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Indian outward foreign direct investment (OFDI) has experienced significant growth, reflecting 

its critical role in driving India's economic expansion as an emerging economy. This study 

examines the selection criteria for Indian OFDI destinations by considering national distance 

across five dimensions: geographical, cultural, institutional, economic, and informational. 

Utilizing data from 2011 to 2023, the analysis employs EViews 12.0 and compares OFDI flows to 

the top 30 countries during this period. The OFDI size determination model highlights that while 

geographical, cultural, economic, and informational distances do not significantly influence 

destination choices, institutional distance emerges as a key determinant, emphasizing the 

importance of institutional factors. The study also investigates the impact of OFDI on Indian 

exports, revealing a long-run relationship. The findings suggest that Indian OFDI may either 

enhance exports by generating demand for intermediary products or substitute traditional 

exports through cost-effective and efficient entry modes like FDI. These insights provide valuable 

implications for policymakers and businesses aiming to optimize India’s global investment and 

trade strategies. 

Keywords: OFDI, Location choices, Export, Management, Indian Economy, Distances, 

Business Investment Decision 

 

1. INTRODUCTION 

As the Indian economy evolved and regulations became more liberalized, Indian companies increasingly sought 

growth through inorganic expansion in global markets [1]. Despite not having fully acquired the technological know-

how to drive large-scale shifts in production like developed countries, Indian firms have significantly advanced, 

particularly in knowledge-based industries such as pharmaceuticals, information technology, telecommunications, 

software, and automobiles. Initially, Indian firms were merely adopters of foreign technology, but over time, they 

have strengthened their capabilities. Today, many Indian corporations recognize the need to move beyond exports 

and establish a physical presence overseas [2]. This drive to expand into foreign markets is further fueled by the 

opportunities to access new markets, increase profitability, and gain a competitive edge, thereby fostering both 

Indian outward foreign direct investment (OFDI) and exports. 

A key factor influencing OFDI is the concept of national distance [3], encompassing geographical, cultural, 

institutional, economic, and informational dimensions [4]. Scholars argue that economic globalization has either 

magnified national heterogeneity or diminished differences between countries as developing nations converge with 

developed economies. This study adopts the perspective that deepening globalization accentuates the heterogeneity 

among nations, making national distance a critical determinant in the location choice of OFDI. 

The relationship between outward foreign direct investment (OFDI) and exports has garnered significant attention 

in international business literature, particularly in recent years [5]. Traditionally, developed countries have been the 

primary source of OFDI, driven by their superior technological capabilities and financial resources to penetrate large 



239  
 
 

Vrujesh Jalindar Salunkhe et al. / J INFORM SYSTEMS ENG, 10(1s) 

foreign markets. However, the past two decades have witnessed a paradigm shift, with emerging economies like India 

emerging as major contributors to global FDI flows. India, in particular, has accounted for a significant share of OFDI 

among emerging economies, underscoring its growing role in the global investment landscape. 

Understanding the impact of OFDI on a home country’s exports is crucial to evaluating whether foreign production 

substitutes or complements domestic trade. OFDI that substitutes home country exports may negatively affect the 

balance of payments by leading to a net outflow of resources and funds [6]. In such cases, the economy misses the 

potential demand from its multinational enterprises (MNEs) sourcing inputs domestically. Conversely, 

complementary OFDI strengthens home exports by fostering forward and backward linkages with domestic firms, 

thereby generating foreign exchange, stimulating domestic investments, and accelerating economic growth [7]. 

Despite its importance, the nature of the relationship between OFDI and exports remains ambiguous, with studies 

presenting mixed results. 

Drawing on the Eclectic Theory of International Production [8], this study investigates the impact of national 

distance—comprising geographical, cultural, institutional, economic, and informational dimensions—on Indian 

OFDI location decisions. It further explores how Indian OFDI influences home country exports, providing insights 

into whether outward investments act as substitutes or complements to trade. By combining theoretical and empirical 

analyses, this study offers a comprehensive understanding of the interplay between national distance, OFDI location 

choices, and export dynamics, contributing to the broader discourse on the internationalization strategies of 

emerging economies like India. 

This study explores how the heterogeneity of geographical, cultural, institutional, economic, and informational 

distances across countries influences the location choices of Chinese OFDI. By adopting a national distance 

perspective and utilizing the OFDI size determination model, it empirically analyzes the impact of these distance-

based factors on Chinese OFDI decisions. The study contributes to the understanding of how diverse national 

environments shape investment patterns, providing valuable insights for optimizing location strategies. Its findings 

offer practical guidance for Chinese enterprises in making informed OFDI decisions and enhancing investment 

returns, ultimately supporting more effective international expansion. 

2. HYPOTHESIS CONSTRUCTION 

Building on existing research, the study builds a hypothesis to examine the correlation between various dependent 

and control variables of Indian OFDI to evaluate their influence on OFDI location choices and exports. 

2.1 Location Selection 

The selection of investment locations for Indian outward foreign direct investment (OFDI) is influenced by various 

national distance factors [9], each playing a unique role in shaping decision-making. Geographical distance, rooted 

in Cost Theory, suggests that greater distances increase transportation and information acquisition costs, thereby 

reducing the willingness of enterprises to invest [10]. Cultural distance, as highlighted by Transaction Cost Theory, 

emphasizes the higher transaction and operating costs associated with cultural differences, leading to increased 

investment risks and reduced attractiveness of distant locations. Institutional distance, reflecting disparities in 

institutional environments between home and host countries [11], introduces risks and higher transaction costs, 

which may deter investment by lowering expected returns. Economic distance presents a more debated perspective, 

where closer economic proximity may facilitate market-seeking OFDI by aligning economic size and consumption 

demand structures. Informational distance [12], reflecting disparities in informational development levels, also 

impacts national productivity and competitiveness, further shaping OFDI decisions. Beyond these distance factors, 

host country attributes such as economic development level, economic freedom, and trade closeness are significant 

determinants. Improved economic development levels and strong economic ties between countries enhance the 

attractiveness of the host country for Indian OFDI. Based on these theoretical foundations, the study formulates 

hypotheses to investigate the impact of geographical, cultural, institutional, economic, and informational distances 

on the location choices of Indian OFDI. Thus, the study states hypotheses based on this theory and analyzes them to 

determine the overall decision for OFDI location selection. 

H1: Geographical distance is not significantly correlated with the location choice of Indian ODFI. 

H2: Cultural distance is not significantly correlated with the location choice of Indian OFDI. 
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H3: Institutional distance is not significantly correlated with the location choice of Indian OFDI. 

H4: Economic distance is not significantly correlated with the location choice of Indian OFDI. 

H5: Informational distance is not significantly correlated with the location choice of Indian OFDI. 

2.2 OFDI and Indian Export  

The hypotheses regarding the relationship between outward foreign direct investment (OFDI) and exports are shaped 

by the complex and debated interaction between these two economic activities. Traditional trade theories suggest 

that OFDI substitutes exports by shifting production abroad, thereby reducing trade from the home country [13]. In 

contrast, recent empirical studies propose a complementary relationship, where OFDI boosts exports, especially for 

intermediate goods, when host-country suppliers cannot meet production requirements [14]. Internalization theory 

views OFDI and exports as alternative market entry strategies, influenced by factors such as cost efficiency and trade 

barriers. The impact of OFDI depends on its type [15]. A horizontal OFDI, driven by the proximity-concentration 

trade-off, often displaces exports by directly serving foreign markets, while vertical OFDI, aimed at exploiting cost 

advantages or resources in less-developed economies, tends to complement exports by increasing the demand for 

intermediate goods from the home country. 

Based on these theoretical insights, hypotheses are designed to examine whether OFDI acts as a substitute for or 

complement to exports, the presence of long-term and short-term relationships, and the direction of causality 

between the two. Host-country attributes, such as market size, trade policies, and infrastructure, along with firm-

specific motivations, significantly influence these hypotheses, allowing for a detailed analysis of OFDI's effects on 

India’s export dynamics. The hypotheses in this study are developed based on theoretical and empirical insights into 

the relationship between outward foreign direct investment (OFDI) and exports in the Indian economy. Thus, the 

study states the hypotheses as below considering both economic theories and observed trends and ensuring a 

comprehensive exploration of the dynamics. 

H6: There is a long run relationship between exports and OFDI. 

H7: Exports and OFDI are substitutes for each other.  

H8: There is a long run causality running from OFDI towards home countries’ exports.  

H9: There is a long run causality running from home countries’ exports towards OFDI 

3. METHODOLOGY 

The proposed method examines the national distance of OFDI locations from India and the impact of OFDI on Indian 

exports. Statistical analysis is conducted using EViews 12.0, enabling the identification of statistical significance and 

correlations between variables. The study employs a balanced dataset of Indian OFDI and exports, incorporating 

trade openness data from UNCTAD Statistics and the World Development Indicators in the World Bank database. 

Given the longitudinal nature of the data, appropriate analytical techniques are applied. 

Dataset: The dataset spans July 2011 to July 2023, offering a comprehensive view of India's OFDI patterns. It 

includes variables such as economic distance (INECO), informational distance (ININFO), institutional distance 

(ININS), geographical distance (INDIS), and cultural distance (INCUL) for the top 30 investment destinations. 

Additionally, it analyzes Indian OFDI and exports using data on exports (EXPO), exchange rates (EXR), and trade 

openness (TRD). This robust dataset provides critical insights into the dynamics of Indian OFDI and its influence on 

export activities. 

 

Figure 1: Conceptual Model For Selection of OFDI Location 
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3.1 Location Selection 

To determine the appropriate model for panel data analysis, F-tests and Hausman tests were conducted using EViews 

12.0 statistical software. The F-test, with an F-statistic of 2.2034 (p = 0.0703), indicated moderate explanatory power 

and rejected the null hypothesis, suggesting that a mixed-effect model is not suitable. Subsequently, the Hausman 

test was performed, yielding a p-value below 0.1, which led to the rejection of the null hypothesis and demonstrated 

that the random-effect model is not appropriate. This result supports the use of a fixed-effect model, as it accounts 

for the correlation between unobserved variables and the independent variables. Consequently, the “fixed-effect 

model” was selected for the empirical study, ensuring that country-specific characteristics influencing INOFDI are 

appropriately captured. 

It used the OFDI size determination model to analyse the effect of national distance on the location choice of Indian 

OFDI. The model is based on the commonly used traditional trade gravity model, which predicts trade flows based 

on factors like distance and economic size in economics. To enhance the stability of the variables and reduce 

heteroscedasticity, converting all variables (except "inten") into their natural logarithms in addition to addressing 

potential endogeneity between the dependent and independent variables by some independent variables in the model 

lagged by one period, as shown in the formula. 

ln 𝑜𝑓𝑑𝑖𝑖𝑗𝑡 = 𝐶0 + 𝐶1 ln 𝑑𝑖𝑠𝑖𝑗𝑡 + 𝐶2 ln 𝑐𝑢𝑙𝑖𝑗𝑡 + 𝐶3 ln 𝑖𝑛𝑠𝑖𝑗𝑡 + 𝐶4 ln 𝑒𝑐𝑜𝑖𝑗𝑡 + 𝐶5 ln 𝑖𝑛𝑓𝑜𝑖𝑗𝑡  +                         𝐶6 ln 𝑔𝑑𝑝𝑝𝑐𝑖𝑗𝑡 +

𝐶7 ln 𝑖𝑛𝑡𝑒𝑛𝑖𝑗𝑡 + 𝐶8 ln 𝑖𝑛𝑓𝑟𝑒𝑒𝑖𝑗𝑡 + 𝜇𝑗𝜀𝑖𝑗𝑡     (1) 

In this equation, ln signifies the natural logarithm transformation. Here, i and j represent India and the host country, 

respectively. It shows the constant term C0 and error term εijt along with year t representing a year. In addition, the 

nation-specific fixed effect μj accounts for country-level differences that remain constant over time.  

3.2 Impact on Export 

The model formulation includes long-term and short-term causality in an econometric framework, particularly using 

error correction models (ECMs) and co-integration analysis. In Model 1, Dependent Variable D(EXPO) represents 

the changes in exports, and it is explained by the lagged values of exports, and OFDI, capturing both the long-term 

equilibrium relationship and short-term dynamics. When variables are co-integrated, they share a long-term 

equilibrium relationship, even if short-term deviations occur. 

The Dependent Variable D(EXPO) is given by  

𝐷(𝐸𝑋𝑃𝑂) = 𝐶(1) ∗ (𝐸𝑋𝑃𝑂(−1) − 1.45371649975 ∗ OFDI(−1) − 178775.462317) + C(2) ∗ D(EXPO(−1)) +  C(3) ∗

D(OFDI(−1)) +  C(4)     (2) 

The coefficient of the error correction term (C(1)) in the co-integrating equation measures the speed of adjustment 

toward this equilibrium. If C(1) is negative and statistically significant, it indicates that deviations from the long-term 

relationship are corrected over time, confirming the existence of a long-term causal relationship between the 

variables. To test for short-term causality, the Wald test is applied to the coefficients of lagged explanatory variables, 

such as C(3). The null hypothesis in the Wald test posits that the coefficients of these lagged variables are equal to 

zero, thus no short-term causality exists.  

In Model 2, the dependent variable D(OFDI) represents the short-term changes in OFDI, which are influenced by its 

own lagged value, the lagged value of exports (EXPO), and the error correction term. The model also includes the 

short-term dynamics captured by the lagged changes in OFDI and EXPO, with each term weighted by their respective 

coefficients. 

𝐷(𝑂𝐹𝐷𝐼) = 𝐶(1) ∗ (𝑂𝐹𝐷𝐼(−1) − 0.687892034086 ∗ 𝐸𝑋𝑃𝑂(−1) − 122978.216418) + C(2) ∗ D(𝑂𝐹𝐷𝐼(−1)) +  C(3) ∗

D(𝐸𝑋𝑃𝑂(−1)) +  C(4)     (3) 

The coefficient C(1) represents the speed at which the system adjusts toward long-run equilibrium. In contrast, the 

coefficient C(3) captures the short-term causality between them. A negative and significant value of C(1) indicates the 

presence of a long-term causal relationship between the two variables.  
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4. RESULT ANALYSIS 

The results of the statistical analysis using EViews 12.0 software are discussed in this section for hypotheses regarding 

location choices and the impact of OFDI on Indian exports. 

4.1 Location Selection 

In this study, EViews 12.0 statistical software is used to perform a Pearson correlation test to check for correlations 

among the independent variables. Including multiple variables increases the likelihood of inter-variable correlation, 

so this test helps identify potential multicollinearity, ensuring the robustness of the analysis. 

a. Correlation analysis  

Table 1 shows that Institutional Distance (ININS) has a moderate negative correlation (-0.4102) with Outward 

Foreign Direct Investment (OFDI) and a p-value of 0.0244. This suggests that higher institutional quality differences 

discourage OFDI, supporting the hypothesis that institutional disparities influence investment decisions. Trade 

Closeness (INDIS) is negatively correlated with Geographical Distance implying that increased trade integration 

reduces the perceived impact of geographical distance. This aligns with the hypothesis that trade closeness mitigates 

the effects of physical distance between countries.  

Table 1: Correlation coefficient matrix 

 

Table 1 shows that the absolute values of the correlation coefficients among the variables are all less than 0.85. Thus, 

multi-collinearity does not exist among these variables. To ensure their correlation, a variance inflation factor (VIF) 

test is conducted, as shown in Table 2 below. To further verify the correlation among the variables, the variance 

inflation factor test (VIF test) is performed. The test results are shown in Table 2 below.  

Table 2: VIF test 

 

b. Regression results and analysis  

After confirming the absence of multi-collinearity through correlation analysis, multiple regression analysis is 

conducted using the Ordinary Least Squares (OLS) method. The analysis is carried out using Eviews 12.0. The results 

of the regression are presented in Table 3, providing insights into the significance and fit of the model. 

It can be seen from Table 3 that DW is in the vicinity of 1.28, indicating that there is a potential positive 

autocorrelation of the model. The significance level (Prob.) of the F test is less than 0.10, indicating that the model 

significantly passes the F test at the 10% level. R2(0.4563) indicates that the explanatory power of the independent 
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variables is moderate, and the goodness-of-fit of the model is adequate. The specific analyses of the research results 

in this study are as follows. 

Table 3: Regression analysis 

 

c. Robustness test 

In order to ensure the credibility of the research results, a robustness test is required. Based on the robustness test 

results in Table 4, it is evident that Indian OFDI has market-seeking motivations. These findings confirm that factors 

such as host country economic freedom, trade relationships, and institutional quality differences significantly 

influence Indian OFDI decisions. 

Table 4: Robustness Test  

 

Although variables such as cultural distance, economic distance, and informational distance were not statistically 

significant (p > 0.05), the overall robustness test results show consistency with the empirical findings. These results 

reinforce the reliability of the research conclusions and underscore the importance of host country characteristics in 

shaping Indian OFDI flows. Despite the lack of significance for some variables, the model's moderate explanatory 

power (R² = 0.420742) and robustness checks enhance the credibility of the results, confirming the relevance of 

institutional distance and host country characteristics in influencing Indian OFDI decisions. 

4.2 Impact on Export 

The study conducts a Group unit root test to assess the stationarity of variables. The results show that EXPO, OFDI, 

EXR, and TRD are non-stationary at level but become stationary at their first difference, indicating they are I(1). 

These findings confirm the absence of unit roots, reducing the risk of spurious regression and enhancing the 

reliability of further analyses like co-integration and causality testing. Additionally, the IPS unit root test reveals that 

exports (EXPO) are non-stationary, requiring transformations, while OFDI, EXR, and TRD are stationary and can be 

used directly in regression models. 

 



244  
 
 

Vrujesh Jalindar Salunkhe et al. / J INFORM SYSTEMS ENG, 10(1s) 

Table 5: Group Unit Root tests 

 

a. Centered Long Run Covariance test 

The covariance results between the variables exports (EXPO), Outward Foreign Direct Investment (OFDI), exchange 

rate (EXR), and trade openness (TRD) reveal several interesting relationships as shown in Table 6.  

Table 6: CLRC tests 

 

The large covariance between OFDI and EXPO indicates that increased outward investments drive exports, fostering 

economic activity and trade. In contrast, the smaller covariance between EXPO and EXR shows a weaker impact of 

exchange rates on exports. A negative covariance between EXPO and TRD suggests that greater trade openness might 

reduce exports due to structural factors. The low negative covariance between OFDI and EXR implies minimal 

exchange rate influence on OFDI, while a modest positive covariance between OFDI and TRD suggests trade 

openness slightly encourages investments. The weak positive covariance between EXR and TRD indicates a minor 

effect of exchange rates on trade openness. Overall, OFDI and trade openness have a stronger influence on exports 

than exchange rates. 

b. Engle-Granger Cointegration Test 

The Engle-Granger Cointegration Test was applied to evaluate the long-term equilibrium relationships among the 

variables. Table 7 shows the results of the Engle-Granger cointegration test. The results show varying degrees of 

cointegration among the variables. The test indicates strong cointegration for EXR and TRD, moderate evidence for 

OFDI, and no significant long-term relationship for EXPO within the dataset. Overall, most of the test statistics are 

significant, indicating the presence of cointegration among the variables. Based on these findings, we reject the null 

hypothesis of no cointegration for the significant variables and conclude that a long-run relationship exists among 

most variables. The test results confirm the presence of cointegration, reflecting a stable long-term equilibrium for 

the system.  
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Table 7: Engle-Granger cointegration test 

 

c. Vector error correction model (VECM) 

The results of the estimated ECMs are presented in Table 8. To test for short-run causality, the Wald test was 

conducted. The test statistics were found to be insignificant in both directions, leading to the acceptance of the null 

hypothesis that the coefficients of the lagged explanatory variables are equal to zero. Thus, there is no evidence of 

bidirectional short-run causality between exports and OFDI. These findings are detailed in Table 8. The VECM helps 

to evaluate the proposed hypotheses concerning the relationship and causality between exports and OFDI. 

Table 6: VECM test 

 

5. DISCUSSION: 

5.1 Location Selection Hypotheses  

Based on the statistical results and data from the top 30 countries receiving Indian OFDI, the hypotheses are 

explained as follows. The correlation analysis plays an important role in testing these hypotheses. 

The study investigates various factors influencing Indian outward foreign direct investment (OFDI) location 

decisions through five hypotheses. H1 posits that the geographical distance between India and the host country does 

not significantly affect OFDI decisions. With a p-value greater than 0.05, H1 is confirmed, as geographical distance 

is not significantly correlated with Indian OFDI at a 50.55% level. This indicates that physical distance does not play 

a critical role in determining location choices. H2 suggests that cultural distance does not significantly influence 

OFDI decisions. With a high p-value (>0.05), H2 is also confirmed, showing that cultural differences are not 

significantly correlated with Indian OFDI at an 88.76% level, implying minimal impact of cultural norms on location 

selection. 

H3 focuses on institutional distance, hypothesizing that variations in regulatory quality or governance do not 

significantly affect Indian OFDI. The p-value exceeding 0.05 confirms H3, with an 88.16% level of non-significance, 
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suggesting institutional differences are not a key determinant. H4 examines economic distance, measured by GDP 

differences, and concludes that it does not significantly influence OFDI decisions. Although its correlation is relatively 

higher, the p-value (0.0939) still exceeds 0.05, confirming H4 with a 9.39% level of non-significance. This implies 

that disparities in economic development between India and host countries do not heavily impact location choices. 

Lastly, H5 addresses informational distance, defined as differences in information and communication technology 

development. With a p-value well above 0.05, H5 is confirmed, indicating no significant correlation at a 65.30% level. 

This suggests that differences in informational infrastructure have minimal influence on Indian OFDI decisions. In 

conclusion, all hypotheses of geographical, cultural, institutional, economic, and informational distance are 

confirmed as not significantly correlated with Indian OFDI location choices, highlighting their limited role in shaping 

investment decisions. 

Indian OFDI is expanding beyond neighboring countries like Sri Lanka, UAE, and Oman to distant nations such as 

the US, British Virgin Islands, and the Cayman Islands, indicating that geographical distance has a diminishing 

impact due to strong resource-seeking motivations. Indian investments also flow into culturally distinct countries 

like Bermuda, Russia, and Saudi Arabia, showing that cultural distance is becoming less significant as shown in 

Figure 2. 

   

  

Figure 2: a) Geographical Distance b) Cultural Distance c) Economic Distance d) Institutional Distance e) 

Informational Distance of Countries 

OFDI is concentrated in developing countries with larger institutional distances, such as Singapore and Luxembourg, 

where reduced institutional costs enhance competitiveness. Additionally, economic and informational disparities 

between India and host countries, such as Indonesia, Japan, and the Netherlands, positively correlate with OFDI 

growth. However, informational distance does not significantly influence Indian OFDI decisions, as investments 

continue in regions like Mozambique and Bermuda due to other factors like resource availability and market 

potential. 

5.2 Impact on Export Hypotheses 

Based on the VECM results, the hypotheses can be explained as follows. The presence of a long-run relationship is 

indicated by the significance of the error correction term (ECT). The VECM results reveal that there is a significant 

and negative ECT for the direction from exports to OFDI, which establishes a long-run equilibrium adjustment 

between the two variables in this direction. However, the ECT is positive for the direction from OFDI to exports, 

violating the condition for a valid long-run relationship in this direction. Therefore, there is evidence supporting a 

long-run relationship between exports and OFDI (H6), but it is unidirectional, running from exports to OFDI. 

The substitution effect between exports and OFDI (H7) is indirectly supported by the findings. While exports 

demonstrate a long-run influence on OFDI, the lack of reciprocal causality suggests that OFDI does not reinforce or 

complement exports. This asymmetry could imply that firms shift from exports to foreign direct investment as a 
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means to access foreign markets directly, reducing reliance on exports and treating OFDI as a substitute rather than 

a complement. The results reject hypothesis H8 since the ECT for the direction from OFDI to exports is positive and 

significant, which does not satisfy the required condition for long-run causality. This indicates that OFDI does not 

have a long-term causal influence on exports. Thus, foreign affiliates established through OFDI do not significantly 

contribute to increasing home country exports in the long run (H8). Hypothesis H9 is supported by the results as 

ECT for the direction from exports to OFDI is both negative and significant, demonstrating the existence of long-run 

causality (H9). This suggests that the exports of the home country play a significant role in driving outward foreign 

direct investment over time, potentially as firms use exports as a stepping stone to establish a more permanent 

presence in foreign markets through OFDI. Thus, the results provide evidence for H6 and H9 while rejecting H7 (in 

favour of substitution) and H8. These insights highlight the asymmetric relationship between exports and OFDI, 

where exports influence OFDI but not vice versa. 

Trade openness, measured as the ratio of exports and imports to GDP, varies across countries, reflecting their global 

economic integration. Figure 3 shows Indian OFDI in nations with different trade openness levels, exchange rates 

and Indian exports. High-openness economies like Hong Kong SAR, Luxembourg, and Singapore heavily rely on 

international trade, while the UAE, Cyprus, and Ireland show moderate openness, and the Russian Federation, Saudi 

Arabia, and South Africa exhibit lower levels. The data suggests a link between trade networks and OFDI. Exchange 

rates, indicating currency value relative to others, influence trade and OFDI. Countries like Indonesia, Japan, and 

Russia have higher exchange rates, increasing investment costs, while Azerbaijan, Bermuda, the U.S., the U.K., and 

Eurozone nations (e.g., Cyprus, Germany, and Ireland) with lower rates provide favourable conditions. This reflects 

Indian OFDI’s focus on stable, high-value, and cost-competitive markets. The U.S. is the largest destination, followed 

by Germany, Japan, the U.K., and Hong Kong. Moderate export volumes are seen in the Netherlands, Canada, the 

UAE, and Singapore, while Mozambique, Cyprus, and Bermuda show lower volumes. This highlights India’s focus on 

key economies and a diverse global export strategy. 

 

Figure 3: a) Trade openness b) Exchange rates c) Indian Exports in different countries 

6. CONCLUSION 

This study provides valuable insights into the factors influencing the selection of investment locations for Indian 

outward foreign direct investment (OFDI) and its impact on home-country exports. The statistical regression analysis 

reveals that geographical, cultural, and informational distances do not significantly affect Indian OFDI location 

decisions, while institutional distance plays a pivotal role, highlighting the importance of stable and supportive 

institutional environments. Economic distance similarly lacks a significant influence, suggesting that disparities in 

economic development do not deter Indian companies from pursuing OFDI opportunities. Robustness tests confirm 

these findings, further solidifying the non-significance of cultural, economic, and informational distances. 

In examining the relationship between Indian OFDI and exports, the study finds evidence of a significant long-run 

connection characterized by substitution effects. The bidirectional causality analysis demonstrates that OFDI 

significantly influences exports in both the short and long run, while exports impact OFDI primarily over the long 

term. This interconnectedness underscores the dual role of OFDI in enhancing exports by creating demand for 

intermediary products and serving as a substitute for traditional export models. These findings highlight the need for 

integrated policies that consider both OFDI and exports as interdependent components of India's economic strategy, 

aimed at fostering sustainable growth and global competitiveness. 
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