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Abstract - This paper uses path analysis to gauge the direct and indirect effects of capital inflows on domestic investment in 
BRICS countries.  The first part is an introductory one, which deals with significance of capital inflows in BRICS. The 
second part deals with the data and variables used for the study. The third part deals the effects of capital inflows on 
domestic investment in different countries of BRICS. The fourth part is conclusion. It brings forth interesting insights.In 
general it can be concluded that capital inflows in BRICS have a positive effect on domestic investment and growth in these 
five economies is the driving factor for capital inflows and domestic investment. 
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I. INTRODUCTION 
 
It seems, BRICS is on its way to emerge as a force to 
reckon with. From the share approximating 10 
percent in world GDP and 4 percent in world trade in 
1990, BRICS now constitutes about one quarter of 
the world GDP and 15 percent of world trade. During 
the last two decades, the economic size of BRICS in 
terms of its share in world GDP has expanded by 150 
percent.  All the BRICS countries have now become 
active members of major international and 
multilateral institutions, such as the WTO, the UN, 
the G-20 and the UNFCCC. The importance of 
BRICS in global economic and political affairs is also 
reflected by various other indicators, such as trends in 
FDI inflows and outflows, trade openness, current 
account balance, forex reserves and economically 
active labour force. According to Singh & Dube 
(2012), it could make BRICS a formidable force to 
reckon with in the future.  
 
Capital inflows have been an important factor for 
economic development in emerging economies like 
BRICS.  There are several welfare repercussions of 
capital inflows on economic growth of the recipient 
country. It is argued that if capital inflows have a 
positive impact on the growth of the economy, then 
the host country should offer tax incentives, 
infrastructure subsidies and import duty exemptions 
to attract more capital inflows. However, if economic 
growth is negatively affected by the capital inflows 
then the host country should adopt precautionary 
measures to discourage such capital inflows. (Lyroudi 
et al, 2004). Several studies on capital inflows have 
revealed that capital inflows did not have any positive 
spill-over on economic growth of recipient country. 
However, macro-economic studies on impact of 
capital inflows on growth of domestic economies and 
their impact on domestic investment have concluded 
that capital inflows enhances the economic growth in 

domestic economies. (De Mello, 1999; Billington, 
1999). 
 
II. LITERATURE REVIEW 
 
A research on the capital inflows in 58 developing 
countries over the period 1978-95 was undertaken 
byBosworth & Collins (1999). The research brought 
to light the fact that about half of each dollar of 
capital inflow translates into an increase in domestic 
investment. Bosworth & Collins (1999) found that 
one-dollar increase of FDI was instrumental in 
increasing Domestic Investment to 81 percent. 
However the results did not lead to statistically 
significant relationship between portfolio flows and 
capital formation. It is a well-known fact that the 
degree of impact on domestic investment may vary 
with the nature of capital inflows. Harrisonaet. al. 
(2004) analysed the impact of globalisation on 
recipient country’s financial constraints and 
suggested that capital inflows in the form of FDI may 
ease financial constraints.  The results led to the 
conclusion that FDI eases domestic financing 
constraints. However the extent of such impact is 
higher in low income countries when compared to 
that of higher income countries.  
The indirect effects of capital inflows in developing 
countries were subjected to scrutiny by Koseet. al. 
(2009). They termed indirect effect as “collateral 
benefits” as developing countries’ governments are 
compelled to implement sound macroeconomic 
policies to attract foreign investment. Prasanna 
(2010) studied the impact of FDI on domestic 
investment in India for a period ranging from 1991-
92 to 2006-07.  The results brought to light 
significantly positive impact of FDI on the domestic 
investment in India. It was found that FDI inflow has 
greater role when compared to growth in real GDP in 
directly contributing to domestic investment in India 
during the period under reference.  



International Journal of Management and Applied Science, ISSN: 2394-7926                                                 Volume-3, Issue-11, Nov.-2017 
http://iraj.in 

 Impact of Capital Inflows on Domestic Investment in Brics: Testification Through Path Analysis and Path Coefficients 
 

43 

Amadou (2011) analysed the impact of foreign 
capital flows on domestic investment in Togo by 
developing an error correction model. The variables 
used by Amadou (2011) are rate of economic growth, 
the uncertainty related to this growth rate and the 
cyclical variation of the money as well as quasi 
money (M2) as percent of GDP as variables to 
determine the effects of foreign capital inflows on 
domestic investment. The research went on to prove 
that foreign capital affects domestic investment 
positively. It indicated that an increase in foreign 
capital of a unit involves an increase in domestic 
investment rate of 0.613. So it was concluded that 
foreign capital flows can be used as means for 
promoting domestic investment in developing 
countries where there is scarcity for domestic 
financial resources are relatively insufficient.   
Hanif&Jalaluddin (2014) employed Johansen 
cointegration technique and error correction model to 
analyse the impact of FDI on domestic investment in 
Malaysia.  It was observed that there is crowding out 
effect of FDI on domestic investment.  It implied that 
one percentage point increase in the growth of FDI 
stimulated a 0.56 percentage point increase in the 
growth of total investment. Furthermore, the results 
also suggested that in the long run, inward FDI 
cannot be considered as a strong variable to improve 
the country’s capital formation.  
 
III. DATA AND VARIABLES USED IN STUDY 
 
Path analysis is used to analyse the direct and indirect 
effects of capital inflows on domestic investment in 
countries of BRICS. One of the advantages of path 
analysis is that it allows to break apart the various 
factors affecting the dependent variable into direct 
effects and indirect components. The analysis is done 
using the statistical software AMOS. 
 
This research heavily relies on World Bank data for a 
period ranging from 1995 to 2014. The variables used 
in the study are capital inflows (sum of FDI, portfolio 
equity and other inflows), Real Effective Exchange 
Rate (REER), gross fixed capital formation taken as a 
proxy for Domestic Investment (DI) and Growth Rate 
of Gross Domestic Product (GGDP). All the variables 
are expressed as constant at 2010 U.S. dollars. Data 
for FDI, portfolio equity and other investment was 
available in current prices, it was converted to 
constant prices using GDP deflator.  The variables 
used in the study are represented graphically. The 
following graphs describes the movement of capital 
inflows, REER, GGDP and domestic investment.   
 
Capital inflows of BRICS depicted in Figure 1 shows 
an increasing trend of capital inflows in all five 
countries. China is predominant among BRICS in 
attracting capital inflows followed by Russia. Russian 
economy has faced financial crises during 1990s as a 
result it has experienced negative trend in capital 

inflows. South Africa has shown a steady pattern of 
capital inflows. 
 

 
Figure 1: Capital Inflows 

Source: Derived from World Bank data. 
 

 
Table 1: GGDP of BRICS (1995-2014)  (in millions/US$) 

Source: World Development Indicators (2017), 
World Bank, USA 

 
The trend of GGDP in BRICS is shown in Table 1 
and Figure 2.  Only Russia has experienced a 
negative growth rate in GDP for few years which can 
be attributed to the recession faced by Russian 
economy. Brazil, India, China and South Africa have 
shown an increasing trend in GGDP.  Among BRICS 
economies GGDP of Brazilian economy is found to 
be predominant.  The data displayed brings forth the 
case of India as the only country which has shown 
signs of strong potential for growth. Two factors have 
contributed for this. Firstly, from being a net importer 
of crude and other commodities whose prices have 
fallen. Secondly, India enjoys the advantage of being 
less susceptible to the market volatility as it is less 
dependent on exports for its growth. The share of 
exports of goods and services in GDP was 23.2 
percent in India in 2014. The export share 
corresponded to that of Russia was 30 percent and 
South Africa was 31.3 percent. However, it may be 
noted that India has the lowest per capita GDP of 
$5,238 among the other members of the bloc and is 
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also lagging behind the other BRICS economies in 
terms of quality of life. The economic reforms 
initiated by the Indian Prime Minister Narendra 
Modi, have led to greater foreign investments by 
improving the investor’s perception and improved 
economic competitiveness in recent times. Probably 
all these factors contributed to India’s ranking in the 
World Economic Forum’s, Global Competitiveness 
Report. As per the report, India improved from 71 in 
2014 to 55 in 2015. However, it still remains as a 
matter of concern that excluding Brazil, all the other 
BRICS countries are still ranked higher than India in 
the report. (Esposito et al, 2016). 
 

 
Figure 2: GGDP 

Source: Derived from table 1 
 
The trend of Real Effective Exchange Rate (REER) 
in BRICS for a period of 20 years is shown in Table 2 
and Figure 3.  
 

 
Figure 3:Real Effective Exchange Rate 

Source: Derived from table 2 
 

 
Table 2: REER of BRICS (1995-2014) 

(in millions/US$) 

Source: World Development Indicators (2017), World Bank, 
USA 

In Brazilian economy REER has shown a fluctuating 
trend whereas in Russia, India and China it has been 
increasing from 1995-2014. South Africa has faced a 
decreasing trend in REER which can be observed 
from the table given below. 
 
The pattern of domestic investment in economies of 
BRICS is depicted in Figure 4.  It can be observed 
from the figure that China and South Africa showed 
an increasing trend whereas India, Russia and Brazil 
experienced a steady pattern of domestic investment. 
 

 
Figure 4: Domestic Investment 

Source: Derived from World Bank data 
 
3.1. EFFECTS OF CAPITAL INFLOWS ON 
DOMESTIC INVESTMENT 
The forthcoming session deals with the effects of 
capital inflows on domestic investment in different 
countries of BRICS. 
 
3.1.1. Brazil 
As per IMF (2011), Brazil has experienced a surge in 
capital inflows which has had a positive impact on 
the growth of the economy. The history of Brazilian 
economy is also an indication to the fact that the 
economy is dependent on foreign capital for its 
development and economic growth. After 1994, 
Brazilian currency was pegged to the US dollar. 
Since then the capital inflows to Brazilian economy 
had become increasingly significant. According to 
IMF (2011), after the Second World War, increasing 
inflows of capital played a crucial role in 
industrialisation process in Brazilian economy. Large 
market size and rapid economic growth have proved 
to be driving forces behind increasing foreign 
investments in the economy.  
 
Since the three dependent variables are correlated, the 
total effects of capital inflows on any of these 
variables will be directly through capital inflows and 
also indirectly through the other two dependent 
variables, i.e., growth of GDP and exchange rate. 
Path analysis is used to study the direct and indirect 
effects of capital inflows on one dependent variable 
through the other two dependent variables.  
The direct and indirect effects of capital inflows on 
domestic investment in Brazil is analysed below. 



International Journal of Management and Applied Science, ISSN: 2394-7926                                                 Volume-3, Issue-11, Nov.-2017 
http://iraj.in 

 Impact of Capital Inflows on Domestic Investment in Brics: Testification Through Path Analysis and Path Coefficients 
 

45 

Table 3 gives the standardised regression weights (β 
Estimates).  

 
Figure 5: Path Diagram (Brazil) 

Source: Drawn with the help of AMOS 
 
Figure 5 depicts the path diagram of Brazil. The 
standardised regression coefficients are indicated in 
Table 3. 
 

Effects Estimate P-value 
GGDP <--- CI 0.574 0.002 
REER <--- CI 0.528 0.005 
DI <--- GGDP 0.557 0.046 
DI <--- REER 0.303 0.467 
DI <--- CI 0.107 0.001 

Table 3: Standardised Regression Weights (Brazil) 
Source: Derived with help of AMOS 

 
Table 4 describes the direct and indirect effects of 
capital inflows on domestic investment. The direct 
effect of capital inflows on domestic investment is 
found to be 0.560. The effect of capital inflows on 
domestic investment is positive. The total effect of 
capital inflows on domestic investment is 0.789. The 
total effect is the sum of the direct effect and the 
indirect effect. The indirect effect of capital inflows 
on domestic investment through GGDP is obtained 
by multiplying the standardised regression coefficient 
of capital inflows on GGDP with the standardised 
coefficient of GGDP on domestic investment which 
is equal to 0.171. The indirect effect of capital 
inflows on domestic investment through REER is 
derived by multiplying the standardised regression 
coefficient of capital inflows on REER with the 
standardised coefficient of REER on domestic 
investment which is equal to 0.058. The indirect 
effect of capital inflows on domestic investment in 
Brazil is mostly through GGDP since the effect of 
capital inflows through exchange rate is found to be 
very less. Growth of GDP in Brazil seems to be 
influencing capital inflows which in turn is affecting 
the domestic investment. Moreover, the relation 
between DI and GGDP and capital inflows are found 
to be significant whereas with that of REER is 
insignificant. 

  Direct 
Effect 

Indirect 
Effect 

Total 
Effect 

Through 
GGDP 

- 0.171 0.171 

Through 
REER 

- 0.058 0.058 

DI 0.560 0.229 0.789 
Table 4: Standardised Effects of CI on DI (Brazil) 

Source: Derived with help of AMOS 
3.1.2. Russia 
The economy of Russia started to recover after the 
financial crisis of 1998. According to BRICS Report 
(2015), the advent of economic acceleration of 
Russian economy was marked by market-based 
economy deregulation and the opening-up towards 
the global economy. The economy has experienced 
high economic growth due to large foreign 
investment and low rate of inflation. Before 1990s, 
the capital inflows to the economy remained 
relatively low.  Availability of natural resources has 
been an impetus to the increasing growth rate of 
GDP. This growth of domestic markets along with 
tremendous natural resources, especially oil and gas, 
makes Russia a country of opportunities.   
For Russia the total effects of capital inflows on any 
of three variables will be directly through capital 
inflows and also indirectly through the other two 
dependent variables, such as growth of GDP and 
exchange rate since three dependent variables are 
correlated. 
 

 
Figure 6: Path Diagram (Russia) 

Source: Drawn with the help of AMOS 
 
Table 5 gives the standardised regression weights (β 
Estimates) for Russian economy.  The direct and 
indirect effects of capital inflows on domestic 
investment in Russia are depicted with the help of 
Figure 6. 
 

Effects Estimate P-value 
GGDP <--- CI 0.422 0.037 
REER <--- CI -0.533 0.005 
DI <--- CI 0.268 0.043 
DI <--- GGDP -0.360 0.023 
DI <--- REER -0.625 0.001 

Table 5: Standardised Regression Weights (Russia) 
Source: Derived with help of AMOS 

 
Table 6 displays the direct and indirect effects of 
capital inflows on domestic investment. The direct 
effect of capital inflows on domestic investment is 
found to be 0.270. The positive effect of capital 
inflows on domestic investment in Russian economy 
indicates crowding-in but the magnitude is very less.  
The total effect of capital inflows on domestic 
investment is 0.447. The indirect effect of capital 
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inflows on domestic investment through GGDP is 
found to be 0.151. The indirect effect of capital 
inflows on domestic investment through REER is 
found to be 0.328. The total indirect effect of capital 
inflows on domestic investment in Russia is 0.177; 
most of which is through exchange rate since the 
effect of capital inflows through GGDP is found to be 
very less. 
 

  Direct 
Effect 

Indirect 
Effect 

Total 
Effect 

Through 
GGDP 

- 0.151 0.151 

Through 
REER 

- 0.328 0.328 

DI 0.270 0.177 0.447 
Table 6: Standardised Effects of CI on DI (Russia) 

Source: Derived with help of AMOS 
 
3.1.3. India 
According to IMF (2012), the history of capital 
inflows in India can be traced back to the 
establishment of East India Company of Britain. 
After Second World War, though Japanese market 
boosted trade with India, Britain remained the leading 
investor in India. Several incentives in the form of tax 
concessions and simplification of licensing 
procedures were provided by Indian Government to 
enhance capital inflows in the economy.  As per 
BRICS Report (2015), the process of liberalisation in 
Indian economy was initiated during 1990s. This 
paved way to the advent of several economic and 
financial reforms by the Government of India which 
aimed to opening of the economy and integrating it 
with the global economy. The implementation of 
these reforms has transformed Indian economy from 
a restrictive regime for foreign investments to a more 
liberal one. India, like other developing economies, 
considers capital inflows as a crucial factor in driving 
economic growth and development.  
 Table 7 gives the standardised regression weights (β 
Estimates) for India.  The direct and indirect effect of 
capital inflows on domestic investment in India is 
depicted with the help of Figure 7. 

 
Figure 7: Path Diagram (India) 

Source: Drawn with the help of AMOS 
 

Effects Estimate P-value 
GGDP <--- CI 0.267 0.021 
REER <--- CI 0.694 0.001 
DI <--- CI 0.687 0.002 

Effects Estimate P-value 
DI <--- GGDP 0.008 0.043 
DI <--- REER 0.247 0.059 

Table 7: Standardised Regression Weights (India)  
Source: Derived with help of AMOS 

 
  Direct 

Effect 
Indirect 
Effect 

Total 
Effect 

Through 
GGDP 

- 0.003 0.003 

Through 
REER 

- 0.173 0.173 

DI 0.690 0.175 0.865 
Table 8: Standardised Effects of CI on DI (India) 

Source: Derived with help of AMOS 
 
Table 8 describes the direct and indirect effects of 
capital inflows on domestic investment. The direct 
effect of capital inflows on domestic investment is 
found to be positive 0.690. The total effect of capital 
inflows on domestic investment is 0.865. The indirect 
effect of capital inflows on domestic investment 
through GGDP is found to be 0.003. The indirect 
effect of capital inflows on domestic investment 
through REER is found to be 0.173. The indirect 
effect of capital inflows on domestic investment in 
India is mostly through REER since the effect of 
capital inflows through GGDP is found to be very 
less. 
 
3.1.4. China 
In China, the process of opening of economy to 
global markets was initiated in 1978. A remarkable 
feature of the liberalisation process in China is that it 
has occurred without a thorough attempt to 
democratization. The economy of China has been 
experiencing a surge in capital inflows since 
liberalisation and it can be asserted that the increasing 
growth rate of the economy is driven by foreign flows 
to the economy. Low labour costs, and huge domestic 
markets have been critical factors for increased 
foreign investment in Chinese economy. Among 
BRICS as well, China is well-known to be the 
world’s major recipient of capital inflows.  Over the 
last three decades, China has shifted from a closed, 
state-planned economy to an increasingly open and 
internationally integrated market. Many new laws and 
regulations have been implemented after China 
became the member of WTO in 2001. These are 
indicative of the fact that China, in future, would 
become one of the world’s leading growing economic 
power nations. (The BRICS Report, 2015).  
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Figure 8: Path Diagram (China) 

Source: Drawn with the help of AMOS 
 
The standardised regression weights (β Estimates) for 
China is displayed in Table 9.  The direct and indirect 
effects of capital inflows on domestic investment is 
depicted with the help of Figure 8. 
 

Effects Estimate P-value 
GGDP <--- CI 0.126 0.045 
REER <--- CI 0.552 0.003 
DI <--- GGDP 0.381 0.011 
DI <--- REER 0.164 0.003 
DI <--- CI 0.662 0.002 

Table 9: Standardised Regression Weights (China) 
Source: Derived with help of AMOS 

 
  Direct 

Effect 
Indirect 
Effect 

Total 
Effect 

Through 
GGDP 

- 0.028 0.028 

Through 
REER 

- 0.363 0.363 

DI 0.380 0.383 0.763 
Table 10: Standardised Effects of CI on DI (China) 

Source: Derived with help of AMOS 
 
Table 10 shows the direct and indirect effects of 
capital inflows on domestic investment. The direct 
effect of capital inflows on domestic investment is 
found to be 0.380. The total effect of capital inflows 
on domestic investment is 0.763. The total effect is 
the sum of the direct effect and the indirect effect. 
The indirect effect of capital inflows on domestic 
investment through GGDP is found by multiplying 
the standardised regression coefficient of capital 
inflows on GGDP with the standardised coefficient of 
GGDP on domestic investment which is equal to 
0.028. The indirect effect of capital inflows on 
domestic investment through REER is found by 
multiplying the standardised regression coefficient of 
capital inflows on REER and standardised regression 
coefficient of REER on domestic investment which is 
equal to 0.363. The indirect effect of capital inflows 
on domestic investment in China is mostly through 
REER since the effect of capital inflows through 
GGDP is found to be very less. 
 
3.1.5. South Africa 
Several macroeconomic policies have been 
implemented by the Government of South Africa to 

tackle the problem of unemployment and economic 
growth. Unemployment poses a major hurdle in the 
realisation of growth prospects in the economy. 
Fedderke&Romm (2004) opined that capital inflows 
can be a major driving force to enhance the economic 
growth and it can also tackle the problem of 
unemployment in the economy. They also reveal that 
there have been several positive spillovers from 
capital inflows in South African economy. Thus the 
economy of South Africa has been working towards 
improving the investment climate in the domestic 
market which would help in attracting capital inflows 
to the economy.  
Since here also three dependent variables are 
correlated, the total effects of capital inflows on any 
of three variables will be directly through capital 
inflows and also indirectly through the other two 
dependent variables, i.e., growth of GDP and 
exchange rate. 
 

 
Figure 9: Path Diagram (South Africa) 
Source: Drawn with the help of AMOS 

  
Table 11 gives the standardised regression weights (β 
Estimates) for South Africa.  The direct and indirect 
effect of capital inflows on domestic investment is 
depicted with the help of Figure 9. 
 

Effects Estimate P-value 
GGDP <--- CI 0.179 0.041 
REER <--- CI -0.446 0.025 
DI <--- GGDP 0.237 0.027 
DI <--- REER -0.088 0.055 
DI <--- CI 0.322 0.013 

Table 11: Standardised Regression Weights (South Africa) 
Source: Derived with help of AMOS 

 
  Direct 

Effect 
Indirect 
Effect 

Total 
Effect 

Through 
GGDP 

- 0.016 0.016 

Through 
REER 

- 0.144 0.144 

DI 0.240 0.160 0.400 
Table 12: Standardised Effects of CI on DI 

(South Africa) 
Source: Derived with help of AMOS 

 
Table 12 describes the direct and indirect effects of 
capital inflows on domestic investment. The direct 
effect of capital inflows on domestic investment is 
found to be 0.240. The total effect of capital inflows 
on domestic investment is 0.400. The total effect is 
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the sum of the direct effect and the indirect effect. 
The indirect effect of capital inflows on domestic 
investment through GGDP is found by multiplying 
the standardised regression coefficient of capital 
inflows on GGDP with the standardised coefficient of 
GGDP on domestic investment which is 0.016. 
Growth impact of FDI is positive in South Africa, 
thus confirming the positive spill-over effect of 
foreign capital on output in South Africa. The indirect 
effect of capital inflows on domestic investment 
through REER is found by multiplying the 
standardised regression coefficient of capital inflows 
on REER with the standardised coefficient of REER 
on domestic investment which is 0.144. The indirect 
effect of capital inflows on domestic investment in 
South Africa is mostly through REER since the effect 
of capital inflows through GGDP is found to be very 
less. 
 
CONCLUSION 
 
The results of Brazil showed that the direct effect of 
capital inflows on domestic investment was 0.56. The 
effect of capital inflows on domestic investment is 
found to be positive. The empirical results reveal that 
capital inflows in Brazilian economy have a positive 
impact on domestic investment. The total effect of 
capital inflows on domestic investment is 0.789. The 
indirect effect of capital inflows on domestic 
investment through GGDP is found to be 0.171. The 
indirect effect of capital inflows on domestic 
investment through REER is found to be 0.058. The 
indirect effect of capital inflows on domestic 
investment in Brazil is mostly through GGDP since 
the effect of capital inflows through exchange rate is 
found to be very less. Growth of GDP in Brazil is 
found to be influencing capital inflows which in turn 
is affecting the domestic investment. Moreover, the 
relation between DI and GGDP and capital inflows 
are found to be significant whereas with that of 
REER is insignificant.  
For Russian economy, the direct effect of capital 
inflows on domestic investment is found to be 0.270. 
The positive effect of capital inflows on domestic 
investment indicates crowding-in of domestic 
investment in Russian economy but the magnitude is 
very less.  The empirical results reveal that capital 
inflows in Russian economy have a positive impact 
on domestic investment. The total effect of capital 
inflows on domestic investment is 0.447. The indirect 
effect of capital inflows on domestic investment 
through GGDP is found to be 0.151. The indirect 
effect of capital inflows on domestic investment 
through REER is found to be 0.328. The total indirect 
effect of capital inflows on domestic investment in 
Russia is 0.177; most of which is through exchange 
rate since the effect of capital inflows through GGDP 
is found to be very less. 
The results of India suggest that the direct effect of 
capital inflows on domestic investment is found to be 

positive amounting 0.690. The empirical results 
reveal that capital inflows in Indian economy have a 
positive impact on domestic investment. The total 
effect of capital inflows on domestic investment is 
0.865. The indirect effect of capital inflows on 
domestic investment through GGDP is found to be 
0.0027. The indirect effect of capital inflows on 
domestic investment through REER is found to be 
0.1725. The indirect effect of capital inflows on 
domestic investment in India is mostly through REER 
since the effect of capital inflows through GGDP is 
found to be very less. 
In China, the direct effect of capital inflows on 
domestic investment is found to be 0.380. The 
positive impact of capital inflows on domestic 
investment reveals that inflows of foreign capital do 
not crowd-out domestic investment. The total effect 
of capital inflows on domestic investment is 0.763. 
The indirect effect of capital inflows on domestic 
investment through GGDP is found to be 0.028 
whereas the indirect effect of capital inflows on 
domestic investment through REER is found to be 
0.363. The indirect effect of capital inflows on 
domestic investment in China is mostly through 
REER since the effect of capital inflows through 
GGDP is found to be very less. 
In South African economy, direct effect of capital 
inflows on domestic investment is found to be 0.240. 
The empirical results reveal that capital inflows have 
a positive impact on domestic investment which 
implies foreign investment leads to crowding-in of 
domestic investment in South African economy. The 
total effect of capital inflows on domestic investment 
is 0.400. The indirect effect of capital inflows on 
domestic investment through GGDP is found to be 
0.016. Growth impact of capital inflow is positive in 
South Africa, thus confirming the positive spill-over 
effect of foreign inflows on GDP growth in South 
Africa. The indirect effect of capital inflows on 
domestic investment through REER is found to be 
0.144. The indirect effect of capital inflows on 
domestic investment in South Africa is mostly 
through REER since the effect of capital inflows 
through GGDP is found to be very less. 
In general it can be concluded that capital inflows in 
BRICS have a positive effect on domestic investment. 
Further, the results also reveal that growth of GDP 
and the exchange rate in these five economies are the 
major driving factor for increasing capital inflows 
and domestic investment. There are some obstacles 
for the BRICS countries which include inadequate 
infrastructure; lack of institutionalisation; the 
heterogeneous nature of the group and lack of 
cohesive identity; the fragile nature of trade and 
investment linkages among the BRICS countries; and 
differences within the group on values, economics, 
political structures and geopolitical interests. Despite 
attaining positive developments in these arenas, it is 
highly unlikely for BRICS countries to emerge as a 
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super power capable of becoming a political and 
economic guiding force. 
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