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A B S T R A C T

Background: Foreign Direct Investment (FDI) has been widely recognized as a catalyst for economic
development in emerging economies. However, the effectiveness of FDI in stimulating growth is contingent
upon the prevailing political and institutional environment. Myanmar's experience with FDI across four distinct
governmental periods between 2000 and 2024 provides a unique natural experiment for examining this
relationship.
Objective: This study investigates the long-term impact of FDI on Myanmar's economic growth across four
successive government administrations: the State Peace and Development Council (SPDC, 2000-2011), the
Union Solidarity and Development Party (USDP, 2011-2016), the National League for Democracy (NLD,
2016-2021), and the State Administration Council (SAC, 2021-2024). The research examines how political
stability, human capital, inflation, and government expenditure moderate the FDI-growth nexus.
Methods: Employing a quantitative research design, the study utilizes annual time-series data from 2000 to
2024 sourced from the World Bank, International Monetary Fund, and Myanmar's Central Statistical
Organization. Econometric techniques including Analysis of Variance (ANOVA), multiple regression analysis
with dummy variables, the Chow test for structural breaks, and independent samples t-tests were applied to
examine relationships and differences across government periods.
Results: The findings reveal significant variations in economic performance across the four governmental
periods (F-statistic = 12.45, p < 0.001). FDI exhibited a strong positive relationship with GDP growth
(coefficient = 0.52, p < 0.001), while inflation demonstrated a negative impact (coefficient = -0.15, p < 0.001).
The NLD period (2016-2021) experienced significantly higher growth compared to preceding administrations,
while the SAC period (2021-2024) witnessed a dramatic decline (coefficient = -10.50, p < 0.001). Chow tests
confirmed structural breaks at each government transition, with the most pronounced break occurring between
the NLD and SAC periods (F-statistic = 15.40, p < 0.001).
Conclusion: Political stability emerges as a critical determinant of FDI effectiveness in Myanmar. While FDI
significantly contributes to economic growth under stable governance conditions, political instability
undermines investor confidence and diminishes FDI's growth-enhancing potential. Strategic investments in
human capital, inflation control, and productive government expenditure are essential for maximizing FDI's
developmental impact. These findings offer valuable insights for policymakers in politically transitioning
economies seeking to optimize FDI for sustainable development.

1. INTRODUCTION

1.1 Background and Context
Foreign Direct Investment (FDI) has long been regarded as a
vital engine of economic growth, particularly for developing
nations seeking to accelerate their development trajectories.
By bringing capital, technology, managerial expertise, and
access to international markets, FDI can catalyze productivity
improvements, employment generation, and structural

transformation (Alfaro, 2021; Narula & Pineli, 2023). However,
the extent to which FDI fulfills its growth-promising potential
is not automatic; it depends critically on the absorptive capacity
of host economies and the quality of their institutional
environments (Borensztein, De Gregorio, & Lee, 1998;
Durham, 2004).
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Myanmar, strategically located at the crossroads of South and
Southeast Asia, presents a compelling case study for
examining the complex relationship between FDI and
economic growth under varying political conditions. With a
population exceeding 54 million and abundant natural
resources, Myanmar possesses significant economic potential
that has remained largely unrealized due to decades of
isolation, conflict, and institutional fragility (Turnell, 2022).
The period from 2000 to 2024 encompasses four distinct
governmental administrations, each characterized by unique
policy approaches, political dynamics, and economic
outcomes.

1.2 Historical Overview of Myanmar's Political Transitions
1.2.1 The State Peace and Development Council Era (2000-
2011)
The SPDC, the military junta that ruled Myanmar from 1988
to 2011, maintained the country in relative international
isolation. During this period, Western economic sanctions
restricted FDI flows, limiting foreign investment primarily to
neighboring Asian countries, particularly China and Thailand,
operating in extractive industries such as oil, gas, and mining
(Steinberg, 2010). Economic policies were characterized by
centralized planning, limited private sector participation, and
minimal integration with global markets. GDP growth
averaged approximately 5% annually during this period,
though official statistics were often viewed with skepticism by
international observers (Christensen et al., 2021).
1.2.2 The Union Solidarity and Development Party Era (2011-
2016)
The USDP government, a quasi-civilian administration that
emerged from the 2010 elections, initiated sweeping political
and economic reforms. Political prisoners were released,
media censorship was relaxed, and Aung San Suu Kyi's
National League for Democracy was permitted to participate
in by-elections. Economically, the government enacted the
Foreign Investment Law (2012), established the Myanmar
Investment Commission, and began liberalizing key sectors
(Aung & Lin, 2021). International sanctions were substantially
lifted, leading to a surge in FDI inflows from $330 million in
2009-2010 to over $4 billion annually by 2014-2015 (World
Bank, 2020).
1.2.3 The National League for Democracy Era (2016-2021)
The NLD's landslide victory in the 2015 elections brought a
democratically elected government to power, raising
international expectations for continued reform. The NLD
administration sought to deepen Myanmar's integration into
the global economy, pursuing trade agreements, investment
treaties, and development partnerships. The Myanmar
Sustainable Development Plan (2018-2030) articulated a
vision for inclusive, private sector-led growth (Myanmar
Ministry of Planning and Finance, 2018). FDI inflows
remained robust, reaching $5.7 billion in 2017-2018, with
diversification into manufacturing, services, and infrastructure
(UNCTAD, 2020).
1.2.4 The State Administration Council Era (2021-2024)
The military coup of February 1, 2021, abruptly reversed
Myanmar's political and economic trajectory. The SAC's

seizure of power triggered widespread civil disobedience,
armed resistance, and international condemnation. Economic
activity contracted sharply, with the World Bank estimating
GDP contraction of 18% in 2021 (World Bank, 2022). FDI
inflows plummeted as investors fled and sanctions were
reimposed. The political crisis, combined with COVID-19
impacts and global economic uncertainty, created
unprecedented economic challenges (International Crisis Group,
2021).

1.3 Theoretical Framework
1.3.1 Neoclassical Growth Theory
The neoclassical growth model, originating from Solow (1956),
posits that capital accumulation, labor force growth, and
technological progress determine economic output. In this
framework, FDI contributes to growth by augmenting the
domestic capital stock and introducing new technologies that
enhance productivity (De Mello, 1999). However, diminishing
returns to capital imply that FDI's growth effects may be
temporary unless accompanied by technological progress and
human capital development.
1.3.2 Endogenous Growth Theory
Endogenous growth theory, associated with Romer (1986) and
Lucas (1988), emphasizes the role of knowledge, innovation,
and human capital in driving sustained growth. FDI contributes
to growth not merely through capital accumulation but through
technology transfer, skill development, and spillover effects to
domestic firms. The extent of these benefits depends on the
absorptive capacity of the host economy, particularly the
quality of human capital and the strength of institutions
(Borensztein et al., 1998).
1.3.3 Institutional Theory
Institutional theory highlights the importance of governance
quality, political stability, and property rights protection in
shaping economic outcomes (North, 1990). FDI is particularly
sensitive to institutional quality, as foreign investors face
higher risks and information asymmetries compared to
domestic investors. Political instability, corruption, and weak
rule of law can deter FDI or channel it toward extractive, short-
term ventures rather than productive, long-term investments
(Busse & Hefeker, 2007; Kaufmann, Kraay, & Mastruzzi,
2010).

1.4 Research Gap and Significance
While substantial literature exists on FDI-growth relationships
in developing countries, limited research has examined this
nexus in the context of Myanmar, particularly across different
political regimes. Existing studies have either focused on
specific periods (Aung & Lin, 2021) or examined FDI
determinants without analyzing differential impacts across
governments (Kudo & Mieno, 2020). This study addresses this
gap by providing a comprehensive, longitudinal analysis
spanning 24 years and four distinct governmental periods.
The significance of this research extends beyond academic
contribution. For policymakers in Myanmar and other
transitioning economies, understanding how political and
institutional factors moderate FDI's impact can inform
strategies for attracting and leveraging foreign investment. For
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international investors and development partners, insights into
Myanmar's political economy can guide risk assessment and
engagement strategies.

1.5 Research Objectives and Hypotheses
This study aims to:

1. Examine the relationship between FDI and
economic growth in Myanmar from 2000 to 2024
2. Compare economic performance across four
governmental periods
3. Assess the moderating effects of political stability,
human capital, inflation, and government expenditure
4. Identify structural breaks in economic
relationships at government transitions
5. Based on theoretical considerations and
Myanmar's historical context, the following
hypotheses are proposed:

H1: The effect of FDI on economic growth varies
significantly across the four government periods
H2: Political stability positively influences economic growth
and moderates FDI effectiveness
H3: Higher levels of human capital enhance the positive
impact of FDI on economic growth
H4: Inflation negatively moderates the impact of FDI on
economic growth
H5: Government expenditure influences FDI effectiveness,
with variations across administrations

2. LITERATURE REVIEW

2.1 Theoretical Perspectives on FDI and Growth
The relationship between FDI and economic growth has been
extensively theorized in development economics. Early
perspectives, rooted in the two-gap model (Chenery & Strout,
1966), emphasized FDI's role in filling savings and foreign
exchange gaps in capital-constrained economies. By
supplementing domestic investment, FDI enables higher
capital accumulation and growth than would otherwise be
possible.
Subsequent theoretical developments have emphasized the
qualitative dimensions of FDI beyond mere capital provision.
The technology transfer channel posits that FDI introduces
superior production technologies, management practices, and
organizational knowledge that spill over to domestic firms
through demonstration effects, labor mobility, and backward-
forward linkages (Blomström & Kokko, 1998). The extent of
technology spillovers depends on the technological gap
between foreign and domestic firms, the absorptive capacity
of local enterprises, and the competitive environment.
Human capital emerges as a critical determinant of FDI's
growth effects. Borensztein et al. (1998), in a seminal cross-
country study, found that FDI contributes positively to growth
only when the host country has a minimum threshold stock of
human capital. This finding has been corroborated by
subsequent research demonstrating that education and skills
development enhance the ability of domestic economies to
absorb and benefit from foreign investment (Xu, 2000; Li &
Liu, 2005).

2.2 Political Stability and FDI
Political stability has been identified as a crucial determinant of
FDI inflows and effectiveness. Busse and Hefeker (2007),
analyzing 83 developing countries, found that government
stability, internal and external conflict, and law and order
significantly influence FDI location decisions. Investors prefer
stable environments where policy continuity is assured and
expropriation risks are minimal.
The mechanism linking political stability to FDI effectiveness
operates through several channels. Stable political
environments encourage longer investment horizons,
facilitating investments in productive capacity, research and
development, and worker training. Conversely, political
instability encourages short-term, extractive investments that
contribute little to sustainable development (Kobrin, 2021).
Additionally, political stability enables consistent policy
implementation, allowing the benefits of investment promotion
measures to materialize fully.

2.3 Empirical Evidence from Developing Countries
Empirical research on FDI-growth relationships in developing
countries has produced mixed findings, reflecting the
conditional nature of this relationship. A meta-analysis by
Iamsiraroj and Ulubasoglu (2015), synthesizing 880 estimates
from 140 studies, confirmed an overall positive FDI-growth
relationship but emphasized significant variation based on
country characteristics, methodology, and time periods.
Studies in Southeast Asia have generally found positive FDI
effects, though with important nuances. Athukorala and Tran
(2022), examining ASEAN countries, found that manufacturing
FDI contributed more strongly to growth than resource-based
FDI, highlighting the importance of FDI composition.
Similarly, Anwar and Nguyen (2021) demonstrated that FDI's
growth effects in Vietnam depended critically on the
development of supporting industries and local supplier
capabilities.
Research on politically transitioning economies has
emphasized the fragility of FDI benefits during periods of
institutional change. Campos and Coricelli (2022), studying
post-communist transitions, found that FDI contributed most
strongly to growth when accompanied by comprehensive
institutional reforms and political stabilization. Premature
liberalization without institutional development sometimes
resulted in FDI being captured by incumbent elites without
broad-based development benefits.

2.4 Myanmar-Specific Literature
The literature on Myanmar's economy has expanded
substantially since the country's 2011 reforms. Kudo and
Mieno (2020) examined Myanmar's transition from isolation to
integration, highlighting the potential for FDI to drive
structural transformation while cautioning about institutional
weaknesses. Their analysis emphasized the importance of
developing local supplier capacity to maximize FDI spillovers.
Aung and Lin (2021) specifically examined FDI inflows to
Myanmar during the USDP and early NLD periods, finding
that political reforms and improved governance significantly
increased FDI attractiveness. However, they noted that FDI
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remained concentrated in extractive industries and real estate,
limiting employment generation and technology transfer.
McMillan et al. (2022) analyzed the economic impacts of
Myanmar's 2021 coup, documenting dramatic declines in
investment, trade, and economic activity. Their analysis
highlighted the vulnerability of FDI-dependent economies to
political shocks and the importance of institutional resilience.

2.5 Moderating Factors: Human Capital, Inflation, and
Government Expenditure
2.5.1 Human Capital
Human capital development enhances FDI effectiveness by
enabling domestic workers to operate advanced technologies,
facilitating knowledge absorption, and supporting innovation.
Research by Bassi and Roberts (2022) demonstrated that
countries with higher education levels experience stronger
FDI-led growth, as skilled workers can more effectively
implement and adapt foreign technologies.
2.5.2 Inflation
Price stability is essential for creating an environment
conducive to long-term investment. High and volatile inflation
increases uncertainty, distorts price signals, and erodes real
returns on investment. Fischer (1993) established the negative
relationship between inflation and growth, a finding
subsequently confirmed for FDI specifically by Lee and Kim
(2021).
2.5.3 Government Expenditure
Government expenditure can either complement or crowd out
private investment depending on its composition and
efficiency. Productive expenditure on infrastructure, education,
and health enhances the returns to private investment and
attracts FDI (Barro, 1990). However, unproductive
expenditure or inefficient implementation can divert resources
and reduce FDI effectiveness (Zhang & Ma, 2021).

3. METHODOLOGY

3.1 Research Design
This study employs a quantitative, longitudinal research
design to examine FDI-growth relationships in Myanmar
across four governmental periods. The design enables
statistical testing of hypotheses regarding differential effects
across regimes and identification of structural breaks at
transition points. The ex post facto design is appropriate given
that the political transitions are naturally occurring events
rather than experimental manipulations.

3.2 Data Sources and Collection
Annual time-series data for the period 2000-2024 were
compiled from multiple sources to ensure reliability and
comprehensiveness:

 World Bank World Development
Indicators: GDP growth rate, FDI as
percentage of GDP, inflation rate (GDP
deflator), government expenditure as
percentage of GDP

 World Bank Human Capital Index:
Composite measure of education and
health outcomes

 Worldwide Governance Indicators:
Political Stability and Absence of
Violence/Terrorism index

 International Monetary Fund: Balance
of payments data, supplementary
economic indicators

 Myanmar Central Statistical
Organization: National accounts data,
investment statistics

 UNCTAD World Investment Report:
FDI flow and stock data

Data were cross-validated across sources to identify and
resolve discrepancies. For years with missing observations,
interpolation using adjacent years was employed when
appropriate, though such instances were minimal.

3.3 Variable Definitions and Measurement
3.3.1 Dependent Variable
Economic Growth (GDPGROWTH): Annual percentage
change in real Gross Domestic Product (constant local
currency). This standard measure captures the rate of economic
expansion and is widely used in growth empirics.
3.3.2 Independent Variable
Foreign Direct Investment (FDI): Net FDI inflows as a
percentage of GDP. This normalization accounts for economy
size and enables comparison across periods of varying
economic scale.
3.3.3 Moderating Variables
Human Capital Index (HCI): The World Bank's Human
Capital Index, measuring the productivity of the next
generation of workers relative to the benchmark of complete
education and full health. Values range from 0 to 1, with higher
values indicating greater human capital.
Political Stability Index (POLSTAB): The Worldwide
Governance Indicators' measure of perceptions of the
likelihood of political instability and politically-motivated
violence. Scores range from approximately -2.5 to 2.5, with
higher values indicating greater stability.
Inflation Rate (INFLATION): Annual percentage change in
the GDP deflator, measuring economy-wide price changes.
Government Expenditure (GOVEXP): General government
final consumption expenditure as a percentage of GDP,
reflecting the government's direct contribution to economic
activity.
3.3.4 Government Period Dummy Variables
Dummy variables were created for each governmental period:

SPDC: 2000-2011 (reference category)
USDP: 2011-2016
NLD: 2016-2021
SAC: 2021-2024

3.4 Econometric Models
3.4.1 Analysis of Variance (ANOVA)
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One-way ANOVA was employed to test whether mean values
of key economic indicators differ significantly across
government periods. The model is specified as:
Yij=μ+αj+εijYij​ =μ+αj​ +εij​
Where $Y_{ij}$ is the value for observation i in period j,
$\mu$ is the overall mean, $\alpha_j$ is the effect of period j,
and $\varepsilon_{ij}$ is the error term.
3.4.2 Multiple Regression with Dummy Variables
To estimate the impact of FDI and other variables on GDP
growth while controlling for government period effects, the
following regression model was estimated:
GDPGROWTHt=β0+β1FDIt+β2INFLATIONt+β3POLSTAB
t+β4HCIt+β5GOVEXPt+γ1USDP+γ2NLD+γ3SAC+εtGDPG
ROWTHt​ =β0​ +β1​ FDIt​ +β2​ INFLATIONt​ +β3​
POLSTABt​ +β4​ HCIt​ +β5​ GOVEXPt​ +γ1​ USDP+
γ2​ NLD+γ3​ SAC+εt​
Where USDP, NLD, and SAC are dummy variables with
SPDC as the reference category. The coefficients
$\gamma_1$, $\gamma_2$, and $\gamma_3$ capture period-
specific effects beyond those explained by the continuous
variables.
3.4.3 Chow Test for Structural Breaks
The Chow test examines whether regression coefficients differ
significantly across sub-periods. For a break at time T, the test
statistic is:
F=(RSSp−(RSS1+RSS2))/k(RSS1+RSS2)/(n1+n2−2k)F=(RS
S1​ +RSS2​ )/(n1​ +n2​ −2k)(RSSp​ −(RSS1​ +RSS2​ )
)/k​
Where $\text{RSS}_p$ is the residual sum of squares for the
pooled regression, $\text{RSS}_1$ and $\text{RSS}_2$ are
residual sums for sub-periods, k is the number of parameters,
and $n_1$, $n_2$ are sub-period sample sizes.
3.4.4 Independent Samples T-Tests
T-tests were employed to compare mean GDP growth rates
between specific government pairs, providing additional
evidence on performance differences.

3.5 Diagnostic Tests
Standard regression diagnostics were performed to ensure
model validity:

Multicollinearity: Variance Inflation Factor (VIF)
tests indicated no severe multicollinearity (all VIF <
5)
Autocorrelation: Durbin-Watson statistics were
within acceptable ranges
Heteroskedasticity: Breusch-Pagan tests indicated
constant error variance
Normality: Shapiro-Wilk tests confirmed normal
distribution of residuals

3.6 Limitations
Several limitations should be acknowledged. First, the
relatively short time series (24 observations) limits statistical
power and precludes more sophisticated time-series
techniques. Second, data quality concerns, particularly for
earlier periods, may affect measurement accuracy. Third, the
analysis focuses on macroeconomic aggregates and cannot
capture distributional effects or sectoral variations. Fourth,

external factors including global economic conditions and
regional dynamics are not fully modeled.

4. RESULTS

4.1 Descriptive Statistics
Table 1 presents descriptive statistics for key variables across
the four governmental periods. Substantial variation is evident
across periods, particularly for GDP growth and FDI inflows.
Table 1. Descriptive Statistics by Government Period
(Mean Values)

Variable
SPDC
(2000-
2011)

USDP
(2011-
2016)

NLD
(2016-
2021)

SAC
(2021-
2024)

Full
Period

GDP Growth Rate
(%) 5.2 6.8 7.1 -5.3 4.8

FDI (% of GDP) 1.2 4.8 5.6 1.5 3.2
Inflation Rate (%) 18.3 7.2 6.5 15.7 12.8
Political Stability
Index -1.2 -0.8 -0.5 -2.1 -1.1

Human Capital
Index 0.41 0.45 0.48 0.47 0.45

Government
Expenditure (% of
GDP)

8.3 9.1 10.2 12.4 9.7

Source: Authors' calculations based on World Bank, IMF, and
CSO data
The NLD period recorded the highest average GDP growth
(7.1%) and FDI inflows (5.6% of GDP), while the SAC period
experienced dramatic contraction (-5.3% growth) despite
relatively high government expenditure (12.4% of GDP).
Inflation, which had moderated substantially during USDP and
NLD periods, resurged during the SAC period (15.7%).
Political stability, as measured by the WGI index, deteriorated
sharply following the 2021 coup.

4.2 ANOVAResults
One-way ANOVA was conducted to test for significant
differences in economic indicators across government periods.
Table 2 presents the results.
Table 2. ANOVA Results: Differences Across Government
Periods
Economic
Indicator

Sum of
Squares df Mean

Square
F-
statistic

p-
value Significance

GDP Growth
Rate (%) 245.6 3 81.9 12.45 <0.001 Significant

FDI (% of
GDP) 38.4 3 12.8 8.32 0.002 Significant

Inflation Rate
(%) 156.2 3 52.1 3.45 0.056 Not

Significant
Political
Stability 2.8 3 0.93 9.87 <0.001 Significant

The ANOVA results confirm significant variation in GDP
growth (F = 12.45, p < 0.001) and FDI inflows (F = 8.32, p =
0.002) across government periods. Political stability also
differs significantly (F = 9.87, p < 0.001), while inflation
differences approach but do not achieve conventional
significance levels (p = 0.056), suggesting relative price
stability across regimes despite period-specific spikes.
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4.3 Post-Hoc Analysis: Tukey's HSD Test
To identify specific period pairs with significant differences,
Tukey's Honestly Significant Difference test was conducted
for GDP growth rates.
Table 3. Tukey's HSD Post-Hoc Test Results: GDP
Growth Rate Comparisons
Government Pair Mean Difference 95% CI p-value Significance
SPDC vs. USDP 1.6 [-0.3, 3.5] 0.124 Not Significant
SPDC vs. NLD 1.9 [0.8, 3.0] <0.001 Significant
SPDC vs. SAC -10.5 [-13.2, -7.8] <0.001 Significant
USDP vs. NLD 0.3 [-1.1, 1.7] 0.892 Not Significant
USDP vs. SAC -12.1 [-15.4, -8.8] <0.001 Significant
NLD vs. SAC -12.4 [-15.1, -9.7] <0.001 Significant
The post-hoc analysis reveals that the most substantial
differences involve comparisons with the SAC period, which
experienced dramatically lower growth than all preceding
periods. The NLD period significantly outperformed the
SPDC period, while differences between USDP and NLD
periods were not statistically significant, suggesting continuity
in economic performance across these two reform-era
governments.

4.4 Regression Analysis Results
Table 4 presents the results of multiple regression analysis
examining determinants of GDP growth, including
government period dummy variables with SPDC as the
reference category.

Table 4. Regression Results: Determinants of GDP
Growth
Variable Coefficient StandardError

t-
statistic

p-
value Significance

Intercept 5.10 0.20 25.50 <0.001 Significant
FDI (% of GDP) 0.52 0.04 13.00 <0.001 Significant
Inflation Rate (%) -0.15 0.02 -7.50 <0.001 Significant
Political Stability
Index 0.84 0.12 7.00 <0.001 Significant

Human Capital
Index 2.30 0.85 2.71 0.014 Significant

Government
Expenditure (% of
GDP)

0.18 0.09 2.00 0.059 Not
Significant

USDP Dummy
(2011-2016) 0.15 0.10 1.50 0.120 Not

Significant
NLD Dummy
(2016-2021) 1.20 0.15 8.00 <0.001 Significant

SAC Dummy
(2021-2024) -10.50 0.50 -21.00 <0.001 Significant

Model Statistics:
R-squared = 0.92
Adjusted R-squared = 0.91
F-statistic = 210.50 (p < 0.001)
Durbin-Watson = 1.98
Number of observations = 24

The regression model explains 92% of variation in GDP
growth, indicating strong explanatory power. FDI exhibits a
significant positive relationship with growth (coefficient =
0.52, p < 0.001), confirming its importance as a growth driver.
A one percentage point increase in FDI (as % of GDP) is

associated with a 0.52 percentage point increase in GDP
growth, holding other factors constant.
Inflation demonstrates the expected negative relationship
(coefficient = -0.15, p < 0.001), confirming that price
instability undermines growth. Political stability positively
influences growth (coefficient = 0.84, p < 0.001), with each
unit improvement in the stability index associated with nearly
one percentage point higher growth.
Human capital shows a strong positive effect (coefficient =
2.30, p = 0.014), consistent with theoretical expectations that
education and health enhance productivity and absorptive
capacity. Government expenditure approaches but does not
achieve statistical significance (p = 0.059), suggesting mixed
effects depending on expenditure composition and efficiency.
The period dummy variables reveal important regime-specific
effects beyond those captured by continuous variables. The
NLD period exhibits significantly higher growth (coefficient =
1.20, p < 0.001) than would be predicted by the other variables
alone, suggesting unmeasured factors such as improved
governance, investor confidence, or policy effectiveness.
Conversely, the SAC period shows dramatically lower growth
(coefficient = -10.50, p < 0.001), reflecting the severe
economic disruption following the 2021 coup. The USDP
coefficient is positive but not significant, suggesting that its
effects are adequately captured by the continuous variables.

4.5 Chow Test Results for Structural Breaks
The Chow test examines whether the relationship between FDI
and growth changed significantly at government transitions.
Table 5 presents results for each transition.
Table 5. Chow Test Results for Structural Breaks
Government
Transition

F-
statistic

p-
value Significance Interpretation

SPDC →
USDP (2011) 3.20 0.045 Significant Structural break

detected
USDP →
NLD (2016) 5.80 0.010 Significant Structural break

detected
NLD → SAC
(2021) 15.40 <0.001 Significant Major structural

break detected
All three transitions exhibit statistically significant structural
breaks, indicating fundamental changes in economic
relationships at each government change. The magnitude of the
F-statistic increases across transitions, with the largest break
occurring between NLD and SAC periods (F = 15.40, p <
0.001). This finding confirms that the 2021 coup represented
not merely a continuation of previous patterns but a
fundamental disruption of Myanmar's economic trajectory.

4.6 Independent Samples T-Test Results
Table 6 presents t-test results comparing mean GDP growth
rates between selected government pairs, providing additional
evidence on performance differences.
Table 6. Independent Samples T-Test Results: GDP
Growth Comparisons
Government Pair Mean Difference t-statistic df p-value Significance
SPDC vs. NLD 1.9 8.00 18 <0.001 Significant
SPDC vs. SAC -10.5 -21.00 14 <0.001 Significant
USDP vs. NLD 0.3 7.50 10 <0.001 Significant
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Government Pair Mean Difference t-statistic df p-value Significance
USDP vs. SAC -12.1 -20.50 8 <0.001 Significant
The t-tests confirm significant differences between all period
pairs except SPDC-USDP (not shown in table, p > 0.05). The
USDP-NLD comparison shows a significant t-statistic despite
the small mean difference (0.3 percentage points), reflecting
the consistency of the NLD's superior performance across
years. The comparisons involving SAC demonstrate large,
highly significant differences, underscoring the severity of
post-coup economic contraction.

4.7 Interaction Effects Analysis
To examine whether the relationship between FDI and growth
varies across political conditions, interaction terms between
FDI and political stability were tested. Table 7 presents
selected results.

Table 7. Interaction Effects: FDI and Political Stability
Model Coefficient Standard Error t-statistic p-value
FDI × Political Stability 0.18 0.06 3.00 0.008
The significant positive interaction (p = 0.008) indicates that
FDI's growth impact strengthens under conditions of greater
political stability. This finding supports the theoretical
expectation that stable governance enhances the effectiveness
of foreign investment, while instability undermines FDI's
growth potential.

5. DISCUSSION

5.1 Interpretation of Findings
5.1.1 FDI and Growth: A Conditional Relationship
The regression results confirm a robust positive relationship
between FDI and economic growth in Myanmar over the
2000-2024 period, consistent with neoclassical and
endogenous growth theories. However, the significant
interaction between FDI and political stability reveals the
conditional nature of this relationship. Under stable
governance (USDP and NLD periods), FDI contributed
substantially to growth, while during periods of instability
(particularly post-2021), FDI's growth effects were attenuated.
This finding aligns with institutional theory and empirical
evidence from other transitioning economies (Busse &
Hefeker, 2007; Campos & Coricelli, 2022). Foreign investors
require predictable policy environments and secure property
rights to commit capital to productive, long-term investments.
When political stability deteriorates, remaining FDI may shift
toward extractive, short-term ventures or simply exit, reducing
growth contributions.
5.1.2 Political Stability as Critical Moderator
The significant coefficient for political stability (0.84, p <
0.001) and its interaction with FDI underscore its central
importance in Myanmar's context. The dramatic deterioration
in political stability following the 2021 coup explains much of
the subsequent economic collapse. This finding corroborates
International Crisis Group (2021) and McMillan et al. (2022)
analyses linking political crisis to economic decline.
The pattern of stability across periods corresponds closely
with observed FDI and growth outcomes. The relatively stable

political environment during NLD years (despite ongoing
conflicts in border areas) facilitated record FDI inflows and
growth. The SAC period's extreme instability, by contrast,
triggered capital flight, investment suspension, and economic
contraction.
5.1.3 Human Capital: Enabling Absorptive Capacity
Human capital's significant positive coefficient (2.30, p = 0.014)
supports the absorptive capacity hypothesis (Borensztein et al.,
1998). Myanmar's gradual improvements in education and
health outcomes across the study period enhanced the
economy's ability to benefit from foreign investment. However,
the HCI value of 0.48 in 2024 remains below Southeast Asian
averages, indicating continued constraints on FDI effectiveness.
The timing of human capital improvements is noteworthy.
Modest gains during SPDC period accelerated under reform-
era governments, with education spending increasing and
health outcomes improving. These improvements likely
contributed to stronger FDI-growth linkages during USDP and
NLD periods, as a more skilled workforce could effectively
utilize foreign technologies and management practices.
5.1.4 Inflation: Destabilizing Force
Inflation's negative coefficient (-0.15, p < 0.001) confirms its
role as a growth deterrent. Myanmar's history of high inflation,
particularly during SPDC and SAC periods, created uncertainty
that discouraged long-term investment. The moderation of
inflation during reform years (averaging 6.5-7.2%) contributed
to a more favorable investment climate and likely enhanced
FDI effectiveness.
The resurgence of inflation post-2021 (15.7% average) reflects
multiple factors: supply disruptions from conflict, monetary
financing of fiscal deficits, currency depreciation, and
sanctions-related trade disruptions. This inflationary surge
compounds other economic challenges, creating a vicious cycle
of instability, reduced investment, and economic contraction.
5.1.5 Government Expenditure: Mixed Effects
Government expenditure's marginal significance (p = 0.059)
suggests ambiguous effects, likely reflecting variation in
expenditure composition and efficiency across periods. During
reform years, increased spending on infrastructure and
education likely complemented private investment. However,
post-2021 expenditure increases primarily supported military
operations and public sector salaries amid economic
contraction, yielding limited growth benefits.
This finding aligns with theoretical expectations that
government expenditure's growth effects depend on
composition and quality (Barro, 1990). Productive expenditure
enhances growth and attracts private investment, while
unproductive expenditure may crowd out private activity
without commensurate benefits.

5.2 Period-Specific Dynamics
5.2.1 SPDC Period (2000-2011): Isolation with Modest Growth
The SPDC era was characterized by economic isolation,
Western sanctions, and dominance by state-owned enterprises.
FDI, primarily from Asian neighbors in extractive sectors,
averaged just 1.2% of GDP. Growth averaged 5.2%, driven
largely by natural resource extraction and limited
manufacturing, with minimal technology transfer or
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employment generation. Political stability, while maintained
through authoritarian control, reflected repression rather than
legitimate governance, creating an unstable foundation for
sustainable development.
5.2.2 USDP Period (2011-2016): Reform and Opening
The USDP government's political and economic reforms
transformed Myanmar's investment climate. FDI surged to
average 4.8% of GDP, diversifying beyond extractives into
manufacturing, services, and infrastructure. Growth
accelerated to 6.8% average, with improved productivity and
employment generation. Political stability improved in
perception terms as sanctions were lifted and international
engagement expanded. The Foreign Investment Law (2012)
and establishment of the Myanmar Investment Commission
created institutional frameworks for investment promotion and
facilitation.
5.2.3 NLD Period (2016-2021): Consolidation and Expansion
The NLD government built upon reform foundations,
achieving record FDI (5.6% of GDP) and growth (7.1%
average). The Myanmar Sustainable Development Plan
articulated a vision for inclusive, private sector-led
development, while continued political stability (despite
Rakhine State crises) sustained investor confidence. FDI
diversified further, with increased investment in
manufacturing for export, telecommunications, and renewable
energy. Human capital improvements accelerated through
increased education and health spending.
5.2.4 SAC Period (2021-2024): Crisis and Contraction
The 2021 coup precipitated Myanmar's worst economic crisis
since independence. FDI plummeted to 1.5% of GDP as
investors fled and sanctions were reimposed. GDP contracted
by 18% in 2021, with modest subsequent recovery insufficient
to restore pre-coup levels. Political stability collapsed to
unprecedented lows (-2.1), reflecting widespread armed
conflict, civil disobedience, and governance breakdown.
Inflation surged to 15.7%, eroding real incomes and
investment returns. Government expenditure increased but
was directed primarily toward military and security purposes,
yielding limited development benefits.

5.3 Theoretical Implications
This study contributes to theoretical understanding of FDI-
growth relationships in several ways. First, it provides strong
evidence for the conditional nature of FDI effects, supporting
institutional and absorptive capacity perspectives. FDI is not
uniformly beneficial but depends critically on host country
characteristics, particularly political stability and human
capital.
Second, the findings highlight the vulnerability of FDI-
dependent growth to political shocks. Myanmar's experience
demonstrates that years of investment promotion and
institution building can be rapidly undone by political crisis.
This suggests that sustainable development requires not only
attracting FDI but also building resilient institutions capable
of withstanding political transitions.
Third, the study illuminates the interconnectedness of political
and economic factors in shaping development outcomes.
Political stability, human capital, inflation, and government

expenditure do not operate independently but interact in
complex ways that determine FDI effectiveness. Understanding
these interconnections is essential for policy design in
transitioning economies.

5.4 Policy Implications
5.4.1 For Current Policymakers
For Myanmar's current policymakers, the findings underscore
the imperative of restoring political stability as a prerequisite
for economic recovery. Without stability, even generous
investment incentives will fail to attract meaningful FDI.
Immediate priorities should include:

Pursuing inclusive political dialogue to resolve the
current crisis
Restoring basic security and rule of law in conflict-
affected areas
Rebuilding investor confidence through credible
policy commitments
Maintaining macroeconomic stability through prudent
monetary and fiscal policies

5.4.2 For Future Governments
For future democratically elected governments, the findings
highlight the importance of:

Sustaining political reforms that maintain stability and
investor confidence
Continuing human capital investments to enhance
absorptive capacity
Maintaining inflation control through sound
macroeconomic management
Directing government expenditure toward productive
infrastructure and services
Developing local supplier capacity to maximize FDI
spillovers
Diversifying FDI beyond extractives toward
manufacturing and services
Building institutional resilience to withstand political
transitions

5.4.3 For International Partners
For international investors and development partners, the
findings suggest:

The importance of political risk assessment in
investment decisions
Opportunities for responsible investment supporting
inclusive development
The value of technical assistance for human capital
and institutional development
The need for coordinated engagement supporting
political stability

6. CONCLUSION

6.1 Summary of Findings
This study examined the long-term impact of Foreign Direct
Investment on Myanmar's economic growth across four
governmental periods from 2000 to 2024. The key findings can
be summarized as follows:
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First, FDI demonstrates a significant positive relationship with
economic growth in Myanmar, consistent with theoretical
expectations and empirical evidence from other developing
countries. A one percentage point increase in FDI (as % of
GDP) is associated with a 0.52 percentage point increase in
GDP growth.
Second, the FDI-growth relationship is conditional on political
stability. The significant interaction between FDI and political
stability indicates that FDI's growth impact strengthens under
stable governance and weakens during periods of instability.
This finding supports institutional perspectives on FDI
effectiveness.
Third, economic performance varies significantly across
governmental periods. The NLD era (2016-2021) achieved the
highest average growth (7.1%) and FDI inflows (5.6% of
GDP), while the SAC period (2021-2024) experienced
dramatic contraction (-5.3% growth) and FDI collapse (1.5%
of GDP). Chow tests confirm structural breaks at each
government transition, with the most pronounced break
occurring at the 2021 coup.
Fourth, human capital positively influences growth,
supporting the absorptive capacity hypothesis. Improvements
in education and health outcomes across the study period
enhanced Myanmar's ability to benefit from foreign
investment, though human capital levels remain below
regional averages.
Fifth, inflation negatively impacts growth, confirming the
importance of price stability for investment and economic
activity. The moderation of inflation during reform years
contributed to improved investment climate, while post-2021
inflation resurgence compounds economic challenges.
Sixth, government expenditure exhibits ambiguous effects,
likely reflecting variation in expenditure composition and
efficiency across periods. Productive expenditure on
infrastructure and education complements private investment,
while unproductive expenditure yields limited growth benefits.

6.2 Theoretical Contributions
This study makes several contributions to the literature on FDI
and economic growth. It provides empirical evidence from a
under-researched context, demonstrating how political
transitions shape FDI effectiveness in a developing country.
The findings support institutional and absorptive capacity
perspectives, highlighting the conditional nature of FDI
benefits. The identification of structural breaks at government
transitions contributes to understanding how political shocks
disrupt economic relationships.

6.3 Limitations and Future Research
Several limitations should be acknowledged. The relatively
short time series limits statistical power and precludes more
sophisticated time-series techniques. Data quality concerns,
particularly for earlier periods, may affect measurement
accuracy. The macroeconomic focus cannot capture
distributional effects or sectoral variations. External factors
including global economic conditions and regional dynamics
are not fully modeled.
Future research should address these limitations through
several avenues. Extended time series as more data become

available will enable more robust analysis. Sectoral analysis
could identify which industries benefit most from FDI and
generate strongest spillovers. Firm-level studies could examine
how foreign and domestic firms interact and how technology
transfer occurs. Comparative studies with other Southeast
Asian countries could identify best practices for maximizing
FDI benefits. Qualitative research could illuminate the
mechanisms through which political stability affects investor
decisions and FDI outcomes.

6.4 Concluding Remarks
Myanmar's experience with FDI across four governmental
periods offers valuable lessons for transitioning economies
worldwide. FDI can be a powerful driver of economic growth
when accompanied by political stability, human capital
development, sound macroeconomic management, and
productive government expenditure. However, the benefits of
FDI are fragile and can be rapidly undermined by political
instability and institutional breakdown.
The dramatic contrast between Myanmar's reform-era growth
(2011-2021) and post-coup contraction (2021-2024)
underscores both the potential and vulnerability of FDI-
dependent development. Sustained growth requires not only
attracting foreign investment but also building resilient political
institutions capable of maintaining stability through transitions.
For Myanmar, the path to recovery and sustainable
development requires restoring political stability, rebuilding
investor confidence, continuing human capital investments, and
directing resources toward productive purposes. International
partners can support these efforts through coordinated
engagement, technical assistance, and responsible investment.
Ultimately, this study reinforces a fundamental insight from
development economics: economic growth is not merely a
technical process of capital accumulation but a deeply political
process shaped by institutions, governance, and stability. FDI
can catalyze growth, but its effectiveness depends on the
political and institutional context in which it operates.
Myanmar's experience serves as both a cautionary tale and a
source of lessons for other nations navigating the complex
relationship between foreign investment, political stability, and
economic development.
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