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In this study, we analyze various factors that influence inward and outward
foreign direct investment (FDI) and the effects of related policies on FDI. First, with regard to
policies to attract inward FDI, we compare the effects of targeted promotion and selective
liberalization on inward FDI in China. Second, we analyze the relationship between inward FDI and
the host country®s domestic labor conditions by testing whether the labor market flexibility in a
host economy contributes to an increase in inward FDI. Third, taking into account the possibility of

partially-owned foreign affiliates, we examine the relationship between productivity and ownership
shares/structures. We show that lower productivity firms tend to opt for joint-ventures with
wholesalers and/or local/3rd country partners. Finally, we propose a method to measure the policy
uncertainty that affects FDI at the industry level and show that international investment agreements
are effective in reducing policy uncertainty.
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