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Abstract

This study examines the relationship between inflation and foreign direct investment (FDI) flows
in Romania, based on international standards from BPM6 and OECD BDA.

Using quarterly data from Q1 2013 to Q1 2025, sourced from the National Bank of Romania and
the National Institute of Statistics, the paper analyzes the relationship between inflation and foreign
direct investment flows in Romania, focusing on both inward FDI (by non-residents) and outward
FDI (by Romanian residents). To capture the dynamic relationships between these flows and the
inflation rate, a Vector Autoregressive (VAR) model was applied. This approach allows for the
identification of short-term lagged effects and reciprocal influences between capital movements and
price developments.

The results reveal significant impacts of FDI flows on inflation rates, highlighting how foreign
capital influences monetary policy and price stability in an emerging economy. These empirical
findings support the formulation of policies aimed at attracting sustainable investment.
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1. Introduction

Based on the latest international methodological standards outlined in the Balance of Payments
Manual (BPM6) and the OECD Benchmark Definition of Foreign Direct Investment (BD4), Direct
investment is a category of cross-border investment associated with a resident in one economy
having control or a significant degree of influence on the management of an enterprise that is
resident in another economy (EUROSTAT, 2025; OECD, 2025).

Within the framework of globalization, foreign direct investment (FDI) is a frequently examined
phenomenon, often associated with economic growth (Horobet and Popovici, 2017). FDI is usually
quantified by its flows and stocks, which are influenced by numerous factors. These factors determine
how appealing a country or region is to such investments, whether in the short run or over an extended
period.

Inflation is a complex economic phenomenon with direct implications for macroeconomic
stability and population welfare. In a globalized context, capital flows, particularly direct investments
by residents and non-residents play an increasingly important role in shaping price dynamics.
Romania, as an emerging economy integrated into the European financial system, is exposed to both
outward and inward foreign direct investments, which can influence aggregate demand, the exchange
rate, and, consequently, the inflation rate.
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This study aims to investigate the relationship between inflation and foreign direct investment
flows, both in terms of residents’ investments abroad and non-residents’ investments in Romania.
Using a Vector Autoregressive (VAR) model, the research examines the lagged effects of these flows
on the inflation rate across multiple time periods. In doing so, the paper contributes to a deeper
understanding of the mechanisms through which foreign capital may influence monetary policy and
price stability in a transitional economy.

In order to investigate the relationship between foreign direct investment and inflation within a
dynamic macroeconomic context, this research formulates the following questions and hypotheses,
aiming to highlight the differential impact of the components of international capital flows:

RQ1: What is the short-term relationship between inward foreign direct investment in Romania
and the inflation rate?

RQ2: To what extent do outward investments made by Romanian residents influence the short-
term evolution of inflation?

Based on these research questions, the following hypotheses are formulated:

#HI1: There is a short-term relationship between inward foreign direct investment (FDI) in
Romania and the inflation rate.

#H2: There is a short-term relationship between outward foreign direct investment (FDI) made
by Romanian residents and the inflation rate.

The statistical analysis highlights the estimated coefficients capturing the influence of investment
flows on inflation, along with their significance level, thereby providing a solid empirical foundation
for economic policies focused on attracting sustainable investment and mitigating inflationary
pressures.

2. Literature review

For the literature review, we have observed an interesting approach on the inflation in the
“Quantity Theory of Money”. The relationship between monetary aggregates and inflation has been
extensively examined in economic literature, primarily through the lens of the quantity theory of
money. This theory asserts that, in the long run, changes in the nominal money stock lead to
proportionate changes in the price level, assuming nominal homogeneity (McCallum and Nelson,
2010).

Another impactful study was conducted by Jui et al. (2024) investigating these relationships in
Bangladesh, Pakistan, and Sri Lanka using a combination of traditional and advanced econometric
methods. Employing the Augmented Dickey-Fuller (ADF) test for stationarity, Vector
Autoregression (VAR) for dynamic interactions, and the BEKK-GARCH model to capture volatility
spillovers, the study reveals mixed outcomes. While the VAR model found no significant long-run
impact of REM, FDI, and IR on GDP in Bangladesh and Sri Lanka, Pakistan demonstrated notable
dependencies on these variables, particularly REM and FDI. Additionally, the BEKK-GARCH
framework unveiled both unidirectional and bidirectional volatility transmissions among the
macroeconomic variables, indicating that traditional VAR approaches may inadequately reflect time-
varying volatility in emerging markets. These findings underscore the importance of incorporating
volatility modeling in economic policy analysis, particularly for countries prone to macroeconomic
instability. The research further suggests that over-reliance on FDI or remittance inflows can increase
vulnerability to external shocks, a cautionary insight for policymakers in similarly structured
economies.

3. Research methodology

The analysis was conducted on a quarterly dataset spanning from Q1 2013 to Q1 2025. Using
thedatasets available on the websites of National Bank of Romania (BNR, 2025) and National
Statistics Institute of Romania (INS, 2025) we have selected the data for Foreign Direct Investments
Stocks and Flows, and the Inflation Rate. Due to the lack of available data on the Inflation Rate on
the INS website, I used the available inflation forecast data for the years 2024 and 2025 provided by
NBR (BNR, 2025; INS, 2025).
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The initial step involved visualizing the time series data for each variable: Direct Investments;

Investments of residents abroad (million Euros) — stocks, Direct Investments; Investments of non-
residents in Romania (million Euros) — stocks, Direct Investments; Investments of residents abroad
(million Euros) — flows, and Direct Investments; Investments of non-residents in Romania (million
Euros) — flows. These variables were analyzed in conjunction with the inflation rate. Explanatory
data analysis was also conducted.

Subsequently, an attempt was made to conduct a cointegration analysis; however, based on the

results of the Augmented Dickey Fuller (ADF) stationarity tests, it was determined that this approach
was not feasible. Therefore, the decision was made to proceed with a Vector Autoregression (VAR)
model.

To test whether a time series is stationary, i.e., has constant mean and variance over time, the two

hypotheses were tested:

Ho: The series has a unit root (non-stationary). Hi: The series is stationary.
The ADF test examines whether a time series contains a unit root, which implies

non-stationarity, the test equation is: A, = a + ff; + yy,—1 2¥  8A,  + &, =11, where, v is
the coefficient testing for the presence of a unit root. If the p — value < 0.05, reject the null
hypothesis Ho, concluding the series is stationary. If the p — value = 0.05, fail to reject Ho, meaning
the series is non-stationary (Stock and Watson, 1988; Campbell and Perron, 1991).

4. Findings

The most important variables specifically to our analysis are The Investments of Romanian

Residents in Foreign Countries, and The Investments of Foreign Residents to Romania, so we
decided first of all to explain the descriptive statistics for these variables, with the following results:

Table no. 1. Descriptive Statistics for Outward FDI by Residents (million EUR, flows)

Indicator Value
Mean -48.87
Standard Error 26.16
Median -21.53
Standard Deviation 183.13
Sample Variance 33,538.11
IKurtosis 29.38
Skewness -4.95
Range 1276.27
IMinimum -1162.35
Maximum 113.92

Source: own work, using Microsoft Excel
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Figure no. 1 Outward FDI by Romanian Residents (million EUR, flows) vs. Inflation Rate — Quarterly
Data
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On average, the net flows of direct investments by residents abroad are negative, indicating more
investment withdrawals. Half of the observations are below -21.53 million Euros, suggesting the
median is less negative than the mean, so we could further investigate specific outliers, suggested
also by high negative skewness, meaning there are significant extreme negative values.

The series exhibits a general negative trend, reflecting net negative direct investment flows. There
is very high volatility with extreme fluctuations during the observed period.The distribution is highly
skewed to the left, indicating the presence of significant large negative shocks or disinvestments. The
heavy tails (high kurtosis) suggest that extreme events occur more frequently than would be expected
in a normal distribution.

This series (Figure no. 1) demonstrates high volatility over time, with frequent and pronounced
fluctuations between positive and negative values. There are periodic recoveries, but these are
generally smaller in magnitude compared to the negative outliers. The minimum value (-1,162.35)
suggests a pronounced capital outflow, possibly linked to economic or financial instability during
that period.

During the analyzed period, Romania received an average of approximately 1,327.7 million EUR
in inward foreign direct investment flows from non-residents. The positive skewness (0.72) indicates
a right-skewed distribution, with most values clustered around the mean and influenced by a few
significantly large inflows. The slightly positive kurtosis suggests a distribution that is more peaked
at the center and has heavier tails than a normal distribution, yet without extreme outliers. Overall,
the data reflect a steady and relatively high level of inward FDI, characteristic of an emerging
economy with sustained investment attractiveness.

This behavior may reflect structural factors that drive long-term capital allocation, such as
macroeconomic stability, return expectations, and Romania’s integration into global value chains.

This series (Figure no. 2) shows a relatively more stable upward pattern, despite some
fluctuations. There is a visible increase over time in investment magnitudes: from early values around
500-900 million EUR to recent peaks surpassing 2,000 million EUR and even 4,000 million EUR.
This indicates a growing interest and confidence from foreign investors in Romania’s economy. The
occasional downturns appear isolated, likely tied to specific economic or geopolitical events rather
than long-term structural issues. Inward direct investments display a positive, growth-oriented trend,
with Romania attracting increasing capital inflows over time. This reflects improving investment
climate, structural reforms, or EU integration-related attractiveness.
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Table no. 2. Outward FDI by Romanian Residents (million EUR, stocks) vs. Inflation Rate — Quarterly

Data

Indicator Value
Mean 1327.70
Standard Error 127.58
Median 1210.77
Standard Deviation 893.06
Sample Variance 797,564.22
IKurtosis 1.011
Skewness 0.72
Range 4573.99
IMinimum -395.88
Maximum 4178.11

Source: own work, using Microsoft Excel

Figure no. 2 Outward FDI by Romanian Residents (million EUR, stocks) vs. Inflation Rate — Quarterly
Data
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Also, in comparison with the Inward and Outward interpretation of the FDI data, there is the
Inflation Rate which has experienced significant variability, oscillating between deflation (-2.2%)
and high inflation (10.8%). The mean value around 2.27% is within the typical inflation target range
used by many central banks, but this conceals substantial episodic fluctuations. The positive
skewness indicates that episodes of high inflation are more extreme than those of deflation. The
distribution does not exhibit heavy tails (kurtosis ~0.79), meaning that extreme events are present,
but not overly frequent.

The inflation rate in Romania over the period Q1 2013 to Q1 2025 displays a multi-phase
trajectory, shaped by domestic policies, external shocks, and structural adjustments in the economy.
During the Q1-2013 and Q4-2016 it was a deflationary period, the inflation rate fluctuated between
positive but low values and several quarters of deflation, reaching a low of -2.2%. Between Q1-2017
and Q4-2020, it was a stable inflation phase, with values stabilizing between 0.8% and 2.7%. From
2021 onward, Romania experienced a sharp acceleration in inflation, peaking at 10.8%, before
gradually declining to around 4-6%. The inflation surge coincided with post-pandemic global supply
shocks, energy price volatility, and the geopolitical impact of the war in Ukraine.

During the first phase, despite price instability, Romania remained attractive for FDI, likely due
to structural reforms, labor cost advantages, and EU integration momentum. In the second phase,
FDI Inward recorded moderate to high levels, with values frequently exceeding 1.2—1.5 billion EUR.
FDI Outward was more stable, lower negative values, and even some positive flows. Predictable
inflation and macroeconomic stability likely increased foreign investor confidence. In the period
between 2021 and 2025 FDI Inward reached historical highs despite inflation, but FDI Outward
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turned sharply negative, signaling capital withdrawal or reinvestment reduction abroad. Surprisingly,
FDI inflows remained strong despite inflation. High inflation may have discouraged outward FDI,
as domestic firms faced cost pressures and uncertainty.

Stationarity Analysis and VAR Model Estimation

To assess the stationarity of the variables used in the analysis, the Augmented Dickey-Fuller
(ADF) test was applied to each time series. The results, presented in Annex no. 1, indicate the
presence or absence of unit roots and it is utile for determining the appropriate econometric modeling
strategy. The tests were conducted at conventional significance levels.

The ADF test results indicate that the majority of the series under investigation — namely, the
stock values of inward and outward Foreign Direct Investment (FDI), as well as the inflation rate —
are non-stationary in levels and do not reject the null hypothesis of a unit root. Moreover, only one
variable (FDI outward flows) is stationary in levels, while the others remain non-stationary.

Given this mixed order of integration and the absence of two or more integrated series of the same
order that could exhibit a stable long-term relationship, cointegration analysis is not appropriate.

In order to stationarize the series, we performed the ADF on the 1% difference — L1 (Annex no.2).

As a result, the appropriate modelling approach is the Vector Autoregression (VAR) model in

levels or in first differences, depending on the stationarity of each series (Geamanu, 2014). The
VAR framework is suitable for capturing short-term dynamic interactions among the variables
without imposing a long-term equilibrium relationship that is unsupported by the data.

Thus, a VAR model will be employed to explore the interdependencies between FDI flows and
inflation, acknowledging their short-run dynamics while avoiding the methodological limitations
imposed by the lack of cointegration.

The optimal lag length for the Vector Autoregression (VAR) model is determined using multiple
criteria: Akaike Information Criterion (AIC), Bayesian Information Criterion (BIC), Final Prediction
Error (FPE), and Hannan-Quinn Information Criterion (HQIC). These criteria balance model fit and
complexity, penalizing for the number of parameters to avoid overfitting. The lag order that
minimizes AIC, BIC, FPE, and HQIC is 7 (¥), suggesting that a VAR (7) model is optimal for the
dataset. The log likelihood value of -1000.72 and the low determinant of the estimated covariance
matrix (Det(€2_mle)) indicate the model explains the data variability reasonably well.

Table no. 3. Optimal Lag Length Selection for VAR Model

VAR Order Selection (* highlights the minimums)

AIC BIC FPE HQIC

0 51.57 51.78 2.505e+22 51.65

1 50.45 51.70 8.179e+21 50.90

2 49.99 52.29 5.492e+21 50.83

3 49.77 53.12 5.146et+21 50.99

4 50.10 54.49 9.81let21 51.70

5 49.16 54.60 7.024e+21 51.14

6 46.95 53.43 2.467et+21 49.31

7 4341%  50.93* 9.454e+20*  46.15*

Summary of Regression Results Model: VAR

Method: OLS

Date: Sun, 01, Jun, 2025

Time: 14:46:30
No. of Equations: 5.00000 BIC: 50.9298
Nobs: 41.0000 HQIC: 46.1463
Log likelihood: -1000.72 FPE: 9.45417¢+20
AIC: 43.4068 Det(Q2 mle): 4.04659¢+19

Source: Own processing using Python
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The regression results for the inflation rate equation in the VAR (7) model (Annex no. 3) provide
insight into the dynamic relationships between inflation and different types of foreign direct
investments (FDI), both stocks and flows, of residents abroad and non-residents in Romania. The
results show that both inward and outward FDI stocks and flows influence inflation with varying
signs and lag structures, implying complex interactions between capital movements and domestic
price levels. The mixed positive and negative lagged effects suggest inflation responds not only
immediately but also with delays to changes in foreign investment. The relatively weak significance
of lagged inflation itself may point to inflation being driven more by external capital movements than
by its own past values within this time frame.

The short-term forecast graph (Figure no. 3, covering four quarters) provides insights into the
anticipated behavior of the analyzed variables. A tendency toward inflation stabilization is observed,
along with a relatively steady dynamic of FDI, without extreme fluctuations. This behavior supports
the hypothesis that, although short-term relationships between inflation and FDI exist, they do not
indicate major imbalances in the near future. Overall, the results confirm the VAR model’s ability to
capture relevant economic interdependencies without revealing systematic errors.

Figure no. 3 VAR Model — Historical Data and 4 Quarter Forecast
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Source: Own processing using Python

To validate the estimated VAR (7) model, we conducted several diagnostic tests focusing on the
inflation rate equation. First, the Ljung-Box test was applied to assess the presence of autocorrelation
in the residuals. The null hypothesis of this test is that residuals are not autocorrelated. For the
inflation rate, the Ljung-Box Q-statistic was 79.12 with a p_value = 0.244 > 0.05, which means
the null hypothesis cannot be rejected. This result suggests that the model does not leave significant

autocorrelation in the residuals, thereby supporting its adequacy in capturing the data’s dynamics
(Table no. 4).

Table no. 4. Ljung-Box Test Results for Residual Autocorrelation — Inflation Rate Equation

Variable Inflation Rate
b stat Ib pvalue
79.121225 0.244069

Source: Own processing using Python

Additionally, the Jarque-Bera test was used to evaluate the normality of residuals. For the inflation
rate equation, the JB statistic was 1.423 with a pygne = 0.491, indicating that the residuals follow

anormal distribution. This supports the statistical reliability of the model, particularly in terms of the
error structure (Table no. 5).
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Table no. 5. Jarque-Bera Test Results for Residual Normality — Inflation Rate Equation
Jarque-Bera test for normality of residuals
\Variable: Inflation Rate - JB Statistic: 1.423, p-value: 0.491
Source: Own processing using Python

This result, alongside the absence of autocorrelation confirmed by the Ljung-Box test, suggests
that the model satisfies key assumptions of classical linear regression, the estimated parameters and
inferential statistics can be considered robust and reliable.

The results of the multivariate time series analysis indicate that the estimated model is statistically
valid and captures significant short-term dynamics between foreign direct investment variables and
the inflation rate. Diagnostic tests support the model’s adequacy: the Ljung-Box Q-statistics show
no significant autocorrelation in the residuals (p_values > 0.05), and the Jarque-Bera test confirms
the normality of residuals for all equations, including that of the inflation rate. Furthermore, the
equation for the inflation rate reveals that several lags of outward FDI (both stock and flow
components) exhibit strong statistical significance, suggesting a meaningful relationship with
inflation.

Based on the results of the VAR (7) model, as well as the applied diagnostic tests (Ljung-Box,
Jarque-Bera), the following conclusions can be drawn regarding the proposed research questions and
hypotheses.

RQ1: What is the short-term relationship between inward foreign direct investment in Romania
and the inflation rate?

The VAR model indicates the existence of a short-term relationship between inward FDI and the
inflation rate. However, the observed effects are moderate and appear only at certain lags. This
suggests that while inward FDI contributes to inflation dynamics, it is not a consistently dominant
driver during the analyzed period. This leads to the partial confirmation of Hypothesis #H1 — certain
components of inward FDI show influence on inflation; however, these effects are not consistent
across all analyzed lags, suggesting a weaker relationship compared to that observed for outward
FDIL

RQ2: To what extent do outward investments made by Romanian residents influence the
short-term evolution of inflation?

Variables associated with outward FDI, both stocks and flows, exhibit statistically significant
coefficients at several lag intervals. Thus, outward investments made by Romanian residents appear
to have a relevant and measurable impact on inflation, especially under conditions of internal
economic pressure and global volatility which confirms Hypothesis #H2. Multiple lagged terms of
outward FDI variables (both stock and flow) are statistically significant, demonstrating a clear and
consistent relationship with inflation dynamics.

5. Conclusions

The overall analysis combining descriptive statistics and multivariate time series modeling
reveals a nuanced relationship between foreign direct investment (FDI) components and the inflation
rate in Romania. Descriptive statistics indicate a higher average level and variability of inward FDI
compared to outward FDI, suggesting Romania's predominant role as a host rather than a source of
foreign investments. The inflation rate displays moderate volatility, consistent with macroeconomic
conditions over the observed period. The VAR model captures significant short-term effects,
particularly from outward FDI both in stock and flow form on the inflation rate, with several lags
being statistically significant. Diagnostic checks confirm the model’s internal validity: residuals are
normally distributed, and there is no evidence of serial correlation, supporting the model’s reliability
in explaining short-run dynamics. Overall, the findings emphasize the importance of both inward and
outward investment patterns in influencing inflation and highlight the need for careful model
stabilization in future research.

From a policy perspective, these findings underscore the need to monitor both inward and outward
FDI when designing inflation-targeting frameworks and capital flow management strategies. The
central bank should incorporate external investment trends into its forecasting models, as capital
mobility especially outward FDI can act as a non-negligible driver of short-term inflation volatility.
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Furthermore, promoting stable and productivity-enhancing FDI, while mitigating speculative or
destabilizing flows, should be a core objective of Romania’s economic strategy. Future research
could expand the model to include additional macroeconomic variables to improve understanding of
these interdependencies in the evolving global context.

6. References

e BNR, 2025. Banca Nationald a Romdniei - Bazd de date interactivia [National Bank of Romania -
Interactive Database]. [online] Banca Nationala a Romaniei. Available at: <https://www2.bnr.ro/Baza-
de-date- interactiva-604.aspx> [Accessed 1 June 2025].

e Campbell, J.Y. and Perron, P., 1991. Pitfalls and Opportunities: What Macroeconomists Should Know
about Unit Roots. In: NBER Macroeconomics Annual 1991, Vol. 6, MIT Press. pp.141-220.
https://doi.org/10.1086/654163

e EUROSTAT, 2025. Balance of payments and international investment position manual (BPMG6). [An
official website of the European Union] Statistics Explained Your guide to European statistics.
Available at:
<https://ec.europa.eu/eurostat/statistics-
explained/index.php?title=Balance_of payments and_international investment position_manual (BP
M 6)> [Accessed 1 June 2025].

e Geamanu, M., 2014. VAR analysis on Foreign Direct Investment in Romania. Theoretical and Applied
Economics, XXI (4), pp. 39-52. [online]. Available at: <https://www.ectap.ro/var-analysis-on-foreign-
direct-investment-in-romania-marinela-geamanu/a970/>.

e Horobet, A. and Popovici, O., 2017. Investitiile straine directe: evolutia si importanta lor in Romdnia
[Foreign Direct Investment: Evolution and Importance in Romaniaj. Studiu realizat in parteneriat de
Academia de Studii Economice Bucurestisi Consiliul Investitorilor Strdini. [online] Available at:
<https://www.researchgate.net/profile/ Alexandra-
Horobet/publication/321016706_INVESTITIILE STRAINE DIRECTE EVOLUTIA SI IMPORTAN
TA_LOR_IN _ROMANIA/links/5a0806ala6fdcc65eab3c7¢7/INVESTITIILE-STRAINE-DIRECTE-
EVOLUTIA-SI-IMPORTANTA-LOR-IN-ROMANIA.pdf> [Accessed 1 June 2025].

e INS, 2025. IPC — serie de date anuala | Institutul National de Statistica.[CPI - annual data series |
National Statistics Institute] [online] Institutul National de Statistica. Available at:
<https://insse.ro/cms/ro/content/ipc%E2%80%93serie-de-date-anuala> [Accessed 1 June 2025].

e Jui, F.N,, Hossain, M.J., Das, A., Sultana, N. and Islam, M.K., 2024. Analyzing the impact of
remittance, FDI and inflation rate on GDP: A comparative study of Bangladesh, Pakistan and Sri-Lanka
using VAR and  BEKK-GARCH  approach. Heliyon, 10(11), p- e31381.
https://doi.org/10.1016/j.heliyon.2024.e31381

e McCallum, B.T. and Nelson, E., 2010. Chapter 3 - Money and Inflation: Some Critical Issues¥ Y The
editors, as well as Jeffrey Fuhrer, Stephanie Schmitt-Grohé, and other participants at the Conference on
Key Developments in Monetary Economics (Federal Reserve Board, October 2009), provided useful
comments on an earlier draft. We thank Richard Anderson and Fabrizio Orrego for useful discussions
and Kathleen Easterbrook for research assistance. The views expressed in this paper are solely the
responsibility of the authors, and should not be interpreted as reflecting the views of the Board of
Governors of the Federal Reserve System or of any other person associated with the Federal Reserve
System. In: B.M. Friedman and M. Woodford, eds. Handbook of Monetary Economics. [online]
Elsevier. pp. 97-153. https://doi.org/10.1016/B978-0-444-53238-1.00003-X

e OECD, 2025. OECD Benchmark Definition of Foreign Direct Investment (Fifth Edition). Fifth Edition
ed. [online] Paris: OECD Publishing. Available at: <https://www.oecd.org/en/publications/oecd-
benchmark- definition-of-foreign-direct-investment-fifth-edition_7f05c0a3-en.html> [Accessed 1 June
2025].

e Stock, J. and Watson, M., 1988. Testing for Common Trends. Journal of the American Statistical
Associatio, 83(404).

27



“Ovidius” University Annals, Economic Sciences Series
Volume XXV, Issue 1 /2025

Annex no. 1. ADF Test Results for the Stationarity of Time Series

ADF Test: Direct Investments — Qutward; Residents’ Investments Abroad (mil. EUR) — stocks
ADF Statistic: 0.9768317683789933

p-value: 0.9940153810784345

# Lags Used: 0

# Observations Used: 48

The series is NOT stationary (the null hypothesis cannot be rejected)

ADF Test: Direct Investments — Inward; Non-residents’ Investments in Romania (mil. EUR) —
stocks

ADF Statistic: 2.233293402071887

p-value: 0.998908800090226

# Lags Used: 0

# Observations Used: 48

The series is NOT stationary (the null hypothesis cannot be rejected)

ADF Test: Direct Investments — Qutward; Residents’ Investments Abroad (mil. EUR) — flows
ADF Statistic: -6.621881749400688 p-value: 6.008444445359388e-09

# Lags Used: 0

# Observations Used: 48

The series is stationary (the null hypothesis of unit root is rejected)

ADF Test: Direct Investments — Inward; Non-residents’ Investments in Romania (mil. EUR) —
flows

ADF Statistic: -1.5699960991160664

p-value: 0.49864561085675796

# Lags Used: 3

# Observations Used: 45

The series is NOT stationary (the null hypothesis cannot be rejected)

Source: Own processing using Python

ADF Test: Inflation Rate

ADF Statistic: -1.644505895979485

p-value: 0.4599073139664971

# Lags Used: 0

# Observations Used: 48

The series is NOT stationary (the null hypothesis cannot be rejected)

Annex no. 2. ADF Test Results for the Stationarity of Time Series - First-Differenced
Series (L1)

ADF Test: Direct Investments — Qutward; Residents’ Investments Abroad (mil. EUR) — stocks
(differenced)

ADF Statistic: -7.189534591742421 p-value: 2.5248009254263417¢-10

# Lags Used: 0

# Observations Used: 47

The series is stationary (the null hypothesis of unit root is rejected)

ADF Test: Direct Investments — Inward; Non-residents’ Investments in Romania (mil. EUR) —
stocks (differenced)
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ADF Statistic: -7.193156196935701 p-value: 2.473424949812688¢-10
# Lags Used: 0

# Observations Used: 47

The series is stationary (the null hypothesis of unit root is rejected)

ADF Test: Direct Investments — Qutward; Residents’ Investments Abroad (mil. EUR) — flows
(differenced)

ADF Statistic: -5.034750865042615 p-value: 1.893433777436228e-05

# Lags Used: 9

# Observations Used: 38

The series is stationary (the null hypothesis of unit root is rejected)

ADF Test: Direct Investments — Inward; Non-residents’ Investments in Romania (mil. EUR) —
flows (differenced)

ADF Statistic: -7.485326592647097 p-value: 4.655446177269443¢-11

# Lags Used: 2

# Observations Used: 45

The series is stationary (the null hypothesis of unit root is rejected)

ADF Test: Inflation Rate (differenced)

ADF Statistic: -2.843339742118095

p-value: 0.052344699664437645

# Lags Used: 3

# Observations Used: 44

The series is NOT stationary (the null hypothesis cannot be rejected)

Annex no. 3. Qutput of Inflation Equation from the VAR (7) Model

Variable CoefficientStd. Error t-Statisticp-value

Constant 0.194126] 0.294913 0.658 0.51
L1.Direct Investments; Investments by Residents 0.002481] 0.000584 4.247 0
\Abroad (mil. Euro) - stocks

L1.Direct Investments; Investments by Non- 0.000062] 0.000132 0.47, 0.638
residents in Romania (mil. Euro) - stocks

L1.Direct Investments; Investments by Residents 0.006371] 0.001357 4.694 0
IAbroad (mil. Euro) - flows

L1.Direct Investments; Investments by Non- 0.000733 0.000302 2.426 0.015
residents in Romania (mil. Euro) - flows

L1.Inflation Rate 0.516998 0.345064 1.498 0.134
L2.Direct Investments; Investments by Residents -0.00072| 0.001157 -0.62 0.535
IAbroad (mil. Euro) - stocks

L2.Direct Investments; Investments by Non- 0.000079] 0.000142 0.557 0.578
residents in Romania (mil. Euro) - stocks

L2.Direct Investments; Investments by Residents -0.00567| 0.003073 -1.846 0.065
IAbroad (mil. Euro) - flows

L2.Direct Investments; Investments by Non- 0.000398| 0.000466 0.853 0.394
residents in Romania (mil. Euro) - flows

L2.Inflation Rate -0.5085] 0.423021 -1.202 0.229
L3.Direct Investments; Investments by Residents 0.001665| 0.001435 1.16 0.246
\Abroad (mil. Euro) - stocks

L3.Direct Investments; Investments by Non- 0.000133] 0.000143 0.929 0.353
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residents in Romania (mil. Euro) - stocks

L3.Direct Investments; Investments by Residents 0.006746(  0.003966 1.701 0.089
IAbroad (mil. Euro) - flows

L3.Direct Investments; Investments by Non- 0.00025]  0.000614 0.407 0.684
residents in Romania (mil. Euro) - flows

L3.Inflation Rate -0.15441]  0.181567 -0.85 0.395
L4.Direct Investments; Investments by Residents 0.000516]  0.001041 0.496 0.62,
\Abroad (mil. Euro) - stocks

L4.Direct Investments; Investments by Non- -0.00052f  0.000139 -3.698 0
residents in Romania (mil. Euro) - stocks

L4.Direct Investments; Investments by Residents -0.00246 0.00272 -0.903 0.366
IAbroad (mil. Euro) - flows

L4.Direct Investments; Investments by Non- 0.000654 0.00066 0.992 0.321
residents in Romania (mil. Euro) - flows

L4.Inflation Rate 0253537 0.193756 1.309 0.191
L5.Direct Investments; Investments by Residents -0.00217|  0.000874 -2.481 0.013
IAbroad (mil. Euro) - stocks

L5.Direct Investments; Investments by Non- 0.000417| 0.000166 2.512 0.012
residents in Romania (mil. Euro) - stocks

L5.Direct Investments; Investments by Residents -0.0036 0.00203 -1.771 0.076)
IAbroad (mil. Euro) - flows

L5.Direct Investments; Investments by Non- 0.000354  0.000541 0.655 0.513
residents in Romania (mil. Euro) - flows

L5.Inflation Rate -0.36034  0.191281 -1.884 0.06
L6.Direct Investments; Investments by Residents 0.004072{  0.001597 2.549 0.011
IAbroad (mil. Euro) - stocks

L6.Direct Investments; Investments by Non- -0.00043|  0.000181 -2.359 0.018
residents in Romania (mil. Euro) - stocks

L6.Direct Investments; Investments by Residents 0.009615  0.003008 3.197 0.001
IAbroad (mil. Euro) - flows

L6.Direct Investments; Investments by Non- 0.000582(  0.000469 1.241 0.215
residents in Romania (mil. Euro) - flows

L6.Inflation Rate 0.289183 0.23553 1.228 0.22,
L7.Direct Investments; Investments by Residents -0.00328|  0.002028 -1.618 0.106|
IAbroad (mil. Euro) - stocks

L7.Direct Investments; Investments by Non- 0.000044;  0.000235 0.187 0.852
residents in Romania (mil. Euro) - stocks

L7.Direct Investments; Investments by Residents -0.00623|  0.004485 -1.39, 0.165
IAbroad (mil. Euro) - flows

L7.Direct Investments; Investments by Non- -8.6E-05  0.000263 -0.327 0.744
residents in Romania (mil. Euro) - flows

L7.Inflation Rate 0.180871]  0.128896 1.403 0.161
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