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1 | INTRODUCTION

Although cultural institutes have been around for many years, and particularly active after the
Second World War, the interest in these institutes has been rekindled after China launched its
Confucius Institutes in 2004." The rapid increase in the number of Confucius Institutes world-
wide since 2004 has caused some concerns over the Chinese government's attempt to extend its
soft power. For example, there have been 475 Confucius Institutes established in 127 countries
as of 2014, and Xinhua (2006) noted that the Chinese government aims to reach 1,000 Confu-
cius Institutes by the year 2020. Soft power is a concept proposed by Nye (2004) to describe a
country's ability to obtain preferred international relations outcomes by attracting other countries
to its culture, political ideals and policies, and then persuading them to change their attitudes
and preferences; conversely, hard power refers to the use of coercion such as economic sanc-
tions, trade restrictions or military force to influence the behaviour of other countries in interna-
tional political relations. Consistent with popular conjecture, Xie and Page (2013) found that
Confucius Institutes did not affect China's soft power based on the Pew Research survey. In con-
trast, Rose (2016) used the BBC survey as a proxy for soft power and determined that an
increase in soft power helped promote trade. Lien, Oh, and Selmier (2012) concluded that the
Confucius Institute does help promote exports and FDI from China to host countries of these
institutes. These positive effects of the Confucius Institutes were further validated with updated
data in Ghosh, Lien, and Yamarik (2017).

Lien and Lo (2017) found significant positive effects on both trade and FDI using a gravity
model on data from the German network of Goethe Instituts and, to some extent, for the British
Council. They concluded the paper by pointing out an important similarity—the cultural institute
effect on FDI is much stronger than on trade for the two traditional European cultural institute

't is important to point out that not every cultural institute programme, or every institute within a cultural institute pro-
gramme, offers language services. For example, Huber and Uebelmesser (2018) noted that the Goethe Institut has estab-
lished some institutes that offer only non-language services related to culture, and that the number of language institutes/
centres provided by Goethe Institut within a particular country was found to be positively correlated with the number of
people from that partner country that migrated to Germany. Throughout this paper, we refer to institutes that have cultural
centres as cultural institutes, whether they offer language services or not.
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programmes. This is consistent with the results found by Lien et al. (2012) for China's Confucius
Institute programme, but it should be noted that Lien and Lo (2017) and Lien et al. (2012) focused
on different cultural institute programmes over different sampling periods.

This paper attempts to conduct a comparative analysis of the effects of different cultural insti-
tute programmes (Cervantes Institute, the Confucius Institute and the Goethe Institut) on trade and
FDI within the same sample period.> The aim of our analysis is to identify if there are any stylised
international patterns for the effects on trade and FDI related to the three cultural institute pro-
grammes. This comparison of cultural institute programmes can provide some useful implications
for policymakers in other countries who consider building similar programmes. In addition, consid-
ering the soft power of a cultural institute programme can be measured by its effects of increasing
international trade and FDI, the analytical results of our paper also provide insights to a recent
concern—how does the Chinese government's approach to extend its soft power by rapidly build-
ing Confucius Institutes worldwide fare in comparison to other well-established cultural institute
programmes?

We included the Cervantes Institute of Spain in the analysis because the Cervantes Institute and
Goethe Institut are both from Europe and conduct very similar operations with a strong emphasis
on cultural events. On the other hand, the Cervantes Institute represents a relatively newer cultural
institute programme, similar to the Confucius Institute. While the Confucius Institutes are generally
located on a university campus, the Cervantes Institutes and Goethe Instituts tend to be in indepen-
dent locations. However, the Cervantes Institute programme might be starting to adopt the same
approach as the Confucius Institute programme because Cervantes Institutes were recently estab-
lished at Harvard University and Texas A&M University in San Antonio. Overall, the location
strategy of the Cervantes Institute seems to be a hybrid of the strategies of the Goethe Institut and
the Confucius Institute.

As is now common in the literature, gravity models are used in this study to examine the
effects of cultural institutes on trade and FDI between the host and origin countries. Both the OLS
(ordinary least squares) and PPML (Poisson pseudo-maximum likelihood) methods are used to
estimate the models for a robustness check. It was determined that cultural institutes have positive
effects on bilateral trade and FDI outflows, particularly when the host countries are developing
countries. In addition, it was determined that the Goethe Institut produced the greatest impact, fol-
lowed by the Cervantes Institute, and then the Confucius Institute. The rest of the paper is organ-
ised as follows: Section 2 offers a brief history of the three cultural institutes and their geographic
footprints; Section 3 discusses the estimation methodology employed in this paper; Section 4
describes the data; Section 5 presents the empirical results; and Section 6 provides conclusions and
recommendations based on the results.

2 | CULTURAL INSTITUTES

Although some cultural institutes were established before the Second World War, Furjesz (2013)
argued that cultural institute projects were more aggressively pursued after the Second World
War by the UK and France to balance the worldwide domination of the United States. Germany

2We note that our analysis aims to identify the similarities and differences in the economic effects across the different cul-
tural institute programmes. In contrast, Demir and Im (2018) conducted cross section and panel analysis to estimate the econ-
omic effects of 1,266 cultural institutes from eight different cultural institute programmes. In their analysis, they implicitly
assumed that the effect of each of the eight cultural institute programmes is homogenous.
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followed suit with the establishment of the Goethe Institut (GI) to replace the pre-existing Ger-
man Academy. Specifically, the GI is a cultural association operating worldwide and largely
financed by the German national government. The mission, like other cultural institutes, is to
promote the country's language and culture around the globe. The GI was founded in 1951 and
has since grown to become one of the largest worldwide cultural institutes. In 1965, there were
GIs in 55 countries, and by 2014, this number increased to 92. As of October 2018, there are
159 GIs in 98 countries.

The Cervantes Institute was created on 21 March 1991, and the headquarters of the Cervantes
Institute was established at King's College of Alcal de Henares in January of 1992. In 2015, there
were 54 centres in over 20 different countries. The institute is a government agency modelled after
the British Council and the Goethe Institut, and it is the smallest of the three cultural institute pro-
grammes examined in this paper. However, its European heritage puts the Cervantes Institute in
direct competition with the Goethe Institut. This has led the European Parliament to call for more
cooperation among various cultural institutes across the European Union member countries (KEA
Education Affairs, 2016).

Hanban, a subordinate branch of the Chinese Ministry of Education, established the Confucius
Institute in 2004 to promote the appreciation of the Chinese language and the comprehension of
Chinese cultural heritage. The number of Confucius Institutes increased rapidly thereafter, with
122 Confucius Institutes and Confucius Classrooms (i.e., the satellites) across 46 countries with
13,000 registered students as of 2006 (Hanban, 2007). By 2014, the numbers grew rapidly to 475
Confucius Institutes and 851 Confucius Classrooms in 127 countries with more than 1,110,000
registered students (Hanban, 2015). While the project was initially patterned after the British
Council and Goethe Institut, most of the Confucius Institutes have a foreign partner college or
university.

Another possible explanation for the rapid expansion of the Confucius Institute programme
could be that it provides a means by which the Chinese government can “spy” on foreign coun-
tries. However, it is difficult to support this argument considering the process used to select direc-
tors in each of the three cultural institute programmes. In both the Cervantes Institutes and Goethe
Institut programmes, government agencies appoint the directors for each institute. Directors for the
Cervantes Institutes are appointed by the Board of Ministers for Cervates Institutes in Spain, and
the directors for Goethe Institut are appointed by the Goethe Institut Headquarters. In contrast, the
Confucius Institute directors are generally chosen by the foreign partners without any involvement
by the Confucius Institute Headquarters.

As mentioned earlier, the rapidly increasing number of Confucius Institutes worldwide since
2004 has caused some concerns over the Chinese government's attempt to extend its soft power.
For comparison purposes, Figure 1 gives the global geographic footprints for the three cultural
institute programmes. Over time, an institute programme tends to expand the number of institutes
in the larger partner countries.® As seen in Figure 1, there is a heavy concentration of all three cul-
tural institute programmes in Europe. Since Germany and Spain share a common European her-
itage, and their cultural institute programmes are in direct competition with one another, it is not
surprising to see such high concentration of institutes in Europe. Outside of Europe, Germany has

3By the end of 2014, the largest number of Goethe Instituts (Cervates Institutes) in any one country is seven (9) institutes
in France (Brazil). In contrast, there were a total of 106 Confucius Institutes established in the United States by 2014. How-
ever, the corresponding number shown in Figure 1 was 100. This is because the software used to create the geographic foot-
prints in Figure 1 only allowed a maximum of 100. The 2nd largest number of Confucius Institutes in a partner country
was 25 in the United Kingdom as of 2013.
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FIGURE 1 The global geographic footprints of Goethe Institut, Cervantes Institute and Confucius Institute
[Colour figure can be viewed at wileyonlinelibrary.com]

cultural institutes in many more countries than Spain because the Goethe Institut is a more well-
established and larger-scaled cultural institute programme than the Cervantes Institute. Also, it is
clearly evident that the Confucius Institutes programme has chosen to take more of a saturation
approach by rapidly expanding in countries throughout the world.

Naturally, it would be interesting to know the thought process behind the decisions regard-
ing the optimal number of institutes and their locations. While there are many possible factors,
including some that are subjective, the purpose of this paper is to determine the impact of the
cultural institute programmes on foreign trade and FDI, based on the significance of these rela-
tionships found in previous studies. Using our sample data, German exports to Goethe Institut
partner countries account for 86% of its total exports. In contrast, both Spanish and Chinese
exports to their cultural institute partner countries account for a smaller portion of their total
exports at 75% and 74%, respectively. Similarly, German imports from its cultural institute
partner countries accounts for the highest portion of the country's total imports at 89%, fol-
lowed by 68% of Spanish imports, and 63% of Chinese imports. In addition, German FDI out-
flows to Goethe Institut partner countries accounts for 89% of its total FDI outflows, which
represents a larger portion than that of Spain (79%) and China (78%). The comparison suggests
that, among the three cultural institute programmes, the Goethe Instituts were established in
countries that already have strong ties in trade and FDI. Therefore, it can be suggested that
the decision to establish a cultural institute might vary by programme. In particular, the loca-
tion of Confucius Institutes seems to be based to some degree on political factors than just
purely economic factors. Akhtaruzzaman, Berg, and Lien (2017) provided empirical evidence
of an independent positive effect of Confucius Institutes on FDI outflows from China to Afri-
can countries after controlling for foreign aid from China and natural resources in a particular
African country. The study concluded that Confucius Institutes are an important instrument for
increasing China's soft power and that the institute location decision goes beyond the motive
of seeking natural resources.

851801 SUOWIWIOD 81D 3|qedl|dde aupy Aq pausenob a1 Sao1e YO ‘88N 4O S9N o AeiqIT 3UIIUQ AB]IA LD (SUORIPUO-PUB-SLLBI LI A3 1M Ae.d]BU1IUO//:SANL) SUORIPUOD PUe SLe | 8U18es *[£202/70/GZ] Uo ARIqIT8ulUO A8|IM ‘20UB10S JO AVSIBAIIN LINCSSIIA AQ TG/ZT 99MYTTTT 0T/I0p/L0Y A8 1M ARl puljuo//Sdny Wwouy papeojumoq 'S ‘6T0Z ‘T0L6.97T


www.wileyonlinelibrary.com

LIEN ET AL.

ﬂl—WI LEY—{-‘@' The World Economy
3 | METHODOLOGY

Anderson (2011), Boisso and Ferrantino (1997), Fratianni (2009) and Oh and Selmier (2008) have
argued that the influence of language and cultural familiarity on international trade and FDI can be
analysed in a gravity model.* Therefore, a modified version of the gravity model is used in this
study to assess the economic impact of having a cultural institute programme for three countries
(i.e., the Goethe Institut from Germany, the Cervantes Institute from Spain and Confucius Institute
from China). While the gravity model for trade is rigorously supported by Anderson and van Win-
coop (2003), this is not the case for the gravity model for FDI. Thus, the estimation results for
FDI should be treated with care. In particular, to examine whether the cultural institute programme
is successful at increasing the home country's exports and FDI to its cultural institute host coun-
tries, as well as imports and FDI from its cultural institute host countries, a regression model is
formulated using the following equation:

In(1+Yy) =ao+ bin(1 + Cultlnst;) + byin(GDP;;) + b3In(POP;;) + byINF;,
+ bsOPEN!™ 1 psOPENE"" + b;WTO;, + by CIWTO,, (1)
+ byRegionalTA;; + byoBilateralTA;, + T, + & + p;,,

where Y, represents either the value of the cultural institute home country's exports to country i,
FDI to country i, imports from country i or FDI from country i in year #; Cultlnst; is the number
of cultural institutes in country i; GDP;, is the real gross domestic product (GDP); POP;; is the
population; INF; is the inflation rate; OPEN% is the trade liberalisation (openness) measured by
total imports (or exports) divided by GDP;;; OPEN!P! is the FDI liberalisation (openness) mea-
sured by total inward (or outward) FDI divided by GDP;; WTO;, is country i's World Trade Orga-
nization (WTO) membership; CIWTO;, is the cultural institute home country's WTO membership;
RegionalTA;, is the country i's regional trade agreement status with the cultural institute home
country (i.e., the EU for Germany and Spain, and the Asian-Pacific Economic Cooperation
(APEC) for China); BilateralTA;, is country i's bilateral trade agreement status with the cultural
institute home country; 7, is year fixed effect; ¢; is country fixed effect; and y;, is an error term.
Note that WTO;,, CIWTO;,, RegionalTA;, and BilateralTA;, are each set up as a binary dummy vari-
able. WTO;, (CIWTO,,) takes a value of one if the cultural institute host country (cultural institute
home country) has WTO membership, and RegionalTA;, (BilateralTA;,) takes value of one if the
host country has a regional trade agreement (bilateral trade agreement) with the cultural institute
home country.

OLS estimation was used to obtain the coefficients. However, Anderson and van Wincoop
(2003) cautioned that OLS estimators could be biased if the problem of endogeneity occurs with
some of the explanatory variables in the gravity model. Therefore, the 1-year lagged Cultlnst (i.e.,
CultInst;,_,) for the current year cultural institute was used as the independent variable in Equa-
tion (1) to reduce the likelihood of a possible endogeneity problem in the OLS estimation. A com-
mon alternative remedy for the endogeneity problem is to make use of instrumental variables, such
as Hausman-Taylor (HT) instrumental variable estimators (Hausman & Taylor, 1981). However,
there are general concerns that credible instrumental variables do not necessarily exist. For exam-
ple, weak instrument problems are inherently small sample problems in that there is little

“For details on the theoretical evolution and associated econometric techniques being used for the gravity model, see Ander-
son (2011) and Bergstrand and Egger (2011). In addition, Head and Mayer (2013) provide an excellent guide to empirical
implementation of the gravity model.
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information available in the data to identify the parameter of interest.’” Another remedy to reduce
potential measurement errors and endogeneity problems inherent in a gravity model is to use gen-
eralised method of moments (GMM) estimators developed by Arellano and Bover (1995). How-
ever, GMM estimation is only valid under certain restrictive assumptions. Consequently, OLS was
chosen as the baseline estimator in this analysis.

Another common concern of using an OLS estimator is that it may be inconsistent in the pres-
ence of heteroscedasticity. Heteroscedasticity is likely to occur when a non-linear form of the grav-
ity model with a multiplicative error term is transformed into a linear form by using logarithms.
To deal with the heteroscedasticity endemic in gravity models, Santos Silva and Tenreyro (2006)
suggest using Poisson pseudo-maximum likelihood (PPML) estimators. They show that the PPML
estimator provides consistent estimates of the original non-linear gravity model as long as the
model contains the correct set of explanatory variables. In addition to OLS estimation, PPML esti-
mation was performed when the dependent variable in Equation (1) is specified as data in levels
(rather than in logarithms as in OLS) to ensure that results obtained using OLS are robust.
Throughout this paper, the results are based on both OLS and PPML estimators, with specific
attention given to the b, coefficient in Equation (1). When this coefficient is estimated to be signif-
icantly positive, it provides evidence that once a cultural institute programme is created in a coun-
try, there is a positive effect on foreign trade and the level of FDI from each additional cultural
institute established in that country.

The overall analysis includes three sets of regressions. The first set estimates the baseline model
as illustrated in Equation (1). The second set of regressions aims to control for the impact of trans-
action costs in the analysis. Rose (2005) demonstrated the importance of including all variables rel-
evant to the characteristics of the countries in the examination when estimating and comparing the
effects from different international institutions on trade using a gravity model. In particular, Rose
included a set of country characteristic variables (e.g., sharing a common language and/or a com-
mon border) to account for the transaction costs associated with bilateral trade. Therefore, based
on the Rose (2005) findings, three time-invariant variables (cultural distance, common border and
linguistic distance) were added to Equation (1) to control for the impact of transaction costs. The
final set is a robustness check on whether the existence of a bilateral trade agreement between the
cultural institute home and host countries affects the cultural institute's impact on foreign trade and
the level of FDI. This is done by adding an interaction term between the existence of a bilateral
trade agreement and the number of cultural institutes to Equation (1).°

4 | DATA DESCRIPTIONS

Annual data for the time period from 1980 to 2014 are used for the analysis of the impacts of the
Goethe Institut, Cervantes Institute and Confucius Institute on trade (including both imports and

3See for example, Baltagi (2013) and Stock, Wright, and Yogo (2002) for thorough reviews on this topic.

°In a separate regression analysis, we consider the transmission mechanism of the cultural institute's impact through cultural
distance by adding an interaction term between the cultural distance and the number of cultural institutes to Equation (1).
However, we find that the cultural institute effects on trade and FDI outflows reported thus far remain robust. Similarly, we
conduct regression analysis to consider the transmission mechanism of the cultural institute's impact through linguistic dis-
tance by adding an interaction term between the linguistic distance and the number of cultural institutes to Equation (1). We
find little evidence of a transmission effect, and the cultural institute effects on trade and FDI outflows remain virtually the
same. These results are available upon request from the authors.
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exports). Based on availability, the FDI outflow data from 2001 to 2012 is used for Germany and
Spain, and from 2003 to 2012 for China to analyse the impact of a cultural institute programme
on the level of FDI outflows.” The bilateral trade data between cultural institute home countries
and partner countries were obtained from the International Monetary Fund's Direction of Trade
Statistics, and the FDI data are from the United Nations Conference on Trade and Development
(UNCTAD). The data on the number of Goethe Instituts, Cervantes Institutes and Confucius Insti-
tutes were obtained from their official annual reports. WTO membership information was obtained
from the WTO official website, and the information on regional and bilateral trade agreements
between each of the sample countries and three cultural institute programmes was gathered from
Wikipedia (https://en.wikipedia.org/wiki/European_Union) and the Asia-Pacific Economic Coopera-
tion website (http://www.apec.org/about-us/about-apec/member-economies.aspx).

All other data listed in Equation (1), including real GDP, national population, inflation rate and
the level of openness (measured by trade and FDI liberalisation), were collected from the World
Bank's World Development Indicator (WDI) database. In addition, three time-invariant control
variables (common border, cultural distance and linguistic distance) are used in the third set of the
OLS analysis.® The common border variable is a binary dummy variable that is equal to 1 if a
country shares a common border with the cultural institute home country, and O if not. The bilat-
eral cultural distance is measured using the Kogut and Singh (1988) index that is based on Hofst-
ede's (1980, 2001) well-established cultural framework.’ Finally, the linguistic distance between
German and partner countries’ national languages is measured using a continuous variable based
on linguistic tree diagrams. '’

To avoid sample selection bias, the sample countries include any partner country that has its
trade and FDI data available for the cultural institute home country, regardless of whether it is a
cultural institute host country or not. The longest data period available is used for any sample
country in the analysis. Overall, there are 96 sample countries included in the analysis of the
effects for the Goethe Institut, Cervantes Institute and Confucius Institute programmes on exports
to the cultural institute host countries, and 94 sample countries for imports from the cultural
institute host countries. As for FDI, the analysis was restricted to FDI outflows from cultural
institute home countries because the number of observations for FDI inflows to both China and
Spain are insufficient for a reliable analytical conclusion. For the FDI outflows analysis, 94, 60
and 86 sample countries are included in the analysis of the effects on FDI outflows to the
cultural institute host countries from the Goethe Institut, Cervantes Institute and Confucius
Institute, respectively.

7 Analysis was not done on FDI inflows due to data limitations. For example, there are only 273 FDI inflow observations
available for China, which does not ensure a reliable analysis.

8Common border and geographic distance cannot both be included in the analysis because they are correlated at 64%.

The Kogut and Singh (1988) index provides a single comparative measure based on the differences between two countries
for four original cultural dimensions: power distance, uncertainty avoidance, individualism and masculinity. The exact for-
mula for the index is detailed on page 422, and the data for these four cultural dimensions were collected from The Hofst-
ede Centre (https://geert-hofstede.com/countries.html).

19The exact formula of this measure is detailed in equation (7) in Desmet, Ortuno-Ortin, and Weber (2009). In particular,
we set the parameter that determines how fast the distance declines as the number of shared branches increases at 0.05. We
note that the estimation results reported here are robust to this parameter value being set between 0.04 and 0.10 as sug-
gested by Desmet et al. (2009).
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Table 1 includes the pooled OLS estimation results of Equation (1) for the effects from the Goethe
Institut, Cervantes Institute and Confucius Institute on German, Spanish and Chinese exports to
partner countries, respectively. Panel A provides the results from the baseline model estimation,
Panel B provides the estimation with time-invariant variables, and Panel C provides the estimation
with time-invariant variables and a transmission mechanism for bilateral trade agreements. The
coefficients are estimated using the full country sample first, and then, they are estimated for the
advanced economy and non-advanced economy subsamples based on the International Monetary
Fund's definition of advanced economies.

The baseline model regression results for exports (1), (2) and (3) for the full country sample
indicate that there are positive effects from the establishment of a Goethe Institut, a Cervantes
Institute and a Confucius Institute on German (1.25), Spanish (1.03) and Chinese (0.50) exports to
partner countries, respectively. However, it should be noted that these positive effects are mainly
from non-advanced economy partners. More specifically, subsample results for the Goethe Institut
in (4) and (7) show that there are large positive cultural institute effects with non-advanced econ-
omy partners (1.64), but not with advanced economy partners (—0.96). For the Confucius Institute,
results in (6) and (9) indicate that the positive cultural institute effect is exclusive with non-
advanced economy partners (0.51) since the estimated coefficient b; is not significant in the
advanced economies subsample. This similar asymmetric pattern is also present for the Cervantes
Institute as results in (5) and (8) indicate that the positive cultural institute effect for Spanish on
non-advanced economy partners (0.97) is about 33% larger than that for advanced economy
partners (0.73).

These same patterns of the results for all three cultural institute programmes that appear in
Panel A also appear in Panel B. As noted in the gravity model literature, the impact of transaction
costs needs to be controlled, so common border, cultural distance and linguistic distance are added
as explanatory variables to control for the impact in the next set of regression analyses. The associ-
ated results in (10), (11) and (12) of Panel B for the full country sample indicate that there are sig-
nificant positive effects from all three cultural institute programmes. It is interesting to note that
the size of the effect on German exports (1.27) is the largest, followed by that on Spanish exports
(0.89) and Chinese exports (0.43). In addition, the positive effects for all three cultural institute
programmes are mainly from non-advanced economy partners. As shown in (16), (17) and (18),
the estimated size of the effects is 1.43, 0.79 and 0.54 for German, Spanish and Chinese exports,
respectively. The impact of transaction costs associated with the common border is as expected.
All full sample and subsample results show that sharing a common border with a partner country
bears a positive effect on German, Spanish and Chinese exports. However, the results for cultural
difference are mixed, as demonstrated by a lack of significance for some of the coefficients, and
varying signs by type of economy and country. Similarly, the impact of linguistic distance varies by
type of economy, with a positive impact for Germany and Spain for the advanced economies sub-
sample (and the full sample), but a negative impact for the non-advanced economies subsample.

The combined results from Panels A and B reveal a stylised asymmetric pattern regarding the
impact on exports from the establishment of all three cultural institute programmes. That is, there
are much stronger positive effects with non-advanced economy partners than with advanced econ-
omy partners. Next, an additional set of analyses is conducted as a robustness check. For this par-
ticular robustness check, we consider the possibility that the existence of a trade agreement
between the cultural institute home and host economies might affect the cultural institute's impact.
To deal with this concern, the interaction term “Number of cultural institutes X the trade agreement
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(dummy) variable” was added to the regression analysis. The regressions in Panel C show that the
results are robust with what has been reported thus far. There are positive cultural institute effects
on German exports (1.28), Spanish exports (0.87) and Chinese exports (0.48) as indicated in
columns (19), (20) and (21), respectively. The subsample results in columns (25), (26) and (27)
further indicate that the positive effects are mainly from non-advanced economy partners for all
three cultural institute programmes.

The coefficients for the other explanatory variables largely exhibit the expected signs (see the
representative results in Panel A). The importer's real GDP has significant positive effects on
exports for all of the full samples and subsamples. The importing country's population size has sig-
nificant positive effects on exports for all of the subsamples, except for Germany's advanced econ-
omy subsample that shows a significant negative effect. The importer's inflation rate significantly
reduces exports to non-advanced economy partners for both China and Germany, and advanced
economy partners for China. The importing country's trade openness increases exports for all of
the economy subsamples, except for Spain's non-advanced economy subsample. FDI openness
reduces exports from both Germany and China to their non-advanced economy partners, as well as
from both Germany and Spain to their advanced economy partners. WTO membership for the
importing country results in an increase in exports from Spain and China for their non-advanced
economy partners, and WTO membership for Germany, Spain and China results in an increase in
their exports to all partner economies. Having a regional free trade agreement results in an increase
in exports to the partner economies in all cases. And finally, the effects of having a bilateral free
trade agreement on exports are mixed—when there is free trade agreement, both German and
Spanish exports to both non-advanced and advanced economy partners increase, but Chinese
exports to advanced economy partners decreases.

To check whether these results obtained using OLS are robust, PPML estimation was per-
formed to assess the effects of the Goethe Institut, Cervantes Institute and Confucius Institute on
their exports to partner countries. Table 2 reports the associated PPML estimation results that
reveal a similar pattern as the pooled OLS results in Table 1, although the size of the estimated
coefficient b; is smaller in most cases. A comparison of the size of the estimated coefficient b,
between the advanced and non-advanced economy subsamples indicates that the asymmetric pat-
tern of stronger effects for non-advanced economy partners than advanced economy partners con-
tinues to exist for all three cultural institute programmes. The analysis in Panel B is used to
demonstrate the similarity by taking the potential impact of transaction costs into account. Specifi-
cally, the size of the estimated coefficient b, for the non-advanced economy subsample is 0.25,
0.57 and 0.42 for the Goethe Institut, Cervantes Institute and Confucius Institute, respectively,
while for the advanced economy subsample it is —0.45, 0.46 and 0.28.

The next step in the analysis involves determining the effect of having a cultural institute in a
foreign country on the level of FDI by Germany, Spain and China in those partner economies.
The discussion is restricted to the regression results in Panels B and C in Table 3 because they are
considered more robust, given that the analysis takes into account of the potential impact of trans-
action costs, and bilateral trade agreement. The results in Panel B show a clear significant positive
relationship for all three countries between their establishment of a cultural institute and FDI out-
flows for the full country sample and the non-advanced economy subsample. However, the results
for the advanced economy subsample are mixed, with a negative sign for Germany, a coefficient
for Spain that is not significant and a positive sign for China. The results for the full country sam-
ple in (64), (65) and (66) are 3.49 for Germany, 1.52 for Spain and 1.53 for China, respectively.
The positive effects for the Goethe Institut are considerably larger than that for either the Cervantes
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Institute or Confucius Institute, but the estimation results for the time-invariant variables continue
to follow the same expected sign/pattern as previously seen with exports in Table 1.

Overall, the results in Panel B in Table 3 provide evidence for the relationship that an increased
number of cultural institutes leads to a greater level of FDI in partner countries. These positive
effects were experienced universally by the Goethe Institut, Cervantes Institute and Confucius
Institute. Noticeably, for the Goethe Institut and Cervantes Institute, the effects are asymmetric in
that the effects are much stronger with non-advanced economy partners than advanced economy
partners. This type of asymmetric pattern is similar to what was identified in Table 1 among all
three cultural institute programmes for the positive effects on exports. In addition, it should be
noted that the Goethe Institut has a larger impact on FDI to partner countries relative to the Cer-
vantes Institute and Confucius Institute. This finding is similar to the results in Table 1 where the
Goethe Institut has the largest impact on exports as well. The positive effects on exports of the
Goethe Institut to non-advanced economy partners are nearly two to three times as large as that of
the Cervantes Institute and Confucius Institute. Similarly, the impact of the Goethe Institut on FDI
outflows for non-advanced economy partners is three to four times larger than that of the
Cervantes Institute and the Confucius Institute.

This asymmetric pattern of larger positive effects of having a cultural institute on FDI with
non-advanced economies than advanced economies continues to be present in Panel C. The associ-
ated estimate of the interaction term is only significant for the advanced economy sample for
China (78) and the non-advanced economy sample for Spain (80). The interaction term is positive
in both cases indicating a bilateral trade agreement has a positive impact on the level of FDI. The
asymmetric pattern of larger effects on FDI outflows with non-advanced economies relative to
advanced economies (for both the Goethe Institut and the Cervantes Institute) is once again found
to be robust. It should be noted that this asymmetric pattern continues to exist when PPML estima-
tion is performed to assess the effects of the Goethe Institut, Cervantes Institute and Confucius
Institute on their FDI to partner countries. For brevity, we report the PPML estimation results in
Table 4 without a detailed discussion.

The last stage of the analysis is to examine the effect of cultural institute programmes on
imports from partner countries (see Table 5). The results in Panel B for the full country sample
indicate that the establishment of a cultural institute has positive effects on German (0.97), Spanish
(0.48) and Chinese (0.34) imports from their partner economies. Once again, the effect from the
Goethe Institut is twice as large as the effects for the Cervantes Institute and the Confucius Insti-
tute. Also, most of the positive effects on German (1.22) and Chinese (0.31) imports come from
non-advanced economies, which is similar to the pattern displayed for exports in Table 1. As for
the relationships between imports and the time-invariant variables, it closely resembles those estab-
lished for exports in Panel B of Table 1, which is somewhat expected. For example, it is reason-
able to assume that sharing a common border with a partner country would increase trade flow in
both directions based on the close proximity. And, as evidenced by the results, a common border
does increase German (1.99), Spanish (1.26) and Chinese (0.42) imports from partner countries.

Panel C includes the interaction term “Number of Cultural Institutes X Bilateral Trade Agree-
ment” to consider how the potential impact of having a cultural institute on imports might be
affected by an existing bilateral trade relationship. The results in (130), (131) and (132) for the
advanced economy sample indicate a significant positive relationship, suggesting that an existing
trade relationship tends to further increase the positive effects of having a cultural institute in part-
ner countries. For example, a bilateral trade agreement adds to the positive effect of a cultural
institute on imports from advanced partner economies for Spain (0.49 + 0.42) and China
(0.16 + 0.62). The results continue to show the same pattern as that for exports in Table 1 and
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FDI outflows in Table 3, which is that the Goethe Institut experiences the strongest positive effects
among the three countries of having a cultural institute programme. The asymmetric pattern that
non-advanced economies make the largest contribution to the positive effects of having a cultural
institute programme still exists for the Goethe Institut, but not for the Cervantes Institute or the
Confucius Institute. It is confirmed that the pooled OLS results presented in Table 5 on the effects
of the Goethe Institut, Cervantes Institute and Confucius Institute on their imports from partner
countries are robust because the PPML estimations (reported in Table 6) produce the same
conclusion in regard to the noted asymmetric pattern.

In addition to the pattern of stronger cultural institute effects on both trade and FDI for
non-advanced economies relative to advanced economies, another stylised asymmetric pattern
shared by all three cultural institute programmes is a significantly larger effect on FDI than on
trade. The OLS estimation results for the non-advanced economy sample with time-invariant vari-
ables (Panel B) are used to demonstrate this additional asymmetric pattern. When compared, the
size of the estimated coefficient b; in the table columns (16), (70) and (124) indicates that the esti-
mated cultural institute effect of a Goethe Institut on FDI is the largest at 4.35, followed by
exports at 1.43, and imports at 1.22. Similarly, a Cervantes Institute has the largest effect on FDI
at 1.35 in table column (71), followed by exports at 0.79 in column (17), and imports at 0.26 in
column (125). Finally, a Confucius Institute also has its largest effect on FDI at 0.94 in column
(72), followed by exports at 0.54 in column (18), and the smallest effect on imports at 0.31 in
column (126).

6 | CONCLUSIONS

In this paper, the question of whether there are stylised international patterns on the economic
effects of cultural institute programmes was examined using data from three of the larger cultural
institute programmes—the Goethe Institut, the Cervantes Institute and the Confucius Institute.
These three cultural institute programmes were chosen because of some shared similarities: (i) Ger-
many and Spain have strong European cultural heritages and they compete in promoting their cul-
tures to their former colonies through the Goethe Institut and the Cervantes Institute; and (ii) the
Cervantes Institute and Confucius Institute programmes are relatively new and have only been in
operation for a little more than 10 years. To compare the economic impact among cultural insti-
tutes, gravity models were used to assess the effects of Goethe Institut, Cervantes Institute and
Confucius Institute on bilateral trade and FDI outflows within the same sample period. The gravity
model parameters were estimated using both OLS and PPML methods, and the results suggest
robust and positive effects of the cultural institutes on bilateral trade and FDI outflows.

Importantly, two stylised asymmetric patterns are shared by all three cultural institute pro-
grammes. First, the effects are stronger when the host countries are developing economies. Second,
the effects are much larger on FDI than on trade. Specifically, the positive effects on FDI outflows
of the Goethe Institut are approximately three times as large as the effects on exports, while the
effects of the Cervantes Institute and the Confucius Institute on FDI outflows are about 1.7 times
as large as that on exports. This finding of larger effects on FDI than on trade is consistent with
the findings in Lien and Lo (2017) and Lien et al. (2012) with regard to the effects of the Confu-
cius Institute and the Goethe Institut, respectively. The finding suggests that cultural institutes are
far more beneficial for FDI than trade, and the Goethe Institute produces the greatest impacts,
followed by the Cervantes Institute, and then the Confucius Institute.
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We believe that previous research has provided plausible explanations for the two asymmetric
empirical patterns identified in this paper. The basis for the asymmetric pattern of stronger trade
and FDI effects for non-advanced economy partners than advanced economy partners is the incen-
tive to achieve higher income levels through learning the more developed nation's language. For
example, Choi (2002) theoretically derived that the language of the higher-wage nation would
eventually become the universal language because the opportunity cost of citizens in the lower
income nation would push them to learn the higher income nation's language. Ginsburgh, Ortufio-
Ortin, and Weber (2007) provided further support for this argument by showing that, in recent dec-
ades, the English language has become more popular in European countries than expected, while
Spanish has become significantly less popular. In addition, the asymmetric pattern of larger effects
on FDI than trade is expected because cultural institute programmes promote trust by providing an
opportunity to learn a foreign language, which serves not only as a necessary tool for business
transactions, but also as a vehicle for cultural familiarity. In the meantime, trust is believed to play
a more important role in FDI decisions that are considered to be more complex, longer-term deci-
sions that require deeper communication and understanding between negotiating business partners
than international trade (see Selmier & Oh, 2013).

Another notable finding of our empirical results is that the Goethe (Confucius) Institute pro-
gramme has been the most (least) successful at increasing trade and FDI. When evaluating FDI, the
effects of the Confucius Institute and Cervantes Institute are more similar to one another, while the
effect of the Goethe Institut is noticeably larger. In contrast, the effects of the Goethe Institut and Cer-
vantes Institute tend to be closer to each other for trade, while the effect of the Confucius Institute is
noticeably less. We believe that the discussion in Selmier and Oh (2013) on the variety of English's
underlying cultures contrasted with French's concentrated cultures provides an insightful comparison
relevant to this particular finding. In the study, they noted that there is significant variance in culture
across each major language and they examined the relative power of four modern major trade lan-
guages (English, French, Spanish and Arabic) in trade and FDI. Specifically, they argued that, among
these languages, French (English) speaking countries are considered to have the least (most) amount
of variance in culture. That is, English language usage may assume a less culturally grounded posi-
tion in international economic transactions than would French language usage. Since a particular cul-
tural orientation is not imposed when English is adopted as a business language, people are more
inclined to learn English than French, leading to larger trade and FDI effects of English language use.
The study concluded that English is the most powerful trading language because it lowers transaction
costs most by way of increasing international trade and FDI.

In addition, Figure 1 in Selmier and Oh (2013) shows relative distances between the four major
trading languages, as well as four other key languages in international trade and FDI. Among the
eight languages (including Chinese and Spanish), it is clear that Chinese is the most distant lan-
guage by far. Therefore, to facilitate economic transactions between China and non-Chinese speak-
ing countries, learning Chinese or adopting a third language (i.e., use a lingua franca) is necessary.
Adding the fact that the Chinese language has a remarkably high level of cultural concentration
compared to German or Spanish, one can expect that people are least inclined to learn Chinese for
the purpose of conducting business transactions. Consequently, it follows that the motivation for
learning Chinese is more culturally driven, and less business driven, than for learning German or
Spanish. The idea that the cultural disparity underpinnings of the language spoken might reduce the
economic effects of language learning promoted by a cultural institute programme can explain why
the Chinese government's approach to extend its soft power by rapidly establishing Confucius Insti-
tutes around the world have not been nearly as successful as the efforts by the German Goethe Insti-
tute in increasing international trade and FDI. Even when compared to the effects of the much
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smaller-scaled Cervantes Institute programme, the effects of the Confucius Institute programme are
still less substantial.

The recent rapid increasing number of China's Confucius Institute, established in 2004, has
renewed international interest in establishing cultural institute programmes among policymakers in
several countries. These countries include Finland (initiated in 2005), Hungary (initiated in 2008),
the Philippines (initiated in 2009), Russia (initiated in 2007), South Korea (initiated in 2005), Tai-
wan (initiated in 2010) and Turkey (initiated in 2007). The findings of this study provide good
economic reasoning for policymakers considering starting or expanding cultural institute pro-
grammes. That is, once a cultural institute programme is created in a country, one can expect a
positive effect on foreign trade and the level of FDI from each additional cultural institute estab-
lished in that country. Most importantly, given that cultural institutes are under the direct control
of the policymakers, and that a substantial positive effect on FDI from a cultural institute has been
documented, cultural institutes can serve as a particularly effective policy tool in promoting FDI
with a much stronger effect from cultural institute host countries with developing economies.
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