IBIMA Publishing

Journal of Economics Studies and Research
http://ibimapublishing.com/articles/[ESR/2023/400854/

Vol. 2023 (2023), Article ID 400854, 11 pages, ISSN: 2165-9966
DOI: 10.5171/2023.400854

Research Article

Do The Foreign Direct Investments Influence The
Economic Growth In Emerging Countries?
An Empirical Analysis In The Case Of European
Countries

Georgeta VINTILA and Andreea-Raluca MOCANU
Department of Finance, Bucharest University of Economic Studies, Bucharest, Romania
Correspondence should be addressed to: Andreea-Raluca MOCANU; mocanuandreeal6@stud.ase.ro
Received date:25 March 2022; Accepted date:23 December 2022; Published date: 27 January 2023
Academic Editor: Gabriela Dobrota

Copyright © 2023. Georgeta VINTILA and Andreea-Raluca MOCANU. Distributed under Creative
Commons Attribution 4.0 International CC-BY 4.0

Abstract

This paper considers an empirical analysis of the impact of foreign direct investment on economic growth
in the period 1997-2020 in emerging European countries. In this research, the econometric methods
multiple regression with panel data with fixed effects and Granger causality testing were used in order to
highlight both the impact of foreign direct investment on economic growth in the presence of other
representative factors in the economy, as well as the type of relationship that exists between the two
variables. The conclusions of this study showed that there was a significant and positive impact of foreign
direct investment on economic growth during the analyzed period in the case of the selected group of
countries, but it was proven that the causal relationship between the two variables does not exist until lag
10, case in which there is an unidirectional causality from economic growth to investments.
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Introduction

The importance of foreign direct investment flows
in determining the variation of economic growth
is visible both in generating macroeconomic
impuls and in the efficient use of resources,
technological development and improving
productivity. The investment process
continuously stimulates economic growth through
invested capital, trained human resources,
technology transfer, market competitiveness and
international organizational culture.

Regarding the main objective of this study, it is
desired to determine the correlation between
foreign direct investments and economic growth
in the case of emerging countries in Europe in the
last 24 years, the period 1997-2020. Secondary
objectives take into account the influence of the
following relevant factors in the economy: net
exports, government expenditure, gross fixed
capital formation, openness of the economy on
economic growth, while maintaining foreign direct
investments in the presence of these control
variables. The motivation behind this study is the
desire to highlight the importance of foreign direct
investments in the evolution of economic growth
and how foreign direct investment influences
economic growth. The quantitative analysis
focuses on the relationship between foreign direct
investments and economic growth and is based on
panel data from a group of nine emerging
European countries: Bulgaria, the Czech Republic,
Estonia, Lithuania, Latvia, Poland, Romania,
Slovakia and Slovenia.

The research is based on the following
hypotheses: foreign direct investments have a
positive impact on economic growth (Tahir,
Estrada and Afridi (2019), Belascu et al (2018),
Pogkas (2015), lamsiraroj and Ulubasoglu (2015),
Makiela and Ouattara (2018), Mehic et al (2013)),
and there is a unidirectional causal relationship
from foreign direct investments to economic
growth or bidirectional relationship (Bakirtas and
Alpdogan (2020), Adali and Yiiksel (2017), Sunde
(2017), Omri and Kahouli (2013)). The new
element that this paper captures in the analysis is
the beginning of the period of health crisis COVID-
19, the year 2020, which generated the reduction
of global economic growth and which produced a
major imbalance in the global economy. The
different results regarding the causal relationship
are explained by the fact that studies in the

literature have captured the economic period
before the health and economic crisis COVID-19,
and the results obtained in this study include in
the analysis the year 2020 which captures an
atypical economic evolution.

The structure of this paper includes the literature
review of the last decade on the relationship
between economic growth and foreign direct
investments, the research methodology regarding
multiple panel regressions with fixed effects and
Granger causality test, the empirical analysis with
the results obtained and the concluding remarks
with future reasearch directions.

Literature Review

Although the relationship between economic
growth and foreign direct investments has been
debated in the international literature, this study
brings to the readers' attention the impact of the
COVID-19 health crisis, which has caused a
considerable imbalance in the economy, affecting
all world economies. This article contains a
detailed study of the empirical results present in
the literature in which most have concluded that
foreign direct investments have a positive
influence on economic growth.

Giofré (2022) presented a study regarding the
existence and magnitude of international
investments in advanced economies at the
beginning of the global health crisis COVID-19.
The empirical analysis gradually considers several
categories of countries: countries with a high
GDP/capita (higher than the median), countries
considered with advanced economies in the IMF
classification and two subgroups including the
most advanced economies (G7) and the euro area
countries. The empirical analysis involved a
Robust Least Squares estimation, an OLS model
and a Quantile regression at the median and the
results showed that advanced countries were
significantly less affected by the pandemic effects
compared to emerging countries.

Bakirtas and Alpdogan (2020) developed a
quantitative analysis related to the following five
countries: Brazil, Russia, India, China and Turkey,
during the years 1992-2013. Unit root tests, Fully
Modifiecd OLS and Dynamic OLS methods,
Granger causality testing and panel data causality
testing by Dumitrescu-Hurlin method were
performed in the analysis. The research showed
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that the expected results are positive and
statistically significant. Granger causality testing
has shown that there is a unidirectional
relationship between gross domestic product and
foreign direct investments, while the Dumitrescu-
Hurlin method has shown a bidirectional
relationship.

Adali and Yiiksel (2017) conducted an
econometric study to determine the existence of a
causal relationship between foreign direct
investments and economic growth in the case of
30 developing countries selected according to the
criterion of the highest GDP growth rates in year
2016. The causal analysis of the panel data was
performed by Dumitrescu Hurlin method, 1991-
2015 period, and the results showed that there is
a bidirectional relationship between economic
growth and foreign direct investments.

Sunde (2017) presented an empirical analysis
related to South Africa during the years 1990-
2014, wusing the following methods: the
Autoregressive Distributed Lag approach, the
Error Correction Model and VECM Granger
Causality approach. The quantitative analysis
showed that there is a cointegration relationship
between the variables of interest and also
highlighted the following causal relationships:
unidirectional from foreign direct investments to
economic growth, unidirectional from
investments to exports and bidirectional between
economic growth and exports.

Tahir, Estrada and Afridi (2019) analyzed the
impact of foreign flows such as: foreign direct
investments, trade, foreign aid, debt and
remittances, on economic growth in the countries
of the SAARC region (South Asian Association for
Regional Cooperation) over the years 2008-2015.
Empirical analysis used panel data and fixed
effects estimation procedures with OLS and GLS.
The study showed that there is a significant
relationship between selected flows and economic
growth, but each flow has a different role and
impact on growth - the inflows of foreign direct
investment have a positive and significant impact
on growth.

An analysis conducted by Omri and Kahouli
(2013) on 13 MENA countries during the years
1990-2010 wused models of simultaneous
equations and a growth framework. The study
highlighted the following causal relationships:
bidirectional between economic growth and

foreign investments, unidirectional from foreign
investments to domestic capital and bidirectional
between economic growth and domestic capital.

The analysis of the relationship between economic
growth and foreign direct investments was also
made by Belascu et al (2018) on a group of five
Central and Eastern European countries, using
panel data from the years 1999-2013. This study
showed a positive influence of foreign direct
investments on economic growth, including also
the capital and international trade. Following the
results of this study, we considered in the current
empirical analysis one of the essential control
variables, the gross fixed capital formation.

In the study developed by Pogkas (2015) on a
group of 18 Eurozone countries between 2002-
2012 years, were used both Fully Modified OLS
and Dynamic OLS with panel data collected. The
results of this study highlighted the existence of a
positive long-term cointegration relationship
between economic growth and foreign direct
investments in the countries analyzed.

An econometric analysis of the relationship
between economic growth and foreign direct
investments on a global sample was conducted by
Iamsiraroj and Ulubasoglu (2015). This study
covers the analysis period 1970-2009 and 140
countries, and the empirical results showed a
positive influence of foreign direct investments on
economic growth, following the analysis of a meta-
regression. The study also concluded that the
positive effect that foreign direct investments
have on economic growth depends mainly on the
absorption capacity of the host -country's
economy.

Another quantitative study conducted by Makiela
and Ouattara (2018) analyzed the relationship
between economic growth and foreign direct
investments based on a sample of 180 developing
and developed countries, the analysis period
being 1970-2007. The study involved the use of
the Bayesian stochastic border and the GMM
model based on the panel data, and the results
showed that foreign direct investments have a
positive impact on economic growth, both in
developing and developed countries.

Mehic et al (2013) analyzed the relationship
between economic growth and foreign direct
investments in seven countries in Southeast
Europe. The empirical analysis took into account
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the period 1998-2007, using the PCSE OLS method
(OLS with the standard errors corrected by the
panel). The results of the study showed a positive
and significant impact of foreign direct
investments on economic growth in the countries
analyzed, the impact being robust in the presence
of domestic investments.

Alvarado, Iiiiguez and Ponce (2017) developed an
empirical study related to 19 Latin American
countries. In this study were analyzed data from
1980-2014 period and panel regressions with
random effects were tested. The empirical results
have shown that there is a positive and significant
effect of foreign direct investments on economic
growth in high-income countries, an uneven and
insignificant effect in upper-middle-income
countries and a negative effect on low-middle-
income countries.

Forte and Moura (2013) conducted a study
highlighting the fact that the internal environment
of the host country directly influences how foreign
direct investments impact the country's economic
growth, being essential, the absorption capacity,
labor force and the level of development that the
country has. The research focused on the analysis
of empirical studies from the literature and it was
concluded that most empirical studies have
obtained a positive effect of foreign direct
investments on economic growth and have
highlighted a bidirectional causal relationship
between them.

In a study by Sapienza (2010) on the relationship
between economic growth and foreign direct
investments in 25 Central, Eastern and Southern
European countries, the Dynamic OLS method
with fixed-effect panel data was used. The results
of this study showed that foreign direct
investments have a delayed positive impact with a
lag on economic growth, while foreign direct
investments in the current year have a negative
influence on economic growth.

Gui-Diby (2014) presented a study related to
Africa, using the GMM method with panel data
from 50 African countries, the analysis period
being 1980 - 2009. The research results showed
that there was a negative effect of foreign direct
investments on economic growth between 1980-
1994, a period when the development of African
countries was very low, and a positive effect
between 1995-2009, as in that period the business

environment gradually improved and the export
of goods contributed to the economic growth.

Yotzov (2020) developed an empirical study
related to Bulgaria, 1990-2019 period, using the
Autoregressive Distributed Lag approach with the
following control variables: labor, domestic
investment, government expenditure and financial
development. The results of the study showed
mainly a long-term positive effect of foreign direct
investments on economic growth, but weak
statistically significant, which led to the
conclusion that foreign direct investments would
be more effective in the short term in the case of
Bulgaria.

Ma'in and Mat Isa (2020) presented a quantitative
analysis regarding the Malaysian economy during
the years 1975-2015. This study used the
Autoregressive  Distributed Lag approach,
including also control variables such as: gross
fixed capital formation, population growth and life
expectancy. The results of this study highlighted
the long-term relationship between foreign direct
investments and growth and a positive and
significant impact of investments on economic
growth.

The study conducted by Hassen and Anis (2012)
regarding the relationship between economic
growth and foreign direct investments in Tunisia,
data from 1975-2009, showed the existence of a
cointegration relationship between the variables
of interest, including the financial development,
human capital and trade opening. Using the Error
Correction Model, it was demonstrated the
existence of a positive short-term relationship
between the two variables of interest and also was
highlighted the positive long-term influence of
foreign direct investments in stimulating
economic growth.

Szkorupova (2014) developed an empirical study
on the relationship between economic growth,
foreign direct investments and exports in
Slovakia, the analysis period being between 2001-
2010. The Vector Error Correction Model and
Johansen test methods were used in the
quantitative analysis. The results of this study
highlighted a long-term causal relationship in the
case of the variables included in the model and the
Johansen test showed a positive long-term
cointegration relationship between the analyzed
variables.
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Research Methodology

Regarding the research methodology, this study
considers the use of quantitative research
methods that will include variables of interest
related to econometric models. Thus, the analysis
of the relationship between economic growth and
foreign direct investments could be done by using
multiple panel regressions, but also by testing the
Granger causality through which the causal
relationship between the variables can be
established. The first step in the empirical analysis
was to test the unit root of the data series using
the Levin, Lin and Chu test, recommended for
small to medium-sized panel data. Following the
tests, we found that almost all data sets used in
the analysis are stationary at intercept level, only
one exception in the case of net exports which are
stationary at the first difference with intercept.

This analysis covers a group of nine emerging
European countries between the period 1997-
2020, respectively 24 years, so according to
Brooks (2008), we will classify the data of this
study as panel data that include both information
over time and in space, with observations for N
countries over periods of time T.

et and nt are unrelated series of white noise.

In order to determine the relationship between
economic growth and foreign direct investments,
the Granger causality test involves the following
two research hypotheses:

Ho: Variable X, in this case being represented by
foreign direct investment, does not cause Granger
variable Y which is represented by economic
growth and reciprocal.

Hi: Variable X, in this case being represented by
foreign direct investment, causes Granger variable
Y which is represented by economic growth and
reciprocal.

Empirical Analysis
Presentation of the data used

The quantitative analysis related to this study is
based on data collected from the official website of

The panel regression approached by Brooks
(2008) is presented in the following general form:

yie=a + B xic+ Uit (1), where:

yit — endogenous variable

Xit— exogenous variable

o — constant

uit— time-varying random component
i =1,.N, and N is the size of the
sample of countries;

e t=1,.,T, and T is the size of the time
series.

The method used to determine the most
appropriate regression model, the one with
random or fixed effects, is the Hausman test.
Therefore, the Hausman test assumes in the null
hypothesis that the model errors ui are not
correlated with the explanatory variables xit, the
models with random effects starting from this
hypothesis.

Granger (1969) proposed the causal model
in the following form:

D+e (2)

it i—i
d;Y;_;)+n (3), where:

the World Bank, the data being with annual
frequency between 1997-2020. The data were
processed in both Excel and Eviews 10 programs,
and the econometric study includes a total of 216
observations related to the nine selected countries
and 24 years of analysis.

Modeling the impact of foreign direct investments
on economic growth will be done in the form of a
linear equation in which the real GDP growth rate
(GDP_GRW) is the endogenous variable and
foreign direct investment (FDI_INFL) is the main
exogenous variable. Also, there are included into
the linear equation the relevant control variables
as: net exports (EXP_NET) - calculated as the
difference  between exports and imports
expressed as a weight in the country's nominal
GDP - public expenditure (GOV_EXP), gross fixed
capital formation (GR_FIX_CAP) and the openness
of the economy (EC_OPEN) - calculated as the sum
of exports and imports expressed as a weight in
the country's nominal GDP. All variables are
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expressed as a percentage; the real rate of
economic growth is the percentage change in
annual real GDP, and exogenous variables are

expressed as a weight in the country's nominal
GDP.

Table 1. Descriptive statistics

Variables Mean  Median Max  Min d&:' Skewness Kurtosis — Sum ﬁ;
GDP_ GRW 3.17 3.0 13.05 -14.84 4.4 -1.37 0.04 684,42 216
FDI INFL 4.58 3.6l 31,25 -313 394 2.73 15,43 088,62 216
EC OPEN 114,31 11747 190.7 4852 331 0.07 225 24.69074 216
GR_FIX CAP 23.04 23.55 37.20 0068 475 0.5 3.15 5.170.29 216
GOV _EXP 18.55 18.63 25.88 11.89 2.01 -0.11 4.41 4.0006.36 216
EXP NET -2.22 -1.54 1269 -2004 0.2 -0.43 3.03 -47022 216

Source: Authors’ own processing using Eviews 10

Descriptive statistics show that during the years
1997-2020 there was an average real growth rate
of about 3.17%, and the net inflows of foreign
direct investment were on average about 4.58%.
During the period under review, the highest real
growth rate was recorded in 1997 in Estonia
(13.05%), and the lowest was recorded in 2009 in
Lithuania (-14.84%). The maximum value of

foreign direct investments as a weight in GDP was
recorded in 2007 in Bulgaria (-31.25%), and the
minimum value was recorded by Estonia in 2015
(-3.13%). During the analyzed period, we can
notice that the extreme values were not registered
in the pandemic year 2020, but we will detail in
the following the evolution of the real rate of
economic growth during the years 2019-2020.

[ 6.00%

4.74%
a00% | 20%%  3.03% a10% _437% . 219% 3.25%
. 2.48% 2.61%
2.00%
0.00%
Bulgaria  Czech Estonia Latvia Poland Romania Slovak  Slovenia
-2.00% Republic / -0. 13% \"”,\ Republic
-4.00% 362% -2.54% e,
o —4.3N o= -4.36% ~4.23%

-6.00 -5.80%
-8.00%

—2019

—32020

Fig 1. Evolution of the real GDP growth rate in the first part of COVID-19 pandemic

Source: Authors’ own processing using the data available on the World Bank website
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Figure 1 shows the evolution of the real growth
rate in the case of the nine countries selected for
analysis in the context of the year before COVID-
19 versus the beginning of the COVID-19 health
crisis. Thus, we can note that in 2019 all the
countries recorded positive real growth rate. In
contrast, in 2020, the first year of the pandemic,
all countries recorded negative real growth rates,

with significant declines. Therefore, the pandemic
year has a visible impact in our analysis, the data
for 2020 being unusual because no country
included in the analysis has recorded a negative
real rate of economic growth since 2014 and until
the appearance of COVID-19.

Table 2. Correlation matrix

Variables ~ GDP_GRW FDI INFL EC OPEN GR_FIX CAP GOV _EXP EXP NET
GDP_GRW 1

FDI_INFL 0.28 I

EC_OPEN 0.01 0.01 I

GR_FIX CAP 0.30 0.37 0.03 I

GOV _EXP -0.04 -0.03 0.17 0.11 I

EXP NET -0.38 -0.39 0.50 -0.44 -0.01 I

Source: Authors’ own processing using Eviews 10

The  correlation  matrix  highlights  the
interdependences between the six variables
included in the econometric analysis, how they
influence each other, the intensity of the
relationships and their direction.

We note that there is an interdependence between
the endogenous variable represented by the real
growth rate and all the explanatory variables
considered. The dependent variable shows the
strongest relationship with foreign direct
investments (28%) and gross fixed capital
formation (30%), and the weakest relationships
are with the openness of the economy (1%) and
public expenditure (-4%). There is a fairly strong
relationship between independent variables gross
fixed capital formation and foreign direct
investments. At the same time, the openness of the
economy and net exports are strongly correlated
(50%), so that the two variables will not be
associated in the same econometric model.

Empirical Findings

In the quantitative analysis, we performed six
multiple panel regressions with fixed effects, using

the least squares method (OLS Panel) to capture
how the independent variable foreign direct
investments (FDI_INFL) impact the dependent
variable represented by economic growth
(GDP_GRW), being included the following control
variables: net exports (EXP_NET), public
expenditure (GOV_EXP), the openness of the
economy (EC_OPEN) and gross fixed -capital
formation (GR_FIX_CAP).

The regression equations are presented in the
following form:

1) GDP_GRWit = a + B1 x FDIINFLit + B2 x
EXP_NETit+ B3x GOV_EXPit + uit

2) GDP_GRWit = o + B1 x FDILINFLit + B2 x
GOV_EXPit + B3x GR_FIX_CAPit + uit

3) GDP_GRWit = o + B1 x FDILINFLit + B2 x
EC_OPENit+ B3x GR_FIX_CAPit + uit

4) GDP_GRWit = a + B1 x FDI_INFLit + B2 X
GR_FIX_CAP;: + uit

5) GDP_GRWit = a + B1 x FDILINFLit + B2 x
EXP_NETit + uit

6) GDP_GRWit = o + PB1 x FDILINFLit + B2 x
GOV_EXPit + uit
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Table 3. The results of the regression analysis with panel data, fixed effects

Independent Equations
variables
(1) (2) (3) (4) (5) (6)
FDI INFL 0.2985 0.3724 0.3773 0.3762 0.3411 0.40]18
(3.4083)™%*% (4 4278)FFE (4 FT]T)*HE (L 4T4T)ERE (3 8]I2)FHE (5,0]08)
EXP NET -0.2626 -0.1005
(-4.0045)*** (-3.7100)%**
GOV _EXP -0.7578 -0.54306 -0.4942
(-4, TI8I}***  (_3.0503)%** (-2.0013)%**
GR_FIX CAP 0.2840 0.3814 02750
(4. 2828)***  (4.0554)%%%  f2 0]8])E**
EC OPEN 0.0343
(2.0248)%**
C 152755 47338 11,6185 -5.1574 1.1043 10,0841
(4.4040)*** (1.3253) (-4.2668)%**  (L3.2826)%%% (2.6703)%*% (2. 8502g)%**
R-squared 0.28 0.27 0.26 0.23 0.22 0.20
F-statistic 7.3506 0.0485 6.7000 0.3507 3.00601 3.3338
Prob(F- 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000
statistic)
Obs 216 216 216 216 216 2o
N Countries o o o o [ Q

Source: Authors’ own processing using Eviews 10, P-value ***p<1%, **p<5%,*p<10%. Each variable is presented with the
value of the associated coefficient and in parentheses with the t-statistic value.
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Table 3 presents the results of the regression
analysis with panel data with fixed effects,
highlighting the impact of foreign direct
investments on economic growth through six
different econometric models that capture other
relevant control variables in the economy. All six
models presented are statistically valid, the
variables included in the analysis being
statistically significant, the established
significance threshold being 1%. The proposed
models show a positive influence of foreign direct
investments on economic growth; so, at a 1 pp
increase in foreign direct investments, the real
growth rate will increase in proportion to the
value of the coefficient related to the variable
foreign direct investment, the other control
variables being constant. There is also a positive
influence on economic growth from the variables
the openness of the economy and gross fixed
capital formation. On the other hand, public
expenditure and net exports have a negative

influence on economic growth, as expected and in
line with the results obtained in the correlation
matrix. The coefficients of determination R-
squared related to the analyzed models have
values between 0.20 and 0.30, so the variation of
the exogenous variables selected in the analysis
explains in proportion of 20-30% the variation of
the real growth rate.

The results of this study are consistent with the
results of some studies in the literature regarding
the positive impact that foreign direct investments
have on economic growth (Tahir, Estrada and
Afridi (2019), Belascu et al (2018), Pogkas (2015),
[amsiraroj and Ulubasoglu (2015), Makiela and
Ouattara (2018), Mehic et al (2013)). Therefore,
the hypothesis from which we started the
research related to the positive impact of foreign
direct investments on economic growth is
validated by the results obtained.

Table 4. Hausman Test results related to the previous regression equations

Correlated
Random

Equations

Effects - (1) (2)

Huausman Test

(4) (3) (6)

Cross-section
random -
Prob.

0.00027%%%  (.0063%**

0.0015%%%  0.0023%%% 0.026]1*% 0.0098%*%*

Source: Authors’ own processing using Eviews 10, P-value ***p<1%, **p<5%,*p<10%

The Hausman tests performed for each
econometric model proposed for analysis showed
that the fixed effects model is the most
appropriate estimated model, this conclusion
being valid for all six regression equations. The
Hausman test assumes in the null hypothesis that
the random effects model is preferred over the

fixed effects model. In Table 4, we can see that the
probabilities recorded for each proposed model
are below the significance level of 5%, so, the null
hypothesis is rejected. Thus, we consider that in
the case of the regression equations analyzed in
this study, the model with fixed effects is the
optimal one.

Table 5. Granger Causality Test results between the real GDP growth rate and foreign direct
investments

Cite this Article as: Georgeta VINTILA and Andreea-Raluca MOCANU (2023), “ Do The Foreign Direct
Investments Influence The Economic Growth In Emerging Countries? An Empirical Analysis In The Case Of
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10

Null Lags
Hypothesis 1 2 3 4 10
FDI INFL
does not
Granger 0.5448 0.3165 0.2380 0.45821 0.2344
Cause
GDP_GRW
GDP_GRW
does not
Granger 0.6114 0.8136 0.8609 0.8375 0.0678*
Cause
FDI INFL
Null Null Null Null Null .
Invpothesis is  vpothesis is  hvpothesis is  hvpothesis i hypothesis is
Decision wpothesis is  hypothesis is  hypothesis is  hypothesis is ccepted
. . . . Epre:
accepted for  accepted for  accepted for  accepted for Iy for iF
both cases. both cases. both cases. both cases. oniy jor e
first case.
No. obs 207 198 189 180 126

Source: Authors’ own processing using Eviews 10, P-value ***p<1%, **p<5%,*p<10%

Table 5 shows the results obtained from the
Granger causality test, through which we can
determine the relationship between the real
growth rate and foreign direct investments, given
the number of lags included in the analysis. We
performed the test starting with one lag and
continued to stage up to 10 lags, in order to
capture the time when the real growth rate starts
to cause Granger foreign direct investments, and
reverse. Starting with testing with only one lag
and up to lag 10, the probabilities record values
that exceed the 5% significance threshold, so, the
null hypothesis is not rejected and it is considered
that there is no causal relationship between the
two variables in any sense. In the case of the last
10 lag test, there is a unidirectional relationship
from the real growth rate to foreign direct
investments. There are inconsistencies regarding
the result on the lack of a causal relationship
between the variables of interest, as the literature
has shown a unidirectional or even bidirectional
relationship between foreign direct investments
and economic growth in studies by Bakirtas and
Alpdogan (2020), Adali and Yiiksel (2017), Sunde
(2017), Omri and Kahouli (2013), but most of the
studies in the literature do not include 2020 year
which is the beginning of the global health crisis
COVID-19. The hypothesis related to the
unidirectional or even bidirectional causal
relationship between the two variables is not
validated by our Granger causality test results.

Concluding Remarks

In conclusion, this study presents an empirical
analysis applied to a group of nine emerging
countries in Europe, during the years 1997-2020.
The quantitative analysis was performed by
multiple panel regressions with fixed effects that
highlighted a positive impact of foreign direct
investments on economic growth, but also by
testing the Granger causality which highlighted
the lack of a causal relationship between the two
variables up to lag 10 in which there is a
unidirectional relationship from economic growth
to foreign direct investments. Therefore, we
believe that the investment process supports the
economic growth, contributing through the
volume of capital invested, technology transfer,
professional ~ development of  employees,
management and organizational culture, which
creates an environment beneficial to economic
growth. We also found a positive impact of the
openness of the economy on economic growth
explained by the fact that international
transactions have a significant contribution in
terms of economic growth, the countries involved
in the international trade circuit having various
benefits such as export development, channels
related to investors, import and advantageous
partnerships. Another positive impact has been
found from the gross fixed capital formation on
economic growth because the domestic
investments lead to an increase in productivity
and long-term well-being of a country. Moreover,
the results showed a negative impact of public
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expenditure on growth explained by a possible
inefficient allocation and inappropriate
prioritization of collected resources. Another
negative impact was highlighted from the net
exports to economic growth, as economic growth
is affected by higher imports than exports, which
was an anticipated result from the correlation
matrix. The results of this study are useful for the
investors who want to develop their activity in
emerging countries in Europe and highlight the
potential of countries in the pandemic period,
being also a useful direction in terms of the ability
of the contries to recover from the COVID-19
pandemic. At the same time, research results may
be useful also for macroeconomic policy makers.
This research will continue in the future to
analyze how economic growth and foreign direct
investments have evolved during the COVID-19
health crisis and also post-crisis using a different
methodology and developing the database with
many more countries from Europe, in order to
highlight the different responses of the economies
at the crisis. Also, we will compare in the future
study the economic crises that were happening
during the period that we analyse and we will
investigate de intensity of each.
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