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Abstract: This study empirically analyzes the long-term relationship between Foreign Direct Investment (FDI) and
key macroeconomic variables in BRICS countries. Employing a robust ARDL co-integration methodology, the re-
search examines the interplay between FDI and variables such as Gross Domestic Product (GDP), inflation, interest
rates, exchange rates, foreign exchange reserves, and industrial production covering the period from March 31, 1999,
to March 31, 2022.The findings reveal a significant and enduring equilibrium relationship between FDI and the stud-
ied macroeconomic variables. Notably, Brazil and India experience positive spill over effects, as higher FDI inflows
correspond to increased exchange rates, GDP, inflation, and interest rates. However, in China and South Africa, alt-
hough the relationship is positive, statistical significance is not observed. The BRICS economies are currently navi-
gating various challenges on the international front. In light of these challenges, the study highlights the potential
benefits of embracing more liberal policies towards Foreign Direct Investment (FDI) to foster growth and overall

development in these countries.
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INTRODUCTION

Foreign Direct Investment (FDI) plays a vital role in driving
economic growth by bringing in capital, technology, mana-
gerial expertise, and access to new markets. It stimulates
domestic industries, creates employment, and enhances
productivity. Developing countries are increasing their in-
vestments, while developed countries seek new markets with
cheap labour and high profits. FDI complements domestic
investment, improves technology and managerial skills, and
enhances export competitiveness. FDI has positive spillover
effects, contributes to economic growth, and is crucial for
global economic integration. According to the UNCTAD
report 2019, Trade and Development showed an average
annual growth in FDI over 10% immediately after Global
Financial Crises.

Several empirical studies have explored the relationship be-
tween FDI and economic growth, emphasizing the role of
factors such as local financial markets, human capital, do-
mestic investment, and technological diffusion (Alfaro et al.,
2004; Borensztein et al., 1998b). FDI has positively affected
host economies, including complementarity with domestic
investment (Girma et al., 2004) and spillover effects leading
to productivity gains (Haddad & Harrison, 1993).Carkovic
and Levine (2002) examine whether FDI accelerates eco-
nomic growth and identify the channels through which this
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acceleration occurs. Their research highlights the potential
positive effects of FDI on host economies, emphasizing the
importance of understanding these channels. Multinational
corporations play a significant role in the interplay between
trade, FDI, and firm organization, which is crucial for eco-
nomic growth (Helpman, 2006). The impact of FDI on eco-
nomic growth is also influenced by democratic governance
(Jensen, 2003) and has potentially positive effects on export-
oriented economies (Ram, 1987).

Analyzing the impact of FDI on the BRICS economies (Bra-
zil, Russia, India, China, South Africa) is important as each
country has unique characteristics attracting investment.
China and India were the fastest-growing economies in 2018
but experienced a loss of growth momentum in 2022 due to
trade tensions. Brazil's economy contracted due to reces-
sions, while South Africa showed slow growth. Russia bene-
fited from high oil prices. Among the Emerging economies,
China and India were the fastest growing economies of 2018
and have shown signs of loss in growth momentum in 2022
due to a sharp fall in India's GDP growth estimates to 5.8
percent in the first quarter of 2022. Similarly, in China, it fell
from 6.6 percent to 6.4 percent in the same quarter because
of trade tension with the United States. In contrast, the Bra-
zilian economy shrank by 0.2 percent in the same quarter
because of the recessions of 2015-16 and also due to the ina-
bility to increase the production output. In the case of South
Africa and Russia, South Africa has shown the slowest
growth and lowest per capita GDP since 2012, but Russia,
which benefited from the high level of Oil Prices and in-
creased GDP from 1.6 percent to 2.3 percent significantly.
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Source: Authors Compilation from the World Investment Report(2007-2022).

Moreover, recognizing the role of FDI in global economic
integration is essential. The BRICS countries are actively
engaged in the global economy, and FDI plays a crucial role
in their integration. By studying the impact of FDI, policy-
makers can understand the links between their economies
and global markets, analyze the implications of international
investment flows, and develop strategies to leverage globali-
zation for their economic benefit. In summary, studying the
impact of FDI on the BRICS economies provides policy-
makers with valuable insights into its contribution to eco-
nomic development, helps attract investment, guides policy
formulation, supports sectoral analysis, and facilitates global
economic integration. Such knowledge is crucial for making
informed decisions, fostering sustainable economic growth,
and enhancing the competitiveness of the BRICS economies.

With this background, we delve into the empirical examina-
tion of the intricate relationship between FDI and macroeco-
nomic variables, covering the period from March 31, 1999,
to March 31, 2022. The paper is structured into five cohesive
sections. Section 1 offers an insightful background to contex-
tualize the study. Building upon this foundation, Section 2
provides a comprehensive review of the existing literature on
FDI and macroeconomic variables. In Section 3, we elabo-
rate on the employed data sets and research methodology,
ensuring robustness in our analysis. Section 4 presents the
empirical results, unveiling significant findings. Lastly, Sec-
tion 5 draws the study to a close, encapsulating key conclu-
sions from our investigation.

LITERATURE REVIEW

In the past, there have been many remarkable studies on the
impact of FDI in causing economic growth. Neoclassical
Growth models as well as Endogenous Growth models are
the foundation for the majority of empirical research on the
FDI-growth link (Ozturk, 2007;Felipe, 1999;Blomstrém et
al., 1996;Borensztein et al., 1995a). There is a contradicting
viewpoint on the effect of FDI on overall economic growth,
i.e., it can either be positive (Toone, 2012; Alfaro et al.,
2010; Lee & Chang, 2009;Aitken et al.,1997) or negative
(Chang & Mendy, 2012;Griffin, 1970;Singer, 1950;
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Chaudhury et al., 2020). According to the modernization
theory, FDI positively increases capital investment and
knowledge transfer; on the contrary, dependency theory
states that FDI leads to the creation of monopolies
(Chaudhury et al., 2020). Some studies recognized that FDI
inflows boost a country's economic performance due to
knowledge transfer and spillover effectiveness (Blomstrom
et al.,1992). The analysis by Tintin (2012) reaffirmed the
link between FDI and growth, but it also confirmed that de-
veloping countries are prone than developed or least devel-
oped nations to experience this relationship. Acaravci and
Ozturk (2012) examined whether FDI and export had a caus-
al link with economic growth in four of ten European nations
using quarterly data from 1994 to 2008. They assessed the
impact of FDI and exports on economic growth and conclud-
ed that FDI is an important factor in enhancing economic
growth in those countries. Furthermore, Ferrer and Zermefio
(2015) considered the short-term and long-term relationship
between FDI and GDP for Mexico, China, Brazil, Peru, and
South Korea, of which a causal relationship was witnessed
only in China. Jun (2015) studied the effects of FDI on
SAARC countries' annual panel data from 1960 to 2013 (Af-
ghanistan, Bangladesh, India, Nepal, Maldives, Pakistan, Sri
Lanka, and Bhutan). The Granger causality results showed
that FDI and real GDP had a bi-directional relationship. Due
to the constant growth output during this period, SAARC
countries attracted greater foreign direct investment.

Khaing (2016) aims to delve into the trends in foreign di-
vestment and how they affect the economy of Myanmar. The
ARDL test demonstrates that real GDP and foreign divest-
ment cointegrate. The findings indicate that foreign divest-
ment has a detrimental effect on Myanmar's economic
growth over the long and short terms. While analyzing the
relationship between human capital and economic growth in
Myanmar, this study also discovered that it was negatively
significant. Joo (2022) considered the BRICS country from
1987-2018 to study the effect of FDI inflow on economic
growth. The results showed that FDI only had a substantial
growth influence in the presence of host country characteris-
tics, not on the economic growth of BRICS as a whole. Her-
zer (2012) studied the manner in which FDI affects 44 de-
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veloping nations' GDP growth and concluded that FDI, on
the whole, has a negative effect on growth. Still, there are
significant regional variations in the impact. Another group
of studies revealed an insignificant association between FDI
and economic growth in Russia (Ledyaeva & Linden, 2006).
Similar results were found by Gunby et al. (2017)that FDI is
not a key driver of growth in either China or Russia (Lian &
Ma, 2013) in the case of the western region of China and
(Shahzad et al., 2019) in case of Brazil.

A substantial body of literature supports the hypothesis that
the growth-enhancing effects of FDI depend on certain char-
acteristics present in the host economy (Borensztein et
al.,1998b; Balasubramanyam & Mahambare, 2003; Carkovic
& Levine, 2002; Durham, 2004). FDI from advanced econ-
omies improves the environmental performance of both
high- and lower-middle-income and low-income host nations
(Adeel-Farooq et al., 2021). However, the host economies'
environmental performance is negatively impacted by FDI
from low- and lower-middle-income countries.

Additional literature on developing countries has quoted
mixed results. In accordance with Herzer (2012), FDI gener-
ally has an adverse impact on GDP growth in developing
countries. Time-series data were utilized by Lian and Ma
(2013) to assess the connection between FDI and economic
growth in China's Western region. The results show that FDI
inflows do not cause economic growth in the recipient econ-
omiesand that FDI is not much impacted by FDI
growth. The impact of FDI on per capita growth in Russia
was examined by Ledyaeva and Linden (2006). The results
of the GMM technique suggest that domestic investment,
exports, and the early stages of economic development
during the study period account for the majority of the
increase and that FDI did not significantly contribute to
economic growth.Agrawal (2015) undertook research on the
BRICS nations between 1989 and 2012 and concluded there
is a sustained link between foreign direct investment and
economic growth. Haydaroglu (2016)examined how eco-
nomic freedom (EF), foreign direct investment (FDI), and
economic growth have related in the five BRICS nations—
Brazil, Russia, India, China, and South Africa during the
period 1995-2013.Panel data analysis is conducted to test
the data. The findings show that the EF index is strongly and
favourably related to economic growth. Additionally, the

A In(FDL) =
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come to respond favourably to FDI. Similar results were
found by Nistor (2015) and Maryam and Mittal (2019).

As FDI inflows and their stimulation in the economies have
drawn the attention of many studies. The existing literature,
however, mostly focuses on the relationship between FDI,
GDP, trade openness, and the determinants of FDI for a dis-
tinct period and diverse set of nations. Studies that focus on
the BRICS nations have tried to consider how macroeco-
nomic factors affect FDI inflows. However, the present study
attempts to demystify the impact of FDI on the key macroe-
conomic variables in BRICS countries.

METHODS

The data consist of quarterly observations from 31 March
1999 to 31% March 2022 for the five developing Emerging
economies, namely BRICS (Brazil, Russia, India, China, and
South Africa). The required data set of selected countries, as
presented in Table 3.1, has been obtained from the Bloom-
berg database, South African Reserve Bank, Central Bank of
Brazil, the National Bureau of Statistics of China, Central
Bank of Russian Federation, Reserve bank of India and vari-
ous reports published by the Central bank of respective coun-
tries. Drawing from existing literature, a comprehensive set
of variables including Gross Domestic Product (GDP), Infla-
tion (INF), Interest rates (IR), Exchange rate (ER), Foreign
Exchange Reserve (FER), and Industrial Production (IP) has
been identified as potential determinants of FDI inflow. In
light of this, estimation models are proposed as follows:

IN(FDI)=a+by*IN(GDPw1)+b2*In  (FERw0)+bs*IN(INFy.0)+bs*
IN(ERw1)+ bs* IN(IRw1)+ be*(IPe1)+ €r...Eq. (1)

RESULTS

Based on equation (1), foreign direct investment (FDI) is
determined by several factors, including gross domestic
product (GDP), exchange rate (ER), foreign exchange re-
serves (FER), inflation (INF), industrial production (IP), and
interest rates (IR).It is inferred that long term effect might be
seen between FDI and all Macro-economic Variables. To
capture the growth effect, double log function is used and
estimated, as shown in Eq. (1).Where all the variables are in
natural logarithm and e narrates error term of long term
growth model Eq (2).

Bo+%i.,B14 In(FDIyj)+5t,BZ A IN(GDPyj)+%t_ B3 A IN(FER)+5t B4 A In(INF))+3,B5 A In(ERj)+
¥i_oB6 A IN(IRw1)+ iy B7 AIn{ IP)+Bg €1t Uteovovevece,

A{n(FDIt):Bo+E}=1Blt A In(FDI-))+Zi=0B2 A |n(GDP, )+ Zi=0B3 A |n(FER, )+ Bi=o B+ A 10 (NF )+ Bizo B3 A In(ER )+
Zi=0B6 A |n(IR.p)+ Zi=0B7 A (|p i 6, IN(FDI-a)+ o IN(GDPea)+ as IN(FERw)+ as InCInfis)+ as IN(ERw:)+asIn(IRws)+or

IN(IPL1)F Btdveiveiiieiieieieeeece e Eq. (3)

results demonstrate that FDI is a statistically significant and
positively correlated economic growth. Ansaria and
Sensarma (2019) studied the impact of Foreign Direct In-
vestment (FDI) and economic freedom on economic growth
in the BRICS economies using quantile regression. It is con-
cluded that economic freedom causes GDP per capita in-

In the equation, the symbol A represents changes in FDI and
the key macroeconomic indicators. The subscript "et-1" indi-
cates the error correction term (ECT). The sign of the coeffi-
cient reflects the rate at which FDI aligns with the long-term
trend, which is typically anticipated to be negative. (Katir-
cioglu, 2010).



1778 Review of Economics and Finance, 2023, Vol. 21, No. 1

Table 3.1 An Overview of the Data Description and Variables Used in the Analysis.
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Sr.no. Country Macro-economic Variables Time Period Source Symbol

Exchange Rate to US $ Q1 1999-Q1 2022 Fred Reserve ER

1 Brazil Gross Domestic Product Q1 1999-Q1 2022 OECD GDP

2 Russia Inflation Q1 1999-Q1 2022 Fred Reserve INF

3 India Foreign Exchange Reserve Q1 1999-Q1 2022 Bloomberg FXR

4 China Foreign Direct Investment Q1 1999-Q1 2022 Fred Reserve FDI

5 South Africa Interest Rates Q1 1999-Q1 2022 Fred Reserve IR
Industrial Production Q1 1999-Q1 2022 Bloomberg IP

Source: Authors Compilation.

4. Empirical Results and Analysis

Table 4.1. Stationary Properties of Data.

BRAZIL RUSSIA INDIA CHINA SOUTH AFRICA
Variables ADF at ADF at ADF at ADF at ADF at
ADFat | o gpire | APFa | mgpie | APFA | mgoie | APFA | mgoie | APPA | ggpin
level level level level level
ference ference ference ference ference
Exchange -1.7249 -7.1699 -0.1361 -7.9871 -0.3422 -8.4803 -1.1454 -6.0656 -0.8408 -6.7393
Rate (ER) [0.4149] [0.0000] [0.9411] [0.0000] [0.9128] [0.0000] [0.6939] [0.0000] [0.8016] [0.0000]
Foreign
Direct In- -0.7540 -9.1762 -1.6359 -14.5632 -1.0082 -9.0696 -0.7066 -8.9821 -4.6891
vestment [0.8261] [0.0000] [0.4596] [0.0000] [0.7469] [0.0000] [0.8380] [0.0000] [0.0000]
(FDI)
Foreign
Exchange -0.7206 -12.0718 -4.1472 -2.5472 -5.2090 -2.6201 -3.1976 -0.9719 -3.3028
Reserve [0.8483] [0.0000] [0.0000] [0.1085] [0.0000] [0.0900] [0.0230] [0.7500] [0.0181]
(FER)
Gross Do-
mestic -3.8593 -0.4542 -8.8422 -1.0671 -3.0469 -2.0717 -8.2649 -5.0507
Product [0.0000] [0.8935] [0.0000] [0.7251] [0.0350] [0.2566] [0.0000] [0.0000]
(GDP)
Inflation -1.3981 -3.4806 -2.4159 -10.6207 -2.1839 -15.3609 -1.9578 -6.4186 -0.5318 -4.1792
Rate(INF) | [0.5790] [0.011] [0.1409] [0.0000] [0.2138] [0.0000] [0.3040] [0.0000] [0.8784] [0.0000]
Interest Rate -2.4276 -4.4438 -2.8709 -8.4968 -2.0894 -10.6466 -3.0103 -8.7221 -1.8508 -5.4232
(IR) [0.1376] [0.0000] [0.0534] [0.0000] [0.2495] [0.0000] [0.0382] [0.0000] [0.3537] [0.0000]
Industrial -2.1561 -6.2890 -2.3570 -6.4137 -1.2012 -6.4518 -8.6706 -4.3360
Production - -
(IP) [0.2025] [0.0000] [0.1573] [0.0000] [0.6704] [0.0000] [0.0000] [0.0008]
Note: The numerator represents the t-statistics, while the denominator [ ] indicates the associated p-values for assessing statistical significance.
Table 4.2. Critical Values for the ARDL Modelling Approach.
K=6 0.10 0.05 0.01
1(0) 1(2) 1(0) 1(1) 1(0) 1(1)
Fo 2.33 3.25 2.63 3.62 3.27 4.39




From Inflows to Outcomes

Review of Economics and Finance, 2023, Vol. 21, No. 1 1779

Fy 2.53 3.59

2.87 4 3.6 4.9

F, 1.75 2.87

2.04 3.24 2.66 4.05

Note:The F-statistics FO, F1, and F2 correspond to the Model with Unrestricted Intercept and Restricted Trend, Unrestricted Intercept and Trend, and Unre-
stricted Intercept and No Trend, respectively. K denotes theregressors in the ARDL model.

Source: Narayan (2005) for F-statistics.

Table 4.3 Bounds Tests for Level Relationships.

With Deterministic Trends Without Deterministic Trends
Variables Fo F1 F Conclusion
F (InFDI/INER,InForex,InGDP,InInf,InIP,InIR)
Ho
Brazil 2.71b 2.98b 2.08b
Rejected
Ho
Russia 1.24a 1.40a 1.46a
Accepted
Ho
India 2.42b 2.76b 2.78b
Rejected
Ho
China 2.24a 2.53b 1.07a
Rejected
Ho
South Africa 4.28¢ 4.75¢ 2.31b
Rejected

Note: The Schwartz Criteria (SC) were used to select the number of delays required for the cointegration test.FO, F1, and F2 are the F-statistics of the Models
respectively; 'a','b','c' Indicates that the statistic is below the lower bound, between the lower and upper bounds, or over the upper bound.

DISCUSSION

In Table 4.1, the stationary properties of country-specific
macroeconomic Vvariables are reported. The Augmented
Dickey-Fuller test was used to test the null hypothesis of unit
root presence. The results show that all variables, except
Gross Domestic Product in the case of Brazil, are stationary
at first difference. In Russia, India, and China, we have a
similar result except for some variables stationary at level i.e.
Foreign Exchange Reserve in Russia and Industrial Produc-
tion in China. But interestingly in South Africa, we noticed
that many Macro-economic variables reject the null at level
i.e. Foreign Direct Investment, Gross Domestic Product and
Industrial Production and remaining variables at first differ-
ence. The findings of the Unit root test suggest beginning
with Bound test and ARDL modelling.

Bounds tests and conditional ECMs

After identifying the ARDL approach using the Unit root
test, a set of unrestricted error correction models must be
built. Because, as suggested by the Unit root test, all varia-
bles are integrated at 1(0) or I(1), the bound test can now be
used to investigate the long term equilibrium connection
with its regressors in Eq.(2).The critical values for F-tests
with small samples are obtained from Narayan (2005) and
are shown in Table 4.2.

Table 4.3 provides the findings of the bound test for a level
relationship between FDI and its regressors, as explained in

Equation (1).The bound test was carried out on three differ-
ent models which are restricted deterministic trends, unre-
stricted deterministic trends and without deterministic trends.
All the scenarios will present unrestricted intercept Pesaran
et al (2001).

The analysis presented in Table 4.3 demonstrates the appli-
cation of the ARDL modeling approach to establish level
relationships in the model, excluding Russia. The results of
the bound F-test suggest that the null hypothesis in Equation
(3) can be rejected. Among the BRICS countries, except for
Russia, all macroeconomic factors exhibit a significant long-
term association with FDI as the dependent variable. Conse-
quently, the ARDL method is used to calculate the long-run
coefficient, while conditional ECMs are employed to inves-
tigate the short-run coefficient and ECTs for each country.

Following the presence of a co-integration relationship
among the variables considered, we must ensure the reliabil-
ity and stability of the model with serial correlation test and
plot of CUSUM (Cumulative Sum of Recursive Residuals)
before moving to estimate long and short run coefficients. To
investigate the potential presence of serial correlation within
each model, we employ the Breusch-Godfrey Serial Correla-
tion LM Test. The test is conducted under the assumption of
the null hypothesis of no serial correlation. If F-statistic is
more than 1 percent, 5 percent and 10 percent, we do not
reject the null. Table 4.4 suggests that there is no autocorre-
lation in the given model because F statistics are more than
acceptable levels. Whereas for the Stability test, we have
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used CUSUM plots for the estimated ARDL model. The plot bound, implying that the selected ARDL model is stabled
explains that CUSUM statistic lies between the 5% critical and can be used for further investigation.

Table 4.4. Estimation of ARDL Models and Robustness Analysis.

Test Statistics F-Statistics Dependent Variable
Brazil India China South Africa
ARDL ARDL ARDL ARDL
(1,4,0,1,1,2,0) (1,0,0,1,1,0,0) (1,4,0,1,1,2,0) (1,0,0,1,1,0,0
0.9336 0.9231 0.0476 0.8746
Serial Correlation*
[0.4511] [0.4559] [0.9956] [0.5466]

*The residual serial correlation Lagrange multiplier test.
Figures in parentheses represent p-values.
The Schwarz Bayesian Criterion was used to select the ARDL model.

30 30
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2] 20|
0 ’f/\\//\/ : MW\
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Fig. (2). CUSUM plot for India, China, Brazil and South Africa (FDI as a dependent variable).
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Table 4.5. Level Coefficients in the Long-Run Models Through the ARDL Approach.

Dependent Variable Regressors
InFDI INER InForex InGDP Ininf InlP InIR Intercept
Brazil - -5.23* -1.71 29.84** -83.26* -2.60 -0.09** -188.03***
India - 10.59%** 1.47 -10.42 -86.68* -3.68 212 -376.57**
China - 3.28 1.07 -0.59 -7.21 -0.05 0.14 30.68
South Africa - -0.87 3.35 39.71 -6.25 -17.07 -4.18 -1.12
Source: Authors’ own calculations.
Significance Levels Denoted by *, **, and *** for Statistical Significance at 1%, 5%, and 10% Levels, Respectively.
Table 4.6. Error Correction (Conditional) Models through the ARDL Approach.
Panel (A) Brazil Panel (B) India
Dependent Variable: FDI (1, 4,0, 1,1, 2,0)? Dependent Variable. FDI (1, 0,0, 1, 1, 0, 0)®
selected based on Schwarz Bayesian Criterion selected based on Schwarz Bayesian Criterion
Regressor Coefficient Standard Error T-Test Regressor Coefficient Standard Error T-Test
FDIi.1 0.5397 0.0941 5.7308 FDI 1 0.6800 0.0802 8.4753
GDP 29.8434 13.9215 2.1436 ER 10.5941 5.6741 1.8670
GDPy., 12.6784 20.6255 0.6146 FOREX 1.4773 1.5642 0.9444
GDPy., 5.2652 23.1094 0.2278 GDP -10.4201 8.5979 -1.2119
GDy3 -0.4329 22.6752 -0.0190 GDP 4 26.8347 9.9330 2.7015
GDPy4 -37.9653 14,5973 -2.6008 INF -86.6816 17.1187 -5.0635
FOREX -1.7138 1.1415 -1.5012 INF .1 47.3439 15.5557 3.0435
ER -5.2388 1.8782 -2.7892 IP -3.6840 7.2454 -0.5084
ER 1 5.4745 2.4179 2.2641 IR 2.1257 1.7447 1.2183
INF -83.2695 27.7887 -2.9965 C -376.5400 148.0308 -2.5436
INF.1 64.7163 24.2344 2.6704 ECTw -0.3199 0.0597 -5.3575
1P -2.6093 11.2614 -0.2317
IP¢1 -11.8897 14.4045 -0.8254
1P, 23.6326 10.0098 2.3609
IR -2.0961 0.9255 -2.2645
C -188.0311 93.1158 -2.0193
ECTut -0.4609 0.0786 -5.8514
Adj. R2=0.9387, S.E. of Regr. = 1.39, AIC = 3.68, SBC= -4.17,F-stat. = Adj. R2=0.9554, S.E. of Regr. = 1.73, AIC = 4.05, SBC=4.35, F-stat.
78.70, F-prob. = 0.000, D-W stat. =1.99 =189.47, F-prob. = 0.000, D-W stat. =2.23

‘a’ Denotes p lag structures in the model.

Table 4.5 provides the level coefficient in the long term peri-
ods. In Brazil, the long-term coefficient of exchange rate and
inflation is as expected -5,23 and -83,26 respectively, which
are statistically significant at the level of significance of 1
per cent. Whereas GDP and Interest rate i.e. 29.84 and -0.09

respectively, are significant at 5 percent. In the case of India,
we can see similar results where the Exchange rate with
10.59 is significant at 10 percent and Inflation with -86.68
significant at 1 percent, whereas all other variables coeffi-
cient is positive but not significant. In contrast to China and
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Table 4.6a. Error Correction (Conditional) Models through the ARDL Approach (Continued).

Panel (C) China

Panel (D) South Africa

Dependent Variable: FDI (1, 4,0, 1,1, 2, 0)®

selected based on Schwarz Bayesian Criterion

Dependent Variable. FDI (1, 0,0, 1, 1, 0, 0)®

selected based on Schwarz Bayesian Criterion

Regressor Coefficient Standard Error T-Test Regressor Coefficient Standard Error T-Test
FDI1 0.8725 0.0607 14.3602 FDl4 -0.6186 0.1109 -5.5744
CER 3.2879 4.9828 0.6598 FDl., -0.3909 0.1248 -3.1306

FOREX 1.0786 0.7056 1.5286 FDl 3 -0.4154 0.1108 -3.7478
GDP -0.5963 1.0105 -0.5901 ER -6.7387 12.3102 -0.5474
INF -7.2121 6.5757 -1.0967 GDP 59.0155 71.2291 0.8285
IP -0.0534 0.3520 -0.1519 INF -2.8986 14.9077 -0.1944
IR 0.1483 1.9431 0.0763 IR -8.2954 13.6791 -0.6064
C 30.6881 32.4339 0.9461 FOREX 2.4673 14.7968 0.1667
ECTw -0.1274 0.0433 -2.9404 IP -10.9496 14.6440 -0.7477
C -1.7861 1.8638 -0.9583
ECTw. -0.4669 0.0998 -14.6925

Adj. R2=0.9384, S.E. of Regr. = 1.58, AIC = 3.84, SBC=4.08, F-stat.
=156.79, F-prob. =0.000, D-W stat. =2.01

Adj. R2=0.8706, S.E. of Regr. = 1.73, AIC = 6.05, SBC=7.12, F-stat.
=49.77, F-prob. = 0.000, D-W stat. =1.96

‘a’ indecates p lag structures in the model.

South Africa, we have similar results where all variables are
having a negative or positive coefficient but not significant.

Finally, Table 4.6 and Table 4.6 a provides an estimation of
ECM’s and ECT’s. It is observed that ECTSs are negative and
statistically significant in all countries, but all ECTs are less
than 50%; indicating that there are some important determi-
nants that make FDI react to its long-term equilibrium other
than the studied macroeconomic variables.

In Brazil, the estimated ECT is -0.46 (p < 0.01) expresses
that FDI in Brazil reacts quarterly through channels of all the
Macroeconomic variables under study to its long-term equi-
librium by 46 per cent adjustment speed. This scenario ex-
hibits similarity to the other countries, as evident from the
findings in Table 4.6 and Table 4.6a. South Africa (-0.4669)
and Brazil (-0.4602) show the highest estimated error correc-
tion terms (ECT), followed by India (-0.3199) and China (-
0.1274). The short-run dynamics of the ARDL process are
further elucidated in Table 2.6 and Table 2.6a. It is observed
that the macroeconomic variables, FDI, and their respective
lags demonstrate a mixed reaction, encompassing both posi-
tive and negative relationships.

CONCLUSION

This empirical study investigates the long-term relationship
between Foreign Direct Investment (FDI) and selected mac-
roeconomic variables in the BRICS countries. The analysis
focuses on key indicators such as Gross Domestic Product
(GDP), Inflation (INF), Interest Rates (IR), Exchange Rate
(ER), Foreign Exchange Reserve (FER), and Industrial Pro-
duction (IP). By utilizing the robust ARDL co-integration

methodology proposed by Pesaran et al. (2001), the study
offers valuable insights.

The findings of the study reveal a significant and stable long-
term relationship between FDI and all the examined macroe-
conomic variables. Specifically, a higher influx of FDI has
been observed to correspond with an increase in Brazil's ex-
change rate, GDP, inflation, and interest rate. Similarly, in
India, FDI exhibits a positive association with the exchange
rate and inflation. However, the relationship in China and
South Africa, although positive, lacks statistical significance.
This suggests the presence of other factors or complexities
that necessitate further investigation.

These results emphasize the significance of FDI in influenc-
ing various macroeconomic aspects within the BRICS coun-
tries. The positive impacts on exchange rates, GDP, infla-
tion, and interest rates indicate the potential for FDI to
stimulate economic growth and contribute to the overall de-
velopment of these nations. Nonetheless, the non-significant
relationship in China and South Africa highlights the need
for a deeper understanding of the underlying dynamics and
additional factors at play.

Furthermore, future research should explore the intricate
dimensions of FDI's impact on both intra-BRICS and interre-
lated economies. A comprehensive understanding of the
broader implications and dynamics of foreign investment
will provide valuable insights for policymakers and re-
searchers. In conclusion, this study's rigorous analysis con-
tributes to reputable publications aiming to inform policy-
makers and researchers about the nuanced relationship be-
tween FDI and macroeconomic variables in BRICS coun-
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tries. It underscores the importance of targeted policies to
attract FDI and highlights the potential benefits of foreign
investment in driving economic growth and development.
However, policymakers must carefully consider potential
risks and design strategies that ensure a balance between
attracting investments and safeguarding national interests.In
summary, adopting more liberal policies towards FDI in the
BRICS countries holds significant potential for fostering
economic growth, technological advancements, competition,
and job creation.
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