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THE IMPACT OF FOREIGN DIRECT INVESTMENT INFLOWS  

ON THE PERFORMANCE OF ECONOMIC GROWTH:  

EVIDENCE FROM SELECTED DEVELOPING COUNTRIES 
 

 

Abstract: In this study, developing countries which are Argentina, Brazil, 

Thailand and Turkey were analyzed over the period of 1980-2011 in order to 

determine whether there is a cointegration relationship between those countries’ 

Foreign Direct Investment (FDI) inflows and Gross Domestic Product (GDP) 

growth. In this context, at first panel unit root analysis (LLC and IPS) and then 

Pedroni panel cointegration analysis were applied. All of the series were I(1) at the 

end of the stationary tests. In addition, null hypothesis imply that cointegration was 

rejected and alternative hypothesis which was state cointegration is accepted. It is 

concluded that there is a significant relationship between FDI inflows and GDP 

growth of Argentina, Brazil, Thailand and Turkey over the period of 1980-2011. 

Keywords: Foreign Direct Investment, Gross Domestic Product, LLC,  

                  IPS, Pedroni Panel Cointegration. 
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1. Introduction 

In this study, the relationship between direct foreign capital movement 

and economic growth is analyzed. But, since short-run capital movements are not 

permanent and long-run, and even affects economy positively through indirect 

factors, -like decreasing borrowing costs- permanency and sustainability of this 

effect is controversial. Just for this reason, while analysing capital movements 

effecting GDP growth, short run capital movements are ignored and only direct 

foreign capital flows are included in the model. 

With the fall of Bretton Woods at the beginning of 1970s, a financial 

liberalization procees has started in all over the world. It is possible to evaluate this 

process for many ways. For example, first stage of economic liberalization occurs 
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with the globalisation of production. At this point, Among the economies included 

in the process, -except compelling reasons or compelling reasons for reserving 

domestic producer- quantitiy restrictions and bans for import are eleminated, 

Besides, export and import transactions are done freely. The main reasons of this 

situation are; lack of resources in the country, price differantiation in the 

international markets, meaning the possibility of importing goods or services with 

lower prices than country’s own price. 

On the other hand, one another component of economic liberalization 

proces is international capital inflows. Free capital inflow is possible if and only if 

there are no any restrictions. This means, economies integrate financial 

liberalisation of economies exactly. Surely, free capital inflows are possible in two 

ways. First is, short run capital movement, called “hot money”. In this kind of 

capital movement, capital flows from low interest rate economies to high rate 

economies. The reason of such capital movements, interest rate volatility in 

international markets. This kind of capital movements occurs as portfolio 

investments and focus on stock markets. Foreign Direct Investment inflows may 

motivate long term positive effects like economic growth and increase in 

employment rates. Doubtless, these effects are more permanent and positive than 

short-run capital inflows. Therefore, FDI was mentioned in our paper. 

With globalisation, increase in capital movement between countries, 

elemination of barriers on trade and foreign investments, decrease in cost of 

transportation, communication enlarges the choices of firm’s decisions about what, 

where and how to produce and whom to sell. So, while the number of industries 

and firms selling their products oversea increase rapidly, the competition in these 

markets escalate. The most importantly, by increase a country’s foreign 

investments international production also increases rapidly, and these investments 

not only contributes expansion of national markets but also reveals larger scale 

regional and global markets. (UNCTAD, 1998:163). 

Through the liberalisation process in global markets, trading goods and 

service beyond the borders also means internationalization of production. 

Liberalisation process seen in foreign direct investments and goods and service 

trade has important effects on competition on global markets. The competition 

effect of international goods and service liberalisation on these markets is very 

important especially when the restrictions are applied as quantity restrictions. 

Quantity restrictions may arise national monopols and oligopols. Elemination of 

quantity restrictions makes firms more competitive by increasing the number of 

firms. Tarification of quantity restrictions has similiar effects. In many countries, it 

is seen that opening the sectors to foreign direct investments leads increase in 

number of firms, so sectors have more competitive structure. That’s why; many 

firms’ shows multinational attribute and high growth performance as a result of 

efforing global competition conditions (Lyold, 1998:166). 
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Foreign direct investment movements not only give firm to access 

beyond the borders oppurtunities but also internationalize competition. This 

situation obliges firms to have more institutional structure in order to survive and 

to act according to consumer choices by adapting innovation process. 

Liberalization of financial markets adds global identity to production and 

competition and also takes the consumers to beyond the borders. Hence, firms have 

to consider not only the consumers in origin countries but also have to consider the 

consumers all over the world. But culturel structure, level of development, 

consumption behaviours and economic structure of countries differ. That is why, 

when a firm considers consumer choices, its competitiveness will be high. 

The activities of multinational firms are not only important for their own 

countries but also important for the countries that their activities exist. These firms 

compete with domestic producers and increase trade performance. This why, 

monopolistic power is declined and price mechanism becomes more elastic. As 

UNCTAD highlights, the competition potential of these companies arises global 

monopol threat because of scale advantage and branding. In fact, complaints to 

international competition organizations about multinational companies verify this 

concept. 

After that all of these benefits, foreign direct investment (FDI) generates 

positive productivity effects for host countries. The main mechanisms for these 

effects are the adoption of foreign technology and know-how, and products by 

foreign firms; and the creation of linkages between foreign and domestic firms. 

These benefits, suggest that FDI can play an important role in modernizing a 

national economy and promoting economic development (Alfaro et al., 2006:1-2). 

Therefore, there is no consensus in literature for positive effect of FDI on economic 

growth. Some literature indicates that a country’s capacity to take advantage of 

FDI externalities might be limited by local conditions, such as the development of 

the local financial markets or the educational level of the country.  Borensztein et. 

al. (1998) and Xu (2000) show that FDI brings technology, which translates into 

higher growth only when the host country has a minimum threshold of stock of 

human capital. Some researchs finds uncertain results for the effect of FDI on 

firm’s productivity. This literature comes in three waves. Starting with the 

pioneering work of Caves (1974), the first generation papers focus on country case 

studies and industry level cross sectional studies. These studies find a positive 

correlation between the productivity of a multinational enterprise and average 

value added per worker of the domestic firms within the same sector. The second 

generation researchs use firm level panel data. However, most of these studies find 

no effect of foreign presence or find negative productivity spillover effects from 

the multinational enterprises to the developing country firms. The positive spillover 

effects are found only for developed countries. Based on these negative results, a 

third generation studies argue that since multinationals would like to prevent 
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information leakage to potential local competitors, but would benefit from 

knowledge spillovers to their local suppliers, FDI spillovers ought to be between 

different industries. 

The purpose of this paper determines if there is a long term relationship 

between FDI and economic growth. So, the main hypothesis of paper that FDI 

impact on economic growth in Argentina, Brazil, Thailand and Turkey between the 

years of 1980-2011. Thus, no cointegration is tested under the null hypothesis of 

panel cointegration test in the paper. The rest of the paper is organized as follows. 

Section 2 presents the literature review about FDI and economic growth. Section 3 

describes the data and methodologies applied in paper. Section 4 analyzes the 

empirical results, and Section 5 provides conclusion. 

 

2. Literature Review 

In the literature, there are many studies analysing the effects of foreign 

direct investments on economic growth and usually the effect is positive. Noy and 

Vu (2007), analysed the investment movements for 83 developed and developimg 

countries for the period 1984-2000 and determined that restrictions and promotions 

applied to foreign direct investments affects growth performance of GDP. 

Eichengreen et al. (2009) analysed liberalisation of capital account and controls of 

country’s financial development, industrial growth and financial crisis in 

liberalisation process. As a result of their studies including industrialized and 

developing countries, they concluded that capital account deficits increase financial 

dependency of domestic industries and affect growth negatively. Gourinchas and 

Jeanne analysed capital flows to developing countries for the period 1980-2000 and 

they concluded that the inflowed capital increases the capital stock and also 

increases marginal productivity of capital. In additon, in the countries subject to 

study, affects financial integration and economic development positively. 

According to Kottaridi and Stengos (2010) to determine the effects of 

FDI on economic growth among 25 OECD member countries and 20 Non-OECD 

countries covering the years of 1970-2004 by GMM method. It was found out that 

FDI had positive effects on economic growth on OECD countries whereas it had a 

non-linear effect on growing countries. 

Eller et al. (2006), found a hump-shaped relationship between FDI and 

growth according to his research in the 11 Central and Eastern European countries 

(CEECs) during the period of 1996-2003 by applying static panel data model by 

fixed effects. Adams (2009) conducted a study for 42 Sub-Saharan African 

countries for the period of 1990-2003 to see how FDI and national investement 

affect growth. Using OLS and fixed effects method, the result indicated that FDI 

positively affects growth. Bengoa and Sanchez-Robles (2002) completed a research 

among 18 Latin American countries for the period of 1970-1999 to analyse the 

effects of economic freedom and FDI over economic growth. As a result of panel 
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data analysis, it was noticed that host country’s economic freedom is preferred 

forFDI and there was a positive correlation between FDI and growth. Li and Liu 

(2005) found a strong and positive relationship between FDI and growth based on 

their study that covered 84 developed and developing countries using the panel 

data analysis for the period of 1970-1999. Rodriguez and Bustillo (2011) 

completed a study among China and 36 other countries in order to see what affects 

outward FDI during the period of 1995-2009. Using the panel data model, he 

determined that there is a positive and statistically meaningful relationship between 

FDI and growth. 

The multilateral money system formed after II. World war resulted by 

International Money Fund (IMF)’s endeavour (convertibility of money), support of 

large scale investment projects by institutions like World Bank and consortium 

banks, transition to floating exchange rate system after devaluation of dolar in 1973 

and technological improvments initiated financial liberalisation which leaded 

international capital movements. Addition to all these, also growths in reel sector 

and world trade, increase in multi-national company’s investments, improvements 

of stock exchange markets, increase in diversity of  financial instruments (future, 

option and swap), lightening of  legislation, financial liberalisation and other 

politic, technical and institutional effects played role. (Durusoy, 2010). 

According to Karluk, foreign direct investment is an investment which 

brings technology, business administration and control authorization of investor to 

a country from another, by buying a firm, providing initial capital to a current firm 

and increasing capital of a current firm. By definition, foreign direct investments 

eventuate as transferring capital from one country to another without any market 

operation (Karluk 2001:100). 

Except one country’s own resources, indirect capital inflows from 

another country, doubtless, have positive effects on economic growth performance. 

Here, the important thing is how to attract indirect capital inflow and how long to 

keep the capital in the country. Doubtless, utility-cost analysis is needed in order to 

determine where to deploy global capital through long-run programs. Hence many 

macro economic parameters must be considered such as goverment’s incentive 

policies, closeness to the market –geographical and strategical position- cost 

advantage, easiness in achieving qualified labor force, tax advantages, and politic 

stability in order to provide high earning for long-term investments, transparency 

of economic policies, course of inflation and interest rates, stability of exchange 

rates and many others. 

Another important dynamic to be interrogated for determining direction 

of international capital is risk factors. At this point, the existence of compelling 

such as war, natural disaster economic and politic instability, weakness of 
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institutional capacity, dependency of market and high level of volatility raises risk 

perception and causes escape of investment. 

Karluk (2001), describes direct capital investments as: direct foreign 

investment is not only capital transfer but also provides enterprise, technology, risk 

carriage and organisation trnasfer and for this reason it is evaluated as finance of 

institution and equipment of businesses.  Because of this characteristic of direct 

investment, it brings business administration art and know-how with it, also 

introduce competition factor to the country. Generally, direct investments are 

industry sector oriented and formed as more from one country’s any branch of 

industry to another country’s same branch of industry, than capital transfer from 

one country to another. Especially, direct investments have the property of capital 

flow between two industry sectors. This capital flow consists of vertical and 

horizontal investments (Karluk, 2001:101). 

Horizontal investments arise if a firm produce same thing in its own 

country and in another country. Vertical investments arise when a firm’s 

investment is related about process and sale of production which is produced in its 

original country. At last, it is possible to seperate foreign direct investment from 

other international investment movements. At this point it is necessary to explain 

that; other international capital movements are; 

 To issue bond and stock in international markets, 

 To sell and buy bond in international capital markets, 

 To benefit from short term credit instruments. 

Foreign Direct Investments, have some economic effects on host country’s 

economy. These effects are related to production, employement, income, price 

level, balance of payments, economic development and welfare. Some of these 

effects are positive for the economy when the others are negative. Moreover, some 

effects arise with the investment, and some effects may be observed after a very 

long time. The main effect of the foreign direct investment is contribution to host 

country’s national income. Also the effect of foreign direct investment on balance 

of payment is very important. Does foreign direct investment contribute to host 

country’s national income? The answer is yes. Because, foreign direct investment 

has production in host country. Of course, this amount of production is included in 

country’s national income. Here, the point is wheter foreign investment produces 

all input used in production process itself or not. If some part of input is imported, 

it is neccessary to reduce imported input from country’s GDP (Karluk, 2001:101). 

Only in this way, foreign direct investment has net effect on GDP growth. 

On the other hand, while foreign direct investment has a net effect on GDP 

growth, there are some negative effects. These are: goverments will be coerced to 

implement policies since foreign share in economy advances, foreign firms will 

have competitive advantage against domestic firms because of economies of scale, 
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and this competitive advantage may lead unfair competition and monopolization by 

the time, technological dependency and weakennig the authority of state in the 

market. 

3. Data and Methodology 

In this study, the effect of foreign direct investment on GDP growth is 

analysed for Brazil, Argentina, Thailand and Turkey. GDP growth is taken as 

dependent variable while foreign direct investment is taken as independent 

variable. Real GDP is used for proxy of economic growth and net foreign direct 

investment inflow as a proxy for foreign direct investment. 

In this stutdy, data for all countries are taken from World Bank. The data 

includes 32 year from 1980 to 2011. Panel Unit Root and Panel Co-Integration 

tests are applied. Panel data are obtained by using cross section data and time series 

data together. Using cross section data and time series data together, provide us to 

explain economic relationships both time dimension and unit dimension in the 

same model. Moreover, since number of observations increase, level of freedom 

also increases. If a series’ mean, variance and covariance do not change by the time 

the series is called to be stationary. Time series’ stationarity is tested by unit root 

test. But Dickey-Fuller, Augmented Dickey Fuller and Phillips Perron tests which 

test only unique time series stationarity are not sufficient to test stationarity of 

panel data set. 

In recent years, many panel unit root test improved to analyse stationarity 

in panel data sets. First improved panel unit root tests are Levin and Lin (1992, 

1993), Wu (1996), Im, Pesaran and Shin (1997), Maddala and Wu (1999), Harris 

and Tzavalis (1999), Hadri (1999), Breitung (2000) and Choi (2001) tests. Besides, 

the most important panel unit root tests improved in near past are; Levin, Lin and 

Chu (2002), Im, Pesaran and Shin (2003), Moon and Perron (2003), Peseran 

(2003), Breitung and Das (2003), Phillips and Sul (2003) and Bai and NG. (2004) 

tests. The characteristic of these tests are, they consider each series own 

characteristic. 

)1(1 itiititiit xyy  

All the mentioned tests except Hadri’s panel unit root test, test H0 which 

concludes that series is stationarity against alternative hypothesis which concludes 

series is nonstationary. Hadri (1999) used H0 hypothesis to test stationarity of series 

(Harris and Sollis, 2003). In the equation given above, while i=1,…,N shows cross 

section series, t=1,…,T shows time series observations. Xit shows exogenous 

varibales. ρi values show autoregressive coefficients, εit values show error terms. If 

|ρi| < 1, values are trend stationary. On the other hand, if |ρi|=1, then yi series has 

unit root. There are two assumptions in panel unit root tests. First assumption is 

parameters for all cross section variables are same (ρi=ρ). Levin, Lin and Chu 
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(LLC), Breitung and Hadri use this assumption in their tests. The second 

assumption is ρi changeable for all cross section data. Im, Pesaran ve Shin (IPS) 

and Fisher-ADF and Fisher-PP tests consider this assumption. 

In this study, Levin, Lin and Chu (LLC) ile Im-Pesaran-Shin (IPS) panel unit root 

tests are used, because they they give beter results in small samples. LLC test 

assumes general unit root process in determining stationary of series. Different 

from LLC test, IPS test considers unit root process concerning each cross section. 

 

3.1. Levin-Lin-Chu (LLC) Panel Unit Root Test 

Levin and Lin (1992) are the first tests used to seek panel unit root 

problem. Harris and Tzavalis (1999) analyzed the properties of LLC test by Monte 

Carlo simulation method in case of time dimension panel data set is small. The 

result is LLC test gives beter results when the sample is small. This result is quite 

important for the panel data model used applications. Moreover, this studies when 

the tiemn dimension of series is short, if number of cross sectionvobservations is 

increased, then LLC test gives more accurate results. 

)2(,,
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Here, ρ is common, Pi which shows maximum lag number, allows 

different lags for different cross sections. Zero hypotheses implying series includes 

unit root and alternative hypothesis implying there is no unit root in series can be 

shown as follows. 

After determining appropriate lag length for Δyi,t and yi,t  the models 

which the lagged values of these variables and deterministic variables take place as 

dependent variables are estimated. Later,  ve  error terms are obtained 

from mentioned these two models (Altunkaynak, 2007). 
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 In order to control heterogenity in all cross section, and 

variables are divided to standart deviation of model which is used from 

equation (2), (3) and (4). 

3.2. Im-Pesaran-Shin (IPS) Panel Unit Root Test 

While LLC test assumes usual unit root process through determining 

stationary of series, IPS test different from LLC test’s Ho hypothesis (ρ1 = ρ2 = … 

= ρN = ρ), also considers unit root process related to each cross section. In another 

words, in IPS test, stationarity of not p but pi’s is tested by Ho hypothesis. IPS unit 

root test is more effective test for small samples since it has a structure combined 
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of data obtained from time series data of N number cross section and stationary 

results of related series (Harris and Sollis, 2003). 

Im, Pesaran and Shin (2003) panel unit root test is a test used when 

powerful tests are needed for fewer time observations and seek unit root in cross 

section and panel data. IPS test begin with estimation of ADF regression for each 

cross section data. 

)5(1, ,,
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In equation given above, while 
i = 1,…,N shows cross section series, t = 

1,…,T shows time section observation values:
 

For IPS test hypothesis are; 

H0 : ρi     

H1 : ρi  < 0   

 

3.3. Panel Cointegration Test 

After progress in panel unit root tests, panel cointegration tests aiming 

investigate long term relationship between panel series are improved. In normal 

time series anlysises linear combination of non-stationary series may be stationary, 

equally, in panel data series linear combination of nonstationary series may be 

stationary. In econometry literature The most important cointegration tests are: 

Pedroni (1995, 1999, 2004), McCoskey and Kao (1998) and Kao (1999), Larsson, 

Lyhagen and Löthgren (2001), Mark and Sul (2003), Gutierrez (2005), Westerlund 

and Edgerton (2005). 

3.3.1. Pedroni Panel Cointegration Test 

Pedroni cointegration test offers tests with zero hypothesis testing there is 

no common integration in panel data models. While Pedroni (1995, 1998) use a 

two variable model for cointegration anlysis, multivariable regression models are 

used in Pedroni (1999). This test allows heterogenity in cointegration vector. 

Besides not only allows variety of dynamic and constant effects between panel 

sections but also allows variety of cointegrated vector between sections under 

alternative hypothesis. All tests offered by Pedroni are set on residuals obtained 

from following equation (Pedroni, 1999). 

)6(... ,,,22,11, titMiMitiitiiiiti xxxty
 

In equation 6, T is number of observations, N is total number of cross 

section and M is number of variables in the regression. Because there are N 

different sections, there is N different equation each includes M variables. 

slope coefficients may vary among cross sections in the panel. 

αi parameter is a constant effect parameter peculiar to section in panel or may be 
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different among individual sections. Although usually ignored, deterministic time 

trend term δit peculiar to sections in panel can be added to the equation. 

Addition to Pedroni’s panel cointegration tests developed in 1995 and 

1999, panel cointegration test developed in 2004, offers a test process which based 

on heterogeneous dynamics for cointegration. During analysis, it is focused on 

residual based statistics described as between dimension and within dimension. 

Between dimension statistics is formed by addition of both numerator and 

denominator along each N unit. The other three statistics are called within 

dimension. Within dimension statistiscs is obtained by division of numerator to 

addition of denominators along N units. 

Table 1. Panel Cointegration Statistics 

Panel ν–statistics 

(non-parametric) 
 

Panel ρ–statistics 

(non-parametric) 

 

Panel t– statistics 

(non-parametric) 

 

Panel t– statistics 

(parametric) 

 

Grup ρ– statistics 

(non-parametric) 
 

Grup t– statistics 

(non-parametric) 

 

Grup t– statistics 

(parametric) 
 

Pedroni introduced which test to use among statistics described above. 

According to the results of Monte Carlo studies, in case of number of cross section 

unit greater than 100, all the statistics, consequently means of statistics give 

adequate powerful results. But when the sample is small, non-parametric t statistics 

becomes to have best results, consecutively between dimension v statistics and 

within dimension p statistics comes (Sunal and Aykac, 2005). 
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4. Results and Discussion 

Firstly, the stationary of FDI and GDP were analyzed. The results of 

analysis are below: 

Table 2. Panel Unit Root Test Results for Selected Countries 

Variables 

 LLC IPS 

Level 
First 

Difference 
Level 

First 

Difference 

p-value p-value p-value p-value 

GDP 
Intercept 0.560 0.0000*** 0.7890 0.0000*** 

Trend and Intercept 0.670 0.0003 0.8900 0.0000 

FDI 
Intercept 0.447 0.0010*** 0.7690 0.002*** 

Trend and Intercept 0.190 0.0900 0.4586 0.0586 

***,** and * indicate significanc level at 1%, 5% and 10% respectively. 

With unit root test, it is tested whether both variables (GDP, Foreign 

Direct Investment inflows) includes unit root or not in level. As a result, when the 

probability values analysed, according to result of both LLC and IPS tests for the 

model with constant, it is seen that both FDI and GDP are stationary at %1 

significance level. Therefore, economic estimation cannot be done by policymakers 

for level values of GDP and FDI.  

After the order of stationary of variables are determined as I(1), panel 

cointegration test like Pedroni (1998) can be applied for analysis. 

 

Table 3a. Pedroni Panel Cointegration Test Results for Selected Countries 

GDP=f(FDI) 

Test Statistics Values Weighted Values 

Test 

Statistics 
p-value* 

Test 

Statistics 
p-value* 

Between 

Dimension 

Based 

 

Panel v–statistic 

(variance ratio 

statistic) 

1.253929 0.1049 -0.525096 0.7002 

Panel ρ-statistic 

((non-parametric) 

Phillips and Perron 

ρ-statistic) 

-5.898385 0.0000 -5.546534 0.0000 

Panel t-statistic 

((non-parametric) 

Phillips and Perron 

t-test statistic) 

-5.231856 0.0000 -4.934445 0.0000 

Panel t-statistic 

((Parametric) 

Dickey-Fuller t-

statistic) 

-3.705959 0.0001 -4.082554 0.0000 
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* AIC information criteria and taking into account the length of the delay is automatically 

selected. 

Table 3b. Pedroni Panel Cointegration Test Results for Selected Countries 

* AIC information criteria and taking into account the length of the delay is automatically 

selected. 

The results of cointegration analysis of GDP and foreign direct 

investment variables are given in the Table 3. As it is seen Pedroni cointegration 

test gives 7 results, four of them related to between dimension and three of them 

related to within dimension. It is mentioned before that since dimension of time 

section series of countries is small, group t statistic (parametric) gives more 

accurate results than the other tests. Acoording to table it is seen that Ho hypothesis 

asserting there is no cointegration between variables is rejected. When the Pedroni 

cointegration test is considered generally, in 9 of 11 statistics with weighted test 

statistics results Ho hypothesis asserting there is no cointegration between two 

variables is rejected. This case implies that there is a long term relationship 

between foreign direct investment and GDP for the countries Argentina, Brazil, 

Thailand and Turkey. Furtermore, it is understood that there is an long term impact 

of FDI on GDP in Argentina, Brazil, Thailand and Turkey between the years of 

1980-2011. 

 

5. Conclusion 

In this study, it is analyzed whether FDI impact on GDP in Argentina, 

Brazil, and Thailand and Turkey covering the 1980-2011. Therefore, it is 

mentioned that there is a cointegration between FDI and GDP as a main hypothesis 

of paper. It is used panel cointegration test for analyzing the relationship between 

FDI and GDP in four countries form the panel. As a result of panel cointegration 

test, it is stated that there is a long term relatonship between foreign direct 

investment and GDP growth in chosen four countries. So, the hypothesis imply the 

FDI has an impact on GDP is accepted. 

Within 

Dimension 

Based 

Grup ρ-statistic 

((non-parametric) 

Phillips and Perron  

ρ-statistic) 

-4.908236 0.0000 - - 

Group t-statistic 

((non-parametric) 

Phillips and Perron  

t-test statistic) 

-5.629332 0.0000 - - 

Group t-statistic 

((parametric) 

Dickey-Fuller t-

statistic) 

-3.231225 0.0006 - - 
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Only four countries are analyzed in this study. These countries are 

emerging market have a same economic structure. But, the analysis can be 

expansed by a lot of countries have same characteristic and a few variables can be 

attached to analysis of model. So, the researchers who will make a study on FDI 

and GDP should use more countries and comhrehensive methods. Furthermore, 

they should a few variables such as financial development and portfolio 

investments. 

The findings obtained from empirical analysis underlines the importance 

for government to emphasize on diffusion aspect in formulating FDI policies as 

knowledge diffusion is not sustained on welfare ground. Therefore, policies 

directed towards attracting FDI should go hand in hand with, not precede, policies 

that aims at promoting financial market developments. 

Moreover, developing countries including Turkey have to increase 

multiplier effect of foreign direct investment in order to maintain economic 

stability and to reach developed country position. It is possible to increase this 

effect by these ways: to strengthen and expand export capacity, elemination of 

economic fragility, increasing competitive power in international arena by 

accelerating innovation actions, providing reliance by preventing unfair 

competition and monopolization. At this point, the goverment decisions about FDI 

come into prominence. It is important to note that for a country to reach developed 

country position not only economic position is important but also development in 

socio-cultural, education, health, environment, energy and etc. are neccessary. But 

efficient execution of these policies depends on mentioned stable economic 

growth. 
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