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Abstract

Purpose: This study investigates the impact of governance quality, corruption, and selected macroeconomic variables
on Foreign Direct Investment (FDI), with a particular focus on Iran. The significance of this research lies in the fact that
institutional quality and corruption control are critical determinants of foreign investment inflows and play a vital role in
financial development and long-term economic growth. To analyze the data, the Autoregressive Distributed Lag (ARDL)
model was employed over the study period. Furthermore, diagnostic tests, including CUSUM and CUSUMSQ), confirmed
the stability of the estimated coefficients, indicating that both the short-run and long-run relationships of the model are
robust.

Methodology: To analyze the data, the ARDL model was used in the study period.

Findings: The empirical results reveal that Exchange Rate and the lagged effect of FDI exert a positive and statistically
significant impact on FDI inflows. In contrast, inflation and weak governance indicators negatively affect foreign
investment attraction, while the impact of government expenditure was found to be insignificant. Moreover, the
Corruption Perceptions Index (CPI) highlights the persistence of institutional challenges in Iran, which continue to pose
a serious bartier to sustainable FDI inflows. Overall, the findings emphasize that improving governance and reducing
corruption are prerequisites for financial development and for strengthening FDI inflows in Iran.

Originality/Value: By integrating institutional quality indicators, corruption, and macroeconomic stability into a unified
econometric framework for Iran, this study provides novel scientific value. While much of the existing literature has
largely overlooked institutional dimensions, this research offers fresh evidence that structural reforms aimed at enhancing
transparency and governance efficiency can significantly improve Iran’s capacity to attract foreign direct investment.
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Table 4- Error correction model results.
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0.0000 6.319795 0.785174 D(LOG_EX)
0.0000 -14.63889 -0.519658 CointEq (-1) *
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* Augmented Dickey—Fuller (ADF)
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Figure 2- Results of the Jarek-Bera test to check the normality
of the residuals of the ARDL model.
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Table 5- Breusch—pagan—godfrey results.
F-statistic 1.414555 Prob. F (7,16) 0.2662

Obs*R-squared 9.174833 Prob. Chi-Square (7) 0.2403
Scaled explained SS  3.049615 Prob. Chi-Square (7) 0.8804

(F (0.2662) (slao luT 4 b 5s 1o P-Vale jle o 13 oLt gl ol Lallas alar 53 il Slmed 355 <0 Jgr (531 53 oo a0 3
st Ao 4o b nl by A 0% ()15 sns rda ) S5 Sen (+ /AN ¥) Scaled explained SS 5 (¢, Y ¥ +¥) Obs*R-squared
gsosn pl dig)s) gy Sy (SuiSly 5 alas 5 a3 el sly Glewenl s Jde (S05 Ol 4 239 o 35 bty Slaes 395
o 4 Aad e 0Lt gl Lel 1355 Fatslagsedl slasl 5 63,5l p ol obS J2als el bl o uills Slaeal ) aols Cuen

D 392y ol s glresls j3 SIS

1Jarque-Bera 2 Breusch—Pagan-Godfrey



v ST Ao g 0 ) (NS> Sl 0 / by 5 Ll indo

Py

oSantys e 0¥

MOP 09‘}] -7 J}d?
Table 6- Breusch-Godfrey LM test.
F-statistic 1.604199 Prob. F (2,14) 0.2359

Obs*R-squared  4.474650 Prob. Chi-Square (2) 0.1067
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Table 7- Variance inflation factor.

Centered
s ki VIF
LOG_FDI (-1) 1.444662
LOG_EX 7.12010
LOG_EX (-1) 6.01669
LOG_CC1 3.102057
LOG_GDP_PER 1.396616
LOG_GE 1.831539
LOG_INFLA 2.316032
C NA
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Figure 3- CUSUM coefficient stability tests.
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Figure 4- CUSUMSQ coefficient stability tests.
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Table 8- ARDL model estimation results.

‘5)|.>Uao o)LnT wlfa o
0.0000 8.798877  0.480342 LOG FDI (-1)
0.0001 5.250461  0.785174 LOG EX
0.0000 -6.652511  -1.048759 LOG_EX (-1)
0.0983 1.755378  0.221849 LOG CC
0.0314 -2.358752  -0.254486 LOG_GDP_PER
0.8416 -0.203070 -0.019015 LOG GE
0.0011 -3.954516  -0.394656 LOG INFLA
0.0002 4.896681  5.336198 C

Adjusted R-squared 0.849101
Durbin-Watson sta 1.961658
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