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Abstract

Foreign direct investment (FDI) is a fundamental element for economic development, especially for
developing and emerging economies. Public expenditure is a very important economic tool of the
government. Therefore, understanding the effects of government size on the flow and motivation of
foreign investment entry to promote economic growth is vital. In the present study, first, the index of
motivation for foreign investment entry was calculated using the MIMIC method and then normalized.
Next, using a linear and nonlinear distributed lag autoregressive approach, the symmetric and
asymmetric effects of government size on the motivation for foreign capital entry during the period 1973
to 2022 were analyzed. The results from calculating the foreign investment entry motivation index
indicate that after the war until the second development plan, the trend was downward and then it became
fluctuating. The highest and lowest average motivation for foreign investment entry belonged to the sub-
periods of the fourth and second development programs, respectively. The long-term estimation results
show that increases and decreases in government size are directly (positively) associated with motivation
for foreign investment entry, such that the positive effect of government size increases on the motivation
for foreign investment entry is greater than the effect of decreases, confirming the asymmetric effect of
government size on motivation for foreign investment entry. Additionally, inflation and direct tax burden
have a negative effect, while oil rent has a positive effect on motivation for foreign investment entry.
Another finding of the research is that during the years 1979-1989, the level of motivation for foreign
investment entry significantly declined.
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Introduction

The government plays a significant role in the economy, and its intervention is akin to a double-
edged sword. On one hand, it can effectively allocate social resources and prevent market failures,
which is beneficial for reducing investment risks and encouraging foreign investment. On the other
hand, as the size of the government increases, the burdens on society also rise. This necessitates
more funds to maintain functionality, leading to numerous issues such as inefficiency and
corruption, which negatively impact the motivation for foreign investment. Overall, due to varying
regimes and levels of development, the effects of government size differ. Foreign direct investment
has been a crucial element for economic development, especially for developing and emerging
economies (Li & Liu, 2005), and public expenditure is also a very important economic tool for the
government (Li & Suruga, 2005). Therefore, understanding the effects of government size on the
inflow of foreign capital in relation to promoting economic growth is vital. The inflow of foreign
investment may be influenced by the level of government spending or the size of the government
rather than private investment. Since government spending is a very important element in any
government, understanding its impact on the motivation for foreign investment aimed at economic
growth is essential. In this context, following an examination and analysis of the effect of
government size on foreign investment, most existing econometric models are linear. In these
models, the absolute effect of the explanatory variable in its increasing trend does not differ from its
decreasing trend. However, what occurs in reality may not be this straightforward; the effects of
increases in government size on the motivation for foreign investment may differ from those of
decreases. This issue prompted the authors of the article to explore not only the symmetrical effects
of government size on the motivation for foreign investment in Iran but also to explain the
differences in the asymmetric impacts of government size on this motivation.

Methodology

The main objective of this research, as mentioned in the introduction, is to analyze and examine the
symmetrical and asymmetrical effects of government size on the motivation for foreign investment
in Iran. Therefore, the focus in specifying the research model is to differentiate between the effects
of increases in government size and decreases in it while assessing the impact of government size
on the motivation for foreign investment. The asymmetric model specification draws upon the study
by Shin et al. (2014), who introduced a model based on Pesaran et al. (2001) known as Nonlinear
Autoregressive Distributed Lag (NARDL). Furthermore, the research model is specified based on
previous studies such as Tuan et al. (2024), Ismail & Ismail (2021), and Othman et al. (2018) in both
symmetrical and asymmetrical formats.
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Results and Discussion

Initially, the motivation for foreign investment was calculated using the MIMIC method for the
period from 1973 to 2022, then normalized. Finally, the coefficients were estimated and tested
within the framework of two models using ARDL & NARDL approaches.

Conclusion

The results obtained from calculating the foreign investment motivation index and describing the
data indicate that the motivation for foreign investment has shown a downward trend after the war
until the second development plan, followed by a fluctuating trend thereafter. The highest and lowest
average indices of foreign investment motivation corresponded to the sub-periods of the fourth and
second development plans, respectively. The size of the government has exhibited a somewhat
fluctuating trend, and it is noteworthy that from the first to the sixth development plans, the average
size of government has always been less than the average over the entire period under study. The
long-run estimation results from the research model indicate that government size has a direct
(positive) and asymmetrical effect on the motivation for foreign investment. Specifically, the
magnitude of the direct effect of government size on foreign investment motivation is greater during
increases than during decreases. Inflation and direct tax burdens have a negative (undesirable) effect,
while oil rents have a positive (desirable) effect on foreign investment motivation. Another finding
is that during the period from 1979 to one year after the war, there was a significant reduction in the
level of foreign investment motivation index in the country compared to other years under review.
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