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] Abstract

Recently, there 1is increasing interest in income Iinequality worldwide.
Deepening of income inequality and progress in polarization are detected in most
developed countries and some developing countries with high economic growth
shows the pattern of thicker middle class. This study focuses on how these

recent changes can have an impact on foreign direct investment by multinational



enterprises (MNEs).

Trade literature has recently emphasized nonhomothetic preferences, implying
that income level and income distribution are important in determining both
aggregate demand and international trade patterns. This subject can also be
applied to overseas activities of MNEs. Based on the Knowledge-Capital (KC)
model, this study argues that as income inequality rises, independent of income
level, both aggregate expenditure and MNEs' overseas investment should
increase. Empirical exercise uses Korean outward FDI data over 1999-2010 and
dynamic panel estimator — System GMM estimator. The main result indicates that
income distribution as a demand-side determinant turns out to be important for
FDI. Moreover, our dynamic panel estimates confirm the Linder effect for FDI.
Further, overseas investment done by Korean MNEs was well explained by the

KC model, and was motivated by two major incentives of FDI.
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