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Abstract: Although empirical studies of the link between foreign direct investment, foreign portfolio
investment, and economic development have long influenced economic studies, the results have
been inconclusive. Focusing on ten countries, this study contributes to our understanding of foreign
investment as a determinant of regional economic performance. More specifically, this study seeks to
analyze the short- and long-term relationship between foreign direct investment, foreign portfolio
investment, and Gross Domestic Product (GDP) in ten ASEAN member states using data from
the 2009–2020 period. For this examination, this study employs a cross-sectional dependency test,
followed by panel unit root and panel cointegration testing. From the results of this test, Dumitrescu–
Hurlin Panel Causality (DHPC) analysis is conducted. These results show that FDI and GDP have
a positive bilateral association, i.e., FDI positively affects GDP and GDP positively affects FDI, as
presumed by the theory. Testing also finds bilateral causality between FPI and GDP in the ten
analyzed nations. This study contributes to the literature by testing the association between FDI/FPI
and GDP using fully modified least squares (FMOLS) and dynamic least squares (DMOLS) panel
testing. These results show that FPI and FDI have significantly influenced GDP in ten ASEAN
member states. Foreign investment has thus been shown to be the most potent means of accelerating
economic development in the studied nations, and thus the governments of these ASEAN member
states should formulate policies that attract foreign investors and better direct their investments.

Keywords: foreign direct investment; foreign portfolio investment; Gross Domestic Product; panel analysis

1. Introduction

Numerous efforts have been made to comprehensively analyze investment and its
contribution to economic development (Deonanan and Conrad 2022; Hagan and Amoah
2020; An and Yeh 2021; Carbonell and Werner 2018). Studies of the link between investment
and economic development have mostly relied on neoclassical theories, particularly the
Harrod–Domar theory of economic growth and the endogenous model of economic growth
(Horvatin 2019; Udeogu et al. 2021; Hunt 2012). Investments may be purely domestic or
come from foreign sources (Hagan and Amoah 2020; Akiri and Ushie 2020). Indeed, due
to the limited availability of domestic investors, many countries have relied on foreign
investment to meet their needs (Ullah and Tahir 2022; Carbonell and Werner 2018; Guvercin
and Gok 2021). The neoclassical paradigm emphasizes that FDI and FPI influence economic
growth, serving as a measure of economic development through the accumulation of capital
and transfer of technology (Horvatin 2019; Soylu 2019; Guvercin and Gok 2021). In the
endogenous model, economic growth is held to be directly associated with investment—
including foreign investment (Bambi et al. 2017).

Foreign investment falls into two broad categories: foreign direct investment (FDI)
and foreign portfolio investment (FPI) (Ullah and Tahir 2022; Botta 2018; Tsaurai 2022). In
many countries, foreign investment is used to collect the capital necessary for overcoming
liquidity (Türkcan et al. 2008; Gunaydin and Tatoglu 2005; Agyapong and Bedjabeng 2020).
Foreign investment is commonly used as a catalyst for economic development (Ullah and
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Tahir 2022; Donaubauer et al. 2022). FDI and FPI increase the stock of available capital and
create employment opportunities, thereby accelerating the diffusion of technology amongst
local companies (Anetor 2019; Guvercin and Gok 2021). Likewise, FDI and PFI are hoped to
cultivate knowledge and increase productivity by promoting human resource development,
stimulating research and development, and creating new employment opportunities. In
many countries, including ASEAN, these combine to promote economic development
(Srinivasan et al. 2011; Jana et al. 2019).

The Association of Southeast Asian Nations, or ASEAN, was established through the
Bangkok Declaration on 8 August 1967. In economic matters, ASEAN seeks to promote
mutually beneficial collaboration between member states: Brunei, Burma (Myanmar),
Cambodia, Indonesia, Laos, Malaysia, Singapore, Thailand, Vietnam, and the Philippines.
Collectively, the countries of ASEAN have a Gross Domestic Product (GDP) of 3.0 trillion
USD; in 2021, ASEAN represented the world’s fifth largest economy, behind only the United
States, China, Japan, and Germany (The ASEAN Secretariat 2021). Foreign investment plays
an important role in the association’s economic prowess. Also contributing to ASEAN’s
economic strength have been a series of agreements between member states, including
the creation of the ASEAN Free Trade Area (AFTA) and implementation of the ASEAN
Investment Area (AIA) in 1998, as well as the signing of the ASEAN Comprehensive
Investment Agreement (ACIA) in 2012 (Syarifuddin 2020).

Foreign investment in ASEAN reached 182 billion USD in 2019, making it the largest
market for foreign investment amongst developing nations. With the emergence of the
COVID-19 pandemic, investment in the region slowed, with only 137 billion USD reported
in 2020; nonetheless, investment remained strong, and ASEAN received 13.7 percent of
global foreign investments for that year (up from 11.9 percent in 2019). ASEAN member
states’ investments in other member states likewise increased, reaching 23 million USD—a
5 percent growth (The ASEAN Secretariat 2021; UNCTAD 2021).

Meanwhile, the flow of foreign portfolio investments (FPI) into ASEAN increased
almost eighteenfold between 2001 (3.2 billion USD) and 2020 (82 billion USD) (Syarifuddin
2020). Short-term investments, such as foreign portfolios, are often strongly correlated with
the dynamics of currency exchange, as they tend to be liquid and flexible. Globally, Singapore
ranks seventeenth (of 151 countries), with an FPI value of 2187.87 million USD. The mean FPI
for 2020 was 10,501.66 USD, with the United States ranking first (687,416.02 million USD) and
the Netherlands ranking last (−96,800.74 million USD) (Syarifuddin 2020).

Most empirical studies into the link between FDI and FPI, including both cross-
sectional and time-series analyses, have limited themselves to one country. The greatest
limitation of this approach is its inability to explain heterogeneity, be it that stemming from
time-series data (i.e., unobserved time heterogeneity) or cross-sectional data (Duxbury
2021; Baltagi 2021; Theloudis 2021). This study holds that panel data are better suited to
handling unobserved time heterogeneity. Panel data likewise make it possible to verify
how variables change over time (Hsiao 2007; Baltagi 2021).

The available literature indicates that existing analyses have failed to investigate the
association between economic development, FDI, and FPI within the context of ASEAN’s
ten member states. Sasana and Fathoni (2019) used multiple linear regression to investigate
the link between FDI, FPI, and economic growth in ASEAN, but they took only six nations
as their sample: Cambodia, Indonesia, Malaysia, Philippines, Thailand, and Vietnam.
Another study, by Yaacob et al. (2021), considered the influence of asymmetric information
on FDI and FPI in ASEAN plus three (ASEAN+3).

This study investigates the association between FDI, FPI, and GDP in ten ASEAN
member states between 2009 and 2020. There have been few studies that look at the
association between the variables listed above in the context of ASEAN member countries,
and the results have been varied. Therefore, this study investigates FDI, FPI, and GDP
utilizing a novel econometric approach, namely the panel data approach with the cross-
sectional dependence test procedure, Dumitrescu–Hurlin panel causality analysis, and
FMOLS and DMOLS. The first section of this article provides a general overview of FDI and
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FPI in the ten countries sampled. The next section explores the literature on the association
between FDI, FPI, and GDP. It is followed by a section that explores the methodology and
results of this current study. Finally, the results are discussed, and conclusions are drawn.

1.1. Overview of FDI, FPI, and GDP in Ten ASEAN Countries

Figure 1 provides the FDI fluctuations in ASEAN’s ten member states between 2009
and 2020. In the past decade, Singapore—with an average FDI of 70.481 billion USD—has
been the primary recipient of foreign investment. It is followed by Indonesia (18.182 billion
USD), Laos (821.02 million USD), Malaysia (9.283 billion USD), the Philippines (5.601 billion
USD), Vietnam (11.284 billion USD), Brunei (471.30 million USD), Myanmar (2.313 billion
USD), Thailand (7.606 billion USD), and Cambodia (2.280 billion USD). Foreign investment
in Singapore has been significant; indeed, in 2019, Singapore received 120.439 billion USD
in foreign investment. Meanwhile, receiving an average of 471.30 million USD in foreign
investment on average, Brunei received the least foreign investment of any ASEAN member
state (The ASEAN Secretariat 2021; UNCTAD 2021).
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Figure 1 depicts the continued growth of foreign investment in Singapore. There are
several points of view on this, but most agree that Singapore offers a welcoming business
environment, which draws overseas investors. Furthermore, the Singapore economy’s
key feature is its great openness to international commerce and foreign capital flows,
which began with economic openness reforms and the Singapore government’s abolition of
several foreign exchange restrictions in 1978 (Chow 2008). Furthermore, the steady value
of Singapore’s currency contributes to lowering investment costs. Therefore, investors
favor Singapore to invest (Chow 2008); this is why foreign investment in Singapore is more
considerable compared to other ASEAN countries.

Of ASEAN’s ten member states, Indonesia ranked second in terms of FDI, receiving an
average of 18.182 billion USD per annum over the past ten years. In 2020, Singapore received
the most FDI (87.445 billion USD). Second was Indonesia, which received 19.122 billion USD.
Third was Vietnam, which received 15.800 billion USD. Fourth was the Philippines, which
received 6.585 billion USD. Malaysia was fifth, with 4.313 billion USD in FDI, followed
by Thailand (4.845 billion USD) and Cambodia (3.624 billion USD). Myanmar, Laos, and
Brunei received the least amount of FDI, with 1.834 billion USD, 967.70 million USD, and
565.54 million USD in FDI, respectively (The ASEAN Secretariat 2021; UNCTAD 2021).

Figure 2 portrays the fluctuating value of FPI in ASEAN. Over the past ten years,
Singapore has had the largest share of FPI. For comparison, Indonesia had −13.758 billion
USD; Laos had −200.79 million USD; Malaysia had 1.198 billion USD; the Philippines had
−450.48 million USD; Vietnam had −1.129 billion USD; Brunei had −394.77 billion USD;
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Myanmar had −11.80 million USD; Thailand had 4.253 billion USD; and Cambodia had
24.90 million USD. The average, thus, was 47.945 billion USD. All ASEAN member states,
aside from Singapore, have experienced negative portfolio investments. This highlights
the significance of investment in Singapore, which enjoys a stable economy; indeed, in
2019, Singapore received a portfolio investment of 108.669 billion USD. On average, the FPI
in Indonesia has been lower than Brunei, Laos, Malaysia, Vietnam, Singapore, Myanmar,
Thailand, Cambodia, and the Philippines, with an average of −13.758 billion USD over the
past decade (The ASEAN Secretariat 2021; UNCTAD 2021). Between 2009 and 2020, portfolio
investment in Indonesia was always negative; in 2014, this reached 26.066 billion USD.
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Figure 2. FPI for ASEAN Countries (2009–2020).

Returning to 2020, the highest portfolio investment was enjoyed by Singapore
(60.492 billion USD). This was followed by Thailand, with an FPI of 12.147 billion USD.
Third was Malaysia, with an FPI of 11.701 billion USD, followed by Brunei, with an FPI of
1.160 billion USD. Vietnam was fifth, with an FPI of 1256 billion USD. Sixth was Laos, with
256.51 billion USD. Cambodia had the last positive FPI, with 95.95 million USD. Myanmar,
the Philippines, and Indonesia ranked eighth, ninth, and tenth, with FPI of 10.96 million
USD, −1.679 billion USD, and −3.368 billion USD, respectively (The ASEAN Secretariat
2021; UNCTAD 2021), see Figure 2 below.

All ten ASEAN member states experienced economic growth between 2009 and 2020,
as indicated by their rising GDPs. Of these, Indonesia reported the highest average
GDP, while Brunei reported the lowest. The GDP for Brunei was 18.799 billion USD;
67.539 trillion USD for Myanmar; 42.217 trillion USD for Cambodia; 98.907 trillion USD for
Laos; 1.144 trillion USD for Malaysia; 14.699 trillion USD for the Philippines,
408.889 billion USD for Singapore, 2866.839 trillion USD for Vietnam; and 9.415 trillion
USD for Thailand as presented in Figure 3.

Focusing on 2020, Indonesia reported the highest GDP (10,722 trillion USD). Second
was Singapore (3847 trillion USD), followed by Laos (131,103 trillion USD). Fourth was
Myanmar, with a GDP of 91,976 trillion USD, and fifth was Cambodia, with a GDP of
54,797 trillion USD. The Philippines ranked sixth, with a GDP of 17.527 trillion USD,
followed by Thailand (10.265 trillion USD). The lowest GDPs were reported by Malaysia,
Vietnam, and Brunei (1.343 trillion USD, 453.821 billion USD, and 19.315 billion USD,
respectively).
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1.2. The Link between Foreign Direct Investment and Gross Domestic Product

FDI refers to the investments made by particular companies and enterprises in other
countries (Kaur et al. 2013; OECD 2022; Akiri and Ushie 2020; Ramasamy and Yeung
2022). FDI generally refers to the long-term investment of capital, which is central to
the integration of the international economy as it ensures stable economic ties (Türkcan
et al. 2008; OECD 2022; Donaubauer et al. 2022). FDI makes it possible for companies
to transfer assets between nations while also directly controlling business activities such
as production, manufacturing, and distribution (Donaubauer et al. 2022). According to
the neoclassical model, FDI promotes GDP by increasing the short-term efficiency of the
economy (Albulescu 2015; Yusuf et al. 2020; El Menyari 2020; Okwu et al. 2020; Akadiri et al.
2019; Agyapong and Bedjabeng 2020; Yusuf et al. 2020; Mencinger 2003; Metwally 2004).

Many studies have investigated the link between FDI and GDP, be it in one or multiple
countries. Albulescu (2015) investigated the influence of FDI and FPI for long-term GDP ex-
pansion using data from thirteen countries in Central and Eastern Europe (CEE), including
Bulgaria, Croatia, Cyprus, the Czech Republic, and Estonia. Using data from 2005 to 2012,
this study employed panel data analysis and a generalized method of moments to correct
for endogeneity. As control variables, it used inflation rate, CPI inflation, unemployment
rate, currency in circulation, primary energy consumption, and education levels. It found
that direct and portfolio investment influenced long-term GDP growth. As with Sengupta
and Puri (2020), Albulescu (2015) emphasized the need to incentivize foreign investment
(FDI and FPI).

Yusuf et al. (2020) investigated FDI’s contribution in West Africa by using the dynamic
fixed effects technique/ARDL to analyze data from 1996 through 2016. This study found
that, although there is no significant association over the short term, over the long term
FDI significantly and positively affected economic growth in West Africa. Similarly taking
examples from Africa, Akadiri et al. (2019) established that FDI has a positive and sig-
nificant influence on economic growth over the long term. Using data from twenty-five
African nations that covered a period of free trade (between 1980 and 2018), their study
investigated the causal link between FDI and economic growth. This study employed
panel data unit root tests, bootstrap cointegration, and the Granger causality approach for
predictive analysis. They found long-term equilibrium and bilateral causality between FDI,
international free trade, and economic growth (Sengupta and Puri 2020; Mowlaei 2018;
Kaur et al. 2013).

Meanwhile, Agyapong and Bedjabeng (2020) and Mowlaei (2018) both investigated the
influence of foreign debt and FDI on the economic development of Africa using data from
2002 through 2015. Using dynamic panel data and the Generalized Method of Moment
(GMM) to correct for simultaneity bias and specific economic effects, they proved that a
positive and significant link existed between FDI and the economic development of Africa.
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Foreign debt was likewise found to have a positive influence on the sample countries.
Different results were obtained by Taiwo and Olayemi (2015), who investigated the causal
relationship between FDI and economic growth using data from thirty sub-Saharan African
nations (covering 1995 through 2011). Their study considered causal variation across units
and conducted root-unit analysis, cointegration testing, and causality testing to ascertain
the association between economic growth and FDI. Their panel analysis found no long-term
association between FDI and economic growth. It did, however, identify a bilateral causal
relationship between economic growth and FDI in the thirty sample countries.

Metwally (2004) examined the influence of FDI on economic growth in Egypt, Jordan,
and Oman, using simultaneous equations to test the interactions between FDI, exports,
and economic growth between 1981 and 2000. This study found that economic growth is
directly and significantly influenced by FDI. Okwu et al. (2020) examined the influence
of FDI and other macroeconomic variables on economic growth in thirty of the world’s
leading economies over a twenty-year period (1998–2017). Using panel data analysis, they
showed that, during the period under consideration, FDI had a positive and significant
effect on economic growth in the studied countries. In other words, foreign investment was
able to promote economic growth in the world’s thirty leading economies.

Mencinger (2003) obtained different results than other scholars by investigating FDI
in transitional economies using a simple regression model and Granger causality testing.
Taking eight countries—the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland,
Slovakia, and Slovenia—as its sample, this study finds a negative association between
economic growth and FDI. Mencinger thus concludes that, in these transitional economies,
FDI hindered growth and real convergence.

Using data from 1970 through 2012, Rehman (2016) found a negative association
between FDI, human capital, and economic growth in Pakistan through VECM analysis.
Analysis showed that FDI is heavily reliant on economic growth, but the corollary is not true.
This study also evidenced that human capital has influenced economic growth in Pakistan.
In Cambodia, another developing nation, Sothan (2017) used data from 1980 through
2014 to investigate the causal link between FDI and economic growth. Employing VECM-
based Granger causality testing, in conjunction with unit root and Johansen cointegration
testing to reduce bias, this study explained FDI has a negative yet statistically significant
association with GDP. However, no short-term association was found; FDI was only found
to have a unidirectional causal relationship with GDP over the long term. Consequently,
although FDI added the physical capital needed for economic growth, this growth was
insufficient to attract further investment.

A study by Carbonell and Werner (2018) investigated FDI’s effect on economic growth
in Spain by considering several variables, including bank credit, commodity indices, ex-
change rates, education levels, and currency circulation, between 1984 and 2010. This study
adopted the GETS econometric method, the Phillips–Perron (PP) test, and Kwiatkowski–
Phillips–Schmidt–Shin (KPSS) test. Their analysis found that foreign demand, human
capital, productive credit, and labor have a significant and positive effect on economic
growth, while the EUR/USD exchange rate is negatively correlated with economic growth.
This suggests a link between foreign and domestic investment; when FDI is funded by
banks in the receiving nation, it ultimately crowds out domestic (host) investment.

Shevelova and Plaskon (2018) analyzed the absorptive capacity of the Ukrainian
economy, including its ability to increase IFDI and stimulate economic growth, using
data from twenty-five parts (covering 1996 through 2015). Absorptive capacity refers to
the possibility that human resources can absorb innovations and benefit from research
and development expenditures. In other words, it explains a nation’s potential capacity
to absorb the knowledge and technologies that come with FDI, including innovative
development, strategic learning, and economic knowledge. Shevelova and Plaskon used
a GMM approach to analyze dynamic panel data, finding that the absorptive capacity of
the Ukrainian economy was sufficient to absorb innovations and benefit from research and
development expenditures, thereby attracting foreign investment. FDI did not significantly



Economies 2023, 11, 188 7 of 21

influence economic growth in Ukraine between 1996 and 2015; however, there were positive
spillovers from the influx of foreign investment.

Dinh et al. (2019) investigated and provided quantitative evidence for the short- and
long-term influence of FDI on economic growth using examples from thirty developing
countries. Using data from 2000 through 2014, they used VECM and Fully Modified OLS
(FMOLS) to show that FDI promoted economic growth over the long term, even though it
did occasionally have short-term negative effects. Some macroeconomic factors, such as the
amount of currency in circulation, positively affected economic growth over the short term,
while others—such as the total credit available to the private sector—had a negative effect.
Over the long term, economic growth was driven by the amount of currency in circulation,
human capital, total domestic investment, and the domestic credit available to the private
sector.

Ibhagui (2020) used standard panel data and threshold regression framework analysis
to investigate the influence of FDI on economic growth in forty-five nations in Sub-Saharan
Africa between 1985 and 2013. Six variables were taken as thresholds: inflation, initial
income, population growth, financial market development, and human capital. This study
found that FDI had an ambiguous and inconsistent effect on economic growth. At the
same time, however, threshold analysis found that FDI accelerated economic growth when
inflation and private-sector credit were under certain thresholds and human capital and
population growth were over certain thresholds.

1.3. The Link between Foreign Portfolio Investment and Economic Growth

A study by Akiri and Ushie (2020) concluded that a bilateral relationship exists be-
tween FPI and economic growth in Nigeria. Using impulse response analysis, they found
that FPI had a positive effect on economic innovation and growth through its temporal
creation of liquidity within the domestic capital market. Using data from thirteen nations
from Central and Eastern Europe between 2005 and 2012, Albulescu (2015) also found
that FDI and FPI have a significant and positive influence on long-term economic growth.
This study tested the influence of FDI and FPI on long-term economic growth in Central
and Eastern Europe by using a GMM approach and panel data. Albulescu also employed
several control variables, including inflation levels, CPI inflation, unemployment levels,
currency in circulation, exchange rates, primary energy consumption, and education levels.
As shown by Olofin et al. (2019), FPI promotes long-term economic growth by making
broader investment funding available.

Governments must promote a macroeconomic environment that benefits foreign
investors and ensure that FDI promotes sustainable economic growth (Botta 2018; Anetor
2020). This recommendation departs from the analysis conducted by Anetor (2020), which
investigated the influence of foreign investment and financial development on Nigeria
between 1986 and 2016. Using the impulse response function (IRF) and forecast error
variance decomposition (FEVD) of the SVAR, this study found that the inflows of FDI and
financial development had a positive and significant effect on economic growth in Nigeria.
Meanwhile, portfolio investment, official development assistance, and remittances did not
significantly affect economic growth in the country (Olofin et al. 2019).

Looking at Turkey, Gumus et al. (2013) found that FPI has a significant economic effect
through the Stock Exchange Price Index and the exchange rate of the lira. This conclusion
was drawn from an analysis of time series data involving FPI and macroeconomic factors
between 2006 and 2012. Granger causality tests and impulse responses found that FPI
influenced the Istanbul Stock Exchange Price Index. As they promoted efficiency in the
domestic market, the exchange rate and industrial production index influenced FPI. Duasa
and Kassim (2009) investigated the link between FPI and the performance of the Malaysian
economy, as measured by proxy through the country’s real GDP between 1991 and 2006.
This study found that economic growth stimulated volatility; the reverse was not true. In
the period analyzed, economic performance was the main factor attracting FPI; as such,
they emphasized the need for Malaysia to continue to practice sustainable growth to attract
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investors. Sawalha et al. (2016) tested the effect of foreign investment (FDI and FPI) on
economic growth using a sample of twenty-one developed nations and nineteen developing
nations between 1980 and 2012. Having developed a GMM approach for dynamic panel
data, this study provided empirical evidence that FDI had a positive and significant effect
on economic growth in the sample countries while FPI had a negative and significant effect.

Ndugbu et al. (2021) examined the link between FPI and economic growth in Nigeria
between 1986 and 2017. Using ECM and a Granger causality approach, they took market
capitalization, FPI, and market freedom as independent variables for understanding GDP
as a proxy for economic growth. This research supported the findings of earlier studies,
which indicated that market freedom and capitalization significantly promoted economic
growth in Nigeria while FPI had a negative and insignificant effect. As such, they rec-
ommended that policymakers attempt to cultivate capital market activities to improve
economic performance and stimulate growth.

A relatively recent study was conducted by Mlambo (2022) to analyze the effect of
FPI on economic growth in Africa. This study used the GMM model to analyze quarterly
data from the five African nations that ranked highest on the financial market index (South
Africa, Botswana, Kenya, Mauritius, and Nigeria) between 1995 and 2014. This research
found a weak association between FPI and economic growth, as well as a positive link
between exchange rates and long-term growth. As exchange rates deteriorate, economic
growth in Africa is stymied. Mlambo (2022) thus recommends that the central banks of
Africa develop better strategies to improve the flow of capital, such as by establishing new
financial institutions and strengthening existing ones.

A study by Acha and Essien (2018) investigated the influence of FPI on Nigeria’s
economic growth between 2005 and 2014. GDP was used as a dependent variable, while
FPI, market capitalization, and exchange rates were used as independent variables. OLS
dual regression was used to show that FPI and market capitalization positively influenced
real GDP, while the inverse is true for gross regional domestic product (GRDP). Also taking
Nigeria as their example, Waliu and Elijah (2020) used a dynamic approach to understand
the link between foreign investment and economic growth in Nigeria between 1980 and
2018. ADF was used to test the significance of FPI for the Nigerian economy. This study
provided empirical evidence that foreign investment, domestic savings, government ex-
penditures, and market capitalization determined the long-term trends in GDP. FPI played
an important role in Nigeria, as it stimulated the accumulation of capital for production
activities, promoted the adoption of new technologies, increased the balance of payments,
created business opportunities, and increased tax revenues. FPI also accelerated economic
growth, with its effects more evident over the long term than over the short term (Gunaydin
and Tatoglu 2005).

Ezeanyeji and Maureen (2019) explored the effects of FPI on Nigeria’s economic growth
between 1986 and 2017. Using ADF, Johansen cointegration, and ECM, they found that FPI
had a positive and significant influence. As such, they recommended that governments
develop policies that promoted the long-term development of capital markets and other
aspects of the economy. Governments must create a conducive business environment by
providing a stable electric grid, good roads, physical and spiritual security, and consistent
policies that promote local domestic investment.

These empirical studies show a link between FDI/FPI and GDP. In many countries,
FDI has been shown to improve the efficiency of the economy through innovation and
technology transfer. Likewise, FDI opens national economies to the global economy, thereby
creating jobs and promoting growth. Meanwhile, working through the financial sector, FPI
contributes to the accumulation of economic value by creating liquidity in the domestic
market, promoting efficiency, expanding access to funding, stimulating production, and
creating jobs.
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The numerous empirical studies above demonstrate that FDI and FPI contribute to
a nation’s GDP. It has been observed in many nations that FDI increases an economy’s
efficiency through innovation and technology transfer. Additionally, FDI makes an econ-
omy more exposed to the world market, generating domestic employment and fostering
economic expansion. FPI, nevertheless, also gives an economy accumulated economic
value. The financial sector shapes the function of FPI, which includes supplying liquidity
on the domestic market, promoting market efficiency, increasing access to credit, growing
the manufacturing sector, and creating jobs in a nation (See Figure 4).
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Existing empirical studies have found positive and negative associations between FDI,
FPI, and economic growth, both in developed and developing nations (Botta 2018; Taiwo
and Olayemi 2015; Sothan 2017; Rehman 2016; Carbonell and Werner 2018; Shevelova and
Plaskon 2018; Dinh et al. 2019; Ibhagui 2020). Table 1 summarizes research results regarding
the causality association of FDI, FPI, and GDP representing various countries and continents.
This table shows the results of studies to depict the geographical concentration of studies
being reviewed. The research results in developed countries, including leading global
economies, Spain, Central and Eastern European countries, and Turkey, show a causal
relationship between FDI, FPI, and GDP. Similar results were also found in developing
countries such as countries in Africa, Cambodia, Pakistan, and Malaysia. However, from
the regression approach, it is generally found that FDI plays an essential role in the GDP of
least-developed countries such as African countries (see Table 1).

Thus, the relationship between FDI, FPI, and GDP is examined in this study by
assessing the following hypothesis:

H1. FDI has a positive impact on GDP in ten ASEAN member states..

H2. FPI has a positive impact on GDP in ten ASEAN member states.
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Table 1. Country wise and year wise of the previous study.

Author Method Country Period Result

FDI and GDP

Yusuf et al. (2020) Dynamic fixed effects ARDL West Africa 1996–2016

Causality result: no causality (short term); FDI
→ GDP (long term). Regression results: FDI
plays a significant and positive role in
economic growth in West Africa.

Okwu et al. (2020) Panel analysis 30 leading global
economies 1998–2017

Causality result: FDI→ GDP. Regression result:
FDI had a positive and significant impact on
the economic growth of countries during this
period.

Ibhagui (2020) Threshold Regression
Framework

45 negara Sub-Sahara
Africa (SSA) 1985–2013

Causality result: FDI→ GDP. Regression result:
FDI can accelerate economic growth when
countries in the SSA have reached certain
threshold levels of inflation, population growth,
and financial market development.

Dinh et al. (2019) ECM and FMOLS 30 developing countries 2000–2014

Causality result: FDI→ GDP. Regression result:
FDI drives economic growth in the long run.
FDI harms the economic growth of countries in
the short term.

Carbonell and Werner (2018) Unrestricted Autoregressive
Distributed Lag Spain 1984–2010

Causality result: FDI→ GDP. Regression result:
Foreign demand, human capital, productive
credit, and labor have a significant favorable
influence on economic growth.

Shevelova and Plaskon (2018) GMM 25 regions in Ukraine 1996–2015
Causality result: FDI→ GDP. Regression result:
FDI has no significant effect on Ukraine’s
economic growth.

Sothan (2017) VECM and Granger Causality Cambodia 1980–2014

Causality result: No causality (short term); FDI
→ GDP (long term). Regression result: The
long-run FDI-to-GDP coefficient is negative
and statistically significant. In the short term,
there is no causal relationship between FDI and
GDP; in the long run, there is a unidirectional
causal relationship between FDI and GDP; FDI
contributes to Cambodia’s economic growth
through growing physical capital.

Rehman (2016) VECM Pakistan 1970–2012

Causality result: GDP→ FDI. Regression result:
Foreign direct investment is dependent on
economic growth, but the relationship does not
operate the other way around. Pakistan’s
economic progress may be hampered by a lack
of human capital.

FPI and GDP

Mlambo (2022) GMM
South Africa, Botswana,
Kenya, Mauritius and

Nigeria
1995–2014

Causality result: FPI→ GDP. Regression result:
The FPI and GDP have a positive association.
In the long run, the data likewise reveal a
positive link between the exchange rate and
GDP.

Ndugbu et al. (2021) ECM and Granger Causality Nigeria 1986–2017

Causality result: FPI→ GDP. Regression result:
Foreign portfolio investment has a negative
and insignificant effect on economic growth in
Nigeria.

Sawalha et al. (2016) GMM
21 samples of developed

countries and 19
developing countries

1980–2012
Causality result: FPI→ GDP. Regression result:
FPI had a deleterious and statistically
significant impact on both sample groups.

Albulescu (2015) GMM
13 CEE countries Central

and Eastern European
countries

2005–2012

Causality result: FPI→ GDP. Regression result:
Portfolio investment significantly affects
long-term economic growth; FPI promotes
long-term economic growth by providing
broader investment financing.

Gumus et al. (2013)
VAR, Granger Causality Test;

Impulse Responses and
Variance Decomposition

Turkey 2006–2012

Causality result: FPI→ GDP. Regression result:
Foreign portfolio investment influences the
Istanbul Stock Exchange Price Index, exchange
rate, and industrial production index.

Duasa and Kassim (2009) Panel analysis Malaysia 1991–2006
Causality result: GDP→ FPI. Regression result:
Economic growth drives changes in FPI and its
volatility, not the other way around.
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2. Methodology
2.1. Data and Variables

This research relied on GDP, FDI, and FPI data from World Development Indicators,
as published by the World Bank. Economic performance (as measured through GDP) is
taken as a dependent variable, while foreign direct investment (FDI) and foreign portfolio
investment (FPI) are taken as independent variables. GDP refers to real economic growth
(USD Constant), while FDI and FPI refer to foreign investment (USD Constant). The influx
of direct investment equity into the reporting economy is called foreign direct investment.
The total equity capital, income reinvestment, and other capital are represented here. A
type of cross-border investment known as direct investment occurs when citizens of one
economy exercise significant control or influence over the administration of businesses
located in another. A requirement for establishing a direct investment relationship is
ownership of 10 percent or more of the voting common stock. Other than those recorded as
direct investments, net inflows of equity securities are included in portfolio equity. These
inflows include shares, deposit receipts (American or international), and foreign investors’
direct purchases of shares in local stock exchanges. The GDP value utilized in this study
represents the actual value of GDP, hence the real GDP. The percentage of increases over
time caused by inflation, as opposed to those caused by actual growth, can be calculated
using real GDP (Table 2).

Table 2. Definition of variables.

Variables/Symbol Definition Expressed in

Gross Domestic Product (GDP)

The gross aggregate of all goods
produced by residents, with sales taxes

added and subsidies subtracted
(Constant 2010).

USD

Foreign Direct Investment (FDI)

The net value of investments, including
equity capital, reinvestment, other

forms of long-term capital, and
short-term capital, as shown in the

balance of payments.

USD

Foreign Portfolio Investment (FPI) Portfolio investments include equity
and debt transactions. USD

Source: Author’s own summary based on data from World Bank Indicators, available on https://data.worldbank.
org (accessed on 11 June 2022).

As its sample, this study took balanced panel data from the ten member states of
ASEAN—Myanmar, Brunei, Cambodia, Indonesia, Laos, Malaysia, Singapore, Vietnam,
and the Philippines—covering the period between 2009 and 2020. As such, the dataset
included 120 observations (10 countries × 12 years). The variables used in this study are
defined below.

2.2. Econometric Model

In this study, the causal link between GDP, FDI, and FPI was analyzed using the
augmented version of the econometric model offered by Mankiw et al. (1992). It used
the following regression model to examine the link between dependent and independent
variables, following Apostolov (2016), Li and Liu (2005), and Latief et al. (2020):

Yit = α0 + βXit + λi + µi + εit (1)

with Yit referring to the real GDP of member state i in year t; Xit referring to the independent
variable as varied across time and country, λi referring to the unobserved country-specific
effect; µi referring to the unobserved time-specific effect, and εit referring to the error term.

https://data.worldbank.org
https://data.worldbank.org
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Equation (1) above may be written into the econometric model to estimate the influence of
FDI and FPI on GDP in ASEAN nations:

GDPit = α0 + α1FDIit + α2FPIit + λi + µi + εit (2)

In this equation, GDP is Gross Domestic Product, FDI is Foreign Direct Investment,
FPI is Foreign Portfolio Investment, α0 is the constant term, i is the ASEAN member state, t
is the period between 2009 and 2020, and α1–α2 is the regression coefficient. Referring to
Baltagi (2021) and Hsiao (2007), this study used panel data analysis, as it has been shown to
contain the information necessary to handle the dynamics of the specific times and entities
investigated. Testing was conducted using a unit root test and a panel causality test.

In panel data, independent variables may be affected by endogeneity, particularly
over the short term (Carbonell and Werner 2018; Baltagi 2021). Another shortcoming of
panel data is the potential for time-varying omitted variables (Mohammed 2022; Edmore
and Odhiambo 2021). To overcome this issue, Arellano and Bond (1991) recommend using
a dynamic panel data model that combines the estimation methodology and the GMM
system; in this regard, the lagged endogenous variable is an independent variable (Nicholas
et al. 2020; Triguero Cano et al. 2020). The GMM model produces results consistent with
the existence of different sources of endogeneity, also known as unobserved heterogeneity
(Minviel and Sipilainen 2021; Duxbury 2021; Nicholas et al. 2020). Referring to Arellano
and Bond (1991), Equation (1) may be written using the first difference to eliminate the
country-specific effect, as follows:

Yit − Yi, t − 1 = α0 + δ (Yi,t − Yi, t − 2) + β’(Xi,t + Xi,t − 1) + (λt + λt − 1) +(εit + εit − 1) (3)

3. Results
3.1. Descriptive Statistics

Based on 120 observations, Table 3 provides descriptive statistics of the investigated
variables. The mean for the GDP variable is 11,892.14; the mean for the FDI variable is
12,832.71; and the mean for the FPI variable is 3826.65. The skewness of the GDP variable is
2.401358 > 0, which indicates positive asymmetry. The skew for the FDI and FPI variables is
also greater than 0, again indicating positive asymmetry. The kurtosis of the GDP variable
is 7.544513 > 3, indicating a leptokurtic distribution. The kurtosis for the FDI variable is
11.30705 > 3, while the kurtosis is 14.82055 > 3 for the FPI variable (Westfall et al. 2014).

Table 3. Descriptive statistics of the variables.

GDP FDI FPI

Mean 11,892.14 12,832.71 3826.65
Skewness 2.401358 2.869135 3.092163
Kurtosis 7.544513 11.30705 14.82055

Observations 120 120 120
Source: Author’s own calculation using EVIEWS 12.

3.2. Cross-Sectional Dependence Test

Cross-sectional dependence test is an important diagnostic for panel data analysis
(Menegaki 2021; De Hoyos and Sarafidis 2006; Lim et al. 2020). It is used to ascertain
whether cross-sectional dependence exists within the panel data. Cross-sectional depen-
dence indicates that units in the same cross-section are correlated due to some unobserved
common factors (Baltagi and Pesaran 2007). In this study, cross-sectional dependence
testing was conducted using the Lagrange Multiplier (LM) test developed by Breusch and
Pagan (1980), the Cross-section Dependence (CD) test developed by Pesaran (2004), the
Bias-Adjusted Cross-Sectional Dependence Lagrange Multiplier (CD LM) test offered by
Pesaran et al. (2008) and Lim et al. (2020). As shown in Table 4, cross-section dependency
exists in the panel model at a significance threshold of five percent (α = 5%).
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Table 4. Cross dependency results.

Test Statistic Prob. Decision

Breusch–Pagan LM 83.24470 0.0005 Cross-sectional
dependence

Pesaran scaled LM 4.031346 0.0001 Cross-sectional
dependence

Pesaran 1.396187 0.1627 No cross-sectional
dependence

Source: Author’s own calculation using EVIEWS 12.

3.3. Panel Unit Root Test

Testing identified cross-sectional dependency, and thus the stationarity of the panel
data was examined. Testing involved the root analysis proposed by Levin et al. (2002), re-
ferred to hereafter as LLC, as well as ADF and a test designed by Fisher and Phillips–Perron
(Fisher–PP). The null hypothesis was that the panel data had root units; the alternative
hypothesis was that the panel data did not have root units.

The equation for unit root testing was:

∆yit = øiyi, t − 1 + z’itγi + eit (4)

In this equation, yit is the variable being tested; z’itγi is the panel-specific means; and
ø is the specific AR parameter for the panel. Root unit analysis found, as shown in Table 5,
that all variables were stationary in levels.

Table 5. Panel unit root test results for FDI, FPI, and GDP.

Variable
LLC ADF Fisher–PP

Stationarity
Statistic Prob. Statistic Prob. Statistic Prob.

GDP −4.23524 0.0000 * 34.8405 0.0210 * 34.5646 0.0225 * Yes
FDI −4.73696 0.0000 * 46.8154 0.0006 * 32.9874 0.0338 * Yes
FPI −2.53104 0.0057 * 33.0321 0.0335 * 54.0302 0.0001 * Yes

* denotes statistically at 5% significant level. The tests employ Akaike information criterion automatically as the
lag length. Source: Author’s own calculation using EVIEWS 12.

3.4. Panel Cointegration Test

Based on the above results, the Pedroni cointegration test was used to examine the
association between GDP, FDI, and FPI over the long term. This test used the following
equation:

GDPit = αi + δit + β1FDIit + β2FPIit + εit (5)

In this equation, i = 1, 2 . . . . . . N refers to the ten ASEAN member states in the panel
data, while t = 1, 2 . . . T refers to the twelve years under consideration. The parameters αi
and δi refer to the country and time effect, respectively. The residual εit is integrated into
the null hypothesis of no cointegration.

Table 6 presents the results of Pedroni cointegration testing. Four of the seven
statistics—Panel PP-Statistic, Panel ADF-Statistic, Group PP-Statistic, and Group ADF-
Statistic—were significant at a level of 1%. As such, the null hypothesis is rejected and the
alternative hypothesis is accepted, suggesting that a long-run relationship exists between
GDP, FDI, and FPI. The cointegration between the variables under consideration suggested
a long-term causal relationship between GDP, FDI, and FPI. The Dumitruescu–Hurlin
causality test was subsequently used to analyze the causality between the variables under
consideration.
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Table 6. Results of Pedroni residual cointegration testing.

t-Statistic Prob. Weighted
t-Statistic Prob.

Panel v-Statistic −1.243595 0.8932 −2.623041 0.9956
Panel rho-Statistic −0.322500 0.3735 1.622916 0.9477
Panel PP-Statistic −8.062853 0.0000 * −6.110733 0.0000 *

Panel ADF-Statistic −7.541982 0.0000 * −5.429478 0.0000 *
Group rho-Statistic 2.528469 0.9943
Group PP-Statistic −10.54840 0.0000 *

Group ADF-Statistic −5.087689 0.0000 *
* denotes statistically at 5% significant level. Source: Author’s own calculation using EVIEWS 12.

3.5. Dumitrescu–Hurlin Panel Causality Analysis

Dumitrescu–Hurlin Panel Causality Analysis (DHPC) was used to ascertain whether
a short-term causal relationship exists between GDP, FDI, and FPI in the panel data being
investigated. This approach was chosen because it performs better for panel data than
the frequently applied Granger analysis. Where Granger causality analysis is employed
for panel data, its viability depends on the selected number of items (N) within a given
time horizon (T) (Jangam 2021; Szarowská 2018; Dumitrescu and Hurlin 2012). Conversely,
DHPC is better equipped to understand the interconnections between nations; it is also more
robust to heterogeneity. DHPC uses the following equation (Dumitrescu and Hurlin 2012):

Yit = αi +
k

∑
k=1

Yk
i Yit−k +

k

∑
k=1

βk
i Xit−k+ ∈it (6)

In this equation, K is the optimum interval lag, while Y and X are the two variables
whose causal relationship is under consideration. It may thus be said that DHPC is used to
detect whether X is a cause of Y.

The results of DHPC are displayed in Table 7. The results of the Dumitrescu–Hurlin
panel causality test reveal that in the short term, there is a causal association between FDI
and GDP, both a one-way and a two-way association. The null hypothesis, which states that
FDI does not homogeneously cause GDP, is rejected with a p-value of 0.0069 < 0.0500, mean-
ing that FDI causes GDP. There is homogeneous causality between FDI and GDP across ten
ASEAN countries. Similarly, the null hypothesis that GDP does not homogeneously cause
FDI was rejected, with a p-value of 0.0015 < 0.0500, implying both GDP and FDI cause
each other across ten ASEAN countries. This finding implies that an increase in FDI and
FPI can improve GDP over the short term. This finding provides strong evidence that FDI
stimulates and contributes to economic growth in the ten member states of ASEAN. These
findings are consistent with those made in other countries by empirical studies such as
Okwu et al. (2020), who posited that causality runs from FDI to GDP to FDI in 30 leading
global economies and Dinh et al. (2019) who discovered a bi-directional causality between
FDI and GPI in GDP 30 developing countries.

The outcome of the causal relationship between FPI and GDP is different. Findings
from the causality test establish a unidirectional causal relationship between FPI and GDI.
For the null hypothesis where FPI does not homogeneously cause GDP, a p-value of 0.0263
< 0.0500 is obtained, and for the null hypothesis that GDP does not homogeneously cause
FPI, a p-value of 0.9471 > 0.0500 is obtained. Thus, overall, the short-run causality test
results imply that FPI causes GDP, but GDP does not cause FPI. In similarity, Mlambo (2022)
provided strong evidence of causality between FPI and GDI in South Africa, Botswana,
Kenya, and Sawalha et al. (2016) demonstrated that FPI caused GDP in 21 developed
countries and 19 developing countries.
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Table 7. Pairwise Dumitrescu–Hurlin panel causality results.

Null Hypothesis: W-Stat. Zbar-Stat. Prob. Causal
Association Decision

FDI does not
homogeneously cause GDP

(FDI→ GDP)
3.4630 2.6999 0.0069 Yes

Bidirectional
causalityGDP does not

homogeneously cause FDI
(GDP→ FDI)

3.4630 3.1786 0.0015 Yes

FPI does not
homogeneously cause GDP

(FPI→ GDP)
3.0860 2.2219 0.0263 Yes

Unidirectional
causalityGDP does not

homogeneously cause FPI
(GDP→ FPI)

1.3857 0.0663 0.9471 No

Source: Author’s own calculation using EVIEWS 12.

3.6. GMM Estimates: FMOLS and DMOLS

As long-term cointegration between variables was identified, the analysis continued
with fully modified least squares (FMOLS) and dynamic least squares (DMOLS) estimates
(Lim et al. 2020; Hafeez et al. 2018; Dauda et al. 2019). FMOLS and DMOLS were chosen for
their ability to overcome such issues as endogeneity and serial correlation (Pedroni 2004).
FMOLS and DMOLS are used to investigate long-term relationships where causality exists
(Hafeez et al. 2018).

The FMOLS estimator may be written as follows:

β̂ =

[
N
∑

i=1

T
∑

t=1

(
Xit − Xi

)(
Xit − Xi

)]−1[ N
∑

i=1

(
T
∑

t=1

(
Xit − Xi

)
ŶitT∆εµ

)]
(7)

In this formula, Yit is the endogeneity correlation term and ∆εµ is the serial correlation
correction term. DOLS involves the adaptation of metrics to handle errors in static regres-
sion. Corrections are rooted in the assumption that a link exists between the residual of
static regression, the first difference between the lead and lag, and the contemporary value
of regressors within the first difference (Maeso-Fernandez et al. 2004). DOLS estimation is
conducted using the following equation:

Yi,t = αi + βiXit−1 +
q2

∑
j=q1

Cij∆Xit+j + µi,t (8)

In this equation, q2 is the maximum lead length, q1 is the maximum lag length, ∆Xit+j
removes the endogenous effect of Xit, and µit is the error term. An estimation of the
long-term relationship between FDI, FPI, and GDP is reported in Table 8. It shows that,
using both FMOLS and DMOLS, FDI and FPI are estimated to significantly affect GDP
over the long term in ASEAN’s ten member-states. FDI and FPI are positive and negative
parameters, respectively. As a result, the regression coefficient for the FDI variable is
150,998, suggesting that if FDI increases by 1 billion US dollars, GDP will increase by
150,998 billion US dollars, providing all other independent variables remain constant. If
the FPI rises by 1 billion US dollars, GDP falls by 210,907.6 billion US dollars, assuming
the other independent variables are constant. The value of the adjusted R2 is 0.2650
which reflects that 26.50 percent variations in the dependent variable are explained by the
independent variables. A positive long-term relationship between FDI and GDP was also
found in several empirical studies, including those of Yusuf et al. (2020), Albulescu (2015),
Metwally (2004), Shevelova and Plaskon (2018), and Dinh et al. (2019).
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Table 8. Results of FMOLS and DMOLS estimation. GDP is the dependent variable.

Variable
FMOLS DMOLS

Coefficient t-Statistic Prob. Coefficient t-Statistic Prob.

FDI 150,998 8.9396 0.0000 211,724.9 5.7462 0.0000
FPI −210,907.6 −9.2474 0.0000 −240,005.2 −5.5540 0.0000

R2 = 0.2650
Obs = 120

R2 = 0.8394
Obs = 120

Source: Author’s own calculation using EVIEWS 12.

Meanwhile, FPI is negatively associated with GDP. DMOLS calculations indicate that
an increase in FDI of 1 billion US dollars leads to a rise in GDP of 211,724.9 billion US
dollars, provided all other independent variables remain constant. In contrast, an increase
in FPI of 1 billion US dollars reduces GDP by 240,005.2 billion US dollars, provided all other
independent variables remain constant. The value of adjusted R2 is 0.8394, implying 83.94
percent variations in the dependent variable are explained by the independent variables.
This confirms the findings of several previous studies, including those by Sawalha et al.
(2016), Sengupta and Puri (2020), and Ndugbu et al. (2021).

4. Discussion

Understanding the association and direction of causality between FDI, FPI, and GDP
is vital for formulating policies to encourage investment in a country. FDI and FPI have
been discovered to influence the economic development of nations, including in Southeast
Asia. However, the study of panel data from the ten member states of ASEAN has been
limited. Likewise, although the topic has drawn significant interest, there needs to be more
consensus in the literature regarding the nature of this relationship.

Thus, this study investigated the association of FDI, FPI, and GDP using panel data
from the ten member states of ASEAN for the 2009–2022 period. First, cross-sectional
dependence testing was conducted, finding the existence of cross-sectional dependency.
Second, panel unit root tests were performed, finding that all variables under consideration
were stationary in levels. Third, panel cointegration testing found that the variables
were cointegrated, suggesting a link between GDP, FDI, and FPI over the long term.
Analysis continued with Dumitruescu–Hurlin causality testing to identify causal ties
between variables, as well as long-run econometric models and dynamic least squares
models for examining how FDI and FPI impact GDP.

The empirical results of this study may be summarized as follows. First, over the
short term, FDI and FPI promote GDP formation in the 10 ASEAN member states. Bilateral
causality existed between FDI and GDP and between FPI and GDP. This finding suggests
that, over the short term, both FDI and FPI stimulate GDP. This study’s findings corroborate
the outcomes of Albulescu (2015), Akiri and Ushie (2020), and Ezeanyeji and Maureen
(2019). Second, long-run panel estimation found that FDI and FPI significantly influence
ASEAN’s GDP. However, their effect differs: FDI and GDP have a favorable relationship,
while FPI negatively associates with GDP. Such findings are in line with the results of Yusuf
et al. (2020); Albulescu (2015); Akadiri et al. (2019); Sothan (2017); Dinh et al. (2019), and
Waliu and Elijah (2020).

The study’s findings are consistent with the idea that although both FDI and FPI
have positive economic effects, host countries prefer FDI since it is less erratic (Bautista
2005). This explains why FDI has a beneficial effect on the growth of GDP in the ASEAN
countries that are under investigation. Due to the potential size and liquidity of their assets,
FDI investors are unable to swiftly liquidate their investments and assets and set off a
country. In view of this, investors most often choose a long-term strategy while undertaking
FDI, which results in a lengthy process from the initial planning phase through project
completion.
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On the other hand, FPI investors can more easily withdraw their investments and
leave a country because their investments and financial assets are more liquid and widely
traded (Hurley and Santos 2001). This lesson about the highly volatile FPI market was also
experienced by ASEAN countries when the economic crisis and currency crisis occurred in
Southeast Asia in July 1997, which started in Thailand and spread quickly to Malaysia, the
Philippines, Indonesia, Korea, Taiwan, and Hong Kong. At that time, there was a large-scale
inflow of foreign capital into the Southeast Asian financial system, which became vulnerable
to panic and sudden reversals of market confidence (Chancharoenchai and Dibooglu 2006).
The 1997 Asian crisis was marked by the collapse of the stock market in a very short time,
followed by an unprecedented depreciation of five currencies in Asian countries—Thailand,
Indonesia, Malaysia, the Philippines, and South Korea (Chancharoenchai and Dibooglu
2006). The high volatility of all ASEAN currencies also triggered a crisis in the financial
sector of ASEAN countries during the 1997 crisis (Hurley and Santos 2001). Therefore,
empirical findings in the research that show FPI is negatively related to a country’s GDP
may be due to the high volume of FPI in ASEAN countries, so a high level of FPI can face
high market volatility and currency fluctuations in the event of high economic uncertainty
(Bautista 2005), including in ASEAN countries.

5. Conclusions

ASEAN will become one of the future centers of world economic growth. ASEAN’s
GDP is the third largest in Asia’s most significant economic region and the fifth largest
globally, with a GDP of almost 3.2 trillion USD in 2019 (The ASEAN Secretariat 2023).
ASEAN is becoming a major FDI destination in developing countries—second only to
China—and is expected to drive global economic recovery. The increase in investment
flows into the ASEAN region was driven by several factors, including increasing investment
from outside the region, manufacturing growth, strategically significant improvements
in global supply chains, and growing investment in infrastructure, including the digital
economy. In addition, ASEAN has made a robust economic recovery from COVID-19 due
to significant economic growth and record levels of FDI inflows (The ASEAN Secretariat
2023). The high flow of investment to ASEAN reflects the attractiveness of the regional
economy for global investors.

The study contributes to the existing literature by adopting panel data analysis from 10
ASEAN member countries. The study investigates the relationship and causality between
FDI and FPI as determinants of GDP in the examined ASEAN countries. The findings
indicate that in the short and long term, FDI benefits the economies of ASEAN member
countries. As a result, FDI and GDP have both been proven to be causative in the ten
ASEAN nations studied. The causal association between FDI and GPI is two-way in the
short run.

Despite the fact that FPI has a causal relationship with GDP in countries, the influence
of FPI on GDP in ASEAN countries is deterministic. This detrimental effect is suspected,
among other things, due to the highly volatile nature of financial markets and the high
amount of uncertainty regarding FDI implementation.

Findings from this study have important policy implications. The members of ASEAN
must focus on policies that are friendly and attractive to FDI. These nations may, for exam-
ple, use policy approaches to incentivize foreign investment and mitigate the deleterious
effects of FPI. It is paramount that the ten members of ASEAN optimize the positive effects
of foreign investment on their economies.
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