TABLE OF CONTENT

TITLEPAGE. ... u@dP..... ... 00 ... R ...........coooemrriererirennsireeesaens i
THESIS APPROVAINF... . af... Bl VM 0. W ..o i
THESIS DEFENSE APPROVAL.......ooiiiiiiiiie ettt i
CERTIFICATE OF ORIGINALITY .ottt sssie e sae e iv
ABSTRAST .. ». Y. . A ... Y€ . B ... %
ABSTREK ...n. ... 0 . A .. . ......." 4% 8. W .............. Vi
MOTEIO AND'SEDIGAIFONE... oLl . . . TR A ... #7).. Q... Vii
PREFACE S, ... AU ... LRL.... . B OERES.... A . W....... viii
MECLEGE CONTHRRN B TS ... 1EN... . R ... Y. ... Xi
LIS OFSmitt L EEm N W———. |11 ... S ... ... . ... Xiv
LIS OF FIGUR S S ........... JBN......... Bl ................ . H......... XV
CHERPTER | INTRGETISICO N, R e Rl . .....coooooceeee e 1
Bl BackgrounCiy st S .. T S — ... 1
1.2 ReSearch ProbIemS ......coii i 9
1.3 Research ODJECHIVES ..........cecveerlllerseeeiibeetreeeseeeabiseesseeseseeseeeneesaabateeneesaeesees 10
1.4 ' @esearch BenefiiEEnNuhh W SN AV S0 SEAVa.................... W.............. 11
1.5 OW@line................. N B BEWIR SL RGN .................... J............... 12
CHAPTER Il LITERATURE REVIEW.......ccooiiiieiice et 14
2.1 TheoretiCal BasiSui. mum. v« eiveerereverirersrervrnseessume e die Wheeeseeeseesdheseeesseesessesssesnenns 14
2.1.1 Inva@mente® S NEFE SR B BN A W B 14
2.1.2 Foreign Direct INVeStMeNnt (FDI) .........oieviiiiiieiinie e 21
2.1.3 ECONOMIC Growth TREOIY ....ccvveeiiie e 25
2.1 ANNTTGtEEL . BN B . N BTN BB 30
2.1.50ntereiiSiole Ml ... Nutv . O Eav BN 31
2.1.6 Exchange Rates INAICES ........ccvevuiiieiiieiecccecce et 33
2.1.7 ECONOMIC FrEEAOM ....c.vieiie ettt 35
2.1.8 Tratle OPENNESS......eiveitreieeeesteetesteseeste et esteestesae s e e steaseesseesaeesesreesreenee e 44

2.2 Previous RESEAICH .....cviiiiiicece et 45

Xi



2.3 TheoretiCal FramEWOIK ..........eeeeeeeee e eeeeennnen 56

2.4 HYPOUNESIS ...ttt ettt e e saaeannas 56
CHAPTER Il RESEARCH METHODOLOGY ..ccveiiiiiiee e 59
3.1 Research Variables and Variable Operational Definition .............cccccccoeiieninn 59
3.1.1 Foreign Direct Investment (FDI) INFIOWS .............cccovriiiiiiiniinicecee 60
3.1.2 Economic Freedom Index (EFI) ..c....c.oooviiiii i 61
3.1.3 Real Gross Domestic Product Per Capita .........cco.oceiieeerenineeseseneneenen, 62
3.1.4 Real Effective Exchange Rates (REER) .............ccoviiviiiiiiiiee, 62
3FS Trngidpengemer Ar.. L L. Y A..... Yoo W ... 62
BY1.6 TeigteSt RGCH S . B ... 0 B1..... N SEREA.. Tk W ... 63
3.1 L[MationiRdibE. . WS . .1 EF.. g0 . AN .. %o . . .. 63
3.1'8'RelativeWages ..o ok e el 63
3.2 Types and SOUrCES OF Data.........cceccueriieieiieieesiariesseesseaaesaesieeeeseesseannesneeseeas 64
88 Data ColleCtOFrRISTIRC M, B g Y e [ e 65
3.4 Data AnalysisS MELNOM ..........ccooviie et 65
3.4.1 Common Effect Model (CEM) ........covieiiiiieniinie e 68
3.4.2 Fixed Effect Model (FEM) ....coviiiiiiiieeit sttt 68
3.4.3 Random Effect Model (REM) ......ccoooieiiiieiieeeeeceec et 69
3.4.4 Model SPecCifiCatIoN TESE......ciiiiiieieiierienie e 70
3.5 Classical ASSUMPLION TESE ....cviiieiieicie e 72
3.5.1 Nelpality IE I m . o oo @ DL E S o e 73
3.5.2 MulREollinfariuT B S Sl 0. B . B .00 .. .. 73
3.5.3 AULOCOITEIAtION TESL ..cuve.viviiiiicieieeeesiesie sttt 75
3.5.4 HeteroSCedastiCIty TESE.......cccuiiiiriiieiee et 75
3.5.3RabuSIRtaRARELEBFOrs.. ... NN SU. B . NN .. R BN BN A ... 76
3.6 Testing of Regression Analysis Statistical Criteria............c..cccoocvviverieiieiieennnns 77
3.6.1 Simultaneous TeSt (F-teSt) ......ccceiiieiieiieiie e 77
3.6.2 Partial TeSt (T-tESL) ..cuveieeieiie et 78
3.6.3 GOOANESS OF Fit (R2)...cvveiiiie ettt 79
CHAPTER IV RESULTS AND DISCUSSION........ccoiiiiiiiieciec e 82

xii



4.1 Description of ReSearch ODJECT.........cccoviiiiiiiiiie e 82

4.2 EStIMAtioN RESUIES ......cviiiieiieiiiie st 84
4.2.1 Panel Data Model Specification TeSt......cccevviiiiririiiiieeece e 84
4.2.2 Fixed Effect Model Regression Analysis ........cccoviveiieiiiie i 85
4.2.3 Normality TeSt ANAIYSIS .........ooiiiiiiieiciie ettt 87
4.2.4 Multicollinearity Test ANAIYSIS ........ccooviiiiinieiienieniserii e 88
4.2.5 Autocorrelation TeSt ANAIYSIS ........ccuverierierieiiiieneisieaieeeesesie e seseeneas 89
4.2.6 HeteroscedasticCity TeSt ANAIYSIS ..........eivuereeieiieiieciieeeese e s e eee e 90

4.3 Results of Statistical Analysis of Regression Criteria.........cccccovvivieiiecieiiennnn 91
4.3.1 Coefficient of Determination (R?) .......c...coeeeeeiomrererecuesssscsssiseeesisse e 91
4.3.2 Simultaneous Statistical Test (F-TeSt)......cccevririeerieeriiiiiiieiiisiee e s 92
4.3.3 Partial Statistical TeSt (T-TeSt) .......cceoueruererriie i 93

8 Discussionme S Y. ........... JBY........ BV e, .. ........... ... 96
4.4.1 Effect of Economic Freedom on FDI .......ccccoiiieeiiniiiiieiiiecescsie e 96
4.4.2 Effect of Economic Growth on FDI .......ccovoiiiiiiniiiiiiec s 97
4.4.3 Effect of Real Effective Exchange Rate on FDI............cccccoovviiiiiviicinn, 98
4.4.4 Effect of Trade Openness 0N FDI......c..ccoeiieiieiiieieeie e esre e 99
4.4.5 Effect of Interest Rate on FDI...........oooiiiiiiiiiiiieie e 100
4.4.6 Effect of Inflation on FDI ..........cccoiiiiiiiiiie 101
4.4.7 Effect of Wage 0N FDI........ooviiiiiiiccc et 102

CHAPTER @CONCRIYIONR . & m.-on-- o - BAE o oo 104

5.1Conclus@n...... .. Na SN A ER PR AW .. W . 104

5.2 Limitation ... e R, 105

5.3 SUGUESTIONS. ...ttt bbbttt bbbt 106

REFEREICES [l . B ... BN... BN B B0 BN 00 00BN ... 107
APPENDISK ..... Wou. ... . .. . e 107

Xiii



