Research Paper IIMSRR
Impact Factor 0.348 E- ISSN - 2349-6746
| SSN -2349-6738

DETERMINANTSOF FOREIGN DIRECT INVESTMENT (FDI) IN BRICS COUNTRIES

Dr.M .Dhanabhakyam
Assistant Professor, School of Commerce, Bharathiar University Coimbatore, Tamil Nadu, India.
P.Dhanasekaran
M. Phil Research Scholar (Full Time), School of Commerce, Bharathiar University Coimbatore, Tamil Nadu,
India.

Abstract

Foreign Direct Investment has become one of the most important economic flows in the global market. The role
played by FDI in Economic growth of an economy and living experience of BRICS economies drew the attention
of researchers and policy makers to explore the FDI lead growth linkage and identify the push and pull factors of
FDI destinations. In this study, an assessment is made to identify these issues with the assist of statistical tools to
find determining factors of FDI flows among BRICS countries. Factor analysis and Correlation are used to
measure the variables which are inducing to attract FDI and the linear relationship between variables. these
countries face various challenges in order to maintain their determining factors in FDI inflows they should
optimize their economic condition as well as their policy implications to attract more FDIs openings and these
countries may play a major rolein global trade in future.
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I ntroduction

Foreign Direct Investment has become one of the most important economic flows in the globa market. The role
played by FDI in Economic growth of an economy and living experience of BRICS economies drew the attention
of researchers and policy makers to explore the FDI led growth linkage and recognize the push and pull factors of
FDI destinations. Investment into India could mostly follow the automatic route with no licenses or authorizations
required. Investment in sectors that have restrictions such as single brand retail, private banking, insurance, stock
trade needs to be approved by Foreign Investment Promotion Board (FIPB). This study deals with determinants of
Foreign Direct Investment with the help of a statistical tool namely, Factor analysis and Correlation. The factor
analysisis a multivariate technique also known as data reduction. It can be used in situations where studying large
number of variables affecting a particular situation.

Reviewsfrom Earlier Studies

Yunyun Duan (2010)" “Foreign Direct Investment in BRICS A Sector Level Analysis compared the overall
trends and industrial patterns of inward Foreign Direct Investment in the BRICS and explaining their
determinants. The overal trends of the inward Foreign Direct Investment in the BRICS are increasing.
Nevertheless, the industrial pattern of inward FDI are different from each other. The study found that in Brazil,
Russia and India the territory sector receives the most inward FDI on average over the least and secondary sectors
in the middle but China has a special industrial pattern of inward FDI, that is the secondary dominant the majority
of theinward FDI and the primary territory sector receives only abit.

Narayana moorthy, Vijaya kumar and et., al., (2010)? in their research paper, “Determinants of BRICS
Countries-A Panel analysis’, examined the factors determining FDI inflows of BRICS countries using annual
dataset from the period 1975 to 2007. The study employed panel data analysis and found that the selected
variables market size, labor cost, infrastructure, currency value and cross capital formation as the potentia
determinants of FDI inflows of BRICS countries this would contribute to a greater understanding of the FDI
determinants in the emerging markets as well as the findings of this study would also lay emphasis on the
importance of liberalization and economic policy reforms.

Vinit Ranjan and Gaurav Agarwal (2011)° in their paper “FDI Inflows Determinants in BRIC Countries; A
Panel Data Analysis’, explored Foreign Direct Investment inflow determinants in BRIC countries. A random
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effect model is employed on the panel data set consisting of annual frequency data of 35 years ranging from
1975-2009, to identify the FDI inflow determinants. The empirical results showed that market size, trade
openness, labour cost, infrastructure facilities and macroeconomic stability and growth prospects are potential
determinants of FDI inflow in BRIC where as gross capital formation and labour force are insignificant, although
Macroeconomic stability and growth prospects had little impact.

Bruce Blonigen A and Jeremy Piger (2011)* in their research paper, “Determinants of Foreign Direct
Investment”, made empirical analysis of the factors determining Foreign Direct Investment (FDI) across countries
has employed a variety of econometric specifications. The study used Bayesian statistical techniques that alow
one to select from a large set of candidates those variables most likely to be determinants of FDI activity. The
variables with consistently high inclusion probabilities are traditional gravity variables, cultural distance factors,
parent-country per capita GDP, relative labor endowments, and regiona trade agreements. The results showed
little support for government policies to encourage FDI, as there is no robust evidence in our anaysis that policy
variables controlled by the host country (such as multilateral trade costs, business costs, infrastructure, or political
ingtitutions) have an effect of FDI.

Statement of the Problem

Foreign Direct Investment is an important instrument for the development of the economies and it would be
recognized by a country at the time when it is opened up for others for their investment, business, and trade. Past
decades, the development in market size, Gross Domestic Product value, employment opportunities, as well as
more forceful struggle for FDI have directed to reduce restriction on foreign investment and disbursed scope for
FDI flows between the BRICS nations. The better market prospective and financial growth of FDI flowsto India
from various countries and FDI flows from host countries have increased. India possesses abundance of natural
resources and industry resources for easier and more rapidly growth. However, the relationships among the
factors of FDI flows towards BRICS countries are relatively less researched and also prove whether precise
factors have any impact on FDI flows among these five countries. In this study, an assessment is made to identify
these issues with the assist of statistical tools to find determining factors of FDI flows among BRICS countries.
The research on FDI is one of the most precise areas of International business in the last decade. Although there
are a number of researches on determinants of Foreign Direct Investment, the empirical studies of this nature is
insufficient. The present study includes an investigation at global level BRICS countries. By way of this
background the contemporary research work desires to find resolution for the following research queries:

» Isthere any relationship between FDI inflows in BRICS countries?
» What are dl the factors determining FDI in BRICS countries?

Objectives of the Study
The abjectives of the study are:
1. To anayze the relationship among select variables of Foreign Direct Investment (FDI) in BRICS
countries.
2. Toanayze the Determinants and relationship of Foreign Direct Investment (FDI) in BRICS countries.

Resear ch Design

Sour ces of Data

The present study is based on secondary data and the data used for the analysis have been collected from World
Bank data, RBI bulletins, reports, and journals. The study covers fiscal years from 2008-2009 to 2012-2013. The
statistical tools used in this study are: Correlation analysis and Factor analysis. The Correlation analysis is used
for the study to measure the relationship between the selected variables. The purpose of factor analysis used in
this study can identify out of nine variables which variables are inducing to attract Foreign Direct Investment
among the BRICS countries to devel op economic stability.
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The select variables are consider for the study namely, Imports(IMP), Exports(EXP),Market Size(MKTSZ),
Economic Stability(ECOST), Industrial Production Index(IP1), Interest Rates(IR), Inflation Rates(IRS), Currency
Vaue (CURV) and Gross Capital Formation(GCF). To decide the number of factors the criteria used in that, the
Eigen value should be more than one. To find out the variables which are similar and form a factor, a component
loading of 0.7 and above is considered to be significant and measured with star mark(*).

Hypotheses of the Study
Ho: Thereisno relationship between the select variables of FDI in BRICS countries.
Hgo: The selected variable does not influence the FDI in BRICS countries.

Table-1: Summary of Correlation Analysis of Select Variablesin BRICS Countries from the period
of 2008-2009 to 2012-2013
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Sources: Compiled and calculated from the data published in World Bank Data

Testing of Hypothesis

Above table reveals the Correlation analysis of selected variables in BRICS from the period of 2008-2009 to
2012-2013. The positive Correlation was observed in Brazil between imports and inflows (.976), exports
correlated with inflows and imports (.989 and .985), gross capital formation and market size (.987) which are
significant at 1 percent level. Market size correlated with imports and exports (.928 and .882), economic stability
and outflows (.880) and gross capital formation with imports and industrial production index (.912 and .908)
which are significant at 5 percent level. In Russia, the positive Correlation was observed between exports and
imports (.994), market size correlated with imports and exports (.998and .989), industrial production index
correlated with imports and exports (.970 and .985), inflation rates and economic stability (.992) and gross capital
formation correlated with imports, exports, market size and industrial production index (.999, .991, .998 and .967)
which are significant at 1percent level. Industrial production index and market size (.955), currency value and
inflows are correlated with negative value (-.910) which are significant at 5 percent level.

In India, the positive Correlation was observed between exports and imports (.993), industrial production index
and market size (.993), gross capital formation correlated with industrial production index and market size (.995
and .998) which are significant at 1 percent level. Market size correlated with imports and exports (.955 and .954),
industrial production index correlated with imports and exports (.939 and .942), gross capital formation correlated
with imports and exports (.958 and .956) which are significant at 5 percent level. The postive Correlation was
observed between exports and imports (.977), market size and outflows (.983), inflation and inflows (.963), market size
and currency vaue correlated negatively (-.981), gross capital formation correlated with outflows and market size (.965
and .991) and negatively correlated with currency (-.968) which are significant at 1 percent level. Inflation and exports
(.915) and currency value correlated with outflows negatively (-.945) which are dgnificant & 5 percent leve. The
positive Correlation was observed between exports and imports (.974) and currency value and outflows (.998)
which are significant at 1 percent level.
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Table-2: Summary of Factor analysis of FDI in BRICS countries from the period of 2008-2009 to 2012-13
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Sources: Compiled and calculated from the data published in World Bank Data.
** Correlation is significant at the 0.01 level (2-tailed).
*_ Correlation is significant at the 0.05 level (2-tailed).

Testing of Hypothesis

Above table shows the factor analysis of foreign direct investment in BRICS from the period of 2008-2009 to
2012-2013. In Brazil, factor 1 the variables imports had a loading of 0.95, followed by exports (0.95), and market
size (0.95), industrial production index (0.83), and gross capital formation had a loading of 0.97. Rest of the
variables had a loading of less than 0.7. Hence, the variables which are more than 0.7 form one factor. In factor 2
the variables economic stability (0.95) and inflation rates (0.93) are had a loading of greater than 0.7. These three
factors form the second factor. The other variables in factor 2 had a loading of less than 0.7. These are al the
variables which are highly influencing the FDI in Brazil. The high variation explained factor 1 is 56.78 percent
when compared to factor 2 is 28.17 percent low. The total variance explained from factorl and factors 2 are
explained to be at 84.96 Percent. Out of the nine variables only seven had aloading of 0.7 and above. The ranks
can be assigned for these nine variables based on the component loadings.

In Russia, factor 1 the variables like imports had a loading of 0.93 followed market size (0.95), industrial
production index (0.82), interest rates (0.89), and gross capital formation had a loading of 0.92.Rest of the
variables had a loading of less than 0.7. Hence, the variables which are more than 0.7 form one factor. In factor 2
the variable exports only had a loading of 0.92 is greater than 0.7. This factor forms the second factor. The other
variables in the factor 2 had aloading of less than 0.7. These are al the variables which are highly influencing the
FDI in Russia. The high variation explained in factor 1 is 72.83 percent of when compared to factor 2 is 18.42
percent low. The total variance explained from factorl and factors 2 are explained isto be at 91.26 per cent. Out
of the nine variables only six had aloading of 0.7 and above. The ranks can be assigned for these seven variables
based on the component |oadings.

In Indig, factor 1 the variables like exports 0.99, followed by market size (0.98), industrial production index (0.97)
and gross capital formation had a loading of 0.92.Rest of the variables had a loading of less than 0.7. Hence, the
variables which are more than 0.7 form one factor. In factor 2 the variables imports had a loading of 0.98 and
inflation rates had a loading of 0.87 is greater than 0.7. This factor forms the second factor. The other variablesin
the factor 2 had a loading of less than 0.7.In factor 3 the variable interest rates only had aloading of 0.96 is greater
than 0.7. This factor forms the third factor. The other variables in the factor 3 had a loading of less than 0.7 are
insgnificant factors. These are al the variables which are highly influencing the FDI in India. The high variation
explained factor 1 is 54.68 percent when compared to factor 2 is 22.14 percent and factor 3 is 18.69 percent low.
The total variance explained from factorl, factor 2 and factor 3 are explained to be at 95.53 per cent. Out of the
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nine variables only seven had a loading of 0.7 and above. The ranks can be assigned for these eight variables
based on the component |oadings.

In China, factor 1 the variables like market size had a loading of 0.99, followed by industrial production index
(0.87) and gross capita formation had a loading of 0.98.Rest of the variables had a loading of less than 0.7.
Hence, the variables which are more than 0.7 form one factor. In factor 2 the variables imports (0.99), exports
(0.95), and inflation rates (0.97) are had a loading of greater than 0.7. These three variables form the second
factor. The other variables in factor 2 had a loading of less than 0.7. These are dl the variables which are highly
influencing the FDI in China. The high variation explained factor 1 is 57.45 percent when compared to factor 2 is
33.21 percent low. The total variance explained from factorl and factors 2 are explained to be at 90.67 per cent.
Out of the nine variables only six had a loading of 0.7 and above. The ranks can be assigned for these eight
variables based on the component loadings.

In South Africa, factor 1 the variables like market size had a loading of 0.96, followed by imports (0.94), and
interest rates (0.88) and gross capital formation had a loading of 0.99.Rest of the variables had a loading of less
than 0.7. Hence, the variables which are more than 0.7 form one factor. In factor 2 the variables economic
stahility (0.98) and industrial production index (0.95) are had a loading of greater than 0.7. These three factors
form the second factor. The other variables in factor 2 had a loading of less than 0.7. These are al the variables
which are highly influencing the FDI in South Africa. The high variation explained factor 1 is 57.75 percent of
when compared to factor 2 is 25.17 percent low. The total variance explained from factorl and factors 2 are
explained to be at 82.52 percent. Out of the nine variables only six had aloading of 0.7 and above. The ranks can
be assigned for these seven variables based on the component [oadings.

Conclusion

Foreign Direct investment plays an important role in the development of a country not only as a source of capital
but also enhancing competitiveness of the domestic economy and employment opportunities.FDI inflows showed
an uneven pattern across regions. Improved macro-economic conditions, particularly in the emerging economies,
which improved corporate profits attached with better stock market valuations and rising business confidence augured
well for global FDI prospects. The BRICS countries are gearing themselves towards preparing for a greater role in the
international market. The force is being supported by a number of initiatives in different BRICS countries to increase
their globa competitiveness, and to facilitate Investment climate. These fast developing economies are having
superior marketplace at global level which attracts more FDI inflows. But, these countries face various challenges
in order to maintain their determining factors in FDI inflows they should optimize their economic condition as
well astheir policy implications to attract more FDIs openings and these countries may play a major rolein global
trade in future.
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