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Abstract: In recent years, a number of countries with emerging economies have proceeded to use
market-oriented strategies, deregulation and reforms in order to attract more foreign investors and
attract foreign direct investment (FDI) inflows. The present paper aims to empirically investigate
the role of governance in attracting FDI using panel data and comparing two groups of fast-growing
emerging countries, namely BRIC (Brazil, Russia, India, China) and CIVETS (Colombia, Indonesia,
Vietnam, Egypt, Turkey and South Africa). The study includes a panel data analysis using the latest
available secondary data ranging from 2002 to 2019. Empirical models are extended and presented.
The findings suggest that FDI inflows in BRICS are attracted by rule of law, regulatory quality, political
stability and absence of violence, while CIVETS absorb FDI inflows due to control of corruption,
political stability, absence of violence, regulatory quality and government effectiveness. The paper
contributes to the existing literature since it is the first attempt to investigate the role of governance in
attracting FDI in BRIC and CIVETS economies, taking into consideration other FDI determinants.
To our knowledge, it is the first paper to study and compare FDI and institutional determinants in
the specific groups of emerging countries.

Keywords: foreign direct investment; institutional quality; panel data analysis; developing economies;
BRIC; CIVETS

1. Introduction

Foreign direct investment (FDI) inflows refer to the net capital inflows invested for
the acquisition of at least 10% of an enterprise’s voting stock, assuming that this enterprise
operates in an economy different than the investor’s country (IMF 1993). The international
capital allocation is determined by the operation of multinational enterprises (MNEs),
which hold and control capitals and revenues in two or more countries (Dunning 1973;
Dunning and Lundan 2008). FDIs can be implemented as greenfield (GF) investments,
which refer to the creation of a subsidiary abroad from the ground up to take advantage
of complementarities, or as cross-border mergers and acquisitions (M&A), which include
the transfer of ownership of an existing asset (Moghadam et al. 2019; Li et al. 2021).
Additionally, FDIs can be either horizontal, which are applied by MNEs that undertake the
same activities in multiple countries, or vertical, which include several fragments of the
production process and each stage is located in a country where it is performed at minimum
cost (Dunning 1993; Pecari¢ et al. 2021). FDI inflows could engage in the production of
finished products (manufacturing FDI), while, conversely, service FDIs are applicable to
MNE:s that do not produce goods (Fernandes and Paunov 2012).

The majority of emerging countries have made several reforms in order to increase their
attractiveness towards MNEs and foreign investors. FDI inflows are very beneficial for the
recipient country because it is empirically proven that they contribute to economic growth
and regional development (Chang 2005; Wijeweera et al. 2010; Iwasaki and Suganuma
2015; Pegkas 2015), poverty alleviation (Fowowe and Shuaibu 2014; Ucal 2014; Uttama
2015), job opportunities (Tomohara and Takii 2011; Ucal 2014), positive backward spillovers
(Gorodnichenko et al. 2014; Ha and Giroud 2015), etc.
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Nevertheless, it is crucial for the recipient countries to improve their governance and
political condition (Uttama and Peridy 2010; Alam and Shah 2013), as these significantly
affect foreign investors’ decision making (Wong and Tang 2011). Additionally, it can
be observed that the top recipient economies, such as China, are obligated to follow
certain political strategies in order to maintain their attractiveness (Metaxas and Kechagia
2013; Lemoine 2013). Among the determinants of FDI, the present paper focuses on
governance indicators, including voice and accountability (VA), political stability and
absence of violence (PV), government effectiveness (GE), regulatory quality (RQ), rule of
law (RL) and control of corruption (CC).

As mentioned, the contribution of the paper is twofold. Firstly, the study contributes
to the existing literature by extending the scope of previous related researches on FDI,
which focused solely on BRICS (e.g., Jadhav 2012; Jadhav and Katti 2012) or on specific
cases of CIVETS countries (e.g., Ngo et al. 2018). Secondly, as there are limited empirical
studies on FDI in CIVETS countries, the present research provides policy directions that
could increase those countries” attractiveness to MINEs.

The paper is organized as follows: In the first section, a literature review is presented in
order to define the models’ theoretical framework; in the second section, the methodology
and the studied variables are explained; the third section presents the empirical results of
the panel data analysis; the fourth analysis includes the discussion of the results. The study
concludes with a series of suggestions for future research.

2. Theoretical Framework
2.1. FDI and Predominant Theories

Several theories have previously been presented on FDIL. Among them, Dunning (1981)
presented the eclectic paradigm of international production and combined the theory of
economic organization and the traditional theory of factor endowments. According to this
theory, the propensity for MNEs to invest abroad depends on the competitive advantage
compared to local firms, namely ownership, location and internalization (OLI). Similarly,
Banga (2006) argued that the competitive advantage of specializing solely in certain prod-
ucts leads to trade between countries and highlighted the importance of exploiting scale
economies, while Kindleberger (1969) suggested that FDI flows are attributed to market
imperfections. Conversely, in the case of perfect competition, the absence of external
economies, costless information and the absence of trade barriers, countries would be
involved internationally solely via international trade.

Buckley and Casson (1976) highlighted the importance of expertise and knowledge in
several activities carried out by enterprises that are related though flows of intermediate
products. Nevertheless, it is difficult to organize these products and, thus, internal markets
are created to achieve common control and ownership. Additionally, Caves (1971) con-
cluded that FDIs are related to product differentiation in the home country, while Vernon
(1966) argued that enterprises proceed to FDIs to avoid losing markets, and Knickerbocker
(1974) observed that several companies might be influenced by a leader’s investment
moves.

Finally, local enterprises have better information on the country’s economic envi-
ronment compared to MNEs. Therefore, FDI flows are performed in case MNEs have a
countervailing advantage and in case they sell this advantage to imperfect markets (Hymer
1976). Additionally, it is argued that corruption increases uncertainty and the MNEs de-
cision making, leading to differentiated FDI inflows (Wei 2000). MNEs are more likely
to choose to invest their capital in democratic countries to reduce the risk of nationaliza-
tion (Ahlquist 2006). According to relevant theories, institutional quality is crucial for
FDI inflows since inefficient institutions deter capital inflows (Asiedu 2006). The present
research focuses on different dimensions of institutional quality, arguing that, according to
Buchanan et al. (2012), a broad dimension of institutional quality leads to increased FDI
inflows and has a negative impact on the volatility of FDI inflows. Based on the above,
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the research focuses on six dimensions of institutional quality to investigate their role in
attracting FDI in two groups of developing countries.

2.2. Institutional Quality as an FDI Determinant in Developing and Emerging Countries

The present research focuses on governance and institutions as determinants of FDI
inflows arguing that they highly affect the investment decisions of MNEs, according to
Jensen (2008), as well as economic growth and total factor productivity (Coe et al. 2009).
It is noted that good governance includes several political and institutional conditions that
could have a negative influence on the operation of an investment company (Fails 2012)
or the business climate, and governance is considered to be the most unpredictable FDI
factor (Busse and Hefeker 2009). Anwar and Iwasaki (2021) conducted a meta-analysis and
reached the conclusion that foreign investors choose to invest their capitals in risky markets
that present modest institutional quality. Several empirical studies have focused on the
impact of the recipient country’s governance on the amount of FDI inflows in different
geographic regions in developed and developing countries, as presented in Table 1, as well
as in different groups of developing economies (Table 2). The majority of the researches
reached the conclusion that poor institutions deter FDI in the recipient developing country.
The present paper includes a concise review in order to identify a literature gap.

Table 1. Empirical findings on FDI and governance in developing countries.

Author(s)

Time Period Sample Findings

Busse and Hefeker (2009)

Certain institutional indicators influence FDI

1984-2003 83 developing economies inflows, including law and order and VA.

Kurul and Yalta (2017)

Among the institutional factors, it is
2002-2012 113 developing countries observed that GE, CC and VA determine the
amount of the absorbed FDI.

Better institutions attract FDI. Among the
34 developed and developing  sub-indices, lack of commitment and

Daude and Stein (2007) 1982-2002 . . - . .
economies government instability play a crucial role in
discouraging inflows.
Wernick et al. (2009) 1996-2006 64 emerging countries Strong institutions promote FDI inflows.
. FDI and institutional quality are positively
Buchanan et al. (2012) 1996-2006 32%}:1(;‘7(252 lcr;gn grr;dies related. Additionally, better institutions are
P negatively related to FDI volatility.
Erkekoglu and Kilicarslan . Political stability and absence of violence
(2016) 2002-2012 91 countries reduce FDL
Lower corruption boosts FDI. There is a
Qureshi et al. (2020) 1996-2018 54 developed and developing  bidirectional association between FDI and

economies corruption in both developed and
developing economies.

Source: Authors.

Therefore, Table 1 presents the summary of the empirical findings on FDI and gover-
nance in developing countries, and it is observed that previous studies focused on different
time periods and applied panel data on groups of developing or developed countries and
developing economies.

As presented in Table 2, previous studies on the relation between FDI and institutional
quality, focused on certain sub-groups of economies, mainly focused on African and the
Asian developed and developing countries. In addition, although they studied different
time periods and geographic regions, they reached the common conclusion that institutional
quality is a determinant of FDI inflows.
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Table 2. Empirical findings on FDI and institutional quality in sub-groups of developing countries.

Author(s) Time Period Sample Findings
Asiedu (2006) 1984-2000 22 sub—‘Saharan African Poht'lcal stability and less corruption attract
countries FDI inflows.
N g 43 African developing Better institutions, focusing on political
Naude and Krugell (2007) 1970-1990 countries stability, promote FDI in the region.
Ganei and Abdulrazak Among the indicators, it is observed that RL,
(201 Zg) i 1996-2000 50 countries in Africa GE and VA influence the amount of FDI
inflows.
40 sub-Saharan African Better institutions attract FDI; however,
Cleeve (2012) 1988-2008 . political instability and corruption do not
countries . :
influence the amount of FDI inflows.
Ajide and Raheem (2016) 2000-2013 15 countries ECOWAS Eg(;r institutions in the region discourage
Gammoudi and Cherif 17 Middle East and North Certain 1r'fst1tut10nal fa‘iC'tOI'S, including
1985-2009 . democratic accountability and law and order,
(2016) African (MENA) . . .
play a more important role in attracting FDI.
Institutional quality is an FDI determinant in
several groups of countries in the region,
. including SADC (Southern African
Bbale and Nnyanzi (2016) 1996-2013 ﬁjﬂzizhman African Development Cooperation), EAC (East
African Community) and ECOWAS
(Economic Community of West
African States).
Rashid et al. (2017) 2000-2013 15 developing and developed  Political stability is the most important FDI

economies in Asia Pacific determinant among the studied countries.

Source: Authors.

Governance is therefore studied as the main independent variable in order to inves-
tigate the role of the host economy’s political and institutional environment in attracting
FDIL. It can be observed that previous studies focused on different groups of developing or
emerging economies and on different geographic regions. Moreover, different indicators
of governance could lead to contrasting results. Nevertheless, none of the published pa-
pers have, until the present paper, studied the case of FDI and institutions in the CIVETS
economies, despite the increasing research interest towards FDI in the specific group of
countries (Guerra Baron 2014; Efeoglu and Christiansen 2014; Petrovi¢-Randelovi¢ et al.
2020).

The comparison between BRIC and CIVETS countries has been selected under the
criterion that CIVETS could be the successor of BRICS (Yi et al. 2013; Anand et al. 2019).
It is estimated that, over the next decade, CIVETS countries are expected to achieve eco-
nomic growth and their growth rate could beat those of G7 countries for the same period
(Anand et al. 2019). Both CIVETS and BRIC are fast growing economies, they are char-
acterized by geographic dispersion and institutional variations. Moreover, the groups of
countries present diversity regarding their population, market size, financial systems and
macroeconomic conditions.

2.3. Institutional Quality as an FDI Determinant in BRIC and CIVETS Countries

The countries in the BRIC and CIVETS groups attracted research interest in the present
study because they are groups of emerging countries that are absorbing increasing FDI
inflows. In 2020, BRICS attracted 19.7% of the world’s FDI inflows; in 2020, Brazil and
Colombia were listed among the top FDI recipients in Latin America and the Caribbean,
absorbing USD 24.8 billion and USD 7.7 billion, respectively. Additionally, Egypt is the
largest FDI recipient in Africa, Indonesia was listed among the top 20 host economies in
2019 and 2020, while South Africa, Vietnam and Turkey attracted USD 136.7 billion, USD
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15.8 billion and USD 7.9 billion, respectively (UNCTAD 2021). The studied economies
have been listed among the world’s top merchandise importers in the last few decades,
while Brazil and China were listed among the leading traders worldwide during 2019-2020
(WTO 2021). Both groups of countries are heterogeneous in terms of their internal market,
level of productivity, population, spillovers, trade openness and dominant sectors. They
include authoritarian and democratic governments, conflict and competition, as in the case
of India and China. The CIVETS countries also present high heterogeneity in terms of their
industrial structures, dependence on international trade, economic and political ties and
market size (John et al. 2014).

FDI could help BRICS achieve the economic development of developed countries
(Nistor 2015). According to Bose and Kohli (2018), BRICS countries are the most developed
group among the emerging economies and, thus, garner more foreign investors. Never-
theless, there are several differences between the group of countries, as well as intragroup
differences. Duan (2010) observed that Brazil, India and Russia mostly attract FDI in
the tertiary sector, while China in the secondary sector. Similarly, Bose and Kohli (2018)
concluded that the services sector attracts more FDI in South Africa and India, Russia and
Brazil in manufacturing and services, while China attracts more FDI in manufacturing.
Kishor and Singh (2015) also studied FDI in BRICS and suggested that the countries should
further improve infrastructure, GDP and investment opportunities.

Among the FDI determinants, attention is paid to the governance of countries because
a number of the CIVETS countries have introduced significant reforms over recent decades
in order to improve their institutions, reduce protectionism and attract more foreign capital
(Delaunay and Torrisi 2012; Botello et al. 2019). It is noted that the countries in this group
have not made an effort to coordinate their external financial strategies and they are
considered as promissory emerging countries (Guerra Baron 2014).

For example, Vietnam, in 1986, applied the “Doi Moi” policy, which attracted more
MNE:s in the country (Delaunay and Torrisi 2012). Similarly, Egypt introduced various
regulatory reforms, such as the Infitah policy, in order to reduce their shadow economy
and integrate into the global economy (Farzanegan et al. 2020). In a similar manner,
Indonesia applied a liberalization strategy so as to absorb FDI and promote local enterprises’
development (Iman and Nagata 2005). A summary of the empirical findings on FDI and
institutions in BRIC and CIVETS is presented in Table 3.

Table 3. Empirical findings on FDI and institutional quality in BRIC and CIVETS.

Author(s) Time Period Sample Findings
Among the sub-indices of governance, low corruption plays
Dumludag (2009 2006 Turkey a crucial role in attracting FDI inflows.
Aslan and Okten (2010) 1970-2010 Turkey There is a uni-directional causal relation between
democracy and FDIL
Jadhav (2012) 2000-2009 BRICS Financial factors are more important in attracting FDI in

BRICS economies compared to institutional factors.

Jadhav and Katti (2012)

Among the indicators of institutional quality, it is observed
2000-2010 BRICS that RQ and government effectives have a positive impact
on FDI inflows.

Gwenhamo and Fedderke

Better institutions, focusing on property rights, increase the

(2013) 1960-2006 South Africa volume of FDL

Tosun et al. (2014) 1992-2010 Turkey The impact of corruption on FDI inflows is negative in both
short- and long-term.

Eren and Jimenez (2015) 2002-2010 Turkey The amount of FDI inflows is higher when performed from

economies that present similar corruption level to Turkey.
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Table 3. Cont.

Author(s) Time Period Sample Findings
Makoni (2018) 1980-2016 Egypt Improvgc':l institutional quahty 1n§reased the country’s
competitiveness towards foreign investors.
Asongu et al. (2018) 20012011 BRICS, MINT Instltu.tlonal quality does not play a significant role in
attracting FDL
Among the studied countries, it is observed that FDI
Chodisetty and Reddy (2019)  2002-2017 BRICS inflows are positively related to VA in Brazil and RQ is

insignificant in the case of Russia. The indicators are
positively associated to FDI inflows in China.

Source: Authors.

As presented in Table 3, there are limited studies on FDI and institutional quality in
BRIC and CIVETS, among which some focused on groups of countries, while others on
case studies. It can be observed that the case of BRICS economies has been a subject of
study by various researchers (e.g., Jadhav 2012; Jadhav and Katti 2012; Chodisetty and
Reddy 2019); nevertheless, none of these studies investigated and compared FDI and
governance in CIVETS, which highlights the contribution of this paper to the body of
existing knowledge. Certain case studies (e.g., Tosun et al. 2014; Ngo et al. 2018; Makoni
2018) focused on members of CIVETS; nevertheless, it can be concluded that the role of
governance in CIVETS as a group of countries has been undermined.

2.4. Other Potential Determinant Factors of FDI

Several explanatory variables have been studied as drivers of FDI in the specific
groups of countries. Explanatory variables have been chosen based on the literature review,
on the available data and on the eclectic paradigm of Dunning (1988). According to the
eclectic paradigm, the host country’s market size plays a crucial role in attracting foreign
investors. It is noted that the interaction between FDI and Gross Domestic Product (GDP)
has been a matter of study for several researchers (e.g., Mahmoodi and Mahmoodi 2016;
Shah and Ali 2016; Azam and Haseeb 2021). Mehrara et al. (2010) indicated a positive
interaction between FDI and GDP in 57 developing economies during 1981-2006. However,
Mahembe and Odhiambo (2016) observed that FDI inflows had a positive impact on GDP
solely in the middle income countries for the period 1980-2016. Vijayakumar et al. (2010)
concluded that FDI and market size are positively related in the case of the BRICS countries.
In the present essay, GDP is investigated as a proxy of the host economy’s market size.

Another factor that could affect the FDI inflows into a developing economy is trade
openness, which is estimated as the ratio of imports plus exports as a share of GDP. Trade
liberalization and its association to FDI inflows has been a subject of study for several
researchers. Seyoum et al. (2014) observed a bidirectional causal effect between FDI
and trade openness in 25 developing countries during 1977-2009. These findings are in
accordance with the findings of Liargovas and Skandalis (2012) in 36 developing countries
during 1990-2008 and the results of Gupta and Singh (2016) in the BRICS economies over
the period 1983-2013. Labes (2015) and Maryam and Mittal (2020) also concluded that
trade openness was an important FDI determinant in the BRICS countries over the period
1992-2012 and the period 1994-2018, respectively.

However, Dua and Garg (2015) achieved contrasting results, arguing that in India,
during 1997-2011, there was a negative influence of trade openness on FDI inflows due
to tariffs on natural resources. Conversely, Vijayakumar et al. (2010) observed that in the
BRICS economies the impact of trade openness in FDI inflows is insignificant. Therefore,
it is interesting to study the effect of trade openness, which is used as a proxy for the
exchanging countries’ trade barriers.
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Exchange rate is also a potential determinant factor of FDI, as observed by Labes (2015)
and Maryam and Mittal (2020). In particular, Lily et al. (2014) observed causality and a
negative influence of exchange rate volatility on FDI inflows in four ASEAN (Association
of Southeast Asian Nations) countries for the period 1971-2011. In accordance with the
findings of Lily et al. (2014), Kiyota and Urata (2004) observed that a depreciation of the
host country’s currency is related to increased FDI inflows. Conversely, exchange rate
volatility discourages foreign investors. However, Upadhyaya et al. (2011) investigated
the interaction between FDI inflows and exchange rate in four South Asian economies
during the period 1976-2009 and reached ambiguous results. It is therefore interesting
to include exchange rate in the present paper in order to examine its impact on FDI
inflows in the sample countries. Moreover, official exchange rates have been studied as
a traditional FDI factor, under the condition that unstable exchange rates could affect the
recipient economy’s imports and exports. Official exchange rates have been proven to be a
determinant of FDI factors by several researchers (Liargovas and Skandalis 2012; Kinuthia
and Murshed 2014; Xaypanya et al. 2015; Akbar and Akbar 2015; Najaf and Ashraf 2016;
Sane 2016). Countries with devaluated currency are expected to attract more FDI inflows
considering that multinational companies will have a competitive advantage compared to
local enterprises when regarding their financial resources and access to international capital
markets. Additionally, Lily et al. (2014) argued that countries with devaluated currency
usually receive FDI inflows. Therefore, stable official exchange rates are used as a proxy for
exchange rate risk and they are expected to be positively related to FDI inflows.

Additionally, inflation is a variable that is expected to have a negative impact on FDI
inflows. A negative link between FDI and inflation was observed by Xaypanya et al. (2015)
in eight developing countries during 2000-2011. Similarly, Mason and Vracheva (2017)
concluded that in 50 developed and developing countries during 1996-2012, inflation had
a negative influence on FDI inflows, and anti-inflation policies increased the recipient
countries’ attractiveness; however, according to the researchers, the attractiveness of anti-
inflation measures was mostly higher for developed countries. A negative impact of
inflation on FDI inflows was also observed by Siddica and Angkur (2017) in 40 developed
and developing economies from 1990 to 2010 and Gupta and Singh (2016). Therefore,
inflation is used as an independent variable in order to consider the host economies’ price
unpredictability, macroeconomic stability and risk.

3. Estimation Methods and Data

The main research question of the study is whether poor governance discourages FDI
inflows in BRIC and CIVETS countries. Furthermore, the indicators of governance that
determine FDI inflows in these groups of countries are investigated. A panel data analysis
is applied in the present study in order to use both time series and cross-sectional data and
to reach unbiased empirical findings. Taking into consideration the data availability, panel
data are suitable for modeling the complexity of several variables (Hsiao 2007). It is noted
that the study focuses on BRIC economies; therefore, South Africa is studied as a member
of CIVETS.

3.1. Data and Sources

The present research is based on secondary, balanced, annual panel data, collected by
several databases, as presented in Tables 4 and 5, respectively.

As presented in Tables 4 and 5, secondary data are collected from the World Bank
and, in particular, from the World Development Indicators and the Worldwide Governance
Indicators. The dependent variable (FDI) is measured as the net FDI inflows as a percentage
of GDP. GDP is measured using growth rate of GDP at market prices. However, data for
VA, PV, GE, RQ, RL and control of corruption are available on annual basis from 2002 to
2019. As a result, the studied period is limited from 2002 to 2019. When regarding the
studied groups of countries, it can be observed that China remains the top FDI destination
among the BRIC, as presented in Figure 1. China registered a growth in net FDI inflows in
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2018 but a decline in 2019, which could be attributed to reduced flows from the country’s
main investors.

Table 4. Dependent and independent variables’ definitions and sources.

Dependent Variable

Definition

Source

Foreign direct investment, net inflows (% of
GDP) (For brevity called FDI inflows).

Foreign direct investment shows net inflows in
the recipient country from foreign investors, and
is divided by GDP.

World Development Indicators
(World Bank)

GDP growth annual % (for brevity called
GPD)

Annual percentage growth rate of GDP at
market prices based on constant local currency.
Aggregates are based on constant 2015 prices,
expressed in U.S. dollars.

World Development Indicators
(World Bank)

Trade % GPD (For brevity called trade
openness)

Trade is the sum of exports and imports of goods
and services measured as a share of gross
domestic product.

World Development Indicators
(World Bank)

Real exchange rate

Real exchange rate is the nominal effective
exchange rate (a measure of the value of a
currency against a weighted average of several
foreign currencies) divided by a price deflator or
index of costs.

World Development Indicators
(World Bank), authors’
calculations

Inflation GDP deflator (annual %) (For
brevity called inflation)

Inflation as measured by the annual growth rate
of the GDP implicit deflator shows the rate of
price change in the economy as a whole.

World Development Indicators
(World Bank)

Table 5. Definitions and courses of institutional variables.

Independent Variables Definition Expected Sign Source
Voice and accountability refer to the extent
to Wh.ICh c1t1'zens are able to participate in Worldwide Governance
VA selecting their government, freedom of + .
¢ . . Indicators (World Bank)
expression, association and a free media
(—2.5to 2.5 scale)
Political stability and absence of violence
PV refer to the likelihood of political instability + Worldwide Governance
and/or politically-motivated violence, Indicators (World Bank)
including terrorism (—2.5 to 2.5 scale)
Government effectiveness refers to the
CE quality of public services, civil service and . Worldwide Governance
the degree of its independence from Indicators (World Bank)
political pressures (—2.5 to 2.5 scale)
Regulatory quality refers to the ability of
.the government to for.nTulate and . Worldwide Governance
RQ implement sound policies and regulations + .
. . Indicators (World Bank)
that permit and promote private sector
development (—2.5 to 2.5 scale)
Rule of law refers to the extent to which .
. . . Worldwide Governance
RL agents have confidence in and abide by the + Indicators (World Bank)
rules of society (—2.5 to 2.5 scale)
Control of corruption refers to the extent to
cC which public power is exercised for private . Worldwide Governance

gain, including petty and grand forms of
corruption. (—2.5 to 2.5 scale)

Indicators (World Bank)
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Figure 1. Net FDI inflows among the BRIC (2002-2019) (%GDP).

For the CIVETS countries, Turkey was the largest recipient until 2009, and Indonesia
ranked first from 2009 to 2015 and from 2017 to 2019, which can be associated to increased
foreign investors’ interest towards other Asian economies (Figure 2). It is argued that
Indonesia is listed among the foreign investors’ top FDI destinations in the specific group
of countries mostly because of its fiscal policy and low public debt (Lindblad 2015).
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Figure 2. Net FDI inflows among the CIVETS (2002-2019) (%GDP).

3.2. Model Specification

The present paper presents an extension of the model suggested by Erkekoglu and
Kilicarslan (2016), which included six political variables, namely VA, PV, GE, RQ, RL and
CC as proxies for governance. In addition, the model takes into consideration the models
proposed by Anwar and Afza (2014), Epaphra and Massawe (2017) and Sabir et al. (2019),
as well as data availability and the literature review on FDI determinants, and, thus, the
initial model used in the present study is expressed as following

FDI; = Bg + B1GDP;; + BoInflaj; + B3Exchye + B4Tradej + B5CCit + B Vaje + B7PVie + PgRL;¢ )
+ BoRQj¢ + B10GE;; + it

where FDI represents net FDI inflows (% GDP), GDP represents GDP annual growth
(%), Exch represents real exchange rate, Trade represents trade openness, Infla represents
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inflation, and VA, PV, GE, RQ, RL and CC are proxies for institutions. The model is
transformed in logarithmic form in order to mitigate the potential effects of outliers. As a
result, the model is developed as

lnFDIit =P+ BllnGDPit + lenlnﬂait + B3lnExchit + [54lnTradeit + BSCCit + B¢ Vajt + B7PVit + BgRLjt

2
+ BoRQjt + B10GE;t + €t @

where, i represents the recipient country, t represents time and ¢ represents the error
disturbance term.

3.3. Methodology

The present study involves secondary data collection from reliable databases, such as
the World Bank database and the Penn World Table. A correlation matrix was used in order
to check for multicollinearity among the studied variables. Previous empirical studies also
performed a correlation matrix, including Epaphra and Massawe (2017), Busse and Hefeker
(2009), etc. Several methods have been suggested in order to correct multicollinearity, such
as ignoring, which could, however, lead to statistically insignificant variables.

Nevertheless, multicollinearity could be solved by removing some of the explana-
tory variables in order to reach statistically significant findings (Brooks 2014). Therefore,
a stepwise regression is realized in order to investigate whether some of the explanatory
variables should be removed, without reducing R-squared. The next step is to perform a
Hausman test so as to choose between fixed and random effects. The hypotheses of the
Hausman test are:

Hypotheses 0 (H0). Random effects is appropriate.
Hypotheses 1 (H1). Fixed effects is appropriate.

Thus, in the case where p-value is higher than 0.05 at o« = 95%, then random effects
test is appropriate since the null hypothesis is not rejected. It is noted that Generalized
Method of Moments (GMM) is not suitable for the sample of the research because T, which
represents time period, is higher than N, which represents the number of studied countries.
Finally, the final model is tested for cross-section dependence, for heteroscedasticity and
for autocorrelation. It is noted that each test is performed for both groups of countries.

4. Empirical Results

The empirical analysis was performed using the statistical package Eviews 11.0.
The descriptive statistics of the studied variables are presented in Tables 6 and 7 for
BRIC and CIVETS, respectively, in order to describe the main features of the data.

Table 6. Descriptive statistics of dependent and explanatory variables for BRIC economies.

Mean Median Maximum Minimum Std. Dev. Jarque Bera Obs.
FDI 11.354 11.364 13.354 9.302 0.045 3.36 72
GDP 14.174 15.027 23.03 0.998 3.883 8.489 72
Inflation 15.905 15.749 33.26 8.589 4.890 28.201 72
Real exchange rate 90.602 89.244 112.97 57.593 4.89 16.034 72
Trade openness 51.398 54.505 73.278 30.905 11.814 4.194 72
PV —0.671 —0.582 0.329 —1.513 0.418 1.171 72
RL —0.366 —0.349 0.177 —0.97 0.333 4.847 72
RQ —0.232 —0.272 0.309 —0.546 0.188 10.545 72
CcC —0.474 —0.422 0.165 -1.132 0.326 2.098 72
VA —0.402 —0.075 0.571 —1.748 0.898 9.253 72
GE —0.072 —0.091 0.518 —-0.5 0.237 1.208 72
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Table 7. Descriptive statistics of dependent and explanatory variables for CIVETS economies.

Mean Median Maximum Minimum Std. Dew. Jarque Bera Obs.

FDI 8.735 8.123 15.489 5.568 2.162 22.88 108

GDP 10.515 10.855 12.626 1.002 2.369 2.162 108
Inflation 14.208 12.626 43.397 5.632 5.632 22.635 108
Real exchange rate 53.591 39.162 85.361 27.162 2.162 22.88 108
Trade openness 73.364 57.231 96.223 36.069 43.883 88.489 108
PV —0.746 —0.768 0.481 —2.374 0.713 1.171 108

RL —0.27 —0.317 0.255 —0.914 0.301 6.679 108

RQ —0.089 —0.09 0.804 —0.923 0.446 6.609 108

CcC —0.342 —0.393 0.568 —1.144 0.347 3.419 108

VA —0.385 —0.165 0.715 —1.538 0.722 7.941 108

GE —0.062 —0.053 0.692 —0.877 0.351 1.158 108

In order to detect multicollinearity and to control the correlation among the variables,
a correlation matrix is constructed, as presented in Appendix A (Tables A1 and A2). Itis
noted that higher values in the correlation matrix, which rank from —1 to +1, are related to
multicollinearity. Therefore, in the case where the correlation coefficient is equal to 1 (r = 1.0),
then there is a perfect or complete correlation, which is very strong. Conversely, r = —1.0
stands for an inverse relation among the variables and r = 0 is related to no correlation.
In the present study, r values are significant when r > 0.5. This value is estimated as 2//N,
where N is the number of studied economies; that is to say four BRIC and six CIVETS
countries. In other words, when r > 1 in BRIC and r > 0.816 in CIVETS, then the correlation
among the variables is significant, at o = 0.05. Additionally, the panel unit root test is
used to investigate panel cointegration among the variables. The ADF-Fisher Unit Root
test is applied and it is observed that the null hypothesis is not rejected and variables are
non-stationary at « = 0.05, as presented in Appendix A (Table A3).

Stepwise regression is performed for both groups of countries in order to investigate
whether certain variables should be excluded (Table 8). In other to avoid omitted variable
bias issues, and considering the high correlation among the governance indicators, different
estimations including one governance variable at a time are presented in Tables A6 and A7
in Appendix A, as well as the estimated models for each added variable, leading to similar
results as for the included variables.

As presented in Table 8, in the BRIC countries the stepwise regression led to the
conclusion that PV, RL, GE, CC and RQ should be included, while in the CIVETS groups it
was concluded that PV, GE, CC, RQ and VA should be included. As observed in Tables A6
and A7 in Appendix A, the regressions that include the specific variables for each group
of countries present the highest R-squared and adjusted R-squared. Thus, 10 regressors
are tested, using stepwise forward as the selection method and p-value forwards equal to
0.5 as the stopping criterion. As presented in Table 8, in the case of the BRIC economies,
all tested regressors should be included and they are statistically significant at & = 95%,
except for voice and accountability, which should be excluded. On the contrary, as for the
CIVETS countries, it is observed that rule of law, inflation and trade openness are excluded.
The remaining regressors are statistically significant at o« = 95%, except for government
Effectiveness and control of corruption.
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Table 8. Stepwise regression results for BRIC and CIVETS.

Dependent Variable: LnFDI

BRIC CIVETS
Variable Coefficient Prob. Coefficient Prob.
LnGDP —0.0161 0.034 0.0364 0.000
LnExch —0.2353 0.000 0.0670 0.000
LnInfla —0.0667 0.024 —0.6065 0.000
LnTrade 0.7153 0.000 0.1807 0.007
PV 0.2102 0.038 0.1807 0.007
RL 0.4675 0.013
GE —0.5388 0.003 —0.5862 0.034
CcC —0.3963 0.011 0.2264 0.340
RQ 0.2841 0.077 0.9618 0.000
VA —0.6065 0.000
R-Squared 0.5265 0.5251
Adjusted R-squared 0.4665 0.4968
Durbin—-Watson stat 1.386 1.1003
Akaike info criterion 0.0282 0.8894
Schwarz criterion 0.3126 1.0632
Hannan-Quinn 0.1413 0.9598 0.9598
criterion
Obs. 72 108 108

Furthermore, the Hausman test is performed in order to choose whether to apply
fixed or random effects. The results of the Hausman test are presented in Table 9. It is
observed that the probability value is equal to zero. The null hypothesis of the test is that
the random effects model is appropriate. However, it is observed that the probability value
is less than 5%, which means that the null hypothesis is rejected and the fixed effects model
is appropriate in order to produce better coefficients. The results of the fixed effects test are
presented in Table 9. Additionally, OLS results are presented in Appendix A (Table A4) as
well as a dynamic model using FDI lagged by one year (Table A5).

Table 9. Fixed effects test results for BRIC and CIVETS and Hausman test results.

Dependent Variable: LnFDI

BRIC CIVETS

Variable Coefficient Prob. Coefficient Prob.

C —3.9462 0.022 —1.6595 0.354

LnGDP 0.0553 0.043 0.1093 0.013

LnInfla —0.0616 0.143 —0.7181 0.003

LnExch —0.1473 0.101 0.032 0.335

LnTrade 1.1481 0.000 0.9191 0.000

CcC —0.4038 0.039 0.1561 0.025

PV 0.1243 0.102 0.2483 0.003

RL 0.4617 0.079

RQ 0.3735 0.195 0.0434 0.841

GE —0.5821 0.005 0.2831 0.165

VA —0.442 0.005
R-squared 0.6887 0.921
Adjusted R-squared 0.6253 0.911
F-statistic 10.8684 92.582
Prob(F-statistic) 0.0000 0.000
Durbin-Watson stat 1.8973 1.735
Chi-Sq. Statistic 16.42 51.414

Chi-Sq. d.f. 9 0

Prob. 0.018 0.000

Obs. 72 108
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As observed in Table 9, Prob (F-statistic) = 0.000000 and, therefore, the models are
statistically significant at « = 95%. As for the BRIC economies, a negative association is ob-
served between FDI inflows and inflation, government effectiveness, control of corruption
and real exchange rate. Similarly to the CIVETS countries, it is concluded that there is a
negative relation between the dependent variable FDI and voice and accountability.

Finally, the models are tested for cross-section dependence, heteroscedasticity and
autocorrelation, as presented in Table 10.

Table 10. Results of diagnostic tests.

BRIC CIVETS
Cross-section Breusch-Pagan 1.571 1.981 There is no
dependence LM test (0.000) (0.000) cross-section.
.. 2.947 1.492 There is no
Heteroscedasticity Wald test (0.004) (0.000) heteroscedasticity.
Autocorrelation Durbin-Watson 1.897 1.735 There is n.o
test autocorrelation.

As observed in Table 10, there is no cross-section, heteroscedasticity and autocorrela-
tion in both groups of countries.

5. Discussion

The present research focused on FDI inflows and governance in two groups of emerg-
ing economies, namely BRIC and CIVETS, using panel data analysis for the period 2002—
2019. The comparison of the FDI determinants in the specific groups of economies led to
interesting results.

Firstly, as expected, the coefficient of GDP is positive and statistically significant,
which leads to the conclusion that there is a positive effect of GDP on FDI inflows in the
studied groups of economies. These results are opposite to the findings of Antwi and Zhao
(2013) and Kwoba and Kibati (2016) who concluded that there was a significant negative
interaction between FDI and GDP. Contrary to this, Mahmoodi and Mahmoodi (2016),
Mehrara et al. (2010) and Sabir et al. (2019) reached similar results to this research and
observed that there is a positive association between FDI and GDP.

Additionally, a negative association is observed between FDI and the exchange rate
in the BRIC, while, conversely, there is a positive impact of the exchange rate on FDI in
the CIVETS. Therefore, a depreciation of the local currency is expected to have a negative
influence on FDI inflows in the CIVETS. This finding is in line with the results of Zakari
(2017) who concluded that there is a positive relationship between FDI and exchange rate,
as well as the results of Kiyota and Urata (2004), who argued that volatility of exchange
rates tends to discourage FDI inflows.

With regards to inflation, it is observed that it is negatively related to FDI inflows
in the BRIC economies. These findings are in line with the results of Sabir et al. (2019),
who also observed that inflation negatively affects FDI inflows in developing economies.
However, Tsaurai (2018) achieved contrasting results, observing that there is a positive
association between FDI inflows and inflation; nevertheless, the researcher highlighted that
the variable is statistically insignificant. Based on the stepwise regression results, inflation
is not a determinant FDI factor in the CIVETS economies.

Moreover, it is concluded that trade openness in the BRIC countries attracts FDI in-
flows. Sabir et al. (2019) also observed a positive association between FDI inflows and trade
openness in developing countries, as did Kurul and Yalta (2017). Saidi et al. (2013) also
observed that trade openness is positively related to FDI inflows in 20 developed and devel-
oping economies during 1998-2011. However, trade openness is not an FDI determinant for
the CIVETS. Additionally, Gangi and Abdulrazak (2012) observed a negative association
between FDI inflows and VA, as in the case of the CIVETS. The researchers concluded that
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there was a positive interaction between FDI and RL, which is also observed in the BRIC,
a positive impact of RQ on FDI, which is observed in both CIVETS and BRIC, as well as a
positive relation between FDI and CC, as in the case of the CIVETS countries. Contrary
to the findings of the present study for both groups, the researcher argued that there is
a negative association between FDI and PV. Jadhav (2012) highlighted the importance of
“tariff jumping” and noted that trade restrictions and low trade openness could positively
influence FDI. In addition, MNEs are more likely to choose a more open economy to locate
their capital in since trade protection is often related to higher transaction costs. Differ-
ences in the institutional variables between the studied groups could be attributed to the
heterogeneity and the institutional reforms applied by the countries’ governments.

Furthermore, Kurul and Yalta (2017) concluded that there was a positive association
between FDI and CC, as in the CIVETS. However, contrary to the findings of the present
essay for the CIVETS, the researchers concluded that FDIs are positive related to VA.
Moreover, their study reached an opposite result regarding GE in the BRIC, arguing that,
according to the researchers, GE and FDI inflows are positively associated. These results
are also in line with the findings of Anwar and Afza (2014) for the CIVETS, who observed
a positive impact of CC, PV and RQ on FDI inflows. Contrary to the findings regarding the
BRIC economies, Peres et al. (2018) observed that CC and RL are positively related to FDI
inflows in the developing countries.

Epaphra and Massawe (2017) also reached a similar conclusion for both groups of
countries and observed that there a positive interaction between FDI and PV. The findings
are also in line when regarding the CIVETS countries and the positive association between
FDI and CC, as well as between FDI and RQ. However, Sabir et al. (2019) reached different
findings and argued that RQ does not affect FDI inflows in the developing countries.

In conclusion, it is suggested that, in order for the host economies to benefit from FDI
inflows, it is crucial to apply a stabilization program and to introduce structural reforms
in order to reduce political risk, as proposed by Axarloglou and Pournarakis (2005) as
well. Moreover, it is suggested that the improvement in the Asian and Latin American
developing economies would ameliorate their investment climate, and thus would attract
more foreign investors. Both groups of countries attract a significant amount of FDI, but
they do not present economic integration, which could reinforce their security level and
development. In addition, both groups have made significant efforts to improve their
economic conditions and attract more inflows; however, it is crucial that they sustain their
economic development to claim the greatest global inflows.

Another policy implication refers to the economic policy uncertainty (EPU) of the
studied groups. On the one hand, according to Mensi et al. (2014), the BRICS stock market
depends on the United States (U.S.) stock market’s uncertainty, as well as on commodity
markets and global stock. Dakhlaoui and Aloui (2016) reached similar findings and ob-
served that stock market volatility in the BRICS is affected by U.S. economic uncertainty,
mainly during periods of economic instability. Additionally, Guo et al. (2018) focused on
the BRIC economies and the group of seven (G7) countries to investigate the interaction
between stock returns and EPU from 1985 to 2015 and concluded that EPU has a negative
impact on the stock markets of China and India. On the other hand, in the aftermath of the
global financial crisis and the European debt crisis, Hung (2021) concluded that there was a
bidirectional relationship between BRICS stock return and EPU.

It should be highlighted that the study is, however, subjected to certain limitations.
The first limitation refers to the sample of the countries. It is noticed that its is solely
lower-middle and upper-middle income countries that have been selected, taking into
consideration the data availability. Therefore, future studies could extend the sample of
countries to include high-income countries, in other words, economies that present GNI
per capita higher than USD 12,056.



Economies 2022, 10, 77

15 of 23

Another limitation of the study refers to the fact that trade openness has been used as
a variable of trade liberalization. However, certain factors, such as the structural character-
istics of the host economies and the trade barriers, have not been taken into consideration.
Consequently, further analyses could distinguish between liberalized and close economies
to mostly focus on the trade policies applied by the recipient countries.

Finally, it is noted that due to data restrictions, only total FDI inflows are exam-
ined. Consequently, there is no discrimination between horizontal and vertical FDI,
or among market-seeking, resource-seeking, efficiency-seeking and strategic asset-seeking
FDI (Dunning 1993). Additionally, different entry modes of FDI have not been considered,
as suggested by Lee et al. (2014), which could be a suggestion for future research. FDI
inflows as a dependent variable could be replaced by the inward FDI performance index,
which is defined as the ratio of a country’s share in global FDI inflows to its share in
world FDI (Hintosova 2021; UNCTAD 2022). Additional variables could be included to
investigate technology advantages, such as the number of patterns and the number of
higher education Research and Development (R&D) personnel, as suggested by Kyrkilis
and Pantelidis (2003). The human capital in the recipient countries could also be studied,
as suggested by Barro and Lee (1993), as well as digital skills.

Panel data analysis is often associated with certain limitations, including data avail-
ability, measurement errors or selectivity errors. Future studies could also use time dummy
variables in order to investigate the association among the variables after a social or finan-
cial event, such as the recent financial crisis. Furthermore, the developing African countries
could be a subject of future research in order to compare FDI inflows in more geographic
regions. It would be interesting to study whether political risk and institutional quality
have contributed to the reduction in FDI inflows in Africa over the past 5 years, as observed
by UNCTAD (2018). Similarly, future studies could investigate the association between FDI
and governance in developed and developing countries of the regions. Sabir et al. (2019)
also compared FDI inflows, FDI determinants and institutional quality between developed
and developing countries, but did not limit the investigation to a certain geographic region.

Similarly, it would be interesting to investigate the role of special economic zones
(SEZ), which could influence investment decisions (Makabenta 2002; Cieslik and Ryan
2005). Chaudhuri and Yabuuchi (2010) argued that well-organized SEZs could bring several
benefits, including FDI inflows, and suggested that infrastructure and irrigation projects
in the agricultural sector are needed. Additionally, SEZs in China resulted in higher FDI
inflows during the 1980s; however, the 1991 liberalization increased further FDI inflows.
Nevertheless, it is crucial to consider the number (Kang and Lee 2007; Leong 2013) and
the heterogeneity of the SEZs (Kang and Lee 2007). Additionally, the role of EPU could be
investigated, considering that capital flows to the BRICS are negatively affected by EPU
(Cepni et al. 2020). As for the CIVETS countries, there is little documented evidence on
the impact of EPU on the group’s stock market. Adam (2020) investigated the interaction
between stock markets and information flow from EPU, focusing on the case of African
countries, including Egypt, and concluded that significant information is transmitted to
Egypt from international EPU.

Finally, it would be interesting to investigate the impact of institutional quality on
the economic growth in specific countries because, according to Asongu and Odhiambo
(2018), better institutions led to the growth of GDP in BRICS and MINT (Mexico, Indonesia,
Nigeria, Turkey) economies. Furthermore, additional sub-indices of institutional quality
could be added, such as religious tension (Busse and Hefeker 2009; Gammoudi and Cherif
2016), investment profile (Gammoudi and Cherif 2016), conflicts (Busse and Hefeker 2009)
and transparency and the guarantee of civil liberties (Kurul and Yalta 2017).

6. Conclusions and Suggestions

FDI inflows are influenced by the socioeconomic and political environment of the
BRIC and CIVETS economies. The present study concludes that market size, as measured
by current GDP, is positively related to FDI inflows in both groups of countries. In addition,



Economies 2022, 10, 77

16 of 23

a negative association has been observed between FDI and inflation solely in the BRIC
economies. As for the components of the governance indicators, it is observed that FDI
is positively related to PV, RL and RQ in the BRIC countries and positively associated to
CC, PV, RQ and GE in the CIVETS. In conclusion, there are policy implications that can be
derived for the studied economies. Firstly, considering the positive relationship between
trade openness and FD], it is suggested that recipient countries abolish trade restrictions
and barriers and strengthen anti-regulations. Secondly, the local currency should remain
stable and flexible in order to prevent fluctuations in the amount of FDI inflows and to pro-
tect the host country’s commercial viability. Thirdly, it is suggested that the stability of the
host economies’ public institutions should be enhanced so as to encourage foreign investors
and multinational companies. Considering that among the BRIC countries, Russia and
China have an authoritarian regime, it is suggested that they should focus on improving
their political stability and regulatory quality in order to enhance cooperation with other
countries and economic organizations. Conversely, the other countries in the group are
fractious democracies and it is suggested that they further strengthen rule of law. The
CIVETS countries mainly include democratic regimes; it is suggested that Colombia focuses
on reducing corruption to hinder exports and development, Turkey and Egypt focus on po-
litical stability and the absence of violence, Vietnam can improve government effectiveness
and rule of law and Indonesia their regulatory quality. Finally, it is crucial for South Africa
to improve their political stability and absence of violence, especially considering increased
violent incidents and protests, mainly after Zuma’s imprisonment, while Turkey faces a
severe currency and debt crisis, which could influence several institutional variables.
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Appendix A

Table Al. Correlation matrix for BRIC economies.

Exchange Trade

FDI GDP Inflation Rate Openness CC GE PV RL RQ VA
FDI 1 0306 ~0.059 0.457 0.565 0286 —0226 0274  —0171 —0256  —0.534
GDP 0.306 1 0.140 0.320 0.369 0262  —0148 0105  —0.132 —0242  —0.351
Inflation  —0.059  0.140 1 ~0.018 ~0.127 0236  —0254 —0.077 —0104 —0271  —0.241
Trade 0.561 0.140 ~0.018 1 0.804 0024 0005 0645  —0016 —0403 —0.581
openness
Exi};?;‘ge 0.457 0.369 ~0.127 0.804 1 0460 0222 0471 0387  —0552  —0.465
cC 0141  —0262  —0.353 ~0.024 ~0.668 1 0512 0519 0.733 0.669 0.482
GE 0521 0148  —0.551 ~0.052 ~0.108 0.512 1 0.3 0.411 0125  —0.226
PV 0.332 0.105 ~0.205 0.645 ~0.554 0.519 031 1 0.037 0663  —0.068
RL 0041  —0132  —0.3913 0.016 ~0.508 0.733 0411  0.037 1 0.212 0.655
RQ 0.069 0.242 0.1443 ~0.404 —0.574 0.669 0125  0.663 0212 1 0.324
VA 0606 —0358 0.125 ~0.581 ~0.568 0482  —0226 —0068  0.655 0.324 1
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Table A2. Correlation matrix for CIVETS economies.

FDI GDP  Inflation  Dxchange Trade ccC GE PV RL RQ VA
Rate Openness
FDI 1 0.369 —0.058 0.457 0.567 —0.282 —0.226 0.274 —-0.171 —0.257 —0.534
GDP 0.306 0.140 0.369 0.320 —0262 0148 0105  —0132 —0242 —0351
Inflation 0.059 0.140 1 —0.127 —0.018 —0.216 —0.221 —0.021 —0.104 —0.373 —0.181
Exi};?:ge 0.454 0.368 —0.127 1 0.804 —0910  —0.180 0891  —-0901 —0911  —0.991
Trade 0.565 0.329 —0.018 0.804 1 —0.243 —0.054 0.645 —0.016 —0.403 —0.581
openness
cc 0014  —0262  —0236 —0.279 —0.243 1 0848  0.132 0.711 0.833 0.642
GE 0.154 0.201 —0.254 —0.222 —0.054 0.848 1 0.321 0.744 0.838 0.685
PV 0022 0191  —0.077 0475 0.645 0.132 0.321 1 0403  —0018 —0.075
RL 0.018 0.410 —0.104 —0.387 —0.016 0.711 0.744 0.403 1 0.637 0.379
RQ 0.165 0.190 ~0.273 —0.522 —0.403 0.833 0838  —0018  0.637 1 0.775
VA 0.08 0.401 —0.241 —0.465 —0.581 0.642 0.685 —0.075 0.379 0.775 1
Table A3. Unit root test for BRIC and CIVETS economies.
ADF-Fisher Unit Root Test
BRIC Economies CIVETS Economies
At Level Statistic Probability Statistic Probability Statistic Probability Statistic Probability
LnFDI 17914 0.717 35.971 0.000 33.069 0.109 60.252 0.000
LnGDP 15.206 0.201 37.382 0.001 45.691 0.002 71.436 0.000
LniInfla 11.754 0.162 42.917 0.000 46.820 0.001 69.398 0.000
LnExch 2.932 0.936 16.294 0.018 21.281 0.003 30.093 0.001
LnTrade 10.659 0.227 23.336 0.003 16.607 0.165 66.99 0.000
CC 18.911 0.153 14.807 0.003 18.056 0.114 59.113 0.002
GE 5.241 0.731 22.481 0.004 17.891 0.119 67.761 0.021
PV 10.152 0.254 32.822 0.000 17.526 0.13 65.320 0.000
RL 10.303 0.244 15.850 0.014 6.078 0.812 66.829 0.000
RQ 16.355 0.476 19.496 0.012 10.565 0.566 66.091 0.026
VA 7.868 0.699 15.864 0.007 5.649 0.832 57.806 0.039
Table A4. OLS test results for BRIC and CIVETS.
Dependent Variable: LnFDI
BRIC CIVETS
Variable Coefficient Prob. Coefficient Prob.
C —1.1791 0.002 —0.0618 0.002
LnGDP 0.0191 0.029 0.0482 0.027
LniInfla —0.7191 0.001 —0.3921 0.638
LnExch —0.9101 0.023 0.0571 0.036
LnTrade 1.1891 0.000 1.1925 0.000
CcC —0.7808 0.012 0.1573 0.023
PV 0.2281 0.038 0.0831 0.036
RL 0.6289 0.026
RQ 0.3682 0.381 0.8061 0.000
GE —0.7281 0.481 0.3801 0.361
VA —0.3791 0.000
R-squared 0.4528 0.5382
Adjusted R-squared 0.4101 0.4981
Durbin—-Watson stat 1.5022 1.2912
Obs. 72 108
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Table A5. Test results for BRIC and CIVETS using lagged FDIL
Dependent Variable: LnFDI
BRIC CIVETS
Variable Coefficient Prob. Coefficient Prob.
C —2.8012 0.279 0.1412 0.805
LnGDP 0.0391 0.026 0.0038 0.000
LnInfla —0.0321 0.102 —0.0037 0.336
LnExch —0.0192 0.258 0.006 0.929
LnTrade 1.2019 0.067 0.4005 0.000
Lagged FDI 0.0380 0.000
CcC —0.3691 0.027 0.1924 0.023
PV 0.1801 0.291 0.1316 0.001
RL 0.1791 0.182
RQ 0.3791 0.291 0.2653 0.781
GE —0.0902 0.081 0.3981 0.299
VA —0.389 0.065
R-squared 0.6381 0.899
Adjusted R-squared 0.6071 0.088
F-statistic 51.1174 51.444
Prob(F-statistic) 0.0000 0.000
Durbin—-Watson stat 1.969 1.709
Obs. 68 102
Table A6. Multiple regressions for BRIC.
Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
Variable Coeff. Prob. Coeff. Prob. Coeff. Prob. Coeff. Prob. Coeff. Prob. Coeff. Prob.
GDP —0.024 0.311 0.006 0.795 0.005 0.809 —0.002 0.919 0.027 0.083 0.012 0.512
Inflation 0.035 0.295 —0.030 0.423 —0.037 0.401 —0.028 0.553 —0.037 0.012 —0.039 0.189
Real exchange rate —0.103 0.000 —0.091 0.000 —0.088 0.000 —0.089 0.000 —0.097 0.000 —0.087 0.021
Trade openness 0.168 0.020 0.166 0.000 0.174 0.001 0.205 0.004 0.265 0.002 0.291 0.001
PV 0.001 0.996 0.041 0.201 0.039 0.331 0.045 0.275 0.088 0.102 0.078 0.781
GE —0.158 0.002 —0.162 0.003 —0.181 0.003 —0.201 0.002 —0.261 0.103
RQ 0.072 0.075 —0.012 0.905 0.076 0.191 0.079 0.041
CC 0.045 0.481 —0.107 0.087 0.096 0.002
RL 0.152 0.002 0.189 0.057
VA 0.157 0.003
R-squared 0.410 0.487 0.488 0.492 0.547 0.541
Adjusted R-squared 0.366 0.439 0.432 0.446 0.481 0.478
F-statistic 9.197 10.293 8.715 8.458 8.321 8.218
Prob(F-statistic) 0.000 0.000 0.000 0.000 0.000 0.000
Durbin—Watson stat 1.005 1.102 1.103 1.189 1.355 1.378
Obs. 72 72 72 72 72 72

Model 1. FDIit = [30 + ﬁlGDPit + lenﬂait + f)3EXChit + 64Tradeit + [55Vait + Eits Model 2. FDIit = [50 + BlGDPit
+ ﬁzlnﬂait + [33EXChit + [34Tradeit + [35PV“ + BéGEit + &ty Model 3. FDIit = BQ + ﬁchPit + ﬁzlnﬂait + ﬁgEXChit
+ B4Tradeit + ﬁ_r,PVit + ‘36GEit + [37RQit + Eits Model 4. FDIit = [30 + BIGDPit + BzInﬂait + B3EXChit + [54Tradeit
+ ﬁ5PVit + B6GEit + B7RQ“ + BgCCit + &t Model 5. FDIit = [30 + ﬁ1GDPit + ﬁzh"lﬂait + BgEXChit + [34Tradeit +
BSPVit + BGGEit + B7RQit + BBCCit + ﬁgRLit + €ty Model 6. FDIit = BO + BlGDPit + lenﬂait + B3EXChit + B4Tradeit
+ BsPVit + BeGEir + B7RQit + pgCCit + BoRLit + P10 Vait + €it.
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Table A7. Multiple regressions for CIVETS countries.

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
Variable Coeff. Prob. Coeff. Prob. Coeff. Prob. Coeff. Prob. Coeff. Prob. Coeff. Prob.
GDP 0.089 0.101 0.081 0.029 0.070 0.229 0.073 0.212 0.027 0.062 0.027 0.616
Inflation —0.053 0.171 —0.043 0.065 —0.620 0.058 —0.056 0.349 —0.019 0.071 —0.022 0.695
Real exchange rate 0.014 0.003 0.015 0.037 0.010 0.015 0.012 0.089 0.026 0.000 0.024 0.023
Trade openness 0.237 0.000 0.248 0.000 0.361 0.000 0.361 0.000 0.075 0.000 0.075 0.397
PV —0.03 0.036 —0.039 0.036 0.101 0.791 0.102 0.793 0.061 0.093 0.065 0.127
GE 0.023 0.12 —0.584 0.000 —0.621 0.000 —0.281 0.005 -0.272 0.083
RQ 0.435 0.000 0.419 0.000 0.441 0.000 0.445 0.000
CC 0.076 0.516 0.037 0.076 0.034 0.743
VA —0.234 0.000 0.237 0.000
RL —0.021 0.880
R-squared 0.427 0.431 0.448 0.454 0.555 0.551
Adjusted R-squared 0.394 0.412 0.409 0.416 0.514 0.509
F-statistic 9.191 10.881 11.291 11.913 13.611 12.307
Prob(F-statistic) 0.000 0.000 0.000 0.000 0.000 0.000
Durbin—Watson stat 0.692 0.789 0.835 0.894 0.961 0.960
Obs. 108 108 108 108 108 108

Model 1. FDIit = ﬁo + ﬁchPit + ﬁzh’lﬂait + ﬁ3EXChit + [54Tradeit + ﬁ5PVit + Eit, Model 2. FDIit = [3(] + BlGDPit
+ BZInﬂait + ﬁ3EXChit + [34Tradeit + [35PVH + [36GEit + Eit; Model 3. FDIit = f)o + BIGDPit + BZInﬂait + ﬁgEXChit
+ [34Tradeit + BsPVit + BeGEit + B7RQ;: + €i1; Model 4. FDI; = 3¢ + 1 GDPy; + fizInﬂait + B3Exchj; + B4 Trade;;
+ ﬁSPVit + B6GEit + B7RQit + B8CCit + Eit; Model 5. FDIit = ﬁo + BIGDPit + BzInﬂait + B3EXChit + [54Tradeit +
ﬁSPVit + BﬁGEit + f)7RQit + BgCC“ + BQVA‘( + &it; Model 6. FDIif = ﬁo + BlGDPit + lenﬂait + f)3EXChit + [34Tradeit
+ BsPVit + BeGEit + B7RQi¢ + BsCCit + BoVA¢ + B10RLit + €it.
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