al. (2005),
Iversen and Soskice (2006). I will detail this in my future theoretical chapter.

3See Hanlon and Heitzman (2010) for a comprehensive review on recent literatures.
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Figure 1: Global average top rate and corporate rate: 1999-2009
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capital mobility may hinge on the level of tax take in the corporate sector. To give

a quick visual check on this hypothesis, in Figure 1 I plot the trend lines of global

average highest marginal income tax rate (i.e., top rate) and corporate tax rate

over the period 1999-2009 with their respective autocorrelation functions (ACF)

below. The trends in Figure 1 suggest that, contrary to perceived wisdom of

”race-to-the-bottom” tax competition, top income tax rate is moving in a “random

walk” fashion while it is corporate rate that is in long decline. The contours of

these trends have important fiscal implications for FDI host countries.

Gropp and Kostial (2000) show that FDI flows are sensitive to corporate tax

rate and that large FDI outflows is significantly correlated with the decline in

corporate income tax revenue; yet, their finding also reveals that inward FDI may
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have important tax base effects. FDI is taxable4 and the reason for corporate tax

rate decline could be because its tax base has expanded.

Unlike resources sector boom, inward FDI not only supplies host governments

with much needed capital to which some scholars (Gallagher, 2002; Tsai, 2007)

have attributed as distorting private sector development and sustaining

authoritarian rule in developing countries like China, but FDI also carries with it a

package of technological and managerial best practices to sectors that utilize FDI,

which then translates into higher productivity growth in the FDI sector. Whalley

and Xin (2006) estimate that in China the average labor productivity of FDI sector

exceeds that of non-FDI sector by 9 times and that foreign invested enterprises

(FIEs) account for over 50% and 60% of China’s exports and imports, respectively.

Similarly, Moss et al. (2005) survey the supply chain of East African FIEs and

report that FIEs rely on local suppliers for 44% of their inputs and drive up the

growth in these sectors.

Thus, holding domestic capital stock constant, an increase in FDI’s share in the

economy implies shrinkage in labor’s share of income. Some research have linked

the declining labor’s share of national income to financial globalization (Rodŕıguez

and Ortega, 2006; Jayadev, 2007; Kristal, 2010). According to “economic origins of

democracy” literature, this will increase the poor’s, particular the labor’s demand

for progressive taxation and heighten the rich’s perception of redistributive threat,

making any redistributive concessions harder to realize. If no redistribution scheme

simultaneously satisfies both classes, democracy cannot be established.

As noted in Gallagher (2002), the tendency of FDI to serve as substitute for

domestic capital in production and its potential tax base effect on corporate tax

4Lipsey (2002) finds that earning from MNEs increases host governments’ revenue for budget and
that, depending on the type of FDI (e.g., natural resources), even some least developed countries
tax MNEs heavily.
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revenue, however, can alleviate this kind of redistributive conflict in developing

countries that receive large inflow of FDI. Benhabib and Przeworski (2006) note

that as a society’s capital stock grows the rich tolerate more and the poor less

redistributive, and redistribution schemes that satisfy both classes of agents

emerge. In a similar vein, Lipset (1960, 51) says:

The general income level of a nation also affects its receptivity to

democratic norms. If there is enough wealth in the country so that it

does not make too much difference whether some redistribution takes

place, it is easier to accept the idea that it does not matter greatly

which side is in power.

Therefore, by displacing domestic capital in the production process and by pulling

the weight of a host country’s taxation structure toward corporate tax, inward FDI

raises a host country’s total capital stock and ameliorates redistributive conflict (on

the level of tax take on the rich) in the traditional income sector by rendering its

consequences less important.

Yet, if the FDI component dominates a host country’s production and crowds

out domestic capital from the mobile, high-yield FDI sector, then the redistributive

pressures in the income sector can only exacerbate, making democracy unattractive

to the rich. Asiedu and Lien (2011) examine the impact of FDI on resource-rich

host countries and find that the relationship between FDI and democracy is

positive only when the size of natural resource sector is less than some critical

value. For resource-seeking and certain efficiency-seeking types (e.g., low cost

labor-intensive manufacturing) of FDI, their linkage to the rest of the economy is

low, so their productivity growth and tax benefit are inaccessible to domestic

capital/mobile assets owners; an increase in the share of such FDI in national
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economy will only enhance the rich’s proclivity to cling to the authoritarian status

quo since their assets are non-diversifiable under such economic arrangement.

However, when the rich can relocate their assets to the FDI sector, then the

political dynamic of FDI in a host country will be different as noted by many

recent research which record FDI’s impact on host economies’ financial and

corporate sectors development and its co-movement with the transfer of domestic

capital into these mobile sectors (BIS, 2005; Ljungwall and Li, 2007). Theoretically,

from an optimal tax perspective, it is in the interest of a rational economic agent to

allocate her investments to projects (or sectors) that yield highest after-tax

benefits, and in a FDI host economy, the booming FDI sector represents just such

an outlet. If the rich cannot be guaranteed of a tax take level lower than some

threshold, then given the uncertainty of democratic transition and the difficulty of

moving their assets abroad in whole without taxation by host governments, the rich

can choose to transfer their assets into the high-yield, generally low tax

FDI-dominated corporate sector to shed their redistributive tax burden in the

income sector.5 For the rich owning a diversified asset portfolio biasing toward the

corporate sector dominated by the FDI, they are expected to shoulder less

corporate tax burden and will be more tolerant of progressive income taxation even

if a highly redistributive democratic institution to were emerge in the future.

In a nutshell, FDI can endorse the prospect of democratization by

simultaneously alleviating the redistributive conflict in the income sector and

increasing the rich’s total after-tax return, especially in economies where it

constitutes the bulk of domestic capital stock (and by corollary, corporate taxation

5Leamer (2007b) distinguishes the difference between movement and mobility of factors, a point
which parallels conceptually to the argument made here. Mendoza et al. (2009) find that finan-
cial globalization affects the composition of citizens’ asset holding in which countries with more
developed financial system tend to purchase mobile though risky assets while for citizens in less
financially developed countries the reverse is true.
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revenue) and when the rich are able to transfer a greater portion of their assets into

the FDI-dominated corporate sector. On the other hand, we should also expect

FDI to have a negative effect on the likelihood of democratization when the share

of FDI crowds out host countries’ corporate sector while having limited linkage to

the rest of the economy.

In joining with the ”economic origins of democracy” research program, this

project centers around the political economy of redistribution; however, I

complement these previous analyses by supplying a conditional theoretical model

that theorizes the exogenous impact of financial globalization on the contours of

the conflicts over redistribution and its political institutional underpinning between

different classes of economic agents. And as my theoretical model will show later,

FDI has far-reaching impact on host governments’ fiscal structure and the nature of

capital held by indigenous capitalists, were current wave of financial globalization

to continue, increasing FDI inflows will expand the set of feasible redistributions

and help make democratic form of government acceptable to both classes of agents

not only for the present but also in the future as well.

3 The Model

We assume an open economy residing two classes of economic agents, the poor and

the rich, i = {p, r}. The poor supply labor (L) while the rich own capital (K), and

θ is the share of capital in total production and θ ∈ [0, 1]. Following endogenous

growth theory (Romer, 1990; Grossman and Helpman, 1991; Aghion and Howitt,

1998, 2009), we can interpret the inflow of FDI (F ) as altering FDI-receiving

countries’ originally stationary growth path through its technological and

managerial spillovers, an growth multiplier effect we can account for by adding a
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shift parameter into the production equation. We can therefore write the

economy’s aggregate production function as

Y = A(F +K)θL1−θ, (3.1)

where A is the shift parameter and A > 1.

Differentiating (3.1) wrt. F , K, and L, we obtain the marginal return to each

factor

f = θA

(
L

F +K

)1−θ

r = θA

(
L

F +K

)1−θ

w = (1− θ)A
(
F +K

L

)θ
, (3.2)

where f , r, w (wage) are the income of F , K, L since factors are paid at a rate

according to their marginal contribution to productivity. We can then use (3.2) to

calculate their share in average income

Fs =
fF

Y
=

θF

F +K

Ks =
kK

Y
=

θK

F +K

Ls =
wL

Y
= (1− θ). (3.3)

We now define the utility function for each agent. Assuming two tax rate,

income tax rate (τu) and corporate tax rate (τc), and according to my previous

analysis τn > τc. The poor earn their income from labor activity plus transfer from
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pubic spending and the rich receive their incomes from both the traditional income

sector and the new corporate sector as well as transfer from pubic spending. Hence,

the poor’s and the rich’s utility can be defined respectively as

Up = (1− τn)w + g(Ψ)

U r = (1− τn)w + (1− τc)r + g(Ψ), (3.4)

where g(.) is concave government spending function of which g′(.) > 0, g(0) = 0,

g′′(.) < 0 and Ψ is the total tax revenue which is composed of tax revenue from

both income and corporate sectors.6 g(Ψ) can be defined and rewritten as

g(Ψ) = g
(
λτnȲ + (1− λ)τc(k − Ȳ )

)
s.t. g(Ψ) ≤ Ψ, (3.5)

where λ is the weight of income tax revenue in total government tax revenue and λ

∈ (0, 1). We can specify λ by using the property of pooling factor (i.e., shrinkage

factor) in random intercept model

λ =
Y

Y +K
=

1

1 +
(

θK
F+K

) =
F +K

F + (1 + θ)
. (3.6)

Differentiate (3.6) wrt. F and θ respective yields ∂λ
∂F

= −
(

K+1
F+(1+θ)K

)
< 0 and

∂λ
∂θ

= −
(

F+K
F+(1+θ)K

)
< 0, which means λ is decreasing in both F and θ and when

6My future analysis will incorporate a Bellman form equation to account for each type of agent’s
discounted utility over an infinite horizon. An earlier version of this material that use somehow
different specification that includes a term of discounted future utility is available from my website
hktseng.wordpress.com
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either of the two parameters increase, the weight of corporate income tax revenue

in total tax revenue becomes larger and as λ → 0, the national tax revenue

structure is pulled toward corporate tax revenue.

Now, we set (3.5) to 0 and maximize wrt. τn to get the F.O.C. for ideal tax rate

− w + g′(Ψ)λȲ = 0. (3.7)

To assess the marginal effect of the weight of income tax revenue on the poor’s

preferred marginal income tax rate, we implicitly differentiate (3.7) wrt. λ and

rearrange terms, which yields

∂τn
∂λ

= g′′(Ψ)

(
∂λ

∂F

)
Ȳ

[
Ȳ

(
∂τn
∂λ

)
− τn(k − Ȳ )

]
= τck. (3.8)

Naturally, as the weight of income tax revenue increases, both the poor and the

rich are required to shoulder much larger tax burden, so the poor prefer a higher

income tax rate. However, as previously noted, when the share of FDI in the

corporate sector increases (i.e., the corporate sector tax base becomes larger), it

might pull national tax revenue structure toward corporate tax revenue. To assess

this claim, recall that ∂λ
∂F

< 0, we apply chain rule

∂τn
∂F

=
∂τn
∂λ

(
dλ

dF

)
> 0, (3.9)

so that as FDI’s contribution (via earning) to the corporate tax income increases,

the poor’s preferred tax rate (on income) decreases and the redistributive pressures

in the income sector lessen. We also see that the effect is transmitted mainly

through government spending function and is unconditional on private

consumption (1 - τu)w.

We then examine the effect of FDI and the share of assets allocated in the
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corporate sector (θ) on the rich’s utility. We first differentiate U r (in expression

(3.4)) wrt. λ. By substitution and rearranging terms

∂U r

∂λ
= g′(Ψ)

[
Ȳ (τn + τc)− τc

(
θK

F +K

)
Ȳ

]
, (3.10)

the sign of (3.10) cannot be ascertained and is contingent on the difference of the

two terms in the square bracket for if K is sufficient large (i.e., when the rich

shoulder more of the tax burden in the corporate sector than foreign capital) then

the sign of (3.10) will be negative, which conforms to my theoretical exposition laid

out previously. Finally, we can pin down the interaction effect of FDI and the share

of (the rich’s) assets allocated to the corporate sector by differentiating expression

(3.10) by θ to get the cross-partial of λ and θ.

∂2U r

∂λ∂θ
= g′′(Ψ)

(
−
(

τcK

F +K

)
Ȳ

)
> 0, (3.11)

so the interaction effect of λ and θ on the rich’s utility is positive. Conditional on

high level of FDI inflows to the corporate sector, the rich receive higher utility

when they allocate more of their assets into the corporate sector.

Assuming there are two possible political states S = {A, D} and that the poor

want to revolt (R) against current authoritarian political establish (A) the

possibility of revolution success and the subsequent establishment of democracy

(D) is p and is contingent on the rich’s consent (C ) whose probability of realization

is q with the sequence of action R ≺ C. So we can define two binary choice sets:

R→ [0, 1] and C → [0, 1] and two strategy profiles, {R, {τn}} and {C, {τn}, θ}

and two ideal policy sets: {τ̂n, F̂} for, {τn, θ̂, F̂} for the rich, where θ̂, F̂ denote

high share of assets in the corporate sector and high share of FDI in corporate tax

revenue, respectively, and τ̂n is progressive income tax rate (top rate). Contingent
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on prior state, we derive the following Markovian regime transition chains

Pr(St+1 = D|St = A,R = 1, C = 1) = pq

Pr(St+1 = A|St = A,R = 1, C = 0) = p(1− q)

Pr(St+1 = A|St = A,R = 0, C = 0) = (1− p)(1− q)

Pr(St+1 = D|St = A,R = 0, C = 1) = (1− p)q.

We further assume that (1 - δ) portion of total assets are destroyed during

revolution (whether it succeeds or not) so that all agents are left with δ of the

assets for their future production, then given the rich’s and the poor’s ideal policy

set under autocracy and democracy , U r(A|τn, τn(F̂ ), θ̂), U r(D|τ̂n, τ̂n(F̂ ), θ̂),

Up(A|τn, τn(F̂ )), and Up(D|τ̂n, τ̂n(F̂ )), we can express the threshold probability (p∗)

of the poor’s revolt decision and the rich’s threshold probability (q∗) of consent

after observing the poor’s action (because R ≺ C) as

p∗ ≡ qUp(D|τ̂n, τ̂n(F̂ ))− (1 + qδ − δ)Up(A|τn, τn(F̂ )), (3.12)

and

q∗ ≡ U r(D|τ̂n, τ̂n(F̂ )− δU r(A|τn, τn(F̂ ), θ̂). (3.13)

This strategic decision process is conceptualized in left panel of Figure 2 where I

add logical negation sign (¬) in front of both R and C to denote “non-action.” And

the model can be test statistically using statistical backward induction (SBI)

technique developed by Bas et al. (2008) (and recently by Whang (2010) applying a

Bayesian information updating environment). The testing procedure is
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conceptualized in the left panel in Figure 2 in which I incorporate regressors (X)

and parameters (β) to represent utilities. I then normalize utilities Up(YA = 0) = 0

and Up(YA = 1, yB = 0) = 0 for identification purpose. And the remaining utilities

can be specified as

Up(YA = 1, YB = 0) = Xp1βp1

Up(YA = 1, YB = 1) = Xp2βp2

Up(YA = 1, YB = 1) = Xr2βr2.

(3.14)

I use Przeworski et al’s ACLP dichotomous democracy indicator as indicator for

the rich’s consent decision (C) and the revolutionary wars indicator from Polity IV

dataset of which I cross reference with Hyde and Marinov’s National Elections

Across Democracy and Autocracy data (NELDA) and Jonathan Powell’s Global

Instances of Coups d’etat data for each country-year where mass-based revolution

(not elite-led coup d’etat) occurred, I dummy coded this variable and use it as

indicator for the poor majority’ revolution decision (R). Preliminary test results

can be found in my earlier presentation and is available on my website.

Figure 2: Model with regressors and parameters
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4 Methodology

To explicate the causal mechanism7 put forth by my theoretical model and to

adjudicate their “contingent effects,” I develop a formal model to theorize economic

agents’ incentives to redistribute and reallocate assets across sectors as a function

of FDI’s share in local economy. The comparative static analysis checks the ceteris

paribus effect of each parameter and the new statistical backward induction (Bas

et al., 2008) section tests empirical data in a strategic choice context to provide

further confirmatory check on these evidences. The formal analysis provides the

microfoundation for my theoretical claim and the propositions derived from it can

then be accessed statistically.

The statistical analysis section follows Lieberman’s large-N analysis (LNA) to

model-building small-N analysis (Mb-SNA) sequence (Lieberman, 2005) in which I

first test my hypothesis on a fully-pooled global data and then proceed to a smaller

data composed of economically high-FDI dependent countries8 to assess

cross-sectional variance in observed outcomes. Finally, I use dichotomous measure

of democracy as my dependent variable and test it against a variety of survival and

Markovian transition models to exploit time-series information of FDI inflows and

asset diversification and their interaction effect on democracy.9

To pin down the mechanism hypothesized by my theoretical model, I move to

country case studies using process-tracing to describe how my two key variables

7I define “causal mechanism” [as is used here] as referring to an explanation that presumes
highly contingent phenomena triggered under generally unknown conditions or with indeterminat1e
consequences (Elster, 1998, 45). In model-based inference (which is the main approach taken in this
project and in contrast to the design-based inference discussed in Dunning (2010) which assumes an
as-if random data generation process), the unknown conditions are a set of intermediate variables
by which a causal factor is thought to affect an observable outcome.

8I have compiled a TSCS dataset and would like to hear suggestions from other EITM partici-
pants on how to better operationalize “FDI dependence.”

9Dynamic probit model will be used as one of the testing strategy, and to address the issue
of unit-specific initial condition raised by Wooldridge (2005), among others, I build a random
component into my dynamic model and use the lmer function in R to implement this test.
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interact and affect the observed outcomes over time. I select China-an obvious

anomaly and a crucial case on its own merit-as my primary case study and since

China represents a non case (because democracy has yet to emerge), which may

lead many people to suspect the validity of my claim, I will also include three

minor cases selected from other emerging markets in order to assess my argument

and to enhance inferential leverage from a comparative perspective.

5 Empirical Implications and Operationalization

The theoretical analysis yields two tentative hypotheses:

pH1: The higher FDI’s share in a host country’s economy, the less democratic

that country will be (or the likelihood of democratization will be lower).

pH2: The higher the proportion of mobile assets in a country’s total assets, the

more democratic that country will be (or the likelihood of democratization will be

higher) conditional on higher share of FDI in these sectors.

For operationalizing FDI’s share (i.e., it’s relative weight) in host economies, Li

(2009) cautions the conceptual difference between two different measures of FDI

inflows ( FDI
GDP

(reflecting a country’s openness to foreign capital) and net FDI

inflows (indicating the amount of investment)) and prefers the latter. In my

theoretical model, it is FDI’s share (measured as net FDI inflows) a host country’s

capital stock that affects the host government’s fiscal basis and the incentives for

redistribution of different classes of agents, so I employ the measure ln
(

FDIit
capitalstockit

)
for country i in year t as my parameterization for FDI’s share in host economy.10

Measuring the share of mobile of assets in a country’s total assets represents a

daunting challenge. Earlier presentation of this material used the information from

10Data from WDI database
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External Wealth of Nations Mk.II dataset (Lane and Milesi-Ferretti, 2007) 11

and constructed an index by adding portfolio equity assets, FDI assets, and

financial derivative assets and divided them by ”total assets” (coded in

country-year format) as my operationalization for asset diversification.

6 Preliminary field-work

My visit to Merrill-Lynch Asia Pacific last August is of considerable help to my

research, the insights gained from my personal exchange with their research team

lend some initial supports to my crude theoretical model though they also

cautioned that “measurement” issue may plague my preferred asset diversification

variable and make precise “empirical implications” hard to define. My meeting

with members of Taiwan Business Association in Jiangsu and Hunan provinces

during my trip to China later that month informs me of some useful information on

how, over the last two decades, local entrepreneurs perceive the impacts of FDI and

the changing business environment on their business operation and personal

well-being, which serves to provide additional support to my argument.

At first glance, the information gathered from my last trip looks patchy at best,

but it actually reflects how little this discipline has so far been able to

comprehended on the link between financial globalization to democratization and

this also underscores the necessity to better assess my proposed causal mechanism

with appropriate empirical models.

11Data can be downloaded from http://www.philiplane.org/EWN.html.
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7 Conclusion and Objectives

This project brings the following contributions. First, it analyzes a feasible

mechanism (asset diversification) that explains how FDI inflows can differentially

affects the likelihood of democratization in host countries and examining it with a

variety of methodological approaches; thereby, it complements the analysis on the

link between financial globalization and democratization hypothesized by previous

formal literatures. Second, by analyzing the causal mechanism through a

conditional framework, this project reconciles many seemly contradictory findings

and aspires to having a more general understanding of the dynamics and process of

political change in FDI host countries.
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