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Abstract

Subject and purpose of work: The present work aspires to observe major macroeconomic,
institutional, and political factors determining the FDI inflows in BRICS countries.

Materials and methods: The study employs Fixed effect, FGLS, and Prais-Winston panel
corrected models to investigate the components determining FDI inflows in BRICS countries
from 1997-2021.

Results: Results suggest that among macroeconomic variables, gross fixed capital formation,
human capital, trade openness and GDP growth significantly determine FDI inflows in the BRICS
countries. Whereas, among Political variables, government effectiveness and regulatory quality
significantly determine FDI inflows. As for institutional variables, only control of corruption
significantly affects FDI inflows.

Conclusions: The findings conclude that enhancing human capital by providing quality
education and skills will increase FDI inflows. Also, creating a business-friendly environment
through regular public-private dialogues and providing basic facilities to investors/MNCs is
expected to enhance the FDI inflows. From a managerial perspective, it is important to assess
the regulatory framework and the quality of various potential sectors.
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Streszczenie

Temat i cel pracy: Niniejsza praca ma na celu analize gtéwnych czynnikéw makroekonomicznych, instytucjonalnych i poli-
tycznych determinujacych naptyw bezposrednich inwestycji zagranicznych (BIZ) w krajach BRICS.

Materiaty i metody: W badaniu wykorzystano modele panelowe z efektami statymi, FGLS oraz skorygowane metoda Praisa-
-Winstona w celu zbadania czynnikéw determinujgcych naptyw BIZ w krajach BRICS w latach 1997-2021.

Wyniki: Wyniki wskazuja, ze spo$réd zmiennych makroekonomicznych na naptyw bezposrednich inwestycji zagranicznych
w krajach BRICS istotny wptyw maja: naktady brutto na Srodki trwate, kapitat ludzki, otwarto$¢ handlu oraz wzrost PKB.
Natomiast spos$réd zmiennych politycznych istotny wptyw na naptyw bezposrednich inwestycji zagranicznych maja: skutecz-
nos$¢ dziatania rzadu oraz jako$¢ regulacji. Jesli chodzi o zmienne instytucjonalne, jedynie ograniczenie korupcji ma istotny
wptlyw na naptyw bezposrednich inwestycji zagranicznych.

Whioski: Z wynikéw badan wynika, ze wzmocnienie kapitatu ludzkiego poprzez zapewnienie wysokiej jakosci edukacji
i umiejetnosci przyczyni sie do wzrostu naptywu bezposrednich inwestycji zagranicznych. Ponadto oczekuje sie, ze stworze-
nie Srodowiska sprzyjajacego prowadzeniu dziatalnosci gospodarczej poprzez regularny dialog miedzy sektorem publicznym
a prywatnym oraz zapewnienie podstawowej infrastruktury inwestorom i miedzynarodowym korporacjom przyczyni sie do
zwiekszenia naptywu bezposrednich inwestycji zagranicznych. Z perspektywy zarzadzania istotna jest ocena ram regulacyj-
nych oraz jako$ci réznych potencjalnych sektoréw.

Stowa kluczowe: BRICS, wzrost gospodarczy, gospodarki wschodzgce, naptyw bezposrednich inwestycji zagranicznych, ka-
pitat ludzki

1. Introduction

Geopolitics, economics, and the distribution of products have seen significant upheaval in the recent
two to three decades. BRICS countries i.e., Brazil, Russia, India, China, and South Africa, are emerging
economies that have grown significantly in importance as producers of products and services in the
global economy. The five BRICS nations share the traits of having an immense population, a sizable con-
sumer market, rapid economic growth, expansive land areas, etc., which makes them all attractive to
investors from all over the globe. All regions experienced growth because of the 2021 Foreign Direct
Investment (FDI) recovery. However, affluent countries, whose FDI reached $746 billion - more than
double the amount in 2020 - accounted for nearly three-quarters of the global rise. M&A (Merger and
Acquisition) transactions and high retained earnings at multinational corporations were the main driv-
ers of the growth. These, in turn, caused enormous intra-firm financial flows and significant FDI swings
in significant financial centers. Though they expanded less quickly than those to developed countries,
FDI flows to emerging countries nonetheless rose by 30%, to $837 billion. Among BRICS countries from
1997 to 2021, Brazil and China have the highest FDI inflows i.e., 3.24% of their GDP and 3.13% of their
GDP respectively, followed by Russia and South Africa. India has the lowest FDI inflows i.e., 1.54% of
their GDP (See Figure 1). The increase was mostly brought on by Asia’s robust economic performance, the
Caribbean and Latin Americans’ partial recovery, and an upsurge in African countries. The percentage of
emerging nations in global flows stayed just above 50 percent (Azémar & Giroud, 2023).
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Figure 1. Average FDI net inflows (% of GDP) in BRICS countries from 1997 to 2021

Source: compiled by authors.

Developing nations compete with one another to entice foreign direct investment (FDI), which is
a significant source of technical assistance, employment generation, labour skill generation, managerial
improvement, export expansion, and enhanced performance in local firms (World Bank, 2013a). By stim-
ulating local dissemination of knowledge and innovation at the industrial, technological, and manageri-
al levels, FDI increases the host countries’ investments and capital production efficiency (Borensztein,
Gregorio, and Lee 1998; Balasubramanyam et al., 1999). Impalpable assets, such as technical knowledge
and administrative skills, are transferred to the host nation through FDI, which also enhances invest-
ment and capital stock and boosts employment by generating new production capacity and jobs. FDI
also serves as a source of new organizational technologies, processes, products, and management skills
and provides backward and forward economic connections (Ho and Rashid, 2011). Since FDI is a signif-
icant part of the global growth engine and there is evidence of a positive relationship between FDI and
economic growth, governments work to improve the business environment to draw more FDI into their
economies (Bhavan et.al., 2011).

In recent times Global investments in economic progress have been significantly impacted by the
conflict in Ukraine. It happens just as a shaky world economy is starting to make an uneven recovery
from the pandemic’s ravages. Across the world, safety and humanitarian emergencies, macroeconomic
disruptions caused by the war, food and energy price surges, and heightened investor mistrust will all
have an impact on global FDI in 2022 and beyond. In order to advance the process of attracting FDI, of-
ficials must first recognize the key factors that influence FDI. As a result, many studies on these factors
have indeed been conducted. Decision-makers can comprehend the scope and direction of FDI flows ow-
ing to these determinants. The present study mainly concentrates on the factors that are majorly causing
to entice FDIs in the BRICS countries. Additionally, the current study makes crucial policy suggestions
concerning luring FDI.

2. Review of Literature

According to Bhagwati, an export-encouraging approach is more expected than an import-swapping
approach to attract a larger volume of FDI and stimulate its better deployment. The neutrality of the
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export-encouraging trade regime, which is the crucial component of the export-encouraging strategy,
prevents the FDI from giving unnatural and temporary incentives. “Simply the conjunction of cheaper
prices and the Export encouraging orientation” is the trade regime’s primary inducement for FDI (Bhag-
wati, 1985). Technological diffusion can occur via a few avenues involving the transmission of ideas and
new technology. Imports of high-tech items, acceptance of foreign technology, and acquisition of human
resources through diverse channels are unquestionably essential conduits for the international dissemi-
nation of technology (Easterly et al., 1994; Mody and Murshid, 2005). Institutional and political factors of
FDI are less significant than traditional economic variables. The market-seeking behavior of the investors
is the primary driver of FDI in the BRICS countries. Assorted studies have focused on the variables that
stimulate the movement of foreign capital in developing economies. The institutional, socio-political, and
economic elements of FDI are the main topics of this research. Economic variables consist of market size,
labour costs, trade openness, and economic solidity. The market size has been acknowledged as a cru-
cial factor in almost all empirical research that explains FDI drivers (Leitao, 2010; Hailu, 2010; Bhavan,
et al, 2011; Aw & Tang, 2010; Ibrahim et al., 2015). FDI in the receiving country is positively correlated
with trade openness, as per most of the research. China has attracted a tremendous amount of foreign
capital due to its open-door policy (Jiang et al., 2013). However, the effect of openness on FDI varies de-
pending on whether the investment is focused on the domestic or export market (Lankes and Venables,
1996; Sahoo, 2006; Nunes et al., 2006; Bhavan et al., 2011). From 1990 to 1999, 26 Eastern European
transitional economies, including the former Soviet Union, received FDI and portfolio investment flows.
Common economic characteristics such as market size, fiscal deficit, inflation, currency rate regime,
market reforms, trade openness, natural resources availability, investment barriers, risk analysis, and
bureaucracy effectively explain FDI flows (Garibaldi et al., 2001). More foreign direct investment will
flow into a nation with a stable macroeconomic environment and persistent rates of growth, than the one
with more unstable economic conditions. GDP growth rates, the Manufacturing Output Index, the rate of
interest, and the rate of inflation are the substitutes used to measure growth rates (Dadush, Dasgupta &
Ratha, 2000). While the amount of FDI’s favourable impact on economic growth varies depending on the
amount of human capital present in the host economy, generally, FDI is beneficial. However, as the FDI
interacts with human capital, it has a direct detrimental impact on nations with meager human capital
stock (Cohen 1993; Borensztein, et al., 1998). The host nation benefits greatly from FDI in a variety of
significant ways. It increases capital, strengthens the work atmosphere and working conditions, expands
industries, produces jobs, fosters the growth of new technologies, and introduces new skills (Haddad and
Harrison, 1993; Perez, 1997).

It is expected that in the background of emerging countries in particular, the improved efficiency of
FDI would emerge from a mix of more modern managerial skills and advanced technology; FDI may be
the primary avenue via which sophisticated technologies are transferred into emerging countries (Gra-
ham & Krugman, 1993). Horizontal and vertical FDI are the two rudimentary motivations for investing
abroad. Horizontal (or market-seeking) FDI is to serve the local market, whereas vertical (or efficien-
cy-seeking) FDI is to secure low-cost inputs (Shatz and Venables, 2000). A survey of MNCs directors and
international professionals recognized rankings of 13 crucial FDI criteria, which showed high priority
to labour prices, quality of labour, and political and social stability (Hatem, 1997). According to some
studies, it is confirmed that exchange rate depreciation favors FDI (Klein and Rosengren, 1994; Bloni-
gen, 1997; Froot and Stein, 1991). According to certain studies, the link between the currency rate and
FDI inflows has also yielded unimpressive results in several researches (Bayoumi and Lipworth, 1998;
Campa, 1993). According to some studies, export promotion policies have a more substantial impact on
FDI than import-swapping policies (Balasubramanyam et al., 1996). The host countries’ existing capital
base and comparative labour costs are crucial considerations when determining new FDI (Ito, 2000; Kiy-
ota and Urata, 2004). According to samples from a study of developing and developed countries, growth
ultimately depends on the transfer of knowledge from the investing nation to the receiving nation and
the technology spillovers (De Mello, 1999). Analyses of developing economies discovered that political
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instability considerably affects the FDI (Root and Ahmed, 1979; Schneider and Frey, 1985). A lower polit-
ical risk and stronger institutional quality are associated with higher FDI inflows, as they reduce uncer-
tainty and enhance investor confidence (Sabir et al., 2019). Effects on FDI inflow in emerging economies
vary depending upon the different aspects of the country’s institutional environment (Bhasin and Garg,
2018). In developing economies enduring political stability and reduced political uncertainty enhances
FDI attractiveness (Krifa-Schneider & Matei, 2010; Yen et al., 2023). Foreign investment decisions are not
considerably impacted by corruptive practices in the host nation, according to data analysis on US cor-
porations (Wheeler and Mody, 1992; Wijeweera and Dollery, 2009). In contrast, it was shown that there
was a strong correlation between corruption and foreign direct investment (Wei, 2000). Furthermore,
corruption can affect FDI either favorably or unfavorably depending on the nature of the FDI i.e., whether
itis a resource-seeking investment or a market-seeking investment (Arif et al., 2020).

Table 1. Empirical studies

Year Author Location Method Findings
1996 | Jackson and 25 countries |Factor analysis and Discrimi- Modality factors are the key to understanding
Markowski nant analysis FDI. Initially, FDI depends on the relative size
of domestic investment. Outward orientation is
important factor for determining FDI.
1999 Anwar Emerging |Ordinary Least Square method |[In emerging economies trade openness, liberal
economies exchange rates, market size, and competi-
tiveness play a vital role in determining FDI
inflows.

2004 | Onyeiwu and 29 African | Fixed effect model and Random | Natural resource availability, international

Shrestha countries effect model reserves, economic growth, inflation, and
openness of the economy significantly deter-
mine the Foreign Direct Investment.

2008 Bhatt ASEAN Pooled Ordinary Least Square, |In ASEAN, depreciation of currency and market
Fixed effect model with weights, | size have a positive impact on FDI inflows and
and Fixed effect model with trade openness has a negative impact on trade
cross-sectional weights openness.

2008 Sury India Augmented Dickey-Fuller Test | Trade openness, national income, tax rates,
and Ordinary Least Squarere- |and labour cost significantly determine the FDI
gression on quarterly data. inflows.

2010 | Mah and Yoon | Indonesia and | Augmented Dickey-Fuller Test, [In Singapore market size is the main factor

Singapore Cointegration test and Ordinary |determining the FDI inflows and for Indonesia
Least Square regression. interest rates are the main factor determining
the FDI inflows.

2010 | Mottaleb and | 68 developing | Fixed effect model and Random | China, India, Nigeria and Sudan are major

Kalirajan countries effect model recipients of FDI among developing coun-
tries. Providing incentive packages, a liberal
trade regime, market size, foreign relations
business-friendly environment affect the FDI
inflows.

2015 | Ibrahim and Oman Causality test and Vector Error |One-direction causality from market size and

Abdel-Gadir Correction Mechanism (VCEM). |natural resources to FDI flows. Market size and
natural resources favour the FDI flows where-
as, inflation rate and degree of openness hinder
the FDI flows.

2015 | Ravinthiraku- Sri Lanka Auto-Regressive Distribution Market size, trade openness, and infrastruc-

maran et al. Lag Model. ture level are favourable for FDI. Wage and
political instability have and unfavourable
impact on FDI.
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Year Author Location Method Findings
2015 | Yusoffand Nuh Thailand Augmented Dickey-Fuller Test, |There is unidirectional causality between FDI
Johansen cointegration test, and economic growth. FDI inflows and trade
Granger causality, and Vector openness should be encouraged for economic
Error Correction Mechanism growth.
(VCEM)
2017 Pacific Central Afri- [Augmented Dickey-Fuller Test, |Central African Republic failed to attract
can Republic |Johansen cointegration test, foreign capital mainly due to a poor business
Granger causality, and Error environment and infrastructure, lack of skilled
Correction Mechanism (ECM) labour, political instability and structural
insecurity.
2018 Bhasin and 16 Asian Fixed effect model GDP, trade openness, political stability, and in-
Garg economies stitutional inefficiency attract the FDI inflows.
2018 | Igbal, Rahman | Indiaand Sri |Augmented Dickey-Fuller Test For India, the current account balance and for
and Yusuf Lanka and Ordinary Least Square Sri Lanka market size is the main determinant
regression of FDI inflows.
2018 | Tuffour and Ghana Augmented Dicky-Fuller Test, Economic crises reduce the FDI inflows where-
Mensah Johansen cointegration test, as, democratic governance positively influ-
Granger causality, and Vector ences the FDI inflows along with market size
Error Correction Mechanism increased labour skill, and trade openness.
(VCEM)
2019 Eregha Five countries | Fixed effect model and Random |Predictable exchange rate innovations are
of West Africa | effect model. insignificantly affecting FDI inflows. Where-
Monetary as, unpredictable exchange rate innovations
Zone. favour the FDI inflows significantly.
2020 Bhasin and 23 emerging |Principal component analysis In relation to FDI inflows, rule of law and
Garg economies | (PCA) and Panel data fixed effect [ normative institutional environment have neg-
model ative coefficient and regulatory efficiency have
a positive coefficient.
2020 | Arif, Khan and BRICS System Generalized Method of | As a whole corruption affects positively
Wagqar Moment (System-GMM) towards FDI inflows. As individuals, it affects
negatively in Brazil, China and India where-
as, in Russia and South Africa its impact is
insignificant.
2020 Eissaand Six countries |Pooled Ordinary Least Square Market growth, inflation, infrastructure, oil
Elgammal of the Gulf |method, Fixed effect model and |price and trade openness positively determine
Cooperation |Random effect model the FDI and oil reserves negatively determine
Council (GCC) the FDI.
2020 |Rai and Sharma SAARC Unit root test, Cointegration In SAARC, corporate tax has a bidirectional
test, Causality test, Dynamic causal relation with FDI and affects it nega-
Ordinary Least Square method |tively. Whereas, infrastructure development
(DOLS) favours the FDI.

Source: compiled by authors.

Over the period several empirical studies have been conducted in different countries and organiza-
tions taking into account several factors that determine the FDI inflows by employing different econo-
metric techniques. These empirical studies along with methods used and results are explained in Table
1. The econometric techniques like Ordinary Least Square (OLS) method was utilized by Anwar, (1999);
Bhatt, (2008); Sury, (2008); Mah & Yoon (2010) and Igbal et al., (2018). Fixed effect and Random effect
model were employed by researches such as Onyeiwu and Shrestha, (2004); Bhatt, (2008); Mottaleb and
Kalirajan, (2010); Eregha, (2019) and Eissa and Elgammal, (2020). Causality test, Vector Error Correction
Mechanism (VCEM), and Auto-Regressive Distribution Lag (ARDL) model were utilized by Ravinthira-
kumaran et al., (2015); Yosoff & Nuh, (2015); Pacific, (2017); Tuffour & Mensah, (2018) and Rai & Shar-
ma, (2020). Additionally, model like Factor analysis and Discrimination analysis was used by Jackson &
Markowski, (1996), Principal Component Analysis was used by Bhasin & Garg, (2020). Despite so many
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empirical studies the role of political risk and institutional variables was not clearly reflected in the re-
sults. The current study incorporates the political risk variables and institutional variables along with
other macroeconomic variables to check whether these variables significantly determine the FDI inflows
in the BRICS countries.

3. Material and Method

Individual heterogeneity is controlled for by panel or longitudinal data, but not by time-series or
cross-section data, which increases the possibility of skewed conclusions. Moreover, panel data can rec-
ognize quantity effects that are hidden in only cross-sectional or time-series data. Due to its superiority
above cross-sectional and time series data, the study assesses the data by combining time series and
cross-sectional (Panel or longitudinal) data. It uses every piece of information accessible, which cannot
be seen in cross-sections or time series. Panel or Longitudinal data has been utilized in this work from
1997 to 2021. Brazil, South Africa, Russia, India, and China are the nations being studied. Important
FDI-determining factors included in this research are RoE (Exchange Rate), TOP (Trade Openness as
a percentage of GDP), INFL (Inflation Rate), GFCF (Gross Fixed Capital Formation), PSNV (Political Stabili-
ty and Non-Violences), GE (Government Effectiveness), CoC (Control of Corruption), RoL (Rule of Law), RQ
(Regulatory Quality), HC (Human Capital as School enrollment, tertiary, % gross), GDP growth (annual
%) (see Table 2).

Table 2. Variable description

Variables Indicators Exspizfltsed Source
Dependent Variable FDI Inflows
Inde- Macro-Econo- |Trade Openness (Trade % of GDP) +
pendent | mic Variables |[nflation
Variables Exchange Rate (Official exchange rate (LCU per US$, +
period average)
GDP growth (GDP growth (annual %) +
Gross Fixed Capital Formation + World Development Indi-
Human Capital School enrollment, tertiary (% gross) + cator (World Bank)
Political Risk [ Political Stability No-Violence (Percentile Rank) +
Variables Government Effectiveness (Percentile Rank) +
Regulatory Quality (Percentile Rank) +
Institutional | Control of Corruption (Percentile Rank) +
Variables Rule of Law (Percentile Rank) +
Source: compiled by authors.
Regression equation for the current study is as follows,
Yit = a; + ﬁXit + Clf e, (1)

where:

Yit is the dependent variable for entity i at time t, ai is the entity-specific intercept that captures
the effect of time-invariant unobserved heterogeneity across entities, it is the time-varying independent
variables for entity i at time t, 3 are the coefficients that represent the effect of each independent vari-
able on the dependent variable, e, is the error term that represents the random variation in Yit that is
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not explained by the independent variables. Using the dependent and independent variables in equation
1 we get equation 2 i.e,,

LTLFDIl't = ﬁli + ﬁZEORit + ﬁ3T0Pit + ,84INFLit + BSGFCFit + ﬁﬁPSNVit + ﬁ7GEl't +
BsCoCit + PoRoLy + B1oRQyt + P11HCir + f12GDPgrowth, + & 2)

The study does not suffer from multi-collinearity problems among the regressors (Mean VIF= 4.87).
Fixed effect and Random Effect tests have been conducted to conduct the panel regression. Choosing
between the two models by assuming the differences in coefficients is not systematic. So, Hausman test
results reject the null hypothesis (Prob > chi2 = 0.0000) and accept the proxy hypothesis. Hausman Test
confirms that the Fixed effect model is a more fitting panel model for the study. A significant issue in
macro panels with long time series (around 20-30 years) is Cross-sectional dependence. The Pesaran test
is conducted to know the presence of cross-sectional independence in panels, assuming no dependence
exists between the residuals of different entities. The study’s result rejects the null hypothesis with
values (0.0278). A modified Wald test for group-wise heteroskedasticity was employed to identify the
heteroscedasticity issue. Under this test null hypothesis is assumed as homoskedasticity (or constant
variance). However, test results found that the panel had a heteroskedasticity problem and rejected the
null hypothesis at P<0.05 (P=0.0000). In the presence of serial correlation R squared value increases, and
the standard errors of the coefficients are narrower than they should be. Wooldridge test is applied to
find out the serial correlation among the error terms in panel data, null hypothesis is that no first-order
autocorrelation. It has failed to reject the null hypothesis (P = 0.3371) and concluded that there is no se-
rial autocorrelation. As Data suffered from cross-sectional dependence and heteroscedasticity among the
panels, to correct these problems in the study, FGLS and Prais Winston models (PCSE) have been applied.

The Shapiro-Wilk W test for normal data was executed to examine the data normality with the null
hypothesis (H ) that the data is not normally distributed, against the alternative hypothesis (H ) that the
data is normally distributed. In the case of the Fixed effect model, P-value is greater than 0.05 (P-value
> 0.05) but less than 0.10 (P-value < 0.10), suggesting significance at 10%, rejecting null hypothesis and
accepting the alternative hypothesis i.e., panel data is normal. In case of Fixed effect model. In both FGLS
and PCSE models, P-value is less than 0.05 (P-value <0.05), rejecting null hypothesis and accepting the
alternative hypothesis i.e., panel data is normal (See Table 3). Additionally, the histogram-based normal-
ity plot display that the residuals of FE, FGLS and PCSE models are bell-shaped with most values concen-
trated around the mean fitted value (See Figure 2(a), 2(b), and 2(c)). Although some deviation at the tails
is present, the overall pattern follows the normal curve, suggesting that the assumption of normality of
residual is not severely violated.

Table 3. Results of Shapiro-Wilk W test for normal data

Shapiro-Wilk W test for normal data
Statistics
Model P-value
w \' Z
Fixed effect 0.98152 1.841 1.370 0.08529
FGLS 0.96718 3.269 2.660 0.00391
PCSE 0.96446 3.540 2.838 0.00227

Source: calculated by author.
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Figure 2 (a). Residual normality plot of FE model Figure 2 (b). Residual normality plot of FGLS model

-3 -2 -1 0 1 2 22 23 24 25 26 27
Residuals Fitted values

Figure 2 (c). Residual normality plot of PCSE model

T T T T T
20 22 24 26 28
Fitted values

Figure 2. Residual normality plot of FE, FGLS, and PCSE models
Source: calculated by author.

4. Results and Discussion

According to Table. 4’s descriptive data, the mean inward FDI is around 23.77 in natural logarithm
form, with a range of 20.12 (minimum) to 26.52. (maximum). It suggests that there was some variation
in the quantity of FDI received by the BRICS nations over the study period. The fundamental element of
good governance indicators also stretches greatly and noticeably from one nation to the next. Indicators
like PSNV (Political Stability and No-Violence) and, CoC have values ranging from 7.77 and 11 to 73.99
and 57.14%, respectively, depending on their stability level. RQ and GE also vary similarly. The average
Inflation in the BRICS countries was notified as 6.81 with a range of -1.4 (minimum) and 85.74 percent
(maximum). Average GDP growth in the BRICS countries registered 4.44 percent. At the same minimum
and maximum growth rate is registered in the range of -7.79 to 14.23 percent.
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Table 4. Descriptive statistics

Variable Obs. Mean Std.dev Min Max
InFDIin 125 23.77866 1.543943 20.12543 26.52236
RoE 125 22.03971 22.22753 1.07799 74.0996
TOP 125 43.2348 12.55962 16.4386 69.3933
INFL 125 6.81496 8.378065 -1.4 85.74
GFCF 125 24.83189 9.254674 13.09187 44.51877
PSNV 125 28.27308 11.77517 7.77 57.14
GE 125 53.19636 11.21594 25.41 76.44
CoC 125 43.63992 15.69746 11 73.99
RoL 125 43.70028 13.41945 15.79 62.5
RQ 125 48.05236 11.61254 24.455 72.55
HC 125 34.1136 24.20283 2.172562 90.03194
GDP growth 125 4.449872 3.976415 -7.79999 14.2309

Source: calculated by the authors.

Table 5 explains a correlation matrix between the variables. The explanatory variables have a fair
amount of correlation. GFCF has a positive strong correlation (0.62) with the FDI inflows. HC and GDP
growth have a positive but moderate correlation (0.30 and 0.29 respectively) with FDI inflows. The re-
lationship between RoL, RQ has the highest correlation (0.7) with control of corruption. Overall, the

correlation matrix shows no significant red flags.

Table 5. Correlation matrix

InFDIin | RoE TOP INFL GFCF PSNV |GE CoC RoL RQ HC GDP
growth
InFDIin 1.0000
RoE -0.0799 | 1.0000
TOP -0.1949 |0.1908 |1.0000
INFL -0.2680)0.0898 |0.3020 |1.0000
GFCF 0.6280 |0.1048 |0.0565 |-0.2877|1.0000
PSNV -0.3358|-0.4025 |-0.0363 | 0.1439 |-0.6922 (1.0000
GE -0.5415 {0.3548 [0.2324 |0.1166 |-0.4967 |0.4270 |1.0000
CoC -0.7007 {0.0083 [-0.0995)0.1537 |-0.8084|0.6307 |0.7265 |1.0000
RoL -0.5896 (0.3376 |[-0.1449 |0.0559 |-0.55820.2762 |0.5975 |0.7851 [1.0000
RQ -0.4536 [-0.3660 [0.0037 |-0.0664 |-0.5873|0.6879 |0.5302 |0.7476 |[0.4563 |[1.0000
HC 0.3086 (0.2528 [0.1504 |0.2028 |-0.1338 |0.1463 |0.1230 |-0.1785 [-0.2296 (-0.3131 |1.0000
GDP 0.2971 (0.0188 [0.1969 |-0.0949 |0.5997 |-0.4877 |-0.4002 |-0.4986 [-0.4229 (-0.3159 |-0.2401 |1.00
growth

Source: calculated by the authors.

The empirical findings using the Fixed Effect Model (FEM), Feasible Generalized Least Squares
(FGLS), and Prais-Winston panel-estimation approaches with corrected heteroskedasticity standard er-
rors are displayed in Table 6 . The outcomes of the FE model show that (GFCF)* and HC (School enrollment,

! The construction of roads, trains, and other infrastructure, as well as the building of public and private institutions such
as schools, offices, hospitals, private residences, and commercial and industrial structures, are all included in gross fixed
capital formation. Land improvements (fences, ditches, drains, and so on) are also included.
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tertiary (% gross))? are significantly contributing in deciding the FDI inflows in the BRICS countries.
Both GFCF and HC are significant at 1 percent levels and have a favourable effect on the FDI inflows in
the BRICS countries. However, most of the variables are not found significant in the FE Model due to the
problem of heteroscedasticity and cross-sectional dependence. The variance for each of the panels var-
ies in many cross-sectional datasets. It is typical to have data on nations, states, or other scale-variable
units. This study initially suffered from heteroscedasticity, to solve this problem FGLS and Prais-Winston
regression models are applied to get the appropriate results. Experimental findings from both models
showed that the variable TOP, along with GFCF and HC, at a 1% level, is significant in the determination
of FDI inflows, however, TOP has an unfavourable impact on the FDI inflows in the BRICS nations with
the coefficient value of -0.0266468 in FGLS model and -0.0248278 in Prais-Winston test suggesting that
1 percent increase in the trade openness will reduce the FDI inflows by 0.02 percent in the BRICS coun-
tries. Whereas, GFCF and HC (School enrollment, tertiary (% gross)) have a favourable impact on the FDI
inflows in BRICS countries. A 1 percent rise in GFCF will increase the FDI inflows by 0.08 percent and
a 1 percent increase in HC will increase the FDI inflows by 0.3 percent. The current study employs gov-
ernance indicators to determine how FDI inflows in the host nations are impacted. The factors include
the GE, CoC, PSNV, RoL, and RQ.

Table 6. Regression results under different estimation methods

Variables FE FGLS Prais - Winston
Exchange rate (RoE) 0.009451 -0.0093171 -0.0097604
(0.0095059) (0.0064957) (0.0071283)
Trade Openness (TOP) 0.0082855 -0.0266468*** -0.0248278***
(0.0122833) (0.0076991) (0.0082031)
Inflation Rate (INFL) -0.0073786 -0.0018577 -0.0051087
(0.0107284) (0.0082178) (0.008732)
Gross Fixed Capital Formation (GFCF) 0.0853365*** 0.0808001*** 0.0881142%***
(0.0332892) (0.014734) (0.0171141)
Political stability and non-Violences -0.0126745 0.0053277 -0.0133759
(PSNV) (0.0111169) (0.0089057) (0.0107273)
Government effectiveness (GE) -0.0053705 -0.0224924** -0.0227759**
(0.0159846) (0.0109561) (0.0119787)
Control of Corruption (CoC) -0.016851 -0.021714* -0.0298009**
(0.0167039) (0.012723) (0.0152956)
Rule of law (RoL) -0.0172826 0.005728 0.0172363
(0.0180882) (0.0105067) (0.0148087)
Regulator Quality (RQ) 0.0228834 0.0300113** 0.0245868**
(0.0143426) (0.0104033) (0.0123167)
Human Capital (HC) 0.03821771*** 0.0304714*** 0.0313495%***
(0.0085006) (0.0041436) (0.0049774)
GDP Growth 0.008036 0.04638** 0.0156216
(0.0233396) (0.0180192) (0.0177532)
Constant 20.83894 22.31036 22.642
(1.078355) (0.7937503) (0.9401764)
R-squired 0.5046 26793 0.992
Number of Observations 125 125 125
Number of Groups 5 5 5

Source: calculated by the authors.
(a) Figures in parentheses indicate standard error.

(b) *, ** and *** indicate level of significance at 10%, 5% and 1% respectively.

2 The satisfactory completion of secondary education is typically a prerequisite for entrance to tertiary education, whether
or not to an advanced research degree.
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GE measures people’s impressions of the caliber of government services, the civil service’s liberty
from political constraints, the accuracy of policy development and execution, and the legitimacy of the
government’s adherence to those policies. GE at a 5 percent level is significant, but has a negative coeffi-
cientvaluei.e., -0.0224924 in the case of the FGLS model and -0.0227759 in the case of the Prais- Winston
model, rather than positive in the determination of FDI inflows in host countries suggesting that higher
government effectiveness is associated with declining FDI inflows. Stronger government effectiveness
can generally improve governance and regulatory quality, but it can also result in stricter regulations
or greater compliance costs, which may discourage foreign investors (Kechagia & Metaxas, 2022). Some
institutional aspects of BRICS countries do not always positively influence FDI, emphasizing that the
effect of governance indicators is context-dependent and varies across countries and sectors (Jadhav &
Katti, 2012). CoC reflects perceptions of how much public power is used for private gain. It is significant
at 5 and 10 percent levels, but the coefficient values are negative i.e., -0.021714 in the case of the FGLS
model and -0.0298009 in the case of the Prais- Winston model suggesting that an increase in the ranking
of the CoC (“0” low-rank high corruption, “100” highest rank, no corruption) should decrease the inflow
of FDIs in BRICS countries. This counterintuitive finding of CoC is consistent with evidence that, in some
emerging economies, investors may tolerate corruption as a way to navigate rigid bureaucracies, and
stricter regulations can increase compliance costs (AlSadig, 2009; Subasat & Bellos, 2013). Regulatory
Quality measures how well the public believes the government can create and carry out solid laws and
regulations that support and encourage the growth of the private sector. The variable RQ at 5 percent
level is significant it is a vital factor in attracting the FDI inflow in the BRICS countries. Coefficient values
for RQ is 0.0300113 in the case of the FGLS model and 0.0245868 in the case of the Prais- Winston model
suggesting a positive impact on the FDI inflows in the BRICS countries. As expected in economic theo-
ry, a rise in one Rank of the Regulator quality will lead to an escalation in the FDI inflows of the BRICS
countries. Strong regulatory quality enhances the investment climate for foreign companies by reduc-
ing administrative burdens, improving transparency, and ensuring consistent policy execution (Busse
& Hefeker, 2007; Knack & Keefer, 1995). Empirical evidence indicates that countries with better regula-
tory quality attract more FDI due to lower compliance costs and reduced risk of arbitrary government
intervention (Jadhav & Katti, 2012; Kechagia & Metaxas, 2022). The growth rate, which is significant at
5 percent, also plays a big role in drawing FDI inflows into the BRICS countries. A 1 percent rise in GDP
growth is expected to increase the FDI inflows by 0.04 percent in the BRICS countries.

In BRICS countries trends for CoC and GE have been fluctuating over the period and to take advan-
tage of this situation and exploit the market and gain more profit due to low CoC and GE investors are
investing more in these countries i.e., depending on the nature and behavior of the investor whether
market-seeker or resource seeker affects the decision to invest in the country with low corruption or
high corruption, hence the analysis shows a negative association between CoC, GE and FDI inflows in the
BRICS countries. Figure 3 shows the behavior of FDI coefficient for the selected countries.
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Figure 3. FDI coefficient behavior

Source: camputed by the author.

The FE, FGLS, and Prais-Winsten (PCSE) models exhibit different signs and levels of significance
for certain variables in the study. These inconsistencies are mainly due to different estimation methods
compensating for various data problems and assumptions of the models. Although the FE model accounts
for time-invariant heterogeneity, it does not fully correct for cross-sectional dependence heteroskedas-
ticity, which affects the magnitude of the variables. In contrast, heteroskedasticity, autocorrelation, and
cross-sectional dependence are common features in macro-panel datasets such as BRICS and are explic-
itly addressed the FGLS and Prais-Winsten PCSE estimators that often result in more effective but mar-
ginally different coefficient estimates. Existing literature, such as Busse & Hefeker, (2007); Jadhav & Katti
(2012), emphasizes how model specification and estimation decisions affect institutional and political
variables, particularly in emerging economies where political risks, institutional quality, and governance
performance differ greatly between nations and over time. Such variation can result in divergent results
across different econometric methods. Estimates of the current study also reflect the complex and mul-
tidimensional nature of institutional effects on FDI.
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5. Theoretical implications

FDIs are essential for economic growth, and its inflow is majorly determined by the macroeconomic,
political, and institutional factors of the host nations. From a macroeconomic perspective, stable eco-
nomic growth, inflation rate, exchange rate, and capital formation are fundamental factors to attract the
FDIs. As per neoclassical growth theory, macroeconomic stability reduces the uncertainty and is good for
long-run investment decisions (Blonigen, 2005). Countries exhibiting strong GDP growth are often per-
ceived as offering expanding market opportunities, encouraging market-seeking FDI (Borensztein, et.al.,
1998). Theories of political economy suggest that investors prefer to invest in politically stable nations.
The governance environment of the host country affects both domestic and foreign investors. Political
risk increases the uncertainty and hinders the long-run investments (Jensen, 2003). Also, institutions set
the rule that shapes the economic performance of the host nation (North, 1990). As per the institutional
theory, investors are likely to invest in nations with certain and credible institutional arrangements
(Globerman and Shapiro, 2003). Theoretically, sound macroeconomic, strong political, and institutional
variables simultaneously operate within an interconnected framework to attract the FDIs.

6. Practical implications

Practically, it is essential for policymakers, international business managers, and investors to un-
derstand macroeconomic, political, and institutional factors of the host nation to optimize FDI strategies.
These variables shape the decision-making of multinational corporations (MNCs) and also influence the
host nations position in the global investment landscape. For policymakers, a stable macroeconomic
situation can increase investors confidence and create conditions for long-run investment in the host
nations. As for the business managers, macroeconomic indicators serve as key inputs in country risk as-
sessments and market entry strategies. Furthermore, stable and certain governance reduces the political
risk and fosters a safe investment environment. For policymakers, it is essential to maintain credible
political institutions and ensure a smooth transition of power. Moreover, MNCs prefer nations with stable
democratic governance and sound legal systems, as these factors reduce the risk of exploitation. Political
instability, on the other hand, can lead firms to delay investments or redirect capital to more stable re-
gions. Institutional variables such as regulatory framework, control of corruption, and efficient bureau-
cracy also play an essential role in shaping FDI inflows, as they reduce transaction costs and enhance
operational efficiency. For policymakers of the host nation, it is essential to strengthen the institutions
to attract FDI. MNCs must also evaluate the institutional qualities when selecting locations for potential
investments, especially in emerging nations, as their institutional performance varies widely. A robust
institutional setup enables firms to operate more autonomously and confidently in a foreign jurisdiction.
Hence, for the policymakers of the host nation and MNCs, the FDI inflows are optimized in stable mac-
roeconomic conditions along with a reliable political situation and strong institutional quality coverage.
Effective management of macroeconomic, political, and institutional factors attracts the FDI and ensures
the long-run investors satisfaction and positive economic development.

7. Conclusion and policy recommendations

FDIs have the potential to bring in capital that can be used to account for new propositions, outspread
existing businesses, and create new jobs, which can stimulate the economic growth and development of
the host countries. Multinational corporations often bring new technologies, managerial expertise, and
technical know-how to the host country, which can improve productivity and efficiency and help local
firms to compete more effectively in global markets. FDI can create new jobs in the host country, partic-
ularly in industrial sectors such as manufacturing, services, and tourism. Furthermore, FDI can help to
boost exports from the host country, as multinational corporations often use the host country as a base
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for producing goods or services for export. The present study examines the significant determinates
of FDI inflows into the BRICS countries such as Gross fixed capital formation, human capital, economic
growth, Trade openness, Government effectiveness, Control of corruption and Regulatory control. The
four variables i.e., Gross fixed capital formation, human capital, economic growth, and Regulatory control
are significant and positively impact the FDI inflows into the BRICS countries. It discloses and concludes
that multinational firms are looking for the following facilities in emerging economies like in BRICS coun-
tries in the way of investing in those countries, such as infrastructure facilities, sufficient human capital
who qualified tertiary education or skilled labour, government interests in laws and regulations in en-
courage of the growth of the private sector. Moreover, the Trade openness, Government effectiveness,
Control of corruption are significant, however, they do not have positive coefficient values.

Coinciding with the findings of the present study, certain measures can be adopted by investors and
the authorities of the host nations to increase the FDI inflows in. These measures include that investors
must look into the regulatory framework and quality of the business environment of the host nation to
short-list the potential sectors for investment and should invest in those sectors where investor’s objec-
tives are fulfilled and their working strategies are best fit. Human capital affects the FDI inflows favour-
ably. So, BRICS countries need to enhance their human capital by providing them with quality education
and working skills as the rising FDI demands workers who can operate the suffocated machinery and
enhance the quality of the product as well as productivity. Along with it, BRICS countries need to provide
the investors/MNCs with all the basic facilities needed to establish a production unit and conduct regular
public-private dialogue to create a business-friendly environment for the investors/MNCs.
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