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Abstract:

This study aims to measure the impact of changes in the Real Effective Exchange
Rate (REER) on inward Foreign Direct Investment (FDI) flows in emerging countries.
The sample included five emerging economies with high attractiveness to foreign direct
investment: Brazil, Mexico, Chile, China, and Poland, covering the period from 1995to
2024. The econometric analysis relied on the Fixed Effects Model (FEM) within static

panel data models.The findings revealed a positive and significant effect of the real

effective exchange rate, real GDP, and trade openness on inward FDI flows, whereas
inflation showed a negative and significant effect on inward foreign direct investment
flows.

Keywords: Real Effective Exchange Rate (REER), Foreign Direct Investment (FDI),
Fixed Effects Model (FEM).
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Variable Mean Std. Dev. Min Max Observations
IEDI overall 10 .08066 1.013257 7.843849 1215021 N= 150
between .908135 9.192312 11.38915 n= 5
within .6020747 8.025245 11.28163 T= 30
LREER overall 4532264 1738186 3.985103 4867864 N= 150
between 115997 4.343351 4.637989 n= 5
within 1420649 4174016 4.887933 T= 30
LGDP overall 2758622 1.282532 25.37354 30.54815 N= 150
between 1.357696 25.96528 29.51829 n= 5
within 4004 26.32046 28.61608 T= 30
LOP overall 3 776402 4827572 2.510799 4.669369 N= 150
between 4732517 2.996615 4.200016 n= 5
within 2295175 3.170027 4.248346 T= 30
LINF  overall 1833046 6477636 ~328781 4221081 N= 150
between 3384221 1.331231 2.168679 n= 5
within 572153 1430333 3.885447 T= 30
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LFDI LREER LGDP LOP LINF
LFDI 1.0000
LREER 9.1130 1.0000
9.1686
LGDP ©.8863 ©.1167 1.0000

9.0000 9.1550

LOP -0.2533 ©.2211 -0©.3554 1.0000
©.0018 ©.0066 ©.0000

LINF -0.2755 -0.2612 -0.2019 -0.2282 1.0000
©.0006 ©.0012 ©0.0132 9.0050
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Stata 17 zeliy e sleae¥l

! Sleldl z35a9 « (PME) (apemidl Hlass¥! z3gas ¢ 3 altailly oSLadl bl 73k plazial,
(JW Joazedl § dmisga ppaanll mlig o (REM) dlgdall ol ildl 7 35d9 « (FEM)
oSl b z3les puds gl :(4) Jgazdl

LFDI: gLl pid|

150: o aalid) F ooz

N=5

T=30

(2024-1995)

5 all

REM 4! gdiadl ool Sl 7 39005 FEM 4l Sl z3gas | PME (rwemddlylumes¥l 739 il |
Prob Coef Prob Coef Prob Coef
0,533 -0,1449 0,060 0,5328 0,534 -0,1449 LREER
0,000 0,7007 0,000 0,8630 0,000 0,7007 LGDP
0,287 0,0971 0,000 0,8252 0,288 0,0971 LOP
0,024 -0,1444 0,164 -0,0836 0,026 -0,1444 LINF
0,000 -8,6969 0,000 -19,1058 0,000 -8,6969 Cons-
0,7971 0,7075 0,7971 R.Squared
569,55 Wald chi2(4) 52,22 F(4,141) 142,39 F.(4,145) Alas)
0,000 Prob>chi 0,000 (Prob>F) 0,000 (Prob>F) kS
15,02 | F-test F(4,141) Alas)
0,000 (Prob>F) il dus
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Copud oo A Z3kad! G Adle dewdll s colS Uy« (Gledl 7 LasY) 1 dgay el Juae
Coyuid REM 739 § Lol « %70,75 Jlsz coud FEM 7395 39 <% 79,71 Js=s PME z3sai §
Alyll 7 3gad Adlall By puall Boall (uSay Lo 529« % 79,71 g
Sl z3ged e S G (0.0000) o yuzd (Prob>F) ,iud dslasy bWl deall Ludll, ©
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Alolall) dmds CIBAFIY Atloiyl douall sl 4 Sl el
FEM FEM s PME (Prob>F)=0,000 |  F-test F(4,141)=15,02 sl das jLas ]
FEM REM 5 FEM Prob > chi2 = 0.000 chi2 (4)=47 68 Hausman ;Lo
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cdll s Hlas | e slene¥) @3 anld) ol wldl 73500 9 szt Hlazi¥ 7 35ai o s laol)
Asyall Lol (had¥ s ezl Hlasi¥ 73903 o Gle 5Las¥ i (HO) &ydinll Ao, jais cus
Lilas¥l diesd Ol HLas s @l jdas (Lad¥l ga 2l lldl z3se oF de paixd(H1) 2l
Lpdiall Auzyall (a8 QWb «(%5) Lgine Sytus oo J3T (29 (0.000) als dllezbiy 15,02 3l

ez tl) Hlazi¥ 7 395 oo Jiadl Al Slild) 2 39 of (61 Aud! Ao yall Lt

«(Hausman ) ,Las| alaseial @3 4slgdadl abdlill 2550 5 Al oluld] z3gas o Uislaall 5
Hiude Algdall Sl o alll ol alade of e 5LasY 14 (HO) Lydmll dus,all (i
A yall ais Lagd (@DIL) ga Algdiadl ool il 7 3903) BelaS ASY 2 Algdiall el il ol yude oS3
Z3503 O (&) Aauds s Auilgdendl ol pilal) lyiding A 2l lpldl wlyude de (H1) gl
4las) of HLasY lda @l cus (Abonazel & Shalaby, 2021, p. 1479) (JLad¥! ga anlill ol 6l
oy iy I3 e Teliug 9 ¢ (%5) Zugine Sotua (o J31 (29 (0.000) Adlai>lig 47,68 cuily pusyi-sS
bas¥ ga Al cladlill 23908 oF gy 1dag «(HT) 2badl 3 yall J9u8y (HO) dpaiall ds ol
: el Balely Al &l Al 7 3gaid Aarse sl lyLasy) -5-111
Al ol 7 3 geid Anark 4| olylasyt -1-5-111

ald @ ally Lele agdy @I Sl diaillasy Al Slalll z3ges 2dl oo 2STl

pae of Ca kil Slasgll gy 13 L)) 3529 pueg slas¥ o Gi15 blsyl 5929 puss (bl

Slpaill Lgiae Jo> Allas ol liizel J) JWlly (Hads e Slypaas J) ok 18 Slalidyl sda 3ass
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Epa e il @l e copa el G gl mo gy JI Jgazdly cdamilis 48l aime
Al oAl 7 3geid Aarse ddl &)Ll : (6) Joux!!

bl Sl pue ASCAs 3929 | Prob> chi®=0.000 chi’ (4)=47 .68 Modified Wald test
s cn G135 blsyl 3929 Prob>F= 0,000 F(1,4)=28,317 Wooldridge test
Ao yall abolall oy 13 blsyl sg29 Prob=0,0111 Chi2(10):22,91 Breusch-Pagan LM Test
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Modified Wald s (e sleie¥! o3 (Heteroskedasticity) ¢nlad! bl pue 3S0aw e o asU)
poe A o il Y Al il z3sas o (e (Ho),Las i) &yaall di,all (ais Eoo « test
ol pae 2Sha e Gl Al Sl z3ges of e (H1) 2l 2a,all jas Loy bl ol
< (0.0000) ALei>Lig « 47,68 Liosd abis (Chi’) poys 8 Tilan] ol HLas¥l i il by a8y ¢ Ll
Lo 59 Aol 2o, all Joud ypaiall A yall a8y wiy dyle leling « (%5) Dgias Sytue o JBT (29
bl ol ane ASCa (e ilay Al el 230 of G

Wooldridge ;Las| ¢l,2>] @3 (Serial correlation) sy o Sl Loy alCine oo aasU o
Al Bsyall Lol cellasl o 13 byl 3929 aue e 5Ly i B yaiall dyall aid S ctest
019 ¢28,3 Lzasd il ydud Aslian] o HLasY i mli copbal ellast o G135 byl ss29 (he (aizd
Judiy Wpdiall Bpnyall (a8 Lild dudey H5hsine Sytua oo J3T (29 (0.000) AllexsYl Laosd
elas¥l o G101 bola A e (e il z 39l o0 T cAud) 2l

Breusch-Pagan LM Test Las| (Je slexe¥l @3 N adadll dadl o0 ASTT ol sl ol Les
z3303 & (Cross-sectional dependence) &z yall abolall cy G LY Ain 929 (e o asd)
UShe 3529 pde e (HO) Lyaiall disyall (ais tuy> o (H.Baltagi, 2021, p. 412)anlt)l el
2Ll oy G LLa! ASaw ey (e (aitd (H1) abusdl 2o yall Ll cablall o Gl LY
$olad LY Laasd 0ly 22,97 Lgasd als (Chi7) pwys o€ Tl o SLasy s @ln s
@l Abud) an sl Jgidy dpaiall dunysll (ad) (i duey %5 Lgine Ssiun (0 J3T (29 (0,0111)
alall o 11 Lol ¥l S d (e ilay 2l sl pledl 7 3543
:Parks-kmenta(FGLS) 4l alusiuwly Ll &l Sl 7 39 yuuds ale) 2-5-111

Oaledl Sl aue WS oo ilay Al Sl z3ses O ey Aasdd Slhlasy o Ley
Lyl alasiwls 0,308 Bole] @aud (ablall o I bl a8 ang sUastl o I LLs) 2 kg
Fle ISy Sledadld Ll clas¥ memias e dakll sda Jead o> Parks-kmenta (FGLS)
T Slgiadl sae 06 of 2as,lall sda Godas by 9 Audgige AST bl Jazg 3 Ladl LN cIASEL
(J ool § deisga paadll 3ole) gy (Hoechle, 2007, p. 284) N duakaall bl sue (o ST

Park-kmenta(FGLS) & kay ypuadd! ale| 75l :(7) Jgizd!

sl il LFDI
150 olaalid!| sue T=30 N=5 (2024-1995) & jiall

Prob Coef APyl
0.000 1.201806 LREER
0.000 .6217796 LGDP
0.000 1.182493 LOP
0.000 -0650233 LINF
0.041 -15.6825 Cons-

42334 Wald chi2(8)

0.0000 Prob > chi2
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Source Ss drf MS Number of obs = 150
F( 4, 145) = 142.39

Model 121.93413 4 30.4835325 Prob > F = 0.0000
Residual 31.0425763 145 .214086733 R—-sguared = 0.7971
Adj R-squared = 0.7915

Total 152.976706 149 1.0266893 Root MSE = .4627
LFDT Coef. sStd. Err. = P> t| [95% Conf. Intervall]
LREER —.1449049 .2321921 -0.62 0.534 —.6038232 .3140134
LGDP . 7007877 .0336843 20.80 0.000 .634212 .7673633
LoP .0971651 .091171 1.07 0.288 —.0830306 .2773609
LINF —.1444071 .0641432 —-2.25 0.026 —-.2711835 —.0176308
__cons —-8.696911 1.429659 -6.08 0.000 —-11.52257 -5.871247

1 ) 39 Aaal gy yyotitll slis :(2) oy 3l

. xtreg LEDI LREER LGDP LOP LINE, fe

Fixed—-effects (within) regression Number of obs = 150

Group variable: ind Number of groups = 5

R—sq: within = 0.5970 Obs per group: min = 30

between = 0.7852 avg = 30.0

overall = 0.7075 max = 30

F(4,141) = 52.22

corr(u_i, Xb) = —-0.4959 Prob > F - 0.0000

LEDI Coef . std. Err. t P>t | [95% Conf. Interval]

LREER .5328791 .281553 1.89 0.060 —.0237319 1.08949

LGDP .863043 .0939716 o.18 0.000 .6772676 1.048818

LoP .8252746 .1802928 4.58 0.000 .4e68848 1.181701

LINE —.0836317 .0597899 —-1.40 0.164 —.2018323 .0345689

__cons —19.10586 2.348557 —-8.14 0.000 —-23.74879 —14.46292
sigma_u .50396577
sigma_ e .39289246

rho .62197623 (fraction of variance due to u_i)
F test that all u_ i=0: F(4, 141) = 15.02 Prob > F = 0.0000

. xtreg LFDI LREER LGDP LOP LINF, re
Random—effects GLS regression Number of obs = 150
Group variable: ind Number of groups = 5
R-—sq: within = 0.5515 Obs per group: min = 30
between = 0.9626 avg = 30.0
overall = 0.7971 max = 30
Wald chiz (4) = 569.55
corr (u_i, X) = 0 (assumed) Prob > chiZ2 = 0.0000
LEDT Coef . Std. Err. z P> =z| [95% Conf. Interval]
LREER —.1449049 .2321921 —0.62 0.533 —.599993 .3101832
LGDP .7007877 .0336843 20.80 0.000 .6347677 .7668077
LOP .0971651 -.091171 1.07 0.287 —.0815267 .275857
LINE —.1444071 -.0641432 —2.25 0.024 —.2701254 —.0186888
_cons —8.696911 1.429659 —6.08 0.000 —11.49899 —5.89483
sigma_u 0]
sigma_e -.39289246
rho o (fraction of variance due to u_i)
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Hausman ,Las| dxdi:(4) 03 3=l

——— Coefficients
() (B) (b—B) sgrt (diag (V_b-V_B))
fe re Difference sS.E.
LREER .5328791 —.1449049 .677784 .1592449
LGDP .863043 .7007877 .1622554 .o87727
Lop .8252746 0971651 .7281094 1555421
LINF —.0836317 —.1444071 .0607755 .
b = consistent under Ho and Ha; obtained from xtreg
B = inconsistent under Ha, efficient under Ho; obtained from xtreg
Test: Ho : difference in coefficients not systematic
chi2 (4) = (b-B) '[(V_b-V_B)"~(—-1)1 (b-B)
- 47 .68
Prob>chiz = 0.0000
(V_b-Vv_B is not positive definite)

Wald test ;Lais | 222G :(5) o) 3l

Modified wald test for groupwise heteroskedasticity

in fixed effect regression model

HO: sigma (i) "2 = sigma™~2 for all i
chiZz (5) = 145.63
Prob>chiZz = 0O.0000

Wooldridge test )Las| dzdi :(6) 03 3=

Wooldridge test for autocorrelation in panel data

HO: no first—order autocorrelation
E( 1, 4) = 28.317
Prob > F = 0.0060

Breusch-Pagan LM test ;Lus| 4=l :(7) o3, M|

Correlation matrix of residuals:

el e2 _e3 _e4 _eb5
_ el 1.0000
ez 0.6054 1.0000
_e3 -0.2506 -0.1642 1.0000
_e4 0.0644 -0.0029 -0.3263 1.0000
. e5 -0.0564 -0.0573 0.2950 -0.3215 1.0000

Breusch-Pagan LM test of independence: chi2 (10) = 22.910, Pr = 0.0111
Based on 30 complete observations

Parks-kmenta(FGLS) &as oy yaaawll 8sle| il :(8) od, Gl

Coefficients: generalized least squares
Panels: heteroskedastic
Correlation: panel-specific AR (1)
Estimated covariances = 5 Number of obs = 150
Estimated autocorrelations = 5 Number of groups = 5
Estimated coefficients = ] Time periods = 30
Wald chi2 (8) = 423.34
Prob > chi?2 = 0.0000
LFDTI Coef . Std. Err. Z P>|z| [95% Conf. Interval]
LREER 1.201806 .2386057 5.04 0.000 .7341473 1.669465
LGDP .6217796 .1195022 5.20 0.000 .3875595 .8559997
LOP 1.182493 .1601426 7.38 0.000 .8686191 1.496366
LINF -.0650233 .0318403 -2.04 0.041 —.1274292 -.0026175
ind
2 —1.395946 .4547415 -3.07 0.002 —2.287223 —.5046692
3 -1.111787 .253781 —-4.38 0.000 -1.609189 —.6143858
4 -1.528352 .2831998 -5.40 0.000 —-2.083413 —-.9732906
5 -1.962278 .3949016 -4.97 0.000 -2.736271 -1.188286
_cons —-15.6825 3.002555 -5.22 0.000 —21.5674 —9.797598
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