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Abstract: The COVID-19 pandemic has inflicted structural shocks on the global economic system by
raising high economic uncertainty. Policymakers are exploring alternative measures and incentivizing
foreign direct investment for the restoration of global economic operations to achieve short- and
long-term growth. Given this, the study examines the global response of FDI inflow to measure
the change in productive capacity. The productive capacity is proxied by structural change, private
business sector, institutional quality, transportation infrastructure development, and natural capital.
The study implements empirical analysis for a large panel of 170 countries in a data set from 2000 to
2021. Furthermore, the study employed the cross-sectional augmented auto-regressive distributed lag
(CS-ARDL) econometric estimation method for better examinations of current changes in an economic
outbreak. From the results of the study, the estimations reveal that FDI inward has significant positive
impact over the private business sector, institutional quality, transportation infrastructure, and
natural capital on inward FDI. In accordance with discussions, the study suggests several pragmatic
policy implications to achieve maximum output by utilizing the inward FDI as incentivized by the
governments of the selected countries.
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1. Introduction

Foreign direct investment (FDI) has been referred to as a potential engine for economic
growth and expansion in domestic trade. FDI flows are the main driver of modern glob-
alization and a source of international capital circulation. We considered FDI as a base
for economic development and a source of national growth as FDI assists in improving
the environmental and social circumstances of the hosting country, where FDI encourages
overall growth through increasing total factor productivity and enhances the economy’s
resources. With such multi-dynamic advantages, with FDI inflow, every country wants to
invite more FDI. The competition for inviting FDI has intensified an uncertain economic en-
vironment, particularly after COVID-19, where the importance of FDI inflow has changed.
In this research, we study the relationship between FDI inflow and the productive capacity
of the hosting country. In the productive capacity, we include the institutional quality,
transportation infrastructure quality, private business sector capacity, social structure, and
natural capital of 170 from twenty years of historical data by using [1] by employing the
CS-ARDL estimation to examine the real-time impact of the global response of FDI inflow
and change in productive capacity.

In this modern era of strategic alignment, developed economies invest their FDI to
secure domestic countries’ political benefits [2] Foreign investors are observed to be more
interested in investing in private business sector institutions by focusing on the quality of
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institutions, especially the policies regarding FDI in domestic countries. For this, developing
countries are increasingly adopting lenient policies by providing substantial provisions
in taxation and other incentives to attract FDI. More FDI can be attracted through the
implementation of technology, good management practices, and a skilled labor force. FDI is
concerned with light government regulation and the appreciation in taxation as it frequently
goes beyond capital investment. Studies have extensively investigated the role across
various sectors concerning different contributions. For example, according to [1], the global
FDI flow has increased by 3%, whereas the flow to advanced countries increased by 3%.

Furthermore, studies reported a massive increase in demand for FDI that offer favor-
able conditions after the pandemic of COVID-19 as this ongoing pandemic crisis intensified
the world economy more than any other crisis. In such economic outbreaks, international
trade needs serious attention to form new policies that invite more foreign investors.

Apart from several benefits of FDI, inflow is a driver of productivity. FDI is supposed
to transfer a new roadmap of products and processes with the potential to enhance domestic
production capability [3]. This study provides a statistical answer to the question of whether
FDI enhances productivity in developing countries. Several empirical studies have been
conducted in this context. Some studies contradict this [4] and others support it [5]. For
this study, we illustrate previous studies. In this, one-third of the studies confirm a positive
and significant effect of FDI on productive capacity and some reported a significantly
negative effect. The majority of the studies present developing countries. Thus, the reason
is clear that the link between FDI and productive capacity has yet to be investigated for
a sufficiently large group of countries, irrespective of the size of the economy, to produce
such claims. This current study resolves this issue and explains the real-time impact of FDI
and productive capacity. Structural economic shocks such as natural disasters, financial
crises, and war threats disrupt the global and regional economic flow. At the same time,
COVID-19 caused a massive dropdown in FDI flow and the economic system faced more
challenges during this period. Figure 1 explains the FDI inflow worldwide.
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Figure 1. Foreign direct investment: inward flows (1990/2019) in USD. Source: author’s calculation.

The motivation of this research is anchored on the policies needed to provide an
extensive analysis of the capabilities of FDI inflow and increase the productivity of the
hosting country. For a better examination of the above objective, we are examining several
other variables that can affect the overall productivity at the domestic level, including
institutional quality, transportation infrastructure quality, private business sector capacity,
social structure, and natural capital of the hosting country. Although the pandemic has
subsided, the aftershock still lingers and the global economy is still vulnerable. This
consequential effect of structural shocks may create wealth inequality, unsustainable debt,
and rampant environmental destruction. The pandemic further indicates the need for
economic buffers and viable recovery plans from structural shocks. Several challenges
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remain unaddressed following the pandemic and further pose a significant challenge to the
global economic recovery.

Furthermore, this study adds several novelties to the existing literature: First, we study
the relationship between productive capacities, which includes the institutional quality,
transportation infrastructure quality, private business sector capacity, social structure,
and natural capital of the hosting country by examining a large-scale panel dataset of
170 countries’ irrespective of the size and capitalization; the time period of the historical data
is from 2000 to 2021. Second, we study the asymmetric relationship between productive
capacities and FDI by using the [1] database. Previous studies used a single or regional
economy’s historical datasets to examine the relationship between FDI and productive
capacity with few control variables [6-8]. However, this research uses the full index to
examine the real determinants of productive capacities and FDI inflows. Third, in terms of
econometric estimation, we used multiple modern estimation tools to analyze the effect
of FDI inflow and global structural shocks on productive capacity, keeping the changes
economies faced after the COVID-19 pandemic in view.

Further used is the CS-ARDL estimation with the additional implication of fixed
effects and random effects to examine the real-time impact of the global response of FDI
inflow to changes in productive capacities such as structural change, the private sector,
institutional quality, transportation infrastructure, and natural capital. The study applies
the several pre-estimation techniques to remove the issues related to data distribution, such
as heteroskedasticity, auto-correlation, and cross-sectional independence. The results of this
study provide important mixed results. FDI inflow significantly affects productive capacity.
We found the dynamic associations in a productive capacity where institutional quality,
transportation infrastructure quality, private business sector capacity, social structure, and
natural capital of the hosting country are significantly and positively an attraction for FDL

The remaining sections of the paper are presented with a summary of the previous
relevant literature in the segment. Section 3 explains the applied methodology, while Sec-
tion 4 explains how the empirical results were obtained. Section 5 contains the conclusion
of this paper.

2. Literature Review

The systematic links between FDI inflow and its impact on productive capacity, institu-
tional quality, transportation infrastructure quality, private business sector capacity, social
structure, and natural capital has uncovered. There has been abundant empirical evidence
showing a significant relationship among the above variables, but thea studies conducted
for developing countries where FDI inflow from developed countries are examined. In this
section, we are emphasizing a broad set of important macroeconomic variables and their
linkage with productivity growth one by one for a better understanding.

2.1. Foreign Direct Investment and Institutional Quality

The institutional quality is a broad set of quality indicators tested empirically with
many dimensions. The relationship between FDI and institutional quality has been studied.
For instance, ref. [9] studied the effect of FDI inflow and institutional corruption for 45 host
countries and found a significant negative relationship. Corruption is the element that
discourages foreign investment. In opposition to this, ref. [10] highlighted the significant
and positive associations between FDI inflow volatility and good management practices
in the panel data analysis of more than 163 countries from 1996 to 2006. Ref. [11] studied
the institutional and cultural differences between developed and developing countries
regarding FDI flow. They used the fisher approach for the panel of 52 emerging economies.
Recent studies show a significant positive impact of FDI inflow in economies with the
rule of law, regulatory quality, and control over corruption; the political stability and
government effectiveness are positively correlated. Ref. [12] measures the composite
impact of institutional quality over FDI inflow. An institution’s quality determines the
collective effects in combining multiple effects to utilize the FDI better.
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On the other hand, the flow of FDI may decrease with an unfavorable economic
situation. The regulations and policies regarding foreign investment, government instability,
the unpredictability of laws, excessive regulatory burden, and lack of commitment are all
these factors that significantly affect the FDI inflow [13]. However, most of the studies
examined emerging and advanced economies separately. Consequently, there are very
limited insights regarding this relationship. We are examining the relationship between
FDI inflow, institutional quality, and its impact on productivity for the first time for large
numbers and mixed orders of emerging and advanced economies.

2.2. Foreign Direct Investment and Structural Change

Structural change is the transformation of production from labor-intensive to knowledge-
intensive in a drive of economic growth. Such transformation has the potential to fulfill
the demand for productive capacity. Ref. [14] conclude that structural change is adopting
an end-user services strategy by the manufacturing sector. Ref. [15] focused on mass
production with incremental labor professionalization. The adoption of structural change
is important for the expansion of economic growth. The structural change characterized
by growth in production and a mix of quantitative and qualitative changes approach
develops concentrative spatial reality where new tertiary expansion and globalization
processes influence structural change. According to [16], foreign investors consider such an
economy with quantifiable productive capability, the potential for the emergence of goods
and services and human resources training opportunities. FDI inflow changes the processes
by value addition for targeted sectors, which is a significant structural change element.

Structural change and FDI determine the role of economic development of the economy
of the hosting country. The macro-structural approach specifies the effects of the process on
employment, production levels, and wage rate. Ref. [17] revealed that inward FDI allows
for comparisons from a microstructural perspective. This approach is complemented and
explains the relationship between economic development and FDI. The structural change
in the service sector created more opportunities [18]. The operations of multinational firms
in a regional market drive the economy to create new businesses. Ref. [19] contradicts and
shares the Mexican experience where FDI inflow builds barriers for local industries that
affect the integrating process. Ref. [20] developed a case study highlighting an imbalance
between the quality of the jobs they provide and the advancing trajectories of export
manufacturing plans. Furthermore, the innovation and technification of the labor force are
negatively related to the social progress of the plant’s worker force (Figure 2).

Private Sector

Institution quality Structural Change

Foreign Direct
Investment

Transport Sector Natural Capital

Figure 2. Conceptual framework of the study. Source: author’s calculation.
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2.3. Foreign Direct Investment and Private Sector

The private business sector creates more opportunities for businesses and jobs, pro-
vides mobility to financial resources, and facilitates investments that are key to economic
growth. Private sector providers often have higher returns to labor, self-recruitment au-
tonomy, market-applied earning conditions, and comparative pay-out ratio. At the same
time, the sector is also facing various limitations such as [21] found that government
legalizations and rues are the main factors to slow down the growth of the private sec-
tor. In opposition to this, ref. [22] reviled that those changes in public laws help protect
labor rights. However, these limitations contribute to better efficiency than the public
sector [23]. They concluded that the private sector has several advantages, such as financial
and administrative autonomy and power of decision-making in response to the market
situation.

Many studies examined the relationship between FDI and the private business sector.
At an aggregate level, an increase in FDI inflow creates more opportunities and stimulates
economic and industrial growth [24]. The general assertion in the economic literature
supports that FDI is the prime mode for industrial development and stimulates developing
economies. The [1] has specified the FDI in several types and the private sector is considered
an investment involving FDI in the extractive sector. The private sector might lead the
economy by providing more employment and trade [23]. Economists agree that the private
sector is more wealth-creating than the services industry or commodities sector. Therefore,
it is argued that manufacturing-related FDI is larger than extractive-sector FDI [25].

2.4. Foreign Direct Investment and Transport Quality

A resilient transportation system has the potential to increase accessibility to create
more productive opportunities with low costs. For better transportation, the role of infras-
tructure must be maintained. Both are aligned with each other. Several studies examined
the role of transport infrastructure [26]. Most of the studies revealed that transport infras-
tructure has a significant positive impact on increasing the economy’s productive capacity.
The adequate supply of transportation infrastructure is mostly available at low costs, which
assures a favorable impact on the firm’s effectiveness in increasing productivity and earn-
ings. The FDI inflow has seemed more productive for developing economies with better
transport infrastructure. Foreign investors consider the transport infrastructure as the key
factor in increasing productivity [27].

Ref. [28] examined the determinants of FDI and found that better transport infrastruc-
ture helps the economies to invite more FDI. Ref. [29] study that transport infrastructure
and FDI inflow have an optimistic impact on the productive level of Malaysia. Ref. [30]
reconsidered the impact of infrastructure and economic environment on FDI inflow for
a mix of 81 developed and developing economies; they found that countries with low
transport infrastructure failed to fulfill the market demand and provide growth to national
income. Haque, ref. [31] examined the threshold effect of the transport infrastructure over
FDI inflow and realized that transport infrastructure has a positive role in the attractiveness
of receiving FDL

2.5. Foreign Direct Investment and Natural Resources

Natural resources are considered an alternative to FDI inflow. Economies with rich
natural resources need more skilled full labor and reliable institutional quality to receive
the maximum benefits by utilizing the natural resources. We found empirical studies with
different observations; some studies consider FDI as opposing natural resources with a
view of the exploitation of natural resources in creating economic growth developed by
foreign investors [32]. On the other hand, natural resources can be best utilized with good
management practices and sufficient financial resources, which is possible with FDI inflow
as discussed [33]. Some studies also documented a negative relationship between economic
growth and the abundance of natural resources. Using cross-country regression, ref. [34]
documented an adverse association between FDI inflow and natural resources. They found
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a robust difference in measuring resource abundances, such as the mining production share
in total GDP, the share of natural resource exports in GDP, and the land per capita. Ref. [35]
found that increasing natural resource exports in total GDP is creating a lower economic
growth rate. The purported stability of this conclusion has been thoroughly examined.
It is challenging for emerging countries where the private sector receives more foreign
investment and consumes a higher portion of the national natural resources of the economy.
Examining the role of natural resources in economic development needs serious attention
from public institutions, such as proper taxation and caring the environmental outcomes.

After the pandemic outbreak, the economies faced slow growth in productive capacity
and the usage of natural resources was almost at the lowest level of utilization. However,
the usage of natural resources is currently at a high utilization level due to increased
demand. In response to these changing dynamics of FDI inflow and the utilization of
natural resources, examining healthy and effective institutional structures, fiscal policy,
environmental regulation, and judgment at the political level may help to put FDI inflow in
a position to progressively impact natural resources. Natural resource extraction consumes
physical capital and needs an investment portfolio, possibly due to enabling FDI inflow [36].
Ref. [37] state that natural resources can decrease returns to scale.

In contrast, the other sectors, such as manufacturing, are decreasing outputs at the
firm level and, with an externality, lead to an increase in overall output. We insinuate that
developing economies with effective labor forces are shielded from decreasing natural
resources with the productive utilization of all factors. Several empirical studies demon-
strate that an interaction effect between abundant natural resources and human capital
contributes to economic growth [38].

3. Methodology and Data
3.1. Model and Data Specification

The study examines the real-time impact of FDI inflow on productive capacity in the
era of the pandemic crisis. The productive capacity is proxied with a mix of indicators
such as structural shocks, institutional quality, private business sector, transportation
infrastructure, and natural resources. Interestingly, the estimation model of the study
overviews the impact of FDI inflow and global structural shocks on productive capacity
with the implication of renewed organized dataset derived from [1] and a World Bank for a
large set of 170 countries irrespective of economy size. The initial econometric model that
examines the influence of all demographic factors on productive capacity is delineated in
the following econometrics equations.

Ln FDI = [50 + BanSTRUt + [32 PRIVSt + [33 INSTSt + '34TRANSt + B5 NATUCt + &jt (1)

The study employed a natural logarithm for an empirical econometric estimation to
cause the coefficients to be interpretable in approximate proportional differences. We also
consider the beta risk factor associated with investments and residual error term ¢;;. The
variables and data sources are mentioned in Table 1.

Table 1. Abbreviation used for variables in the study. Source: author’s calculation.

Variable Code Unit Data-Source
Foreign Direct Investment FDI Percentage World Bank
Structural Change STRC 100 UNCTAD-2021
Private Business Sector PRIVS 100 UNCTAD-2021
Institutional Quality INSTS 100 UNCTAD-2021
Transportation Infrastructure Sector TRANS 100 UNCTAD-2021

Natural Capital NATUC 100 UNCTAD-2021
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AFDI; = p; + & (FDIi—1 — BiXit—1 — 91;FDLi_1 — ®iX¢—1) +

3.2. Empirical Estimation Procedure
3.2.1. Pre-Estimation Analysis Technique

To choose a suitable estimation method for the econometric model, we execute several
necessary pre-estimation tests to perform the estimation and analysis more consistent and
ensure reliability with authentic results for policy implications. We implement estimation
tests such as Augmented Dickey—Fuller (ADF) and unit root tests to check the data for
stationarity issues.

3.2.2. Cross-Section Dependency Estimation (CD)

The CD test developed by [39] helps us select a proper estimation model and allow us
to remove the cross-sectional dependency, possible heterogeneity issue, and comparison of
null hypothesis among all variables. The test is based on the following assumptions:

T NN (- AR - d)f
NIN-1) 5,5 var {(f - d)fﬂ

CDS = @)

where f'ﬁ denotes the correlation of residual OLS estimation of each parameter, ref. [40]
suggested using short-time range panel data; the cross-sectional dependency test can
measure the cross-sectional dimensions.

3.2.3. Panel Unit Root Estimation Test

We assumed no unit root and uncorrelated cross-sectional in the dataset. Ref. [41]
proposed second-generation panel unit root tests of CIPS for a balanced panel data set
non-stationary to resolve such limitations. The suggested CIPS statistic is as follows:

=
.m:

_
I
—

CIP(,t) = = ¥ ti(n,t) 3)

where t; (n, t) indicates the t statistic of 6;.

3.2.4. Cross-Sectional Autoregressive Distributed Lag Estimation (CS-ARDL)

This study employs the CS-ARDL estimations based on pre-estimation tests to ex-
amine the cointegration among the variables used in the study. CS-ARDL estimation has
numerous advantages compared to other ordinary estimations. In particular, it addresses
the error correction issue by considering a one-year lag for predicated variables within the
framework. This renewed estimation allows us to control unobservable issues and measure
the short- and long-term effects. We employed PMG estimation-based CS-ARDL estimation
upholding the idea that assessments are asymptotically unbiased with “n—co” for both
fixed “t” and “N—. Additionally, the study demonstrates the common correlation bias due
to issues such as observed and unobserved errors in forecasting the short-run and long-run
dynamics. The estimated model for panel data set analysis using CS-ARDL is as under:
r—1 s—1
E] ﬂijAh‘lFDIit_j + Z‘b wijAxit—j + r;;AInFDI; @)

= ji=

J

+12;AXt + €5t

Here, the dependent variable is represented FDI, 1 in a given long-time period with
a one-year leg term, where X;; and X;_; show the regressed vectors for transportation
infrastructure, structural change, natural capital, private business sector, and institutional
quality for the long term with a one-year leg term. Similarly, cross-sectional elements are
denoted by j = 1...j and the time duration is shown by t = 1...t; ; and wj denote

short-term coefficients ,1; and ;p; represent ! i1 the mean.
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4. Empirical Results and Discussion

Table 2 shows summary statistics where the mean and standard deviation of FDI are
4.071 and 7.023, respectively, indicating that FDI has been highly moveable throughout
the study period. The mean and standard deviation for structural change is 1.471 and
1.015, indicating a lower level of variability across the sample. The institutional quality
value summary is 2.802, with an average logarithmic showing significant variation across
the sample. Natural capital has a mean value of 2.842 and a standard deviation of 1.055,
indicating more diversity in HC across the countries. Finally, the mean value of transporta-
tion infrastructure is 1.231, with a standard deviation of 1.313, indicating more significant
variability over the study period. The summary statistics show minor standard deviations,
indicating normal distribution among the time-series variables.

Table 2. Descriptive statistics. Source: author’s self-calculations.

Variable Obs. Mean Std. Dew. Min. Max.
LogFDI 3230 4.071 7.023 43.583 131.017
LogSTRUC 3230 1.471 1.015 2.452 2.974
LogPRIVS 3230 4.333 0.246 2.526 3.462
LogINSTS 3230 3.913 1.487 2.312 4.602
LogTRANS 3230 1.231 1.313 2.398 3.313
LogNATUC 3230 2.842 0.055 1.571 3.460

Table 3 shows the correlation matrix where FDI positively correlates with structural
change, natural capital, the private business sector, transportation infrastructure, and
institutional quality. We found a negative relationship between structural change and
natural capital. Similarly, the same relation between natural capital and transportation
infrastructure can be seen. However, no correlation is found above the tolerance level.

Table 3. Correlation’s matrix. Source: author’s self-calculations.

Variables LogFDI LogSTRUC LogPRIVS LogINSTS LogTRANS LogNATUC

LogFDI 1.000

LogSTRUC  0.135 1.000

LogPRIVS  0.224 0.525 1.000

LogINSTS  0.129 0.630 0.685 1.000

LogTRANS 0.132 0.489 0.525 0.588 1.000

LogNATUC 0.036 —0.343 —-0.275 —0.323 —0.401 1.000

Table 4 exhibits CS-ARDL estimation for cross-sectional dependency issues in models
1, 2, and 3. In model 1, the estimation resolves the cross-sectional dependency issue by
considering short-run wavelength, whereas model 2 addresses the same issue in the long
run. However, model 3 reports the cross-sectional dependency issue for both short run and
long run with a common correlation influence by examining each indicator throughout the
concerned sample over the study time period for mixed order 170 different size economies.
The coefficient for the error-correction term is found to be significant and negative for all
variables, which indicates the long-run relationship between the variables shown in model
3. Our study signifies that the FDI inflow has impacted the overall productive capacity
after the COVID-19 economic outbreak. The value of the negative coefficient shows the
magnitude of the speed of adjustment from short-term disturbance to long-term. This
study’s adjustment speed to the equilibrium point in the long-run relationship is 24 percent.
According to the main central hypothesis, inward FDI is promoted by structural change.
The coefficient of structural change is highly significant both in the short and long run. It
indicates the assumption of structural change induced to attract more FDI inward.
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Table 4. CS-ARDL Estimation.

Variables CD-SR (Model 1) CD-LR (Model 2) CD-SR and LR
(Model 3)
Long Run Results
InFDI;; 0.536 ** 0.469 ** 0.826 **
(0.167) (0.170) (0.071)
InSTRCy 0.341 ** 0.736 * 0.629 **
(0.160) (0.163) (0.156)
I 0.581 * 0.254 * 0.165 **
(0.340) (0.133) (0.060)
InINSTI; 0.604 0.477 0.217
(0.880) (0.578) (0.348)
InTRAIS; ¢ 0.105 0.126 0.079
(0.141) (0.178) (0.089)
InNAIUG; ¢ 0.976 ** 0.653 * 0.592 **
(0.168) (0.164) (0.015)
Short Run Results
InFDI;; 1.983 *** 1.143 *** 1.074 ***
(0.466) (0.278) (0.208)
lnITRCL»E 2.971 *** 1.943 ** 1.514 ***
(0.259) (0.153) (0.039)
InIRIVS; ¢ 0.380 *** 0.216 ** 0.170 ***
(0.018) (0.016) (0.019)
HINSTSM 1.947 *** 1.268 *** 0.953 ***
(0.861) (0.126) (0.065)
InTRANS; ; 1.634 *** 1.009 *** 0.986 **
(0.006) (0.000) (0.000)
1 1.862 *** 1.569 *** 1.097 ***
(0.526) (0.238) (0.176)
Cons. 1.983 *** 1.143 *** 1.074 ***
(0.466) (0.278) (0.208)
ECT(-1) —0.593 *** —0.416 *** —0.347 ***
(0.095) (0.033) (0.041)
Obs. 3230 3230 3230
N 170 170 170

*** ** and * denotes significance level at 1%, 5%, and 10%, respectively.

This study suggests that improving the overall productive capacity in the context of
the private business sector, institutional quality, transportation infrastructure sector, and
natural capital boosts the total factor productivity in both the short- and long-run terms in
the sampled economies across the study period. The results are aligned with the idea that a
resilient transportation infrastructure allows businesses to switch from tangible unproduc-
tive assets to productive assets, increasing the product supply. As a result, the economy’s
productive capacity rises with the increase in real GDP. Our results suggest that the effect of
foreign direct investment on the productive capacity is significantly positive. Foreign direct
investment theoretically boosts the host country’s total factor productivity through the
following several mechanisms: First, businesses in the private sector in the host country will
gain more demand from domestic and international markets due to FDI inward, lowering
the cost due to mass production and increasing the probability of producing more reliable
products. Second, the FDI inward spillover effect of such high investment will enhance
productivity in the home country, enhancing its ability to produce more sophisticated
goods [42]. Third, industries in the host nation can lower their production costs through
FDI inward easy credit and reduce the price of more sophisticated products while freeing
up more resources for R&D, thus boosting productivity. The positive relationship between
FDI and productive capacity is supported by earlier studies, including [43,44].
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Our findings contradict [45]. The link between the private business sector and the FDI
influx is considerable and favorable for the economy’s overall productivity. The findings
show that increases in the private business sector by 1 percent increase FDI inflow by
42.2 percent. The findings are consistent with the previous study [46]. Similarly, ref. [47]
looked at the impact of FDI drivers in the Asian region. According to the institutional
quality coefficient, a 1 percent increase in institutional quality strengths boosts the FDI
inflow by 31.04 percent. Likewise, results have been reported by [44,48] between 1996 and
2016. They looked at the relationship between institutional quality and FDI in four types:
low-, lower-, upper-, and high-income nations. Institutional quality has a favorable impact
on economies irrespective of the economy size, where the quality of governance is better.
Similarly, ref. [49] found that institutional quality in the host nation relates to a large inflow
of FDI. Several other studies recently explored that institutional quality positively and
significantly impacts FDI with diverse location choices [50].

The transportation sector’s impact is favorable to attract more FDI to host countries
where it enhances the moment of business goods because of domestic and international
operations. Here, in this study, during the indicated COVID-19 period, we see a 1 percent
improvement in transport efficacy can enhance FDI inflow by 23.76 percent. These outcomes
are the same as those examined by [51] for emerging economies. They had a beneficial
impact on FDI inflow and the chance to draw FDI. Where the natural capital of the sample
has a productive correlation with FDI inflow, implying that a rise of 1 percent in natural
capital will rise FDI inflow by 27.9 percent. Similarly, the findings of [47] reveal that natural
resources considerably impact FDI inflow.

Robustness Check

The findings indicate that FDI promotes productive capacity. In addition, other
variables such as social structure, the private sector, institutional quality, transportation,
and natural capital significantly and positively affect FDI inflow. These findings align
with the CS-ARDL approach, though there is a deviation in coefficient values from this
robustness check method. More importantly, the signs and significance levels obtained
from this robustness check procedure are similar to the findings from the CS-ARDL method.

5. Conclusion and Policy Recommendations

Foreign direct investment (FDI) is considered the soul of an economy and works as
an engine in moving economic progress upward. The FDI has the potential to provide
circulation to nations” wealth, improve skills and creativity, and, more importantly, creates
more employment due to creating business opportunity in the host country. Therefore,
policymakers have emphasized inviting more FDI in different countries. However, during
the wave of the COVID-19 pandemic, the economies faced a significant financial outbreak.
One of the most contentious issues in this regard is how to quickly generate considerable
economic growth in advanced and emerging economies. Therefore, as a solution to this
economic shutdown, the economies have taken various measures to attract more foreign
investments to overthrow the ongoing deficit.

Regarding the importance of FDI, we develop a quantitative framework to evaluate
the impact of productive capacities on FDI inflow. First, we consider productive capacity
a mixed index of several crucial variables, such as natural capital, institutional quality
strength, transportation infrastructure, and the private business sector. Another important
factor of this study is considering a large sample of 170 countries irrespective of economy
size. The mixed-income classified economy is selected because COVID-19 affects under-
developed, developed, and emerging countries worldwide. Finally, we examined a large
historical panel data sample from 2000 to 2021 extracted from [1]. We employed various
advanced estimation approaches to explore the real-time impact of productive capacity on
FDI inflow.

We execute several per-estimation tests, such as CIPS and unit root tests and Wester-
lund cointegration tests, to select the CS-ARDL approach for cointegration. Overall, we
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find several unique findings. The findings demonstrate that FDI inflow has a significant
impact on production capacity. Notably, the private business sector and institutional quality
attract more foreign investment because the private business sector is more profitable than
the public sector. Institutional quality is a common factor in ensuring business operation
quality and protecting all stakeholders’ interests. Similarly, the transportation infrastructure
sector is significant and positively associated with FDI inflow. Foreign investors are more
interested in where the business operation requires a minimum lead time from production
to selling. Moreover, the study finds structural change and natural capital less contributive.

From the second part of our results, we find that all variables complement FDI fa-
vorably except the private business sector. Every single variable is completed and has
an essential role in improving the economy’s growth. Additionally, the structural change
and natural capital are non-linear to FDI inflow. Finally, this research study’s results help
significantly re-establish economic vigor after the COVID-19 financial setback.

We suggest several policy implications to the concerned authorities based on our
results. First, governments must promote the private business sector and authorize them in
business decision-making to invite more foreign investments. Second, the administrations
need to maintain the resilient transportation infrastructure sector, strengthen institutional
quality in controlling corruption, and conduct a fair audit to protect the rights of citizens.
Finally, the current research should include other variables such as environmentally sustain-
able factors, renewable energy generation factors, and trade openness concerning economy
size differentiation.
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