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Abstract  

Foreign  direct  investment  (FDI)  has  since  Dunning  in  the  academic  literature,  by             

international  organisations  and  countries  been  viewed  as  an  important  precursor  to  determine             

the  level  of  economic  growth.  FDI  is  suggested  to  have  a  positive  effect  on  long-run                

economic  growth  in  the  host  country.  Previous  studies  show  evidence  that  the  positive  effect               

of  FDI  on  economic  growth  should  not  be  taken  for  granted.  The  extent  to  which  FDI                 

promotes  economic  growth  is  largely  based  on  complementary  factors  which  include  among             

others  human  capital,  education,  infrastructure,  health,  population  and  a  technology  gap.  This             

essay  investigates  and  estimates  the  effect  of  FDI  and  human  capital  on  economic  growth  in                

28  OECD  countries  over  the  period  of  1996  to  2010.  Three  regression  were  conducted.  Our                

results  show  over  the  period  studied  a  positive  effect  of  FDI  on  economic  growth,  the  result                 

are  not  statistically  significant  in  all  regressions.  Population  is  significant  in  all  regressions              

but  has  a  mixed  effect  on  economic  growth.  Human  capital  proxied  as  secondary  education               

attainment  shows  a  mixed  effect  on  economic  growth  and  is  not  significant  in  all  regressions.                

For  the  remaining  independent  variables  (see  table  7),  the  results  show  that  Life  expectancy               

and  Government  expenditure  have  a  significant  effect  on  economic  growth.  However,  Trade             

is   not   statistically   significant   in   the   regressions.   
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Abstract  

Utländska  direktinvesteringar  har  sedan  Dunning,  varit  i  den  akademiska  litteraturen,  av            

internationella  organisationer  och  länder  en  viktig  förelöpare  för  att  bestämma  nivån  av             

ekonomisk  tillväxt.  Utländska  direktinvesteringar  föreslås  ha  en  positiv  effekt  på  den            

långsiktiga  tillväxten  i  ett  land.  Tidigare  studier  visar  bevis  på  att  den  positiva  effekten  av                

utländska  direktinvesteringar  inte  skall  tas  för  givet.  Utsträckningen  som  utländska           

direktinvestering  påverkar  den  ekonomiska  tillväxten  är  till  stor  del  baserad  på            

kompletterande  faktorer  vilka  bland  andra  inkluderar  humankapital,  utbildning,  infrastruktur,          

hälsa,  befolkning  och  ett  teknologi  gap.  Denna  studie  undersöker  och  estimerar  effekten  som              

utländska  direktinvesteringar  och  humankapital  har  på  den  ekonomiska  tillväxten  i  28  OECD             

länder  under  perioden  1996  till  2010.  Tre  regressioner  utfördes.  Våra  resultat  visar  för  den               

valda  studieperioden  att  de  utländska  direktinvesteringarna  har  en  positiv  effekt  på  ett  lands              

ekonomiska  tillväxt,  resultatet  är  inte  statistiskt  signifikant  i  alla  regressioner.  Befolkningen            

är  signifikant  i  alla  regressioner  men  har  en  blandad  effekt  på  ekonomisk  tillväxt.              

Humankapital  (måttet  använt  är  antalet  individer  som  klarat  sekundär  utbildning)  visar  en             

blandad  effekt  på  ekonomisk  tillväxt  och  är  inte  signifikant  i  alla  regressioner.  För  de               

återstående  oberoende  variablerna  (se  tabell  7)  visar  resultaten  att  för  variabeln  Förväntade             

levnadsår  och  Statliga  utgifterna  har  en  signifikant  effekt  på  ekonomisk  tillväxt.  Den             

oberoende   variabeln   Handel   är   inte   statistiskt   signifikant   i   någon   av   regressionerna.   
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1.   Introduction  

This  section  will  outline  the  study background  and objective .  The problem  statement  is              

formulated  and  the methodology  is  described. The  scope  of  the  study and  its  limitations               

follow,   concluding   with   the    structure   of   the   thesis .   

 

1.1   Background   

Foreign  direct  investment  (FDI)  have  had  mixed  results  with  relation  to  economic  growth.  A               

broad  range  of  studies  have  studied  these  relations  and  subsequent  matters  (as  a  range  of                

independent  variables)  by  different  country  and  region  from  the  1950’s  (Dunning,  2008).             

Moura  &  Forte  (2009)  in  reviewing  different  academic  papers  find  that  econometric  tests              

conducted  during  the  same  time  period  show  different  result.  We  are  curious  in  analyzing  if                

FDI  really  is  beneficial  for  reaching  economic  growth.  Is  FDI  a  good  vehicle  to  boost                

economic  growth  in  the  OECD  countries?  Researchers  are  still  today  discussing  FDI  and  its               

impact  on  economic  growth  in  the  Developing  and  Developed  countries,  we  wish  to  add  to                

the  discussion  with  our  study.  Herzer  (2012)  identifies  that  “most  macroeconomic  studies             

conclude  that  FDI  has  a  positive  effect  on  the  economic  growth  of  developing  countries.  In                

particular,  countries  with  higher  levels  of  per-capita  income,  better  educated  workers,  higher             

degrees  of  openness,  and  a  well-developed  financial  system  seem  to  benefit  significantly             

from  FDI”.  In  discussing  FDI,  firstly  the  data  collected  on  FDI  is  characterized  as  either                

inward-  or  outward  FDI  (presented  either  in  absolute  or  relative  figures).  The  World  bank               

(2019)  defines  FDI  inflows  as  the  value  of  inward  direct  investment  by  non-resident  investors               

in  the  host  country  (defined  as  the  country  in  question),  it  includes  all  liabilities  and  assets                 

transfers.  And  FDI  net  outflows,  as  the  value  of  outward  direct  invest  made  by  the  residents                 

of  the  host  country  to  other  countries  including  all  liabilities  and  assets  transfers  (World               

Bank,  2019).  Secondly,  the  Global  FDI  flows  have  steadily  increased  with  an  average  FDI               

growth  rate  of  over  20%  in  the  late  1980’s  and  nearly  40%  by  the  late  1990’s  (UNCTAD,                  

2006)  this  trend  continued  moderately  to  2007  and  fell  in  2008,  inward  FDI  flows  decreased                

in  most  countries  by  2009  (UNCTAD,  2009).  The  publication  World  Investment  report             

(UNCTAD,  2010)  identifies  that  the  distribution  of  FDI  is  not  equal  between  regions  or               

countries.  In  Figure  1,  we  display  the  global  FDI  inflows  by  groups  of  economies  between                

1980   and   2009.   
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In  the  chosen  previous  studies,  the  authors  use  different  countries  to  analyze  FDI  and               

economic  growth.  They  investigate  developing  and  developed  countries,  OECD  and           

non-OECD  countries  and  also  industrialized  and  developing  countries.  Our  focus  is  on             

OECD  countries. In  theory  FDI  is  considered  to  transfer  physical  capital  and  intangible  assets               

such  as  technology,  knowledge  and  innovations  from  multinational  companies  to  host            

countries  (Chiara  et  al.  2008).  A  Multinational  Enterprise  (MNE)  or  Multinational            

Corporation  (MNC)  “is  any  corporation  that  is  registered  and  operates  in  more  than  one               

country  at  a  time. Generally  the  corporation  has  its  headquarters  in  one  country  and  operates                

wholly  or  partially  owned  subsidiaries  in  other  countries”  (UNCTAD  2017,  Methodological            

Note). However,  the  positive  effects  of  FDI  are  perhaps  only  achievable  if  the  host  country                

has  a  minimum  initial  level  of  stock  of  human  capital  (as  described  by  Wang  &  Wong  2009,                  

Liu  &  Liu  2005,  Noorbakhsh  et  al.  2001,  Borensztein  &  Lee  1998,  De  Mello  1997,  Barro                 

1991).  Borensztein  et  al.  (1998)  suggests  that  the  effect  of  FDI  on  economic  growth  depends                

on  the  level  of  human  capital  in  the  host  countries.  We  aim  to  investigate  the  effects  of  FDI                   

on   economic   growth   in   the   OECD   countries   for   the   period   of   1996   to   2010.   

 

1.   2   Study   Objective   

Our  thesis  aims  to  investigate  and  contribute  to  ongoing  research  whether  there  is  a               

significant  relationship  between  foreign  direct  investment  (FDI)  and  economic  growth  for  the             

period  of  1996  to  2010.  We  use  data  for  28  OECD  countries.  The  study  will  use  panel  data,                   
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controlling  for  country  (fixed  effects)  and  other  country-specific  variables  such  as  Human             

capital  (proxied  by  Barro-Lee  secondary  educational  attainment  for  total  population  <25),            

Population   growth,   Life   expectancy   and   Government   Consumption   Expenditure.   

 

1.3   Problem   Statement   

How   does   foreign   direct   investment   affect   economic   growth   in   the   OECD   countries.  

 

1.4   Scope   of   the   Study   

The  analysis  will  be  conducted  with  a  econometric  panel  data  fixed  effect  model  were  the  aim                 

is  to  analyze  the  effect  of  the  independent  variables  on  the  dependent  variable.  The  study  will                 

focus  on  the  periods  from  1996  to  2010.  Only  OECD  countries  will  be  analysed.  Main  topics                 

studied  are  inward  FDI  (as  percentage  of  GDP),  economic  growth  (as  LOG  of  GDP  per  capita                 

divided  by  the  GDP  deflator),  Human  capital  (Barro-Lee  secondary  education  attainment),            

Population  (as  LOG  of  Population)  Government  Expenditure  (as  a  percentage  of  GDP),  Life              

expectancy  (at  birth,  total  years)  and  Trade  (as  percentage  of  GDP).  Our  main  inquire  is  the                 

effect  depending  on  the  level  of  inward  FDI,  controlling  for  human  capital,  on  economic               

growth  in  the  OECD  countries.  This  will  be  investigated  with  the  introduction  of  additional               

independent  variables.  Outward  FDI,  Greenfield  investments  and  M&A  will  not  be            

considered   in   the   study.   

 

1.5   Thesis   Structure   

The  first  section, Theoretical  Discussion ,  contains  information  on  economic  growth,  FDI  and             

human  capital  and  how  they  interact.  The  section  is  divided  into  four  subsections; Economic               

growth  theories,  FDI  effect  on  Economic  growth,  FDI  and  the  OLI  paradigm, and ,              

Institutional  theory. The  second  section,  Previous  studies,  presents  previous  research,           

empirical  findings  and  other  relevant  information  subject  to  the  problem  statement . This             

section  will  be  divided  in  two  thematic  categories; FDI  and  Economic  growth, and, FDI  and                

Economic  growth  focusing  on  human  capital. The  section, Data ,  contains  information  about             

the  data,  sources  and  model  used  in  conducting  the  study. In, Results, our  results  are                

summarized,  we  discuss  our  results  in Discussion  and  lastly  summarize  our  findings  in              

Conclusions   and   Summary.   
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2.   Theoretical   Discussion  

We  will  in  this  section  introduce  the  economic  models  used  in  interpreting  economic  growth,               

FDI  and  human  capital.  We  will  discuss  the  exogenous  and  endogenous  growth  models  and               

illustrate  the  expected  effect  both  model  have  on  economic  growth.  By  firstly  adding  FDI  to                

the  model  and  then  human  capital.  We  will  also  present  the  OLI  paradigm  as  a  thorough                 

interpretation   of   FDI   and   lastly   introduce   the   Institutional   theory.   

 

2.1   Economic   growth   theories  

There  are  several  frameworks  used  to  investigate  the  determinants  of  economic  growth.  We              

will  discuss  two  basic  theories,  the  neoclassical  exogenous  growth  model  and  the  endogenous              

growth   model.   

 

In  the  neoclassical  model, the  production  function  is  presented  as  the  following;  Y=F(K,L)              

where  output  is  a  function  of  capital,  labour  and  total  factor  of  productivity.  A  key  component                 

in  the  model  are  the  rates  of  saving  and  investment,  and,  the  assumption  of  diminishing  return                 

to  capital.  The  model  predicts  through  savings  and  investments  that  the  host  country  can               

increase  its  existing  capital  stock.  And  countries  with  a  lower  capital  to  labour  ratio  will                

benefit  positively  in  economic  growth  in  production  per  labourer,  in  relation  to  countries  with               

a  higher  capital-to-labour  ratio.  Economic  growth  is  driven  by  factors  not  explained  in  the               

growth  model.  The  model  suggest  that  long-run  economic  growth  is  expected  to  be  achieved               

by  a  technological  shift  and  population  growth,  both  are  considered  to  be  exogenous  in  the                

model.  Technological  shift  being  any  sort  of  change  in  the  host  economy,  speed-ups,              

improvement   of   the   education   in   the   labour   force   and   any   sort   of   changes.   (Solow,   1956)   

 

The  endogenous  growth  model,  presented  as  the  following;  Y=F(K,L,A)  predicts  that            

economic  growth  in  a  host  country  is  driven  by  endogenous  factors.  The  model  assumes  that                

a  host  countries  productivity  potential  is  determined  by  the  total  capital  stock,  level  of               

technology  and  the  skill  level  of  the  labour  force  which  is  used  in  the  production  (Romer,                 

1990).  Romer  (1996)  suggests  that  unlike  the  neoclassical  model  technology  change  is             

endogenous  and  is  calculated  as  the  stock  of  knowledge. Initially  the  stock  of  knowledge  in                

the   host   country   determines   the   level   of   economic   growth.   
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2.2   FDI   effect   on   Economic   growth   

When  reviewing  the  literature  on  FDI,  MNC  are  suggested  to  be  an  actor  that  can  enhance                 

and  boost  the  effect  of  FDI  and  subsequently  on  economic  growth.  By  providing  an  increase                

in  the  production  standard  and  an  increase  in  the  complementary  technology  and  management              

skills  in  the  host  country.  According  to  the  neoclassical  growth  theory,  economic  growth              

comes  mainly  from  two  sources,  capital  accumulation  and  the  increase  in  the  total  factor  of                

productivity.  The  model  suggests  that  the  effect  of  FDI  on  the  host  country  will  increase  the                 

existing  capital  stock,  leading  to  an  increase  in  the  level  of  per  capita  income.  However,  the                 

return  of  additional  capital  per  labourer  is  expected  to  decrease,  caused  by  the  assumption               

that  there  is  diminishing  returns  to  the  marginal  product  of  capital  in  the  long-run.  The                

exogenous  model  suggests  that  the  effect  of  FDI  on  economic  growth  is  directly  caused  in  the                 

short-run,  by  increasing  the  stock  of  physical  capital.  And  in  the  long-run,  affect  economic               

growth  through  increased  productivity  and  technology  transfer. The  endogenous  growth           

model suggest  that  the  effect  of  FDI  should  stimulate  the  production  and  impact  economic               

growth  through  externalities.  The  endogenous  model  suggests  that  the  effect  of  FDI  on              

economic  growth  will  be  positive  in  the  long-run  in  a  host  country.  GDP  growth  is  reached                 

through  generating  increased  returns  in  production  via  technological  spillover,  research  and            

development,  and,  from  increased  technology  and  knowledge  transfers.  Introducing  human           

capital,  the  endogenous  growth  model  suggests  that  for  a  given  level  of  initial  per  capita  GDP                 

and  a  higher  ratio  of  human  capital  should  eventually  lead  to  a  higher  ratio  of  human  capital                  

to  physical  capital.  The  Romer  model  suggest  that  with  a  combination  of  more  capital               

(potential  from  FDI)  and  a  higher  skill  level  the  host  country  should  have  higher  level  of                 

economic   growth.   (Solow   1956;   Romer    1996)   

 

2.3   FDI   and   the   OLI   paradigm  

Dunning  (1993)  emphasizes  the  role  of  the  MNC  and  the  view  of  the  host  countries  in                 

determining  the  effects  of  FDI  on  economic  growth.  The  OLI  paradigm  identifies  three              

sources  of  advantage,  that  decide  if  a  MNC  is  to  invests  in  a  host  country;  ownership                 

advantage,  location  advantage  and  internalization.  Ownership  advantages  are  specific          

competitive  advantages  of  the  MNC  seeking  to  engage  in  FDI.  Greater  competitive  advantage              

(also  called  monopolistic  advantages)  increases  the  likelihood  of  a  MNC  to  engage  in  foreign               

production  (Dunning  1988).  Location  advantages,  are  advantages  MNC  gain  by  engaging  in             
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foreign  production,  host  countries  offer  a  varying  of  unique  location  advantages,  i.e.             

geographic  access  to  a  valued  resource  or  lower  wages  of  skilled  labour  (Dunning,  1988).               

Internalization  advantages,  suggest  that  there  should  be  a  gain  from  a  MNC  engaged  in  FDI,                

the  ownership  advantages  are  best  exploited  internally,  selling  directly  to  the  market,  rather              

than  leasing  to  other  firms  (Dunning,  1988).  Dunning  (1993)  also  identifies  four  motives              

underlying  why  a  MNC  would  chooses  to  engage  in  FDI,  labeling  it  his  taxonomy  on  FDI.                 

Dunning’s  taxonomy  include;  natural  resource  seeking,  market  seeking,  efficiency  seeking           

and strategic  asset-seeking  FDI  (Dunning  1993).  MNC  that  engage  in  resource  seeking  FDI,              

are  according  to  Dunning  (1993),  FDI  that  provides  complementary  assets  such  as             

technology,  management  and  organization  competences.  Resource  seeking  also  provides          

access  to  a  foreign  market  and  raise  the  standards  of  the  product  quality,  on  the  host  country.                  

Market  seeking  FDI  provides  complementary  assets  such  as  technology,  management  and            

organisation  competences.  It  can  foster  backward  supply  linkages  (channels  through  which            

information,  material  and  money,  flow  between  company  and  supplier),  promoting  clusters  of             

specialized  labour  markets  and  also  stimulating  local  entrepreneurship  and  domestic  rivalry            

in  the  host  country  (Dunning  1993).  Dunning  (1998)  continues, efficiency  seeking  FDI,             

improves  international  division  of  labour  and  cross-border  networking,  it  is  a  mixture  of  both               

resource-  and  market  seeking.  Strategic  asset-seeking  investment  can  help  integrate  the            

competitive  advantages  of  the  acquired  MNC  with  those  of  the  acquiring  MNC  and  increase               

competition   between   domestic   firms.   

 

Chiara  et  al.  (2010)  build  on  Dunning’s  (1993)  taxonomy,  and  identify  that  “the  main               

drawbacks  are  partly  due  to  its  strong  commitment  to  the  OLI  paradigm  (Dunning,  1993).               

Chiara  et  al.  (2010)  conclude  that  “there  is  only  an  ex-post  analysis  in  terms  of  the  motives                  

and  no  consideration  of  the  strategies  alternative  to  FDI  compatible  with  the  same              

underlyings  motive”.  The  motives  behind  firms  in  engaging  in  FDI  or  other  opportunities              

outside  the  country  are  based  on  the  actual  chosen  mean,  FDI  vs  internalisation  determinants,               

and  the  choice  of  the  host  country  (in  other  words  localisation  determinants)  ( Chiara  et  al.                

2010).  The  authors  introduce  a  revised  taxonomy  of  FDI  motives,  that  includes  resource              

seeking,  market  seeking  and  non-marketable  asset  seeking  FDI.  The  authors  identify  the             

issue,  that  “FDI  motives  has  not  been  usually  treated  as  a  autonomous  field  of  study  and  it                  

has  crossed  different  streams  of  economic  literature:  international  business,  international           
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trade  theory  and  the  theory  of  the  firm.”,  they  continue  and  explain  that  resource  and  market                 

seeking  are  the  two  categories  that  have  been  most  cited  and  debated  in  international  trade                

models,   they   are   referred   to   as   respectively   vertical   and   horizontal   FDI.   ( Chiara   et   al.    2010)   

 

Helpman,  Melitz  &  Yeaple  (2003),  define  horizontal  FDI  as  when  the  production  process  in               

the  home  country,  in  its  entirety,  is  introduced  in  a  host  country  (can  be  used  instead  of                  

exports  to  reduce  impact  of  trade  barriers)  and  also,  that  the  production  aims  to  supply  the                 

host  country.  Aizenman  &  Marion  (2004)  define  vertical  FDI  as  when  the  MNC  fragments  its                

production  internationally,  the  location  of  each  stage  of  production  is  where  the  production              

cost   is   lowest.   

 

Chiara  et  al.  (2010)  conclude,  “as  for  both  vertical  and  horizontal  FDI,  despite  the  narrower                

perspective  of  analysis  and  the  stronger  focus  on  cost  differentials,  there  is  a  substantial               

overlapping  with  Dunning’s  distinction  of  resource  vs.  market  seeking  FDI.” In  their  own              

proposed  taxonomy,  they  explain  that  MNC  engage  in  resource  seeking  FDI  for  the              

acquisition  of  not  existing  resources  or  less  expensive  resources  (such  as  natural  resources  or               

unskilled  cheap  labour).  Market  seeking  FDI,  is  explained  as  MNC  invest  abroad  to  profit               

from  foreign  markets.  The  authors  also  identify  various  reasons  which  affects  this  decision,              

such  as;  “ the  need  to  follow  suppliers  or  customers  that  have  built  foreign  production               

facilities;  to  adapt  goods  to  local  needs  or  tastes;  to  avoid  the  costs  of  serving  a  market  from                   

distance;  to  have  a  physical  presence  on  the  market  in  order  to  discourage  potential               

competitors.”  Chiara  et  al.  (2010).  Adding  to  the  two  mentioned  above  non-marketable  asset              

seeking  FDI,  “is  the  acquisitions  of  assets  which  are  not  directly  transferable  through  market               

transactions”  (Chiara  et  al.  2010).  Non  transferable  assets  can  occur  by  being  close  to  other                

firms,  secondly,  they  are  related  to  learning  aspects  (knowledge  and  technology),  in             

particular,  access  to  the  organisation  capabilities  of  a  MNC.  Chiara  et  al.  (2010)  describe               

these  capabilities  as  “sticky”  and  generated  inside  the  MNC,  with  a  high  degree  of  tacitness                

and  hard  to  transfer  via  market  transactions.  In  Chiara  et  al.  (2010)  some  of  Dunning’s                

categories  are  left  out,  the  authors  explain  that  efficiency  seeking  FDI  and  strategic  asset               

seeking  FDI,  “do  not  represent  another  mean  to  reach  the  goal  of  exploiting  an  opportunity  in                 

another  country.”  The  underlying  assumption  in  Chiara  et  al.  (2010)  is  that  the  strategic               

character   is   the   prerequisite   of   all   FDI   decisions.   
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2.4   Institutional   theory   

Daron  et  al.  (2004)  emphasizes  that  economic  institutions  “are  important  because  they             

influence  the  structure  of  economic  incentives  in  society”  and  also  aid  in  the  allocation  of                

resources  in  society.  Daron  et  al.  (2004)  observes  that  economic  institutions  “determine  who              

gets  profits,  revenues  and  residual  rights  of  control.”.  Daron  et  al.  (2004)  explains  that               

without  property  rights,  individuals  will  lack  the  drive  “to  invest  in  physical  or  human  capital                

or  adopt  more  efficient  technologies”.  The  authors  continue  and  argue  that  the  neoclassical              

growth  theories  provide  explanation  and  insight  about  the  mechanics  of  economic  growth,             

but  they  are  not  sufficient  as  a  fundamental  explanation  of  what  economic  growth  is.  Daron  et                 

al.  (2004)  distinguishes  between  three  theories,  termed  the  “three  fundamental  causes”  of             

income  differences.  The  first  theory  emphasizes  the  importance  of  economic  institutions,  they             

“influence  economic  outcomes  by  shaping  economic  incentives”.  The  second  emphasizes           

geography,  the  approach  identifies  the  differences  in  geography,  climate  and  ecology  in  a              

country,  which  in  turn  gives  rise  to  a  set  of  preferences  and  opportunities  a  economic  agent                 

could  have  in  the  different  societies.  The  third  emphasizes  the  importance  of  culture.  Daron  et                

al.  (2004)  view  culture  as  a  “key  determinant  of  the  values,  preferences  and  beliefs  of                

individuals  and  societies”  and  that  “these  differences  play  a  key  role  in  shaping  economic               

performance”.   

 

Daron  et  al.  (2004)  argues  that  the  outcome  of  economic  institutions  relies  on  collective               

choices  in  society.  And  that  all  individuals  and  groups  will  not  prefer  the  same  set  of                 

economic  institutions  because  different  institutions  lead  to  a  different  distribution  of            

resources.  The  economic  institution  that  prevail  depends  on  the  political  power  of  groups  in               

the  society.  Daron  et  al.  (2004)  explain  their  framework  by  distinguishing  between             

two-components  of  political  power,  the  institutional  aspect  which  is  “de  jure”  and  the  “de               

facto”  political  power  .  The  de  jure  political  power  originates  from  the  political  institutions  in                

a  society.  And  similar  to  economic  institutions,  the  authors  argue  that  the  political  institutions               

determine  the  form  of  government  that  constitutes  in  a  society,  i.e  democracy,  dictatorship  or               

autocracy.  The  de  jure  political  power  can  be  used  to  change  political  institutions  for  better                

economic  outcomes  today  and  in  the  future.  Good  economic  institutions  are  more  likely  to               

arise  when  political  institutions  limit  and  control  those  who  hold  political  power,  thus              

creating  a  balance  of  power  in  society.  Daron  et  al.  (2004)  explain  that  the  outcome  of                 
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political  institutions  and  the  distribution  of  resources  between  individuals  and  groups  in             

society   determine   the   economic   institutions   and   economic   performance.   

 

Daron  et  al.  (2004)  explain  that  the  differences  in  economic  institutions  between  countries  are               

the  fundamental  cause  of  the  difference  in  economic  growth.  “Some  ways  of  organizing              

societies  encourage  people  to  innovate,  to  take  risks,  to  save  for  the  future,  to  find  better  ways                  

of  doing  things,  to  learn  and  educate  themselves,  solve  problems  of  collective  action  and               

provide  public  goods.  Others  do  not.”  It  is  people  themselves  and  the  decisions  undertaken  in                

their  respective  societies  that  determine  if  a  society  prospers  or  not.  Daron  et  al.  (2004)                

observes  that  what  makes  a  good  economic  institution  is  that  it  enforces  property  rights,               

resulting  in  “that  all  individuals  have  an  incentive  to  invest,  innovate,  and  take  part  in                

economic  activity”  also  “there  should  exist  equality  of  opportunity  in”  the  society.  If  these               

requisites  are  meet  the  incentives  created  will  eventually  lead  to  improved  markets.  Daron  et               

al.  (2004)  conclude  that  the  difference  in  markets  lead  to  the  “outcome  of  differing  systems  of                 

property  rights  and  political  institutions”  eventually  leading  to  differences  in  economic            

performance.   

 

The  differences  in  economic  performance  can  also  be  viewed  from  the  “geography             

hypothesis”  perspective,  meaning  that  the  difference  in  geography,  climate  and  ecology            

determine  the  set  of  preferences  and  opportunities  an  individual  has  at  his  disposal  which               

ultimately  affects  economic  performance.  Daron  et  al.  (2004)  argues  that  “climate  may  be  an               

important  determinant  of  work  effort,  incentives,  or  even  productivity.”  Geography  may  have             

an  impact  in  deciding  what  a  society  has  access  to  in  regards  to  technology.  Also  the  link  that                   

societies  that  have  high  prevalence  of  poverty  may  be  connected  to  the  fact  that  “[T]he                

burden   of   infectious   disease   is   similarly   higher   in   the   tropics   than   in   the   temperate   zones”.   

 

Daron  et  al.  (2004)  explain  that  “[T]he  final  fundamental  explanation  for  economic  growth              

emphasizes  the  idea  that  different  societies  (or  perhaps  different  races  or  ethnic  groups)  have               

different  cultures  because  of  different  shared  experiences  or  different  religions.”.  The            

differences   in   culture   can   also   play   a   part   in   shaping   a   society's   economic   performance.   
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3.   Previous   studies  

Inward  Foreign  direct  investment  (FDI)  has  since  the  1980’s  had  a  favorable  position  in  most                

countries  point  of  view,  believing  that  FDI  promotes  economic  growth  (Herzer,  2012).             

Depending  on  the  economic  model,  FDI  should  stimulate  factors  that  exogenously  or             

endogenously  have  an  effect  on  the  economic  growth  of  a  country.  Endogenous  growth              

models  show  that  FDI  can  have  an  affect  on  the  long-run  growth  rate,  generating  increasing                

returns  in  production  via  externalities  and  production  spillover  effects  (De  Mello,  1997).             

Exogenous  growth  models,  predict  that  the  introduction  of  FDI  have  an  effect  on  the  long-run                

growth  rate,  with,  the  increase  of  the  diversity  of  goods  and  total  production  of  goods,  and,                 

the  introduction  of  foreign  capital,  if  it  adds  on  the  existing  capital  stock  (Herzer,  2012).                

Borensztein  et  al.  (1998)  show  evidence  that  the  initial  level  of  stock  of  human  capital,  in  the                  

host  country,  should  have  an  impact  on  the  effect  of  FDI  on  economic  growth.  Agbloyor  et  al.                  

(2014)  investigates  Developing  and  Developed  countries  and  significantly  show  that  there  is             

a  direct  and  positive  relationship  between  FDI  and  economic  growth.  We  will  investigate              

these   and   other   previous   studies   regarding   FDI,   economic   growth   and   human   capital.   

 

3.1   Previous   studies   focusing   on   Economic   growth   and   FDI  

The  literature  on  economic  growth  is  extensive,  economic  models  explain  that  FDI  can  have               

a  positive  effect  on  economic  growth.  This  conclusion  relies  on  the  theoretical  assumption              

that  FDI  contributes  positively  to  the  host  country  production  and  leads  to  an  increase  in  the                 

efficiency   of   the   domestic   market   in   the   host   country   (Herzer,   2012).   

 

Solow  (1957),  conducted,  a  time-series  analysis,  on  the  US  for  the  period  of  1909-1949,  three                

time-series  were  used;  output  per  unit  of  labour,  capital  per  unit  of  labour,  and  the  share  of                  

capital.  The  results  indicate a  average  upward  shift  in  growth  amounting  to  about  1  percent                

for  the  first  half  of  the  period  and  2  percent  for  the  last  half.  He  concluded,  that  over  the  40                     

years  period  gross  output  per  man  hour  doubled  and  two  determinants  were  observed,  the               

main   being   technical   change   and   to   less   extent   the   increased   use   of   capital.   ( Solow   1957)  

 

Romer  (1986)  proposed  a  fully  specified  model  of  long-run  growth  with  technological  change              

as  a  endogenous  factor.  He  identifies  that  with  assuming  “diminishing  returns  to  per  capita               

capital  in  the  production  of  per  capita  output“  and  with  the  absence  of  technological  change                
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per  capita  output  should  converge  to  steady-state  with  no  per  capita  growth.  Romer  (1986)               

suggest  that  “the  rate  of  investment  and  the  rate  of  return  on  capital  may  increase  rather  than                  

decrease   with   increases   in   capital   stock”.   

 

Lucas  (1990)  outlined  a  model,  that  theoretically  predicted  that  capital,  according  to  the  law               

of  diminishing  returns,  should  flow  from  rich  to  poor  countries  (or  from  the  Developed  to  the                 

Developing  countries).  He  identifies  in  contradiction  to  the  prediction  that  historically,  the             

majority   of   total   FDI,   flow   between   developed   countries   and   not   to   developing   countries.   

 

Blomstrom,  Lipsey  &  Zejan  (1992)  observed  for  the  years  1960-1985,  among  developing             

countries,  no  relationship  between  initial  level  of  the  economy  (proxied  by  initial  1960  per               

capita  income)  and  subsequent  economic  growth  (1960-1985).  They  conclude,  that  the  effect             

of  FDI  on  economic  growth  are  important  for  developed  countries  but  not  for  developing               

countries.  They  identify,  that  for  the  developing  countries  major  factors  are  secondary             

education,  changes  in  labour  force  participation  rates  and  the  technology  gap.  The  authors              

suggest  that  for  a  host  country  a  certain  minimum  level  of  stock  human  capital  and  of                 

development   are   needed   for   the   effect   of   FDI   on   economic   growth   to   be   positive.  

 

De  Mello  (1997)  conducted  a  survey  on  the  existing  FDI  literature,  of  the  impact  of  FDI  on                  

economic  growth  in  the  developing  countries.  De  Mello  (1997)  suggest  firstly  that  the              

direction  of  causation  between  FDI  and  economic  growth  may  depend  on  existing  factor              

endowments  and  return  to  scale  effects.  Secondly  that  there  is  a  development  threshold  (a               

minimum  initial  level  of  stock  of  human  capital). De  Mello  (1999)  examines  the  relation  FDI                

has  on  capital  accumulation,  output  and  total  factor  productivity  (TFP)  growth  in  the  host               

country.  Time  series  and  panel  data  are  used  for  a  sample  of  OECD  countries  and  non-OECD                 

countries  for  the  period  1970-90.  De  Mello  (1999)  identifies  a  general  positive  impact  of  FDI                

on  economic  growth  (mixed  impacts  when  incorporating  dummy  variable  in  the  equation)  on              

both  OECD  and  non-OECD  countries.  De  Mello  (1997,  1999)  summarize  that  “if  FDI  is               

growth-enhancing  in  the  long  run,  via  both  knowledge  transfers  and  the  accumulation  of              

capital  stocks  embodying  newer  technologies”,  the  FDI  impact  on  economic  growth  in  the              

host  country  depends  inversely  on  the  technological  gap  between  technological  leaders  and             

followers.   
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Alfaro  (2003)  studies  the  FDI  effect  in  three  different  sectors  on  economic  growth  using               

cross-section  regressions  with  47  countries  over  the  period  of  1981-1991.  They  conclude  that              

the  effects  of  FDI  vary  greatly  across  different  sectors  in  the  economy.  FDI  in  the  primary                 

sector  tend  to  have  a  negative  effect  on  growth.  FDI  in  the  manufacturing  a  positive  effect,                 

and  evidence  from  the  service  sector  is  ambiguous.  Alfaro  et  al.  (2004)  examines,  using  two                

sets  of  cross-country  data,  one  including  71  countries  and  the  other  including  49  countries,               

for  the  period  of  1975-1995.  The  larger  sample  includes  data  on  four  credit  markets  variables,                

the  smaller  sample  includes  data  on  credit  market  and  equity  market.  They  observes  that  for                

the  large  sample,  FDI  is  not  significant  in  any  respect,  while  for  the  smaller  sample  it  clearly                  

is.  They  conclude  that  the  lack  of  financial  markets  “can  adversely  limit  an  economy’s  ability                

to   take   advantage   of   FDI   benefits.”.   (Alfaro   et   al.   2004).   

 

Wang  &  Wong  (2009)  using  data  from  69  countries  over  the  period  of  1970-1989,  suggest  a                 

positive  relationship  between  FDI  and  economic  growth,  two  economic  conditions  were            

tested  for,  human  capital  and  financial  markets.  They  find,  “that  FDI  promotes  productivity              

growth  only  when  the  host  country  reaches  a  threshold  level  of  human  capital;  and  FDI                

promotes  capital  growth  only  when  a  certain  level  of  financial  development  is  achieved.“              

(Wang   &   Wong,   2019).   

 

Moura  &  Forte  (2009)  review  different  “positive  and  negative  impacts  of  FDI  on  the  host                

country  economic  growth,  stressing  the  explanations  to  these  impacts”  they  find  that  tests              

conducted  on  same  periods  show  different  results.  Regarding  the  argument  that  FDI  effects              

are  only  noticeable  in  the  long-run,  no  empirical  support  was  found.  They  suggest  that  the                

effects  of  FDI,  in  the  host  country,  on  economic  growth  depend  on  country-specific  factors,               

whether   they   can   be   “economic,   political,   social,   cultural   or   other.”   (Moura   &   Forte   2009).  

 

Batten  &  Vinh  Vo  (2009)  using  panel  data  for  79  countries,  for  the  period  of  1980-2003,                 

suggest,  that  the  “analysis  supports  the  view  that  FDI  has  a  stronger  positive  impact  on                

economic  growth  in  countries  with  a  higher  level  of  education  attainment,  openness  to              

international  trade  and  stock  market  development,  and  a  lower  rate  of  population  growth  and               

lower   level   of   risk.”.   
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Aizenman,  Jinjarak  &  Park  (2011)  investigated  pre  and  post  financial  crises,  lagged             

international  capital  flows  (outward  and  inward),  separated  into  FDI,  portfolio  investment,            

equity  investment  and  short-term  debt,  for  roughly  100  countries  for  the  period  of  1990-2010.               

They  conclude,  that  “[T]he  relationship  between  growth  and  lagged  capital  flows  depends  on              

the  type  of  flows,  economic  structure,  and  global  growth  patterns”,  the  evidence  show  a               

robust  relationship  between  FDI,  inflows  and  outflows,  on  economic  growth  for  the  entire              

sample   period   (Aizenman,   Jinjarek   &   Park,   2011).   

In   Table   1   we   list   the   previous   studies   focusing   on   Economic   growth   and   FDI.   

 

       Table   1   -   Previous   studies   summary,   focusing   on   Economic   growth   and   FDI  

Reference   Countries   Investigated  
time   period  

Method   Results   

Solow   (1957)         1   1909-1949  Time-series   Technical   changes  
during   
the   analyzed   period  
was   neutral   
on   average.   Gross  
output   per  
man   hour   increased.  

Blomstrom,  
Lipsey   

&   Zejan   (1992)  
 

     78  1960-1985  Cross-country  A   certain   minimum  
level   of   
human   capital   stock  
and   development   
are   needed   for   FDI  
to   have   positive   
effect   on   economic  
growth.   

De   Mello  
(1999)  

     33  1970-1990  Time-series   &  
Panel   data   

The   impact   of   FDI  
on   economic   
growth   depends  
inversely   on   the   
technological   gap  
between   leaders   
and   followers.  

Alfaro   (2003)      47  1981-1991  Cross-section  The   effects   of   FDI  
vary   greatly   across   
different   sectors   in  
the   economy.   

Alfaro   et   al.  
(2004)  

    120  1975-1995  Cross-section  The   lack   of   financial  
market   can   limit   
an   economy's   ability  
to   take   advantage   of   
FDI   benefits.  
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Wang   &   Wong  
(2009)   

     69  1970-   1989   Cross-country   FDI   promotes  
productivity   growth   
when   the   host  
country   reaches   a   
threshold   level   of  
human   capital  
and   FDI   promotes  
capital   growth   when  
certain   level   of  
financial  
development  
is   achieved.  

Batten   &   
Vinh   Vo   (2009)   

 

    79  1980-2003  Panel-data  FDI   has   a   positive  
impact   on   economic   
growth   in   countries  
with   higher   level   of   
education  
attainment,  
international   
trade   and   stock  
market   development.   

Aizenman   et   al.  
(2011)   

    100  1990-2010  Panel-data  Their   evidence   show  
a   robust   
relationship   between  
FDI   inflow   and   
outflow   on   economic  
growth  

Overall,  FDI  does  seem  to  have  positive  effects  on  economic  growth,  though  the  effect  of                

FDI  on  economic  growth  is  enhanced,  reduced  or  neutralized  with  the  introduction  of              

additional  explanatory  variables.  In  Table  2  -  we  illustrate  what  enhances  or  reduces  the  effect                

of   FDI.  
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3.2   Previous   studies   on   Economic   growth,   FDI   and   focusing   on   Human   capital   

Borensztein  et  al.  (1998)  identify  that  FDI  is  an  “important  vehicle  for  the  transfer  of                

technology,  contributing  relatively  more  to  growth  than  domestic  investment.”.  They           

introduce  human  capital  as  a  variable  and  analyzed  69  industrialized  and  developing             

countries  from  the  period  of  1970-1979  and  1980-1989.  The  positive  effect  of  FDI  on               

economic  growth,  is  only  observed  if  the  host  country  has  a  minimum  threshold  of  stock  of                 

human  capital.  And  they  conclude  that  FDI  contributes  to  economic  growth  only  when  a               

sufficient  absorptive  capability  exists  in  the  host  country.  Absorptive  capability  is  “[D]efined             

as  the  ability  of  an  enterprise  to  utilise  available  information  and  knowledge.  It  involves  the                

ability  to  recognise  the  value  in  information  and  knowledge,  assimilate  it  and  apply  it  for  the                 

firm’s  maintained  competitiveness  and  the  promotion  of  innovation.”  (Todorova  &  Durisin,            

2007).  Borensztein  et  al.  (1998)  conclude  that  the  positive  effects  of  FDI  on  economic  growth                

come  through  higher  efficiency  rather  than  higher  capital  accumulation,  they  suggest  that  FDI              

could  have  an  effect  on  human  capital  accumulation.  Human  capital  is  defined  by  the  OECD                

as  “the  knowledge,  skills,  competencies  and  attributes  embodied  in  individuals  that  facilitate             

the   creation   of   personal,   social   and   economic   well-being.”   (OECD   insight   2007).   

 

Blomstrom  &  Kokko  (1995)  examine  possible  determinants  of  technology  transfer  in  33  host              

countries  for  the  year  1982.  The  result  show  that  technology  transfers  increase  with  a  higher                

level  of  domestic  investment  and  education  in  the  host  country.  Blomstrom  &  Kokko  (2003)               

identify  a  liberalization  trend  in  host  country  policies  to  attract  FDI  from  different  MNC.               

Blomstrom  &  Kokko  (2003)  explain,  that  the  “expectation  is  that  MNC,  raise  exployments,              

exports,  tax  revenues,  or”  that  some  MNC  technology  will  spill-over  to  domestic  companies.              

They  observe,  that  a  increasing  amount  of  countries  provide  various  forms  of  incentives  to               

attract  FDI,  including,  tax  holidays,  lower  taxes  for  MNC  and  financial  incentives.  They  also               

suggest  that  incentives  should  focus  on  the  activities  that  have  the  strongest  potential  for               

technology  spillover,  doing  so  by  enhancing  the  home  country  stock  of  human  capital,              

through  education,  training,  R&D  and  linkages  between  MNC  and  domestic  companies            

(Blomstrom   &   Kokko   2003).  

 

Li  &  Liu  (2005)  use  panel  data  for  84  countries,  for  the  period  of  1970-1999,  the  authors                  

suggest  that  there  is  a  strong  relationship  between  FDI  and  economic  growth  in  the  developed                
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and  developing  countries.  They  analyzed  the  relationship  using  a  interaction  between,  FDI             

and  human  capital,  FDI  and  technology  gap,  and,  FDI  and  infrastructure.  The  result  show,               

that  there  is  a  strong  positive  interaction  effect  of  FDI  and  human  capital  (proxied  for  as                 

secondary  school  attainment)  on  economic  growth.  They  also  find  a  strong  negative             

interaction,  between  FDI  and  technology  gap  (proxied  as  GDP  per  capita  in  the  host  country                

in  year  t  in  relation  to  the  value  for  United  states  for  year  t)  on  economic  growth.  And                   

confirm  that  FDI  is  attracted  to  any  host  country  with  a  large  market,  and,  high  levels  of                  

human  capital  and  absorptive  capability  are  very  important  for  a  positive  effect  of  FDI  on                

economic   growth.   (Li   &   Liu   2005)  

 

Noorbakhsh  et  al.  (2001)  use  data  on  36  developing  countries  from  Africa,  Asia  and  Latin                

America,  to  construct  non-overlapping  three-year  averages  for  the  period  of  1980-1994.  They             

study  the  geographical  distribution  of  FDI  and  observe  that  despite  the  dramatic  increase  in               

total  FDI  to  developing  countries,  FDI  only  flows  to  a  limited  number  of  countries.  The                

evidence  show  that  human  capital  (proxied  separately  as  the  total  number  of  accumulated              

years  of  secondary  education  and  jointly  with  total  number  of  accumulated  years  in  tertiary               

education)  has  a  positive  effect  on  the  level  of  stock  of  human  capital,  and  the  amount  of  total                   

FDI   to   a   host   country.   

 

Gallagher  &  Zarsky  (2006)  observes  that  in  the  1990’s  the  host  country  view  on  FDI  became                 

more  and  more  critical,  and  “became  the  centerpiece  of  both  national  development  strategies              

and  supra-national  investment  agreements.”.  They  statistically  conclude  that  the  “purported           

benefits   of   FDI   are   exaggerated”.   

 

Beugelsdijk,  Smeets,  &  Zwinkels  (2008)  analyzed  using  a  own  constructed  dataset  of  44              

countries  for  the  period  1985-2003,  horizontal  FDI  (proxied  as  log  foreign  affiliates  sales  to               

local  market  %  of  GDP)  and  vertical  FDI  (proxied  as  log  foreign  affiliate  sales  back  to  the  US                   

%  of  GDP).  They  find  that  horizontal  and  vertical  FDI  has  a  positive  effect  on  economic                 

growth  in  the  developed  countries.  They  observe  that  horizontal  FDI  has  a  greater  effect  in                

relation  to  vertical  FDI  on  economic  growth.  They  find  no  evidence  of  a  effect  of  human                 

capital  (proxied  as  the  average  years  of  secondary  schooling  at  age  >25  years)  on  economic                

growth.   
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In   Table   3   we   list   our   previous   studies,   focusing   on   Human   capital   and   FDI   

 

      Table   3   -   Previous   studies   summary,   focusing   on   Human   capital   and   FDI  

Reference   Countries   Investigated  
time   period   

Method   Results   

Borensztein   et  
al.   (1998)  

    69  1970-1989  Panel-data  FDI   contributes   to  
economic   growth   
when   sufficient  
absorptive   capability   
exist   in   the   host  
country.  

Blomstrom   &   
Kokko   (1995)  

 

   33      1982   Cross-country  Technology   transfer  
by   MNC   
increase   with   the  
level   of   domestic   
investment   and  
education   in   the  
host   country.  

Li   &   Liu   (2005)      84  1970-1999  Panel-data  Strong   positive  
interactive   effect   of   
FDI   and   human  
capital(   proxied   by   
secondary   school  
attainment)   on  
economic   
growth.  

Noorbakhsh   et  
al.   (2001)  

    36  1980-1994   Panel-data  Human   capital   has   a  
positive   effect   on   
the   level   of   stock   of  
human   capital   and   
the   total   amount   of  
FDI   towards   a   host  
country.  

Beugelsdijk   et  
al.   (2008)  

   44  1985-2003   Cross-section  Horizontal   and  
vertical   FDI   have  
positive   effect   on  
economic   growth   in  
the   developed  
countries.   No   effect  
of   human   capital.  
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4.   Data  

In  this  section  we  introduce  the countries  and  the chosen variables  of  the  study.  We  will  also                  

provide   descriptive   statistics   and   explain   the   regression   models.   

 

4.1   OECD   countries  

The  OECD  currently  have  36  member  countries,  the  abbreviation  stands  for  the  organisation              

for  economic  co-operation  and  development.  Their  goal  is  to  shape  policies  in  its  member               

countries  that  forster  prosperity,  equality,  opportunity  and  well  being.  This  by  collectively             

promoting  efficient  use  of  economic  resources.  The  member  countries  aim  to  achieve  the              

highest  sustainable  economic  growth,  employment  and  rising  standard  of  living,  while            

maintaining  financial  stability. The  OECD  includes  industrialized  countries  with  democracy           

and  market  economy,  and  all  members  countries except  Mexico,  Turkey  and  Poland  are              

ranked   according   to   the   World   Bank    as   a   high   income   country.   (OECD,   2019)   

 

“The  World  Bank  assigns  the  world’s  economies  into  four  economic  groups; high,             

upper-middle,  lower-middle, and  low.  What  group  a  country  is  categorized  as,  is  decided  by               

factors  such  as  income  growth,  inflation,  exchange  rates,  population  change  and  other             

variables.”.   (World   Bank,   2019)   

 

In   Table   4   the   countries   included   in   the   study   are   listed.   
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4.2   Chosen   variables,   data   and   sources   

In  Table  5  we  list  the  data,  sources  and  expected  signs  of  our  chosen  variables.  Our  dependent                  

variable   is   economic   growth,   proxied   by   LOG   GDP   per   capita   divided   by   the   GDP   deflator.   

 

GDP   per   capita   (Current   US$)  

“Long  Definition:  GDP  per  capita  is  gross  domestic  product  divided  by  midyear  population.              

GDP  is  the  sum  of  gross  value  added  by  all  resident  producers  in  the  economy  plus  any                  

product  taxes  and  minus  any  subsidies  not  included  in  the  value  of  the  products.  It  is                 

calculated  without  making  deductions  for  depreciation  of  fabricated  assets  or  for  depletion             

and   degradation   of   natural   resources.   Data   are   in   current   U.S.   dollars.”   (World   Bank   2019)  

 

GDP   Deflator   

“Long  Definition:  The  GDP  implicit  deflator  is  the  ratio  of  GDP  in  current  local  currency  to                 

GDP   in   constant   local   currency.   The   base   year   varies   by   country.”   (World   Bank   2019)  

 

Real   GDP   per   Capita   

We  calculate  real  GDP  per  capita  by  dividing  GDP  per  capita  with  the  GDP  deflator  and                 

divided   by   100.   

  

Foreign   direct   investment   inflow   (%   of   GDP)  

“Foreign  direct  investment  refers  to  direct  investment  equity  flows  in  an  economy.  It  is  the                

sum  of  equity  capital,  reinvestment  of  earnings,  and  other  capital.  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                 
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another  economy.  Ownership  of  10  percent  or  more  of  the  ordinary  shares  of  voting  stock  is                 

the  criterion  for  determining  the  existence  of  a  direct  investment  relationship”.  (World  Bank              

2019)  

 

In  accordance  with  our  theoretical  discussion  and  previous  studies  FDI  is  expected  to  have  a                

positive   effect   on   economic   growth.   

 

Population,   total  

“Long  Definition:  Total  population  is  based  on  the  de  facto  definition  of  population,  which               

counts  all  residents  regardless  of  legal  status  or  citizenship.  The  values  shown  are  midyear               

estimates.”   (World   Bank,   2019)  

 

The  demographic  transition  classifies  and  explains  different  population  combinations  for           

different  countries,  based  on  fertility  and  mortality.  Stage  one  is  characterized  by  high  fertility               

and  high  mortality  rates  with  a  increase  in  the  population.  Stage  two  is  a  phase  in  which  both                   

fertility  and  mortality  rate  has  fallen,  but  mortality  declined  faster  which  leads  to  a  rapid                

increase  in  population.  The  last  stage  is  categorized  by  low  fertility  rates,  low  mortality  rates                

and   a   declining   population   growth.   (Kirk,   1996)  

 

Population   is   expected   to   have   a   positive   effect   on   economic   growth.   

 

Barro-Lee   educational   attainment   dataset   for   total   population,   >25   year  

It  includes  an  estimation  of  the  education  attainment  for  the  female,  male  and  total  population                

over  the  age  of  25  from  1950  to  2010.  The  estimate  are  available  for  146  countries  in  five                   

years  intervals  which  in  turn  limits  the  data.  The  data  has  seven  levels  of  schooling,  in                 

accordance  with  the  previous  studies  we  chose  secondary  education  attainment  as  the  level  of               

schooling.  In  order  to  conduct  a  panel  data  analysis  we  needed  to  use  1996  year  figures  for                  

years  1996,  1997,  1998  and  1999.  And  we  used  the  year  2000  figures  for  years  2000,  2001,                  

2002,  2003  and  2004.  Year  2005  figures  for  year  2005,  2006,  2007,  2008,  2009  and  year  2010                  

figures   for   2010.   
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Human  capital  is  proxied  by  secondary  education  attainment  and  it  is  expected  to  have  a                

positive   effect   on   economic   growth.   

Trade   (%   of   GDP)  

“Long  Definition:  Trade  is  the  sum  of  exports  and  imports  of  goods  and  services  measured  as                 

a   share   of   gross   domestic   product.”   (World   Bank,   2019)   

 

Trade   (either   as   imports   or   exports)   is   expected   to   have   a   positive   effect   on   economic   growth.   

 

Life   Expectancy,   total   years  

“Long  Definition:  Life  expectancy  at  birth  indicates  the  number  of  years  a  newborn  infant               

would  live  if  prevailing  patterns  of  mortality  at  the  time  of  its  birth  were  to  stay  the  same                   

throughout   its   life.”   (World   Bank   2019)   

 

A  higher  life  expectancy  indicates  general  well-being  of  the  country,  the  population  on              

average  lives  longer  and  thus  affect  economic  growth  positively.  We  expect  life  expectancy  to               

have   a   positive   effect   on   economic   growth.   

 

Government   Expenditure   

“Long  Definition:  General  government  final  consumption  expenditure  (formerly  general          

government  consumption)  includes  all  government  current  expenditures  for  purchases  of           

goods  and  services  (including  compensation  of  employees).  It  also  includes  most            

expenditures  on  national  defense  and  security,  but  excludes  government  military  expenditures            

that   are   part   of   government   capital   formation.”   (World   Bank,   2019)  

 

Government  expenditure  is  expected  to  have  positive  and  negative  effect  on  economic             

growth.  It  may  affect  growth  positively  through  investing  in  education  and  on  the  total  human                

capital  stock  of  a  country,  or  stagnate  private  investment  because  of  increased  taxes  which  in                

turn   decreases   economic   growth   (Barro,   1990)  
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4.3   Descriptive   Statistics   

In   Table   6,   the   descriptive   statistics   for   the   chosen   variables   are   listed.   

 

Table  6  presents  a  descriptive  summary  for  the  chosen  variables,  the  table  provides  statistics               

on  the  mean,  standard  deviation,  minimum,  maximum  and  the  number  of  observations.  The              

number  of  observation  is  420  for  all  variable  besides  FDI  which  has  419  observations,  this  is                 

because  of  one  missing  year,  but  the  data  is  well  balanced.  As  observed  from  table  6  there  is                   

substantial  variation  in  the  independent  variable  FDI.  The  FDI  minimum  value  is  -15,98,  and               

maximum  50,50.  Economic  growth  (proxied  as  LOG  GDP  per  capita/GDP  deflator)  is  evenly              

distributed.  Human  capital  (as  secondary  education  attainment),  Population,  Life  expectancy,           

Trade   and   Government   expenditure   are   all   fairly   distributed.  

 

4.4   Empirical   Specification  

 

Fixed   Effect   Regression   Model   

In  this  study,  panel  data  (Fixed  effect  model)  is  implemented  to  estimate  the  effect  of  FDI  on                  

economic  growth  in  the  28  OECD  countries.  Panel  data  analysis  studies  the  dynamic              

behavior  of  the  repressors  to  provide  efficient  estimation  of  the  repressors.  A  few  advantages               

of  this  analysis  is  that  both  time  series  and  cross  section  data  can  be  used  to  estimate  the  data.                    

Furthermore,  panel  data  allows  a  larger  number  of  data  observation  and  the  risk  of  biased                

results  will  be  eliminated  or  reduced.  Panel  analysis  is  estimated  using  three  different  model,               

pooled  OLS  method,  fixed  effect  method  and  random  effects  method.  in  this  paper  we  are                

using   the   fixed   effect   method.   (Stock   and   Watson   2014)  
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The  fixed  effect  model  is  used  when  analyzing  the  effect  of  variables  that  varies  over  time.                 

The  model  prevents  variables  in  the  error  term  from  correlating  with  the  dependent  variable.               

Fixed  effect  develops  a  dummy  variable  to  see  overlapping  between  observed  and  observed              

data  for  the  countries  in  question,  which  then  collects  the  various  emergents.  The  fixed  effect                

model  allows  the  intercept  to  vary  while  keeping  the  slope  coefficients  for  countries  and  time                

constant.  The  fixed  effect  model  is  applied  to  this  study  to  control  for  country-specific               

characteristics,  it  is  also  useful  to  control  for  possible  omitted  variables.  The  omitted              

variables  that  are  controlled  for  are  entity  specific  and  do  not  change  overtime,  such  as                

country-characteristics.   (Stock   and   Watson   2014)  

 

In  other  to  determine  which  model  was  suitable  for  our  data  we  conducted  a  hausman  test                 

(see  appendix  A  -  Table  8  for  hausman  test  result).  The  purpose  of  the  test  is  to  differentiate                   

between  the  fixed  effect  and  the  random  effect  model.  The  null  hypothesis  is  that  the  random                 

effect  model  is  preferred  and  alternative  is  that  the  fixed  effect  model  is  most  suitable.  The                 

result  show  a  chi-square  result  (chi2=53,52  and  p-stat=0.0000)  that  indicates  that  we  can              

reject   the   null   hypothesis   and   assume   that   the   fixed   effect   model   is   suitable.  

 

The  model  includes  a  total  of  7  variables.  The  dependent  variable  and  6  independent               

variables.  Beta  0  represent  the  constant  and  FDI  is  the  total  inflow  to  the  country  i  at  time                   

period   t.   The    α i    is   the   fixed   effect   on   each   country   and    ε    is   the   error   term   

 

Basic   Model   (Regression   1)  

The  basic  regression  model,  tests  the  general  assumption  of  the  paper  and  previous  studies,               

that   FDI   and   human   capital   should   have   an   effect   on   economic   growth.   

 

logGDPCap/GDP   deflator    =    β 0    +    β 1× FDI it    +    β 2× Population it +    β 3× HumCap it    +    α i    +    ε  

 

Extended   Model   1   (Regression   2)  

In  the  extended  model  1  we  add  two  independent  variables,  Trade  and  Life  expectancy  to  the                 

basic   model.   
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logGDPCap/GDP   deflator =    β 0    +    β 1× FDI it    +    β 2× Population it +    β 3× HumCap it    +    β 4× Trade it  

β 5× LifeExp it +    α i    +    ε  

 

Extended   Model   2   (Regression   3)  

In   the   extended   model   2   we   add   one   the   final   independent   variable,   Government   expenditure.  

 

logGDPCap/GDP   deflator =    β 0    +    β 1× FDI it    +    β 2× Population it +    β 3× HumCap it    +    β 4× Trade it  

β 5× LifeExp it +    β 6× GovExp it +     α i    +    ε  

 

Robustness   testing   (Regression   4)  

The  purpose  of  doing  a  robustness  testing  is  to  empirically  ensure  the  validity  of  our                

regression,  by  testing  the  sensibility  of  the  coefficients  in  our  regression.  The  test  examines               

how  certain  the  core  regression  coefficients  estimate  the  main  independent  variable  FDI.  In              

our   case   in   regression   4   (in   table   7)   we   add   a   lagged   FDI   variable.   

 

logGDPCap/GDP   deflator =    β 0    +    β 1× FDI it    +    β 2× Population it +    β 3× HumCap it    +    β 4× Trade it  

β 5× LifeExp it +    β 6× FDI_LAG it +     α i    +    ε  

 

The  lagged  FDI  variable  is  an  delayed  effect  of  FDI,  the  variable  is  added  to  the  estimation  to                   

show  how  our  independent  variable  reacts  to  a  modification  in  the  regression  by  adding  an                

additional  FDI  variable.  If  the  coefficient  changes  noticeably  when  indicators  of  FDI  is  added               

then  our  findings  is  not  robust,  if  it  stays  consistent  with  previous  result  the  model  is                 

considered   robust.   
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5.   Results   

In  Table  7  the  results  of  the  study  are  listed.  It  displays  the  beta  coefficient  and  the  p-value  for                    

each   variable.   A   fixed   effect   models   is   used.  

 

The  results  in  table  7  show  that  in  regression  1  FDI  is  significant  at  a  5%  significance  level                   

and  has  a  positive  effect  on  economic  growth  (proxied  as  LOG  GDP  per  capita/GDP               

deflator).  Human  capital  (as  secondary  education  attainment)  and  Population  have  a  positive             

effect  on  economic  growth  and  are  statistically  significant  at  a  1%  significance  level.  An               

increase  in  the  FDI  coefficient  (or  Human  capital,  or  Population)  will  have  a  positive  effect                

on  economic  growth.  This  result  is  in  alignment  with  the  expected  result  from  previous               

studies   and   our   theoretical   discussion.   

 

We  add  more  independent  variables  to  the  model  in  the  following  regressions  to  accurately               

examine   the   FDI   effect   on   economic   growth.   

 

In  regression  2  the  FDI  coefficient  decreases  to  roughly  0,0030,  but  it  is  still  statistically                

significant.  Most  noticeable  is  the  population  variable,  it  shows  a  negative  coefficient  and  it  is                

significant  at  1%  significance  level  p-value>0,001.  Human  capital  shows  a  positive            

coefficient  but  is  not  statistically  significant  in  regression  2.  Trade  is  not  significant  and  has  a                 
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negative  effect  on  economic  growth.  Life  expectancy  shows  a  positive  effect  on  economic              

growth   and   is   statistically   significant   at   a   significance   level   of   1%.   

 

In  regression  3  we  add  the  independent  variable  Government  expenditure.  FDI  has  a  positive               

effect  on  economic  growth  but  is  not  statistically  significant.  Population  is  statistically             

significant  and  has  a  negative  effect  on  economic  growth.  Human  capital  and  Trade  are  not                

statistically  significant  they  have  a  negative  effect  on  economic  growth.  Life  expectancy  has              

a  positive  effect  on  economic  growth  and  is  statistically  significant.  Government  expenditure             

has   a   negative   effect   on   economic   growth   and   is   statistically   significant.   

 

In  regression  4  we  add  a  lagged  FDI  variable  to  test  the  robustness  of  FDI,  the  changes  in  the                    

coefficient  are  minor  and  FDI  is  significant  at  a  significance  level  of  10%.  We  are  able  to                  

conclude   that   the   FDI   coefficient   are   robust.   

 

6.   Discussion  

This  study  investigates  the  effect  of  FDI  on  economic  growth  in  28  OECD  countries  for  a  15                  

year  period,  from  1996  to  2010.  The  neoclassical  model  by  Solow  was  introduced  in  the                

theoretical  discussion  section,  it  outlines  a  country's  aggregate  output  as  a  function  of  capital,               

labour,  and  technical  change.  The  result  show  that  capital  accumulation  (as  FDI)  in  the  host                

country  is  statistically  significant  in  regression  1,  2  and  4  (in  Table  7).  FDI  has  a  positive                  

effect  on  economic  growth  and  the  regression  results  follow  our  expected  signs  and  theory,               

meaning  that  FDI  as  capital  accumulation  has  a  positive  impact  on  economic  growth.              

However  because  of  diminishing  returns  to  the  marginal  product  of  capital,  the  return  of               

additional  capital  per  labourer  in  the  host  country  is  expected  to  decline.  In  the  endogenous                

model  FDI,  as  additional  physical  capital,  could  stimulate  production  through  positive            

externalities  such  as  technological  spillover,  and,  generate  increased  returns  to  capital.  This             

could   explain   why   FDI   has   a   positive   impact   on   economic   growth.  

Human  capital  (as  secondary  education  attainment)  shows  to  have  a  significant  positive  effect              

on  economic  growth  in  regression  1  (Table  7)  and  a  negative  effect  but  not  significant  in                 

regression  2,  3  and  4  (Table  7).  This  could  be  caused  by  limitations  in  the  data  (as  explained                   

in  the  data  section).  Even  though  human  capital  is  only  statistically  significant  in  regression  1                
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we  can  still  assume  that  our  result  are  following  the  endogenous  growth  theory  and  a                

considerable  amount  of  our  previous  studies.  Given  that  our  sample  is  only  based  on  OECD                

countries,  which  in  turn  are  all  industrialized  and  high-income  countries  (only  exception  is              

Poland  and  Mexico).  FDI  as  physical  capital  shows  to  have  a  positive  impact  on  economic                

growth,  this  could  be  because  of  the  level  of  human  capital  is  higher  in  OECD  countries  and                  

therefore   more   likely   to   absorb   technology   caused   by   FDI.  

Borensztein  et  al.  (1998)  suggest  that  FDI  has  a  positive  effect  on  economic  growth  only  if                 

the  host  country  has  a  minimum  threshold  of  stock  of  human  capital.  For  a  given  level  of  the                   

initial  level  of  real  per  capita  GDP  and  a  higher  ratio  of  human  capital  this  could  eventually                  

lead  to  a  higher  ratio  of  human  capital  to  physical  capital.  The  notion  is  that  the  combination                  

of  more  capital  (as  FDI)  and  a  higher  skill  level  (as  Human  capital)  will  make  the  host                  

country   reach   higher   levels   of   economic   growth.   

Labour  (as  population)  and  changes  in  the  labour  participation  are  expected  to  have  a  positive                

effect  on  economic  growth.  And  boost  the  effect  of  FDI  on  economic  growth.  In  our  results                 

Population  shows  a  mixed  result.  Using  the  Solow  growth  model  a  increase  in  the  population                

should  have  a  positive  effect  on  economic  growth  and  could  have  a  negative  effect  because  of                 

the  law  of  diminishing  returns.  The  change  in  coefficients  from  a  positive  (regression  1)  to  a                 

negative  (regression  2,  3  and  4  in  Table  7)  could  be  caused  by  omitted  variables  or  might  be                   

linked  to  empirical  bias.  We  also  speculate  over  the  the  introduction  of  Life  expectancy,  to                

some  degree  the  variable  is  an  additional  population  variable  and  it  could  be  the  cause  of  the                  

change  in  coefficients.  In  the  endogenous  model  labour  can  also  have  a  negative  effect  on                

growth  if  the  stock  of  skill  per  labourer  is  very  low.  Meaning  if  the  ratio  of  unskilled  and                   

skilled  labour  in  an  economy  is  low  the  effect  of  the  Population  on  economic  growth  may  be                  

low.   

Daron  et  al.  (2004)  emphasize  the  importance  of  economic  institutions  in  regards  to  economic               

growth.  Given  that  the  majority  of  the  OECD  members  enforce  property  rights  and  invest  in                

human  and  physical  capital.  FDI  and  Human  capital  is  expected  to  have  positive  effect  on                

economic  growth.  Our  result  shows  that  FDI  and  human  capital  have  a  significant  and               

positive  effect  on  economic  growth,  in  the  basic  model  (or  Regression  1  in  Table  7).  Our                 

results  also  strongly  support  a  considerable  amount  of  the  empirical  studies  outlined  in  the               
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previous  studies.  Beugelsdijk  el  at.  (2008)  conclude  that  Horizontal  and  vertical  FDI  have              

positive  effect  on  economic  growth  in  the  developed  countries.  And  Wang  and  Wong  (2009)               

highlights  that  FDI  promotes  economic  growth  when  certain  level  of  financial  development  is              

achieved  in  a  host  country.  These  variables  are  closely  linked  to  economic  institutions  and  it                

is  safe  to  assume  that  our  findings  are  in  accordance  with  the  institutional  argument  by  Daron                 

et   al.   (2004).   

Among  our  control  variables  life  expectancy  could  be  linked  to  good  institutions  because  it               

represents  human  development.  The  variable  reflects  the  general  potential  well-being  when            

born  in  a  country.  People  in  a  country  with  a  high  Life  expectancy  live  longer  and  are  in                   

general  more  healthy  in  relation  to  a  country  with  a  low  life  expectancy.  Higher  Life                

expectancy  leads  to  a  larger  workforce  which  in  turn  can  have  a  positive  effect  on  economic                 

performance  and  economic  growth.  Our  findings  show  a  significant  effect  of  Life  expectancy              

on  economic  growth  in  regression  2,  3  and  4  (in  Table  7).  Trade  is  expected  to  have  a  positive                    

effect  on  economic  growth,  be  it  more  imports  or  exports  between  countries,  trade  should               

boost  economic  growth  in  a  member  country.  But  our  result  are  not  significant  and  show  a                 

negative  effect  on  economic  growth.  This  could  be  caused  by  empirical  bias  or  omitted               

variables.   

The  effect  of  Government  expenditure  is  negative  and  significant,  this  suggests  that  an              

increase  in  the  government  expenditure  leads  to  a  decrease  in  economic  growth.  Barro  (1990)               

explains  that  government  expenditure  can  either  have  a  positive  or  a  negative  effect  on               

economic  growth.  It  may  stagnate  private  investment  because  of  increased  taxes  which  in              

turn  decreases  economic  growth  or  it  can  affect  growth  positively  through  investing  in              

education   and   increasing   the   total   human   capital   stock   of   a   country.   
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7.   Conclusion   and   Summary   

According  to  Aizenman  et  al.  (2011),  Batten  &  Vinh  Vo  (2009)  and  Beugelsdijk  et  al.  (2008)                 

FDI  promotes  economic  growth.  The  positive  effects  of  FDI  tend  to  be  higher  in  countries                

with  a  higher  level  of  education  attainment  and  in  developed  countries.  Our  results  show               

(Table  7)  that  FDI  has  significant  positive  effect  in  regression  1,  2  and  4,  but  is  insignificant                  

in  regression  3.  Our  results  does  not  conclusively  show  that  an  increase  on  FDI  will  increase                 

economic   growth   in   the   OECD   countries   studied.   

 

According  to  Wang  &  Wong  (2009),  Li  &  Liu  (2005),  Noorbakhsh  et  al.  (2001),  Borensztein                

et  al.  (1998)  Human  capital  (as  secondary  education  attainment)  has  an  enhancing  effect  on               

FDI.  When  the  host  country  reaches  a  threshold  level  of  Human  capital  the  effect  of  FDI  on                  

economic  growth  should  be  positive.  Human  capital  has  a  positive  and  significant  effect  in               

regression  1.  In  regression  2,  3  and  4  the  results  are  mixed  though  none  of  the  results  are                   

significant.   

 

Population  is  significant  in  all  regressions.  The  results  are  mixed.  In  regression  1  the  effect  of                 

Population  on  economic  growth  is  positive.  And  in  regression  2,  3  and  4  the  effect  is                 

negative.  According  to  Aizenman  et  al.  (2011)  a  lower  rate  of  population  growth  could  have  a                 

FDI  enhancing  effect  on  economic  growth.  The  mixed  results  could  be  caused  by  omitted               

variables   or   empirical   bias.   

 

Life  expectancy  has  a  positive  effect  on  economic  growth  and  was  significant  in  all               

regressions.  Daron  et  al.  (2004)  emphasize  that  economic  growth  is  reached  by  good  political               

and  economic  institutions.  Life  expectancy  could  be  interpreted  as  a  proxy  for  good              

institutions.  Government  Expenditure  has  a  negative  and  significant  effect  on  economic            

growth  in  regression  3.  The  variable  Trade  was  not  significant  and  had  a  negative  effect  on                 

economic  growth  in  all  regressions.  We  expected  Trade  to  have  a  positive  effect  on  economic                

growth,  the  results  are  not  conclusive  and  we  recommend  that  Trade  should  be  analyzed  and                

studied   further.   

 

Furthermore,  our  result  provide  a  reasonable  insight  into  the  effect  of  FDI  on  economic               

growth  in  the  28  countries  studied  for  the  period  1996  to  2010.  In  future  research  we  we                  
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suggest  to  analyze  the  entry  mode  of  FDI  (greenfield  or  merger  and  acquisition).  And  to                

increase  the  amount  of  countries  and  increase  the  time  period  to  gather  more  conclusive               

results   on   FDI,   Human   capital   and   economic   growth.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

30  



References  

 

Agbloyor  E  K.  Gyeke-Dako  A,  Kuipo  R,  Abor  J  Y.  2014.  Foreign  Direct  Investment  and                

Economic  Growth  in  SSA:  The  Role  of  institutions. Thunderbird  International  Business            

Review .   58:479-497  

 

Aizenman  Joshua,  Marion  Nancy.  2004.  The  Merits  Of  Horizontal  Versus  Vertical  FDI  In  The               

Presence   Of   Uncertainty.    Journal   of   International   Economics .   62(1,Jan):125-148  

 

Aizenman  Joshua,  Jinjarak  Yothin,  Park  Donghyun.  2011.  Capital  Flows  and  Economic            

Growth  in  the  Era  of  Financial  Integration  and  Crisis,  1990-2010. Open  Economics  Review .              

24(3):371-379  

 

Alfaro  L.  2003.  Foreign  Direct  Investment  and  Growth:  Does  the  Sector  Matter?. Harvard              

Business   School .   1-31  

 

Alfaro  Laura,  Chanda  Areendam,  Kalemli-Ozcan  Sebnem,  Sayek  Selin.  2004.  FDI  and            

economic  growth:  the  role  of  local  financial  markets. Journal  of  International  Economics .             

64(1):89-112  

 

Batten  J  A,  Vo  Ving  Xuan.  2009.  An  analysis  of  the  relationship  between  foreign  direct                

investment   and   economic   growth.    Applied   Economics .   41(13)  

 

Barro  J  Robert.  1991.  Economic  Growth  in  a  Cross  Section  of  Countries. The  Quarterly               

Journal   of   Economics .   106(2):407-443  

 

Beugelsdijk  Sjoerd,  Smeets  Roger,  Zwinkels  J  C  Remco.  2008.  The  impact  of  Horizontal  and               

Vertical  FDI  on  Host’s  Country  Economic  Growth. International  Business  Review .           

17(4):452-472  

 

Blomstrom  Magnus,  Kokko  Ari.  2003.  Human  Capital  and  Inward  FDI. CEPR  Discussion             

Paper   No.376  

31  



 

Blomstrom  Magnus,  Kokko  Ari.  1995.  Policies  to  encourage  inflows  of  technology  through             

foreign   multinationals.    World   Development .   23(3):459-468  

 

Blomstrom  M,  Lipsey  R,  Zejan  M.  1992.  What  explains  developing  country  growth?             

National   Bureau   of   Economic   Research ,   Working   Paper   4132.  

 

Borensztein  E,  Gregorio  De,  Lee  J.W.  1998.  How  does  foreign  direct  investment  affect              

economic   growth?.    Journal   of   International   Economics    45(1):115-135  

 

Daron  A,  Simon  J,  James  R.  2004.  Institutions  as  the  Fundamental  Cause  of  Long-Run               

Growth.    Handbook   of   Economic   Growth .   1A:386-472  

 

Dunning  J  H.  1958.  American  Investment  in  British  Manufacturing  Industry.  2nd.  Routledge.             

Abingdon-on-Thames  

 

Dunning  J  H.  1988.  The  Eclectic  Paradigm  of  International  Production:  A  Restatement  and              

Some   Possible   Extensions.    Journal   of   International   Business   Studies .   19(1):1-31  

 

Dunning  J  H.  1993.  Multinational  enterprises  and  the  global  economy. Journal  of  Finance              

and   Economics .   2(3):70-74   

 

Dunning  J  H.  1998.  Location  and  the  multinational  enterprise:  A  neglected  factor?. Journal  of               

International   Business   Studies .   29(1):45–66   

 

Dunning  J  H.  Lundan  M  Sarianna.  2008.  Institutions  and  the  OLI  Paradigm  of  the               

Multinational   Enterprise.    Asia   Pacific   Journal   of   Management    25(4):573-593  

 

Franco  Chiara,  Rentocchini  Francesco,  Marzetti  Giuseppe  Vittucci.  2010.  Why  Do  Firms            

Invest  Abroad?  An  Analysis  of  the  Motives  Underlying  Foreign  Direct  Investments. The  IUP              

Journal   of   International   Law .   9(1&2):42-65,   January   and   April   2010  

 

32  



Gallagher  P  Kevin,  Zarsky  Lyuba.  2006.  Rethinking  Foreign  Investment  for  Development.            

post-autistic   economics   review .   37,   article   2:10-32  

 

Helpman  Elhanan,  Melitz  J  Marc,  Yeaple  R  Stephen.  2003.  Export  versus  FDI  with              

Heterogeneous  Firms. American  Economic  Review,  American  Economic  Association .         

94(1):300-316  

 

Herzer  Dierk.  2012.  How  Does  Foreign  Direct  Investment  Really  Affect  Developing            

Countries’   Growth?.    Review   of   International   Economics    20(2):396-414  

 

Jr  Lucas  E  Robert.  1990.  Why  Doesn’t  Capital  Flow  from  Rich  to  Poor  Countries?. The                

American   Economic   Review .   80(2):92-96  

 

Jr.  Mello  de  R  Luiz.  1999.  Foreign  direct  investment-led  growth:  Evidence  from  time  series               

and   panel   data.    Oxford   Economic   Papers .   51(2):133–151  

 

Jr.  Mello  De  R  Luiz.  1997.  Foreign  direct  investment  in  developing  countries  and  growth:  A                

selective   survey.    The   Journal   of   Development   Studies .   34(1):1-34  

 

Kirk  E  Roger.  1996.  Practical  Significance:  A  Concept  Whose  Time  Has  Come. Educational              

and   Psychological   Measurement .   56(5):746-759  

 

Li  Xiaoying,  Liu  Xiaming.  2005.  Foreign  Direct  Investment  and  Economic  Growth:  An             

Increasingly   Endogenous   Relationship.    World   Development .   33(3):393-407  

 

Noorbakhsh  Farhad,  Paloni  Alberto,  Youssef  Ali.  2001.  Human  Capital  and  FDI  Inflows  to              

Developing   Countries:   New   Empirical   Evidence.    World   Development    29(9):1593-1610  

 

OECD.  2007.  OECD  Insight;  Human  Capital  -  Chapter  2,  The  Value  of  People. OECD               

Publishing .   Accessed:   2019-05-10,   from,    https://www.oecd.org/insights/37967294.pdf  

 

33  

https://www.oecd.org/insights/37967294.pdf


OECD.org.  2019.  OECD.org.  [Online].  Accessed:  2019-30-07.  Available  from:         

https://www.oecd.org/about/  

 

Romer  M  Paul.  1986.  Increasing  Returns  and  Long-Run  Growth. Journal  of  Political             

Economy .   94(5):1002-1037  

 

Solow  M  Robert.  1956.  A  contribution  to  the  theory  of  economic  growth.  Quarterly  Journal               

of   Economics .   70(1);65-94.  

 

Solow  M  Robert.  1957.  Technical  Change  and  the  Aggregate  Production  Function. The             

Review   of   Economics   and   Statistics .   39(3):312-320  

 

Stock,   J.   H.,   &   Watson,   M.   W.   (2015).   Introduction   to   econometric.   (3.   ed.).   Essex,   England:  

Pearson   Education.  

 

Todorova  Gergana,  Durisin  Boris.  2007.  Absorptive  Capacity:  Valuing  a  Reconceptualization           

The   Academy   of   Management   Review .   32(3):774-86.   

 

UNCTAD  (2006).  World  Investment  Report  2006:  FDI  from  Developing  and  Transition            

Economies:  Implications  for  Development. United  Nations  Publication .  Sales  No.  E.06.           

II.D.11.   New   York   and   Geneva.  

 

UNCTAD  (2009).  World  Investment  Report  2009:  Transnational  Corporations,  Agricultural          

Production  and  Development. United  Nations  Publication .  Sales  No.  E.09.  II.D.15.           

Switzerland  

 

UNCTAD  (2010).  World  Investment  Report  2010:  Investing  in  a  Low-Carbon  Economy.            

United   Nations   Publication .   Sales   No.   E.10.   II.D.2.   Switzerland  

 

UNCTAD  (2011).  World  Investment  Report  2011:  Non-Equity  Modes  of  International           

Production  and  Development. United  Nations  Publication .  Sales  No.  E.11.  II.D.2.           

Switzerland  

34  



 

UNCTAD  (2012).  World  Investment  Report  2012:  Towards  a  New  Generation  of  Investment             

Policies.    United   Nations   Publication .   Sales   No.   E.12.   II.D.3.   Switzerland  

 

UNCTAD  (2013).  World  Investment  Report  2013:  Global  Value  Chains:  Investment  and            

Trade   for   Development.    United   Nations   Publication .   Sales   No.   E.13.   II.D.5.   Switzerland  

 

UNCTAD  (2014).  World  Investment  Report  2014:  Investigating  in  the  SDGs:  An  Action             

Plan.    United   Nations   Publication .   Sales   No.   E.14.   II.D.1.   Switzerland  

 

UNCTAD  (2016).  World  Investment  Report  2016:  Investor  Nationality:  Policy  Challenges.           

United   Nations   Publication .   Sales   No.   E.16.   II.D.4.   Geneva  

 

UNCTAD  (2017).  World  Investment  Report  2017:  Investment  and  the  Digital  Economy;            

Methodological   Note.    United   Nations   Publication .   Sales   No.   E.17.   II.D.3.   Geneva.   

 

UNCTAD  (2017).  World  Investment  Report  2017:  Investment  and  the  Digital  Economy.            

United   Nations   Publication .   Sales   No.   E.17.   II.D.3.   Geneva  

 

UNCTAD  (2018).  World  Investment  Report  2018:  Investment  and  New  Industrial  Policies            

United   Nations   Publication .   Sales   No.   E.18.   II.D.4.   Geneva  

 

Wang  Miao,  Wong  Sunny.  2009.  FDI,  Education,  and  Economic  Growth:  Quality  Matter.             

Atlantic   Economic   Journal .   39(2):103-115  

 

World  Bank.  2019.  All  Metadata. World  Bank  Open  Data. (Accessed:  2019-05-10,            

https://data.worldbank.org)  

 

World   Bank.   2019.   Data   Helpdesk   -   How   does   the   world   bank   classify   countries?.   

(Accessed:2019-05-10, https://datahelpdesk.worldbank.org/knowledgebase/articles/378834-h 

ow-does-the-world-bank-classify-countries )  

 

35  

https://datahelpdesk.worldbank.org/knowledgebase/articles/378834-how-does-the-world-bank-classify-countries
https://datahelpdesk.worldbank.org/knowledgebase/articles/378834-how-does-the-world-bank-classify-countries


World  Bank.  2019.  Data  Helpdesk  - What  is  the  difference  between  FDI  net  inflows  and  FDI                 

net   outflows ?.  

(Accessed:2019-05-10, https://datahelpdesk.worldbank.org/knowledgebase/articles/114954-w 

hat-is-the-difference-between-foreign-direct-inve )  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

36  

https://datahelpdesk.worldbank.org/knowledgebase/articles/114954-what-is-the-difference-between-foreign-direct-inve
https://datahelpdesk.worldbank.org/knowledgebase/articles/114954-what-is-the-difference-between-foreign-direct-inve


Appendix   A  

In   Table   8   we   list   the   Hausman   test   results.   
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