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Abstract - The paper titled “Trend and Pattern of FDI in BRICS: An Evaluation through Panel Data Analysis” is organised 
into three parts. The first part is an introductory one, which deals with similarities, dissimilarities and FDI inflows in BRICS. 
The second part deals with the data and variables used for the study. The third part deals with the description of various 
research methodology which can be used for the study and the reasons for opting for random effects panel data regression. 
The fourth part narrates the results and conclusion. It brings forth interesting insights. It has been brought to light as per the 
analysis that GDP growth, even though it has not gathered momentum after recovering from global economic recession, 
remains to be one of the important determinants of FDI inflows in BRICS. 
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I. INTRODUCTION 
 
FDI has become the central component in the 
transformation strategies of the world’s most 
successful developing nations and transitional 
economies. In countries which can offer the right 
combination of domestic resources and stable 
institutions, FDI inflows, transfers of advanced 
technologies, operational and managerial skills, 
international business experience, and often entire 
modern business organisations can induce large 
benefits for their host economies. FDI in the form of 
transfer of advanced technologies, operational and 
managerial skills can provide not only huge gains in 
productivity and growth, but also accelerate 
formation of capital for new businesses and industries 
in the host countries.  
 
Ernst & Young (2013) testified that favourable 
business and economic environment are an impetus 
for any foreign investor when he makes his locational 
choice of investment. A country can attract more FDI 
and meet the requirements for a competitive 
production capacity only when it ensures a smooth, 
prospective and conducive environment in business 
regulations and Government functioning. There exists 
myriad opinion about creation of investment climate 
in a country. There is no denying the fact that sound 
macroeconomic policies, balanced political and legal 
institutions play crucial role in creation of investment 
opportunities for a country.  However, these factors 
alone are not adequate in ensuring competitiveness of 
an economy. According to Porter (2009), an 
economy’s prosperity depends on its competitiveness 
as well as the productivity of goods and services. 
International Competitiveness is defined “as the 
ability of a country to realize central economic policy 
goals, especially growth in income and employment, 
without running into balance of payment difficulties”. 
(Ernst & Young Report, 2013, p. 85). Georgieva 

(2006) claims that better investment climate and 
promoting environment for fair competition are the 
driving force for competitiveness and innovation.  
 
II. REASONS FOR  THE SELECTION OF 
‘BRICS’ FOR THE STUDY 
 
Report by Ernst & Young (2013) highlight that there 
exists several differences among the economies of 
BRICS which include political instability, wide 
disparities in wealth and influence, meager safety 
nets, ethnic divides and generally fragile institutions. 
Moreover, Brazil, Russia, India, China and South 
Africa also exhibit heterogeneous characteristics in 
terms of views on trade, border conflicts with 
neighbouring countries, issues related to democracy 
and human rights. The hurdles which affect smooth 
conduct of business are also diverse in different 
countries of BRICS. As per Duan (2010), Russia is 
ranked 33rd out of 175 economies for doing business, 
which indicates that barriers to start a business are not 
high. Russia has the longest time in dealing with 
licenses whereas India has the charges heavily in 
issuing license. The difficulty of hiring workers is the 
biggest in Brazil, while the difficulty of firing 
workers is crucial for India. However, firing costs are 
cheaper in India as compared to China. According to 
Duan (2010) the cost to import in China is quite low 
among the countries of BRICS whereas the cost of 
closing a business in China is the highest. It has been 
observed that it is more difficult to get credit in 
Russia and India than Brazil and China. 
 
Despite these heterogeneities, one of the factors 
which links these economies is the macroeconomic 
crises which led to liberalisation in 1980s and 1990s. 
Liberalisation which paved way for openness of 
trade, growth of the economy and poverty reduction 
has also been a driving force for making the 
economies of BRICS an attractive destination for 
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FDI.  (Ernst & Young Report, 2013). In order to 
ensure sustainable high growth rates, these economies 
are expected to maintain their comparative 
advantages in the long term. However in order to 
increase their share in world economy, the countries 
of BRICS should be united in spirit in focusing on 
various vital aspects of achievement in terms of  
sound and stable macroeconomic and development 
policies, development of strong and capable political 
institutions, degree of openness and human 
development through improved healthcare and 
education. According to Ernst & Young (2013), 
BRICS are projected as the future destination of FDI 
inflows since they have been successful in attracting 
global investor’s attention and are widely recognised 
as fastest growing economies. Irrespective of all these 
diversities, BRICS display a specific pattern as far as 
FDI inflows and outflows are concerned. The 
outflows and inflows of FDI are the factors which 
attribute to growing importance of BRICS in the 
world economy. According to Labes (2015), although 
the economies of BRICS have been the major 
recipients of FDI during the last decades, the growth 
of FDI inflows and outflows shows diverse 
trajectories for the five economies of BRICS. (Labes, 
2015). Aidis& Adachi (2007) revealed that investor 
protection in the BRICS is near the OECD average 
level. However, the total tax rates in the BRICS are 
higher than the OECD average level. 
 
III. EARLIER STUDIES ON FDI INFLOWS TO 
BRICS 
 
The emerging literature on FDI reflects the growing 
importance of FDI in stimulating economic growth in 
developing and emerging market economies. FDI can 
have positive impact on growth rates in developing 
countries while some studies argue that these positive 
effects point towards the possibility of development 
of enclave economy.  There is a vast empirical 
literature on determinants of FDI which indicates the 
importance of micro and macroeconomic stability and 
sound institutions for attracting FDI flows. The 
classical model for determinants of foreign direct 
investment begins from the research work of Dunning 
(1993, 1981). As per that, Dunning (1993, 1981) 
analyses the factors which motivate firms to move 
their production to foreign countries where foreign 
markets have characteristics other than the home 
country. Dunning’s study is based on ‘OLI’ paradigm 
which refers to ownership, location and 
internationalization. Kinoshita’s (1998) study about 
the locational determinants of FDI in seven Asian 
countries. The study finds that while low labour cost 
and sufficient infrastructure encourage small firms to 
invest in certain economies, for large firms, market 
size is a significant factor in determining the 
investment decisions. Fabry and Zeghni (2002) 
examine the determinants of FDI in Russia. Fabry 
and Zeghni (2002) concluded that countries in the 

transition process like Hungary, Poland, and Czech 
republic received an important amount of FDI (both 
demand and supply-oriented) and were perceived as 
low risk countries by foreign investors. It was also 
observed that the resources and raw material rich 
count like Kazakhstan and Azerbaijan were lacking in 
industrial, commercial and financial resources and 
might not be able to attract FDI rapidly in high value-
added industries. Fabry and Zeghni (2002) found that 
small countries or less market reform-oriented 
countries received less FDI owing to two factors such 
as their small size or they were more perceived as 
passive host countries than active ones. 
 
Alfaro (2003) states that FDI has a negative impact 
on growth in primary sector where as it has a positive 
effect on growth in manufacturing sector. He 
concludes that FDI has an ambiguous effect on 
growth.  Hermes and Lensink (2003) and Durham 
(2004) find that countries can exploit FDI efficiently 
and achieve higher growth rates with an improved 
financial system and financial market regulation. 
Mathipurani and Philip (2014) analyse the increasing 
promotional activities in BRIC for attracting larger 
FDI inflows. As per that all four countries have been 
reforming their institutions as they have evidenced 
economic growth directly or indirectly due to FDI 
flows. It observed that BRIC managed to recover 
during the post- economic crisis, but at varying 
speeds.  Mathipurani and Philip (2014) examine the 
competitive position of India among Brazil, Russia 
and China in attracting FDI. It was observed that 
though India has better scope in FDI attraction, the 
volume and rate of growth is low while compared to 
Brazil, Russia and China, while China has 
outperformed, Brazil has attracted good volume of 
inflows. Prabhakar et al (2015) focused on the 
regional integration of BRICS and examine trade and 
investment areas. The study finds that foreign direct 
investment, trade and economic growth have long-run 
relationship among them. Prabhakar et al (2015) 
emphasize the need to remove obstacles to FDI in 
order to reap maximum positive growth effects. The 
research recommended that a ‘new world economic 
order’ can be created through foreign direct 
investments with technical cooperation, and trade as 
an engine of sustainable economic growth of world 
economy. So countries of BRICS have a challenging 
task among them to making this goal realistic through 
active cooperation among themselves. 
 
IV. DATA AND VRIABLES USED 
 
There are many factors that attract FDI in an 
economy. A country which has a stable economic 
condition with high and sustained growth rates will 
receive more FDI inflows than a more volatile 
economy.  Theoretical and empirical studies have 
attempted to identify the main factors in investor’s 
decisions on where to invest. Most of the studies have 
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found that multiple factors are significantly 
associated in determining a country’s FDI.  Although 
the location decision of an investor is based on 
hundreds of firm specific factors depending on the 
motive of investment, as highlighted by Yin et. al. 
(2014), a country level analysis on its 
competitiveness in attracting FDI inflows is based on 
the fundamental economic factors. 
 
Variables Used for the Research  
For the purpose of this research variables such as 
FDI, GGDP (growth rate of GDP), GCF as a ratio of 
GDP (GCF/GDP), Inflation (INFL), Real Effective 
Exchange Rate (REER) and Trade Openness (TO) as 
described below are used to find the determinants of 
FDI inflows for Brazil, Russia, China, India and 
South Africa from 1995-2014.  

The dependent variable in the study is FDI inflows in 
current US million dollars and the independent 
variables are GGDP, GCF/GDP, INFL, REER and 
TO. All data is compiled from the World Bank 
database and International Monetary Fund. All 
variables are expressed in constant prices at 2010 
U.S. dollars.  Trade Openness (TO) is calculated as 
sum of import and export as a ratio of GDP.  Data for 
FDI was available in current prices, it was converted 
to constant prices using GDP deflator. 
 
FDI Inflows 
Table 1 displays the quantum of inflows of FDI in 
BRICS for a period from 1995-2014. It can be 
observed that China attracts highest FDI among 
BRICS followed by Brazil and Russia. The overall 
trend of the inward FDI in BRICS is increasing. 

 
Year Brazil Russia India China South Africa 
1995 4859.00 2065.00 2143.63 35849.20 1248.42 
1996 12552.00 2579.00 2426.06 40180.00 816.39 
1997 19650.00 4864.64 3577.33 45439.00 3810.54 
1998 31913.00 2761.26 2634.65 45644.00 550.34 
1999 28384.00 3309.43 2168.59 41014.00 1503.33 
2000 32994.72 2678.03 3584.22 42095.30 968.83 
2001 23225.85 2847.30 5128.09 47053.00 7270.34 
2002 16586.60 3473.83 5208.97 53073.62 1479.80 
2003 10123.01 7928.63 3681.98 57900.94 783.14 
2004 18181.19 15402.99 5429.25 68117.27 701.42 
2005 15459.98 15508.05 7269.41 104108.69 6522.10 
2006 19378.09 37594.77 20029.12 124082.04 623.29 
2007 44579.49 55873.68 25227.74 156249.34 6586.79 
2008 50716.40 74782.91 43406.28 171534.65 9885.00 
2009 31480.93 36583.10 35581.37 131057.05 7624.49 
2010 53344.63 43167.78 27396.89 243703.43 3693.27 
2011 71538.66 55083.63 36498.65 280072.22 4139.29 
2012 76110.66 50587.56 23995.69 241213.87 4626.03 
2013 80843.00 69218.89 28153.03 290928.43 8232.52 
2014 96895.16 22890.51 33871.41 289097.18 5791.66 

Source: World Development Indicators (2017), World Bank, USA 
Table 1: FDI inflows of BRICS (1995-2014) (in millions/US$) 

 
 

 
Source: Derived from Table 1 

 

Figure 1: Foreign Direct Investment in BRICS 
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Figure 1 is derived from the data given in Table 1. 
The highest inflow of FDI in Brazil was in 2014 and 
the lowest inflow was observed in the year 1995. 
Maximum and minimum inflows of FDI in Russia 
corresponded to years 2008 and 1995 respectively. 
Whereas in the case of India, highest and lowest 
inflows of FDI was during the years 2008 and 1995. 
China is significant for the highest FDI inflows of the 
year 2013 and lowest of the year 1995 while that of 
South Africa were for the years 2008 and 1998 

respectively. Brazil is observed to be the country 
which displayed maximum fluctuations where as 
South Africa represented almost steady inflows in 
FDI. 
 
GCF as a ratio of GDP 
Table 2 narrates the trend in GCF as ratio of GDP for 
a period from 1995-2014.  From the above table it 
can be observed that BRICS have experienced 
fluctuations in GCF as ratio of GDP for two decades. 

 
Year Brazil Russia India China South Africa 
1995 19.17751 25.43927 26.05334 41.6656 19.16666 
1996 17.26701 23.6677 22.0574 40.21793 18.04002 
1997 17.76399 21.97652 24.51326 37.72906 17.71513 
1998 18.16469 14.96425 23.51399 36.89071 17.9915 
1999 17.38955 14.8304 26.82388 36.53658 17.03511 
2000 18.90312 18.69388 24.11475 34.92092 16.36533 
2001 18.74177 21.94977 25.57282 36.06534 15.74461 
2002 17.44903 20.05057 24.96828 37.6564 16.27798 
2003 16.85671 20.85896 26.13817 40.97914 17.10589 
2004 17.9125 20.90128 32.45414 43.03809 18.46658 
2005 17.20486 20.0775 34.27964 41.88197 18.31497 
2006 17.81651 21.17159 35.87169 42.70676 20.19049 
2007 19.81933 24.16451 38.03419 41.39374 20.99411 
2008 21.61938 25.50122 35.5254 43.66995 23.00551 
2009 18.79611 18.92638 36.29696 47.58372 20.72516 
2010 21.80132 22.61505 36.52843 47.34715 19.51297 
2011 21.81378 23.08632 39.57751 47.16653 19.14352 
2012 21.41242 22.94116 38.26166 47.32491 20.09359 
2013 21.73123 21.13094 34.66117 47.67809 20.12107 
2014 20.86452 21.08613 34.09285 46.19884 20.35276 

Source: World Development Indicators (2017), World Bank, USA 
Table 2: GCF as a ratio of GDP of BRICS (1995-2014)  

(in millions/US$) 
 

From the above table it can be observed that the 
highest GCF as a ratio of GDP in Brazil was in 2011 
and the lowest GCF as a ratio of GDP was in the year 
2003. Maximum and minimum values of GCF as a 
ratio of GDP in Russia corresponded to years 2008 
and 1999 respectively. Whereas in the case of India, 

highest and lowest GCF as a ratio of GDP was during 
the years 2011 and 1996. China is significant for the 
highest GCF as a ratio of GDP of the year 2013 and 
lowest of the year 2000 while that of South Africa 
were for the years 2008 and 2001 respectively.  
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Figure 2: GCF as a Ratio of GDP 
 

Figure 2 as derived from table 2 shows that South 
Africa has experienced constant trend whereas in 
Brazil, Russia, India and China GCF as ratio of GDP 
has shown an increasing trend.   
 
Growth rate of Gross Domestic Product (GGDP) 

Table 3 and Figure 3 depict the growth rate of GDP 
from 1995-2014. BRICS saw their GDP rise 
annually, in particular China, whose GDP increased 
by roughly 6 times since 2003 due a surge in FDI 
inflows.  

Year Brazil Russia India China South Africa 
1995 4.4167 -4.1435 7.5745 10.9938 3.1000 
1996 2.2075 -3.6000 7.5495 9.9247 4.3000 
1997 3.3950 1.4000 4.0498 9.2269 2.6000 
1998 0.3384 -5.3000 6.1844 7.8535 0.5000 
1999 0.4691 6.4000 8.8458 7.6182 2.4000 
2000 4.1126 10.0000 3.8410 8.4293 4.2000 
2001 1.6578 5.0920 4.8240 8.2984 2.7000 
2002 3.0532 4.7437 3.8040 9.0909 3.7004 
2003 1.1403 7.2959 7.8604 10.0200 2.9491 
2004 5.7609 7.1759 7.9229 10.0756 4.5546 
2005 3.2021 6.3762 9.2848 11.3524 5.2771 
2006 3.9605 8.1534 9.2640 12.6882 5.5850 
2007 6.0723 8.5351 8.6082 14.1950 5.3605 
2008 5.0938 5.2480 3.8910 9.6234 3.1910 
2009 -0.1261 -7.8209 8.4798 9.2336 -1.5381 
2010 7.5288 4.5037 10.2600 10.6317 3.0397 
2011 3.9103 4.2642 6.6384 9.4845 3.2125 
2012 1.9155 3.5179 5.6186 7.7503 2.2198 
2013 3.0151 1.2795 6.6388 7.6838 2.2124 
2014 0.1034 0.7064 7.2435 7.2685 1.5487 

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

Table 3: GGDP of BRICS (1995-2014) (in millions/US$) 
 

The economies of BRICS have been experiencing an 
economic boom over the past several years and 
therefore have seen significant gains from the growth 
rate of GDP.  It is evident from Table 3 that the 
highest growth rate of GDP in Brazil was in 2010 and 
the lowest growth rate of GDP was in the year 2009. 
Maximum and minimum growth rate of GDP in 
Russia corresponded to years 2000 and 2009 
respectively. Whereas in the case of India, highest 
and lowest growth rate of GDP was during the years 
2010 and 2002. China experienced highest growth 
rate of GDP of the year 2007 and lowest of the year 
2014 while that of South Africa were for the years 
2006 and 2009 respectively.  
 

 
Figure 3: GGDP 

Source: Derived from table 3 

It can be observed from Figure 3 that 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. 
 
Trade Openness 
Trade Openness indicates the dependence of a 
country on the foreign trade. The size of openness 
rates indicates the level of importance of foreign trade 
for the economy of a country. With trade openness of 
the country, an increase can be seen in foreign 
currency revenues. Trade openness which is sum of 
export and import as ratio of GDP is shown in Table 
4 and Figure 4. The highest trade openness rate in 
Brazil was in 2013 and the lowest was observed in 
the year 1995. Maximum and minimum trade 
openness rate in Russia corresponded to years 2013 
and 1995 respectively. Whereas in the case of India, 
highest and lowest trade openness rate was during the 
years 2012 and 1996. China is significant for the 
highest trade openness rate of the year 2006 and 
lowest of the year 1998 while that of South Africa 
were for the years 2007 and 1995 respectively. 
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Year Brazil Russia India China South Africa 
1995 0.144299 0.332396 0.221140 0.003844 0.517735 
1996 0.145111 0.354763 0.208624 0.003372 0.535338 
1997 0.158558 0.349166 0.212391 0.003395 0.549602 
1998 0.161425 0.351828 0.235705 0.003163 0.561723 
1999 0.151697 0.340608 0.241638 0.003315 0.532938 
2000 0.162968 0.355660 0.257308 0.003936 0.547848 
2001 0.170542 0.365937 0.254274 0.003825 0.541683 
2002 0.160829 0.389743 0.284913 0.004246 0.536409 
2003 0.168871 0.414206 0.295208 0.005161 0.538279 
2004 0.180205 0.445989 0.340851 0.005945 0.556800 
2005 0.189990 0.460672 0.403482 0.006290 0.579683 
2006 0.200552 0.478202 0.446591 0.006477 0.616869 
2007 0.211047 0.501978 0.444690 0.006228 0.635615 
2008 0.216185 0.508579 0.508934 0.005680 0.629235 
2009 0.198128 0.460952 0.453712 0.004359 0.528304 
2010 0.225174 0.503555 0.483083 0.004938 0.559890 
2011 0.232331 0.524960 0.537112 0.005114 0.582446 
2012 0.229135 0.533623 0.540725 0.004867 0.587454 
2013 0.233518 0.548615 0.501645 0.004714 0.592863 
2014 0.230831 0.526516 0.473520 0.004509 0.589710 

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

Table 4: Trade Openness of BRICS (1995-2014) (in millions/US$) 
 

Inflation: The trend and pattern of inflation in BRICS form 1995-2014 is shown in Table 5 and Figure 5. 

Year Brazil Russia India China South Africa 
1995 66.00788 197.47138 10.22489 17.10000 8.68043 
1996 15.75744 47.74167 8.97715 8.30000 7.35413 
1997 6.92532 14.76677 7.16425 2.80000 8.59777 
1998 3.19859 27.67484 13.23084 -0.80000 6.88055 
1999 4.85797 85.74178 4.66982 -1.40000 5.18149 
2000 7.04470 20.77634 4.00943 0.40000 5.33895 
2001 6.83783 21.45787 3.68481 0.70000 5.70190 
2002 8.45022 15.79200 4.39220 -0.80000 9.16404 
2003 14.71533 13.67972 3.80587 1.20000 5.85898 
2004 6.59912 10.86095 3.76724 3.90000 1.38538 
2005 6.86735 12.68334 4.24635 1.80000 3.39930 
2006 4.18368 9.67877 6.14552 1.50000 4.64162 
2007 3.63703 9.00723 6.37000 4.80000 7.09842 
2008 5.66310 14.10775 8.35182 5.90000 11.53645 
2009 4.88641 11.65408 10.87739 -0.70000 7.13000 
2010 5.03832 6.85802 11.99230 3.30000 4.26234 
2011 6.63620 8.43500 8.85785 5.40000 4.99551 
2012 5.40196 5.06772 9.31245 2.60000 5.65358 
2013 6.20190 6.76250 10.90764 2.60000 5.44528 
2014 6.33209 7.82603 6.35319 2.00000 6.37526 

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

Table 5: Inflation of BRICS (1995-2014) (in millions/US$) 
 
It can be observed from Table 5 that in the year 1995 inflation was the highest in Brazil whereas it was lowest in 
the year 1998. The maximum and minimum rate of inflation in Russia was in the years 1995 and 2012 
respectively. In India, highest and lowest inflation rates were during the years 1998 and 2001. In the case of 
China highest inflation rate was in the year 1995 and lowest in the year 1999 while that of South Africa it was 
for the years 2008 and 2004 respectively. 
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Figure 4: Inflation 

 

Countries of BRICS have been faced with high 
inflation rates in 1990s due to several financial crises. 
It can be seen from the above table that Russia has 
experienced hyperinflation due to Russian financial 
crises. The increase in money supply in Russian 
economy has also led to hyperinflation. Brazil, India, 
China and South Africa have faced high inflation 
during 2008 due to the global financial crisis of 2008.  
 
Real Effective Exchange Rate (REER) 
The trend of REER in BRICS for a period of 20 years 
is shown in Table 6 and Figure 6.   

Year Brazil Russia India China South Africa 
1995 89.0149 59.7038 89.8533 77.5694 112.6665 
1996 93.9333 73.3573 85.2217 85.2485 103.7175 
1997 96.3525 78.3182 90.4425 91.7834 109.5248 
1998 93.6050 69.0189 87.7858 96.6567 100.5675 
1999 62.2197 47.1746 86.3358 91.4951 95.1492 
2000 67.0314 52.0154 90.2208 91.4451 92.0543 
2001 56.8180 62.3430 92.1925 95.4009 81.2995 
2002 58.6455 65.1255 89.1083 93.1951 69.4555 
2003 55.3996 67.2931 88.9783 87.0809 90.2318 
2004 58.1497 72.5198 90.6558 84.7326 97.5650 
2005 70.9756 79.4207 94.0933 84.2543 98.8917 
2006 79.2107 87.2849 93.4167 85.5726 94.9451 
2007 85.0599 92.0591 99.5258 88.9309 89.2660 
2008 88.8324 98.3508 94.6267 97.1109 79.4345 
2009 88.1624 91.7324 89.5325 100.4100 86.5861 
2010 100.0000 100.0000 100.0000 100.0000 100.0000 
2011 103.4950 104.9209 99.6975 102.6966 97.9192 
2012 93.1124 106.4767 95.2825 108.4316 92.5885 
2013 87.8641 108.4092 94.0500 115.2957 82.8370 
2014 87.0274 99.2475 95.6417 119.0073 77.6229 

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

Table 6: REER of BRICS (1995-2014) (in millions/US$) 
 

The highest value of exchange rate in Brazil was in 
2011 and the lowest was observed in the year 2003. 
Maximum and minimum real effective exchange rates 
in Russia corresponded to years 2013 and 1999 
respectively. Whereas in the case of India, highest 
and lowest real effective exchange rates were during 
the years 2010 and 1996. China is significant for the 
highest real effective exchange rate of the year 2014 
and lowest of the year 1995 while that of South 
Africa were for the years 1995 and 2002 respectively. 
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. 
 
V. RESEARCH METHODOLOGY 
 
The dependent variable in the study is FDI inflows in 
current US million dollars and the independent 
variables are GGDP, GCF/GDP, INFL, REER and 
TO. All data is compiled from the World Bank 
database and International Monetary Fund. All 

variables are expressed in constant prices at 2010 
U.S. dollars.  Trade Openness (TO) is calculated as 
sum of import and export as a ratio of GDP.  Data for 
FDI was available in current prices, it was converted 
to constant prices using GDP deflator. 
 
Econometric model used for the study 
The following regression equation is estimated using 
panel data regression technique with the help of Stata 
software. 
FDIi,t = α0 + α1 (GGDPi,t) + α2 (GCF/GDPi,t) + α3 
(TOi,t) + α4 (INFLi,t) +α5 (REERi,t) + μi,t + εi,t 
where,  
FDIi,t =FDI inflows in constant US dollars for country 
i at time t. 
GGDPi,t= Growth Rate of GDP for country i at time t. 
GCF/GDPi,t = Gross Capital Formation as a ratio of 
GDP for country i at time t. 
INFLi,t = Inflation for country i at time t. 
REERi,t = Real Effective Exchange Rate for country i 
at time t. 
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TOi,t= Trade Openness (sum of import and export as a 
ratio of GDP) for country i at time t. 
The results obtained with the help of STATA 
software are discussed in the next section. Baltagi 
(2008) classifies the following methods of panel data 
model: 
Random Effects Method: The Random effects 
method is an alternative method of estimation which 
handles the constants for each section as random 
parameters rather than fixed. Under this model, the 
intercepts for each cross-sectional unit are assumed to 
arise from a common intercept α (which is the same 
for all cross-sectional units and over time), plus a 
random variable єi that varies cross-sectionally but is 
constant over time. єi measures the random deviation 
of each entity’s intercept term from the ‘global’ 
intercept term α. 
Fixed Effects Method: The Fixed effects method 
treats the constant as group -specific, i.e., it allows for 
different constants for each group. The Fixed effects 
is also called as the Least Squares Dummy Variables 
(LSDV) estimators. 
Common Constant Method: This method is also 
called as pooled OLS method. This estimation 
presents result under the principal assumption that 
there are no difference among the data matrices of the 
cross sectional dimension (N). Generally in the panel 
data analysis, the fixed effects model assumes that 
each country differs in its intercept term, whereas the 
Random effects model assumes that each country 
differs in its error term. When the Panel is balanced 
(i.e., contains all existing cross sectional data), one 
might expect Fixed effects model to work well. 
Otherwise, the Random effect method will be more 
appropriate when the sample contains limited 
observations of the existing cross-sectional units. 
(Baltagi, 2008). 
Hausman Specification Test: The test evaluates the 
significance of an estimator versus an alternative 
estimator. It helps one evaluate if a statistical model 
corresponds to the data. This test compares the fixed 
versus random effects under the null hypothesis that 
the individual effects are uncorrelated with the other 
regressors in the model. If correlated (H0 is rejected), 
a random effect model produces biased estimators, 
violating one of the Gauss-Markov assumptions; so a 
fixed effect model is preferred. (Hausman 1978). 
 
VI. RESULTS 
 
This paper used panel data analysis including OLS 
pooled regression, fixed effects method and random 
effects method for the selected period. The robustness 
of parameter coefficients are used to explain the 
relationship between FDI inflows and the selected 
independent variables. Since, the results of OLS 
pooled regression and the Random effects and its 
corresponding parameter coefficients sign and their 
significance levels are almost similar, Hausman Test 
was used to check the robustness. To decide between 

fixed or random effects, Hausman test was used 
where the null hypothesis is that the preferred model 
is random effects vs. the alternative, the fixed effects. 
(Green, 2008). The ߯2 probability is higher than the 
expected 0.05 value and hence the random effects 
method was used. The R square value was found to 
be 0.8776 which implies that 87 percent of the 
variation in the dependent variable is explained by the 
independent variables in the model. 
 
Panel Unit Root Test 
The traditional Augmented Dickey Fuller and Phillips 
and Perron unit root test is usually used to check the 
stationarity of time series variables. But a limitation 
of this technique is that it has a low power in 
rejecting the null hypothesis of stationarity of the 
time series, particularly for small size of data. The 
literature suggests that panel unit root test has higher 
power than the unit root test based on univariate time 
series. (Agrawal, 2015). For this research Levin-Lin-
Chu (LLC) Tests was used. The panel unit root test is 
shown in Table 7. It is clear from the table that FDI, 
GGDP, TO, GCF/GDP, INFL and REER are 
stationary at first difference. The null hypothesis that 
the panel data has unit root is rejected as the p- values 
are less than 5 percent (0.005). 

 
Variables t-statistics p-value 

FDI -4.4393         0.0000 
GGDP -2.0362         0.0209 

TO -3.7607 0.0001 
GCF/GDP -3.7058         0.0001 

INFL -4.8879         0.0000 
REER -5.8310         0.0000 

Source: Derived with the help of Stata software. 
Table 7: Results of Levin-Lin-Chu unit-root test 

 
Results of Panel Data Regression 
The results of panel data regression, random effect, 
are shown in Table 8. The results suggest that FDI in 
all five countries of BRICS is dependent on the 
growth rate of GDP, gross capital formation as a ratio 
of GDP, trade openness and exchange rate.   
 

FDI Coeff. SE Z Pvalue 
GCF/GDP -0.3690 0.5326 -0.6929 0.000 

GGDP 0.1820 0.1260 1.4444 0.046 
TO 0.1210 0.2080 0.5817 0.000 

REER -0.1770 0.6760 -0.2618 0.009 
INFL -0.0570 0.4490 -0.1269 0.205 

Source: Derived with the help of Stata 
Table 8: Results of Panel data Regression (Random Effects) 

 
The significance of REER points to the fact that it is 
important to maintain the stability of the currency of 
the host country to attract more FDI. The negative 
and statistically significant effect of gross capital 
formation in relation to FDI indicates that the 
privatization and ownership changes do not affect 
gross capital formation of BRICS countries. The 
economic stability and growth prospects measured by 
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inflation are negatively insignificant in determining 
the FDI inflows while the trade openness measured 
by the ratio of total trade to GDP is positively 
significant. 
 
VII. EMPIRICAL RESULTS 
 
Though the countries of BRICS have been the fastest 
developing economies and have attracted major 
inflows of FDI, the factors which acts as a driving 
force in attracting FDI to these countries have been 
less researched.  This research tried to identify the 
determinants of FDI in BRICS.  The study made an 
attempt to identify the factors determining the FDI 
inflows to BRICS from the period 1995 to 2014. The 
determinant factors viz. GDP growth, gross capital 
formation as a ratio of GDP, trade openness 
(measured by the ratio of total trade to GDP) and 
exchange rate (a measure of country's international 
competitiveness in terms of its foreign exchange 
rates) seem to be the potential determinants of FDI 
inflows in BRICS countries. 
 
The empirical analysis has some policy implications 
towards the improvement of investment climate to 
attract higher FDI inflows into BRICS countries. The 
empirical results suggested that exchange rate 
influence inflow of FDI in economies of BRICS. This 
result sheds light on fact that the stability of a 
currency in the recipient country plays an important 
role in attracting FDI in BRICS. Another determinant 
of FDI in BRICS was found to be trade openness. 
Several studies have also validated the impact of 
trade openness on FDI. This points to the fact that the 
central banks and governments of economies of 
BRICS should implement policies and reforms which 
would provide an incentive for foreign investors to 
make investments in these economies. Thus the 
analysis lays emphasis on the importance of 
liberalisation and economic policy reforms in BRICS. 
The positive sign of coefficients of GDP and trade 
openness suggest that with an increase in inflows in 
FDI, the growth in these economies would also tend 
to increase and vice versa. 
 
CONCLUSION 
 
From the above analysis, it can be ascertained that 
GDP growth, even though it has not gathered 
momentum after recovering from global economic 
recession, remains to be one of the important 
determinants of FDI inflows. The trend and pattern of 
FDI in economies of BRICS were analysed in this 
paper which showed that all economies of BRICS 
experienced an increasing trend in inward FDI.  The 
study also revealed that though the economies share 
common growth trajectories, the industrial patterns of 
inward FDI are different from each other. 
It is observed that the tertiary sector receives the 
largest share of FDI in Brazil, Russia and India 

whereas the primary sector receives the least.  In 
China the secondary sector is dominant in attracting 
inward FDI and the primary whereas tertiary sectors 
receive only a small share. The study suggests that 
BRICS should focus on various vital factors such as 
sound and stable macroeconomic and development 
policies, development of strong and capable political 
institutions, human development which include 
improved healthcare and education and degree of 
openness. 
  
BRICS, which is acclaimed to be the fastest growing 
group of economies, is also faced with several 
challenges like maintaining high growth rates without 
sacrificing equity and having policies which would 
ensure high growth rate as well as equity. It has been 
observed that Brazil has experienced very low 
investment ratios whereas the economy of Russia is 
highly dependent on hydrocarbons and hence its 
economy is faced with adverse demographic 
developments. On the other hand Indian economy has 
to overcome the challenges it faces in the form of 
domestic opposition to growth-enhancing and 
growth-sustaining economic reforms. Among BRICS, 
South African economy is found to be receiving low 
foreign investment which has to be improved by 
initiating reforms and policies which promote 
investment flows. Thus the emergence of BRICS as 
fastest growing economies should be viewed in the 
context of improvement in the political and economic 
system which would be of immense policy relevance 
not only for each of these countries but also for the 
BRICS as a group and other less developed countries 
that are aspiring to catch up.  
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