CHAPTER 3

THEORETICAL AND EMPIRICAL LITERATURE REVI%\

3.1 Introduction ?

This chapter discusses the prior literatures on the determi EM FDI inflows by

looking to the relevant variables. The focus is given to the iation l]etween FDI and
economic growth. We review theories on economic growih and empisi i:ldings of
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3.2. eview of Relevant epts

ié \i Foreign Direct Investment (FDI)
: Over the last few decades there is an increasing enthusiasm towards the

portance of FDI. A number of efforts are put in across the globe to attract FDI in a

, it fo n I‘ne\h‘oretical aspect underpinning the

on egamic growth. This section specifically

at:'}%*fluences the relationship between FDI
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sense of liberalizing international trade, limiting governmental control and creating a

tax exempted regions. According to OECD (2008), the FDI refers to the cross?&r

investment made to obtain or acquire a long term ownership of a certai(%& that

operates outside of the investors’ country. It involves the process of fof%s or non-

resident investors in purchasing a minimum of 10% equity ownership (UNCTAD,

1999). Countries set different thresholds values of FDI owner;hmi the below table

3.1 shows the restrictions in 2012 on foreign equity o h acr'oss sectors and

regions.

.o
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Table 3.1: Restrictions on Foreign Equity Owne cross Segctors'and @sns (%)

L

Eastern ‘ r o N
Europe High- Latin solith t\ Mi R' Global
Sector Group & income Ame_ric sia Wﬁsiq E average
Central OECD Carib ©) ac orth (103)*
Asia @an a (9)*
(21)* "
Agriculture and 98 100 9 \& ) @ 81 %
Forestry % N
Mining and Oil & 99 100 9 (,37 71 92
Gas % Q-
Manufacturing 100 10 95 S(/ 100 94 98
Electricity 96 ' 0 8$ 83 80 87

water supply
Transport

Telecom &
Media
Financial Service(\B

Education 1
1

'y

3
Waste
management and 98% 7

o | 85 78 92
b o

8 \" 95 (fj/ 80 75 64 84

@ 9520% 94 76 80 90

57 52 53 68

100y | 89 89 85 93

: (J 00 87 87 69 93

¢
0
Accounting % 00 9 100 87 87 69 91
Tourism 160 9100 é 100 96 96 94 99

i

*Nm conomies mcleec')iKeach region

. Source: FDI Regulations database 2012

Attracting FDI comes with advantages and disadvantages. The main driver behind

lowing FDI is the technology spillover whereby the host countries would have to be

capable of accessing to the advanced technologies in several sectors. Technological

49



progress has been proven to be an essential factor in creating wealth and providing a
sustainable economic growth. According to OECD (1991) the developing countrva
heavily on the technological transfer to be incorporated in creating industri% and
enhancing the productivity. —\

In this regards, Apergis et al., (2005) examined the FDI-tech spillover
nexus and his findings show that FDI is an essential factor in Wg the industrial
sector through the technological transfer. The second adv e'of FI?I is the amount
of monetary investments. More importantly, the contribu

e capital
g

accumulation, which ultimately lead to a rise in capital, circulatio dn@omy.

% and@grsify the
capital portfolio. It also helps to mitigate th&iaﬂ e or\Txte I deb]élsi.s is because

I
the FDI tends to involve in the project aralsky and acti@ﬁ) local companies

(Lall, 2000). >\T \,Q\

The third advantage is tl% i natior@ades. This occurs when
the exports of the manufact Mds %

(Blomstrom, 1991).T?% advantage is f‘r{ai@to the economic development in
4
which the host cou ws to gi)

inflows. From a ba

[ d
(%2}

Therefore, it becomes a preferable method to

numﬁ;& economic reforms to target the FDI

tors,(t’jéée reforms aim to create a supportive

!
environment t targeted in t(fs. Ci(rglly, the FDI plays a vital role in developing
NN
the hun% | as Jhﬁgr_rp)?geria nd various techniques will be available to a large
mas&ople to learn. DespitdB?é mentioned advantages, FDI is also associated with
N

@r of inconveniences. These undesirable costs are more likely to make FDI less
Ge' ficial.

Firstly, the violation of laws of the host countries in order to maximise revenues

IS a common practice among non-resident investors. The study of Kurtishi-Kastrati
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(2013) provides evidences that FDI inflows tend to pose a real threat to the political
atmosphere and economic growth. Golub (2003) finds that economic effectsYDl
create a decline in research and development and environmental concerns.@f the
multinational entities (MNES) tend to manipulate and exploit the wea ironmental
regulations in the hosting countries by transferring some technologies or procedures
that are not permitted in their home countries (OECD, 2008). | inng a desperate
need to get more FDI inflows serves as driving factors tow rk;n lenient laws to

ensure a constant flow of FDI, which lead to disastrous*eaviron e.ﬁhkdsequences

(Kurtishi-Kastrati, 2013). ? J I _ST
b 4 \j(’"

3.21.2  External Debts (ED) \,: {\

Countries tend to borrow abroad wa-v,ato meet

2

S/_R

icit@ﬁnce in the budget.

By definition, external debts are t loans t\a\s$te ains from countries or
N

financial institutions. In 1980%r|d witnessed«an cedented debt crisis in

-

&
which many Latin Ameri mthe, Wereﬁble to meet the repayment
m begarl in@ summer of 1982 in Mexico by

requirements of their probl
declaring its bankr and ir|1
banks, the Interw’t{%ﬂo '
the same a (@ other ‘co trﬁs elj d the bankrupted team including Brazil,
Argenti% ia, \/énez 'aand fé\l}lythe Philippines, followed Mexico.

erstanding the debts @rﬁ becomes a hot topic among economic researchers.
N

4 F &
\Di-u of paying back the loans from commercial

d, a@l‘fe World Bank (Were, 2001). Following

\at several schools of thoughts have emerged to provide explanations and
olutions. One school put the blame on the lenders due to irresponsible decisions of
xcessive lending that leads to a debt crisis (Semboja, 1998). Another school links the

rise of oil price and monetary policies undertaken by developed countries led to an acute
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increase in the rate of insolvency among the developing countries (lyoha, 1999). An
issue at least equally important is the compound interest rate, which keeps chang
increasing if there is a late payment of defaults. Other views tried to con@}ith a
balanced explanation where both the debtors and creditors need to beaﬂ&ebts crisis
burden as a result of their miscalculations (Radelet & Sachs, 1998).

Historical examples include economic explanations of thebts crisis is a
concrete evidence of the devastating economic policy in Xn.d 1xterna| debts in
particular. To deal with budget deficits, the state decide embrace ‘asements
approach which lasted until the 1840s (Pamuk, 20% hough thi do&éh)\‘\z/;s a
part of the solution but it did not help the state f term 40

]

me;@z‘?conomic

decline and as a result, the debasement was*abandonedsin 185Q. The.@%:\g literature
(Pamuk, 1988; Eldem, 2005; Birdal, @gest th hift@%he OE to finance
these deficits over the external borrowing withou Tta g@\solid fiscal discipline

)
contributed to the disastrous ¢ the?)E ecenamy. decisions to modernize

&
the state, which started duri }era [ Sel@, had forced the state to fall
under foreign dominat%t lose its poli caian@'conomic independence. With the

se it 2
d &
passage of time, the"QE faceili? ous gnﬁnd for fund in order to finance the

military needs w ronti '0|ItIC<§ﬁd military movements that destabilized

¢

the state (@06). \(_/
& :D), <

3.2. Trade Openness (T\Q/T

E\\e question whether open economies grow faster compared to closed economies
ome to a certain affirmative answer where the empirical studies show a strong

&
vour of trade liberalization. However, the most critical problem facing the
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academician is the lack of clear definition of TO. Harrison (1996) describes the concept
of openness as a synonym with the notion of neutrality. Yv
Other meaning of openness is free trade. Free trade is a system wf(%ﬁtrade
distortions must be mitigated by adopting a trade policy that ensures aﬁ%,h transfer
of goods and service around the globe (Yanikkaya, 2003). The mostmroxy of TO
is the ratio of export plus imports divided by GDP. A large number of€mpirical studies
examined the correlation between TO and economic m here is a near
consensus among the researchers that TO is having a positive a WI‘ationship
with growth (Irwin & Tervio, 2002, Edwards, 1993, iguez & Rodr, IZO‘({C%‘:‘h
To provide more accurate proxy of TO, A & Ne\y ) h%‘ﬁéveloped
d 10 measur

trade restrictiveness index, which was desigqe\) ai e impa@:g both tariffs

trew@tuus growth in the

%
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3.2.1.4  Economic Gro \ lAj%\A

According to Deni 62) thelconc p}bfsbuomic growth may reside largely
d &
in the increase of r &QP or is apitﬁd it is practically influenced by direct
factors such as humanweso i 'easi@fe active population, investing in human
¢
capital), naﬂihsour es (I d,"un e%&round resources), the increase in capital
\
employ: r technologic }dvanﬁents. In principle, the GDP was designed to
cap ingle figure of all th@ﬁes of goods and services produced in a society (Bolt
o

et al., 2014). GDP plays a pivotal role in shaping the thinking about economic growth
G;evelopment in which a large part of economic theories uses the change in GDP as
reliable measurement in forecasting the economic performance of a certain economy.

Countless publications on economic growth around the globe and the majority of these
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studies attempt to answer the most frequent question on why some countries are rich

and others are not. Economic scientists have become more and more intere i
investigating the long-run patterns of institutional development of nations. \
Historically, the Ottoman economy shows a relevant example ﬂ;geconomic

dilemma that the third world is facing. This dilemma is manifested infSlower rates of

growth of exports, deteriorating external terms of trade, a dhaydebt payments
azas

(Pamuk, 1984). Although the economic growth is a conce en came to the

picture after the World War 1 (WWL1 hereafter), yet a c look oWnsions of

"X
the economies prior the WW1 depicts that the mac@wv d ‘@antly
on

ic policies had §ig
contributed to the economic collapse of the Ott?p; % \Y
3.3 Theories of Foreign Direct In ea Cs<

ET
Numerous theories have been uced to 'gth F,@“mflow. Theoretically,

the literatures pay more attenti maﬁr theories thatiare more likely to provide

reliable explanation of FDI \
p %Y. ’uj l §
XX

3.3.1 Location ory %

Itis coanK ith t 'and b%énd variables, which arguably affect the
¢

productions '%@d processes c‘ as@j activities and other related matters (North,
ts

N
1955). I% that the location @DI decisions are cost oriented. This means that
he m&ction activities will tre;kﬁcated where the cost is relatively low taking into

&

consideration the competitive atmosphere of the international market. Location theory

—

rovides more realistic explanation to the FDI as it encompasses two main concepts,
ost and market forces (McCann & Sheppard, 2003). In general, this theory provides

useful insights on the spatial distribution of production units and the reasons of selecting
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a certain country over the others. However, this theory suffers from the lack of

g
O

This theory borrowed two assumptions from Hechscher-OhIinWlson (H-O-

addressing the impact of growth rate or the modernization process.
3.3.2  Trade Barrier Theory

S) trade theory (Bergstrand, 1990). First, the factors of prod cMe exchangeable
between nations. Second, some countries adopt protect yc-ies and thus trade
barriers are inevitable. Therefore, the trade barrier“theory en.?phq#s‘ on the
determinants of FDI that are distance and transportat sts. Far th is’ar@mct,
tr% i whic\h/‘ﬁimulates

ussa, ,@%. Hence, the

trade barrier theory predicts the idea %Ds actuall sméfésponse to profits

regulations and opportunities in pro&% marke \T

the theory posits that FDI is a response to an

the decision to engage in FDI where the ma% i

3.3.3  Restriction on Faﬁ ver] ory‘é
This theory hold that the FDFis ﬁ of restriction on the movement
4
of different eleme prode \m uts b en countries. In other words, some
products requw& ite p 'and such requirement a direct investments is

a respons (%bllsh a fa ry’ or&raﬂons where these resources are easily
% NN

accessi stri@ of labour’s mobility, this theory provides a

Iath&o explain the inter, nal investment decisions. In case where there is
@v

ty over supply or cost advantages, the FDI will be a choice for the mother firm

OEdertake projects that would ensure the flow of resources in a low cost.
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3.3.4  Imperfections in Markets for Technology Theory
The main assumption of this theory is pertained to the transfer of knowl?ﬂs

the main driver behind the FDI. It argues that transferring technology s\ly t

(@]

produce and the firms who successfully manage to create technology t&l&mlmmlze

the cost by looking at places where there is minimal marginal transfer %ts. This theory

helps to address the technology-gap between nations by linking this With strategic plans
tg

of MNEs to grow faster with lesser cost using more artific

N
3.3.5  Imperfect Competition Theory ' _\‘-}
This theory deals with the monopolistic o@ are considered to

be pioneer industrial organizations. Thesew atiovi have capa s to possess

unique assets, which convey monopwa\/antages de@ﬁ]g investment in

foreign markets. Caves (1996) has d&%oed twgof nopolistic in explaining
S

the horizontal impact of FDI i of oﬁgop cstru% . He came up with two
different contexts where oligopoly'descri in g@l, and oligopoly with product

differentiation motivat izontal F.‘Jﬁ}l&mb.
Ny

o7 &

3.3.6  Internaliza T &

|

¢

Unlik %rket impe cl\{)nU ory, the internalization theory builds its
% N

framew% e various ?rket \%ﬁbles such as raw material markets, know-how

b 4

marhg&nd financial market@é investment carried out by MNEs aim to maximise

t \bnues by carrying out these functions internally.

S
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3.4 Theories of Economic Growth

3.4.1 Harrod-Domar Growth Theory Y'

Harrod and Domar introduced the economic growth theory with the@)

saving and investments as the key determinants of growth (Sato, 1964). odel was

developed firstly by Harrod in 1939 and later was modified by Evseﬁomar in 1946.

They suggested a model that depicts the main components %f an“economic growth

formula (Liang & Klein, 1989).This formula requires the

national saving (s) and the productivity of capital investment (thejca put ratlo)
It is argued that the developing countries have a te saving 'o@t the
economic growth rate, it is necessary to encou er m ent reasej@ level of
saving either domestically or externally. Thas, thi heOﬁy{ in general ts ascenario

where the transfer of capital to devel wald would bging ab@'%conomic change

that is manifested into a higher savi elow |s\ey‘_ﬂ_qg$e od-Domar model.
>

of' 1) the level of

Increased saving — Increased

investment

Higher economic Higher capital

growth [ — stock

Q: Figure 3.1: Harrod-Domar Economic Growth Cycle

57



3.4.2  Classical Growth Theory

In his famous 1776 book, “An Inquiry into Nature and Causes of the Ww
Nations” Adam Smith proposed an economic growth model that concentr(&ﬂ\three
main production factors, which are land, labour and capital (Solow, 198@Na3 aview
that has been formulated based on the mercantilist belief and Im became a

significant pillar and a predominant model in the modern qurWesearch (Ucak,

A,

Increase in - Division of
K'L Iabour

2015). Below is the growth cycle as suggested by Adam S

Increase in Increase in
Investinent Ourtput, Income

Market
increase

|gurb'3)§u{ Sith Economic Growth Cycle
3.4.3 N%assmal Growth ‘gry

low-Swan (1956) developed the neoclassical growth model for a long run
<

mic growth. This model was an extension of Harrod-Domar economic growth

Qlere the inclusion of productivity growth suggested by Solow and Swan in 1956. This

theory emphasises on capital accumulation, labor or population growth, and increases

58



in productivity, commonly referred to as technological progress. The Solow-Swan
model argues that economic growth is more likely to encounter hinders if there

advancement in technologies. In other words, the neoclassical growth the@olow
(1956) and Swan (1956) predicts that the scientific process, which is i ent from
economic forces, would determine the rate of technological progress. Thus, the

neoclassical advocates the notion of exogenous factors and Wltq derstanding the

Y =f(K, L) \d. NS

4 b
oduct i

however, with the constant returns to scale e%w'pti \EIK
presented as follows: C\/ W

(3.2) 05:
S
NSC ' erson.\'gw
X s
3.4.4 Endogeno mh 4 “Cj/

Endogeno th t p oses nlque econometric model that explains
the long- run Wh h‘de ed'f r@c?ne on-going development of technological
sical

knowle ke topn boy

fact thé economic growth |s jally determined by forces that are internal to the

production function takes the form:

@.?el, the endogenous builds its assumption on the
e c system. The contrlbutlng factor of this theory is the inclusion of the state of

tment, the size of the capital stock and the stock of human capital.
According to Borensztein, et al., (1998); Lim & Maisom (2000), argue that
endogenous models tend to link FDI with various actors including human capital,
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exports, technology transfer and capital. Indeed, this theory stress on the fact that the
economic growth depends on the economic policies such as subsidies for reseaw
development or education. The first version of this theory comes wit?@eory

introduced by Frankel (1962) and it is formulated in the production f where Y

is proportional to the aggregate stock of capital (K) Q
Y = AK T
(3.3) ,

3.5 The Theories of External Debt
I _{—)\T
3.5.1 Debt Overhang Theory
' b 3
80s

Since the early 1970s and aftermath the debt crisi Ntk , t@conomists

perception towards external debts was @Jme

driven by theories of economic growth ( , ZOW

eoriQiebt overhang was

an outcome of such new movemeft.in nomi

: @s introduced by Sachs

0 4 %
(1988) and it is based on the&' e thw cmﬁw foreign debt exceeds its
future repayment ability Wiw pro,abili : hg\ted debt service is likely to be

an increasing function of the countsy put @el. Such economic position could

O

discourage inves’@ the dover ent t 0 increase the tax base via applying

N
more tax (BOEM, 90) a thlere@'gcécares off potential lenders. According to

'
Sachs (20@;
T

verh m?o w poor countries that have an excessive foreign

s
debt a e more li y&) falliinto debt trap. Moreover, the theory postulates the
Ay 2
notion a reduction in the\cf:?ce value of future debt obligations will reduce the

"

ion caused by a large external debt burden, thereby increasing investment and

Qayment capacity. Sachs (1988) argues that such undesirable condition might create

variance in between the nominal value of debt and the market value of debt. This can
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be exhibit the well-known shape of a Laffer Curve as shown in the below figure (Husain,

1997). \Y-

Revenue
Maximizing
Point

Region of
Increasing
Revenue
Aowth

Maximizing
Point

Tax Revenue

0% Tax Rate 100%

N
Formulating the curve into mathemati(@ tha lain the rd&tionship between
foll

the market and the nominal value is Es O
=f B NPu
(3.4) \\Q/
N

to pay (“credit

¢
In the sense Jof te inmt%tﬁeo%‘? number of studies (Cordella, et al., 2002;
\
% 20

03; N ‘ﬁt al.;<2005; Aguiar et al., 2009) attempt to look at the

Figure 3.3: Laffer'Curve

external debt on e t@ﬁic growth using this theory. These authors argued

th h foreign loans could possibly hinder growth by lowering total factor

G uctivity growth. This is because, the debtors’ governments would rely on easy
unds that are obtained from creditors instead of undertaking economic reforms to
upgrade domestic productivity.
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3.5.2 Classical Views

David Ricardo and Adam Smith were advocating the fact that the
borrowing is something that fundamentally damage the internal resources@ds to
the reduction of the active capacities through “the perversion of sonﬂ*on of the
annual produce which had before been destined for the maintenam productive
labour towards that of unproductive labour” (Smith, 1904). To illuStrate more on this
view David Ricardo makes mention that “when, for the exp herr 's war, twenty

millions are raised by means of a loan, it is the twenty millions whi ithdrawn

L ]
from the productive capital of the nation” (Ricard 05). The ohe_\&} this

opinion stand on the idea that public debt v

Bu 0 tt@@vconomic

i ining‘a d bala@gthe annual
budget is a government own virtue (Sw: )017). é

SN S
353 The KeynesianVieW‘% o Q(?

o
&
In contract with the classical view#this eyn‘g@ doctrine argues that public
debts are an indispens% to ensure th baﬁan@ growth of the economy (Bilan,

2016). Unlike to th vious@ Iimi“é&fb\% intervention of the movement into
the market, Ke&ie 'ages d%/movement to interfere and makes the
necessary a t&@uch s\:;%lgmbmrowing to ensure the smoothness of the
econom% oid thie.ec IC recession.

A\ 3

: \ Neoliberal Economists View

Q The reappearance liberalism doctrine on the economic scene on 1970s associated
it

h the birth of the Neoliberal thoughts. According to them, when a state turns into

performance and society. They thought th

public debts to finance budget deficits it is actually creating the so-called crowding-out
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effect (Bilan, 2016). This view sees the indebtedness as a driving factor towards a
disastrous collapse of a state. Therefore, they are somehow in the same line \/YR&
classical view despite that, this view is unlikely to be accepted in the modﬁ\swomy

where the most advanced countries such as Japan where the ratio of deﬂkGDP was

of 233%. ? "
3.5.5 Conventional View z '

In an attempt to propose a different paradigm, the advocates o ventional
Ay

view have combined the classical arguments and K ian ones, i V\'ay_@ they

differentiate between public debt on economic Q@p ver{ ern@ over the
medium- and long-term (Bilan, 2016). w horbﬂter wthis @Bzdopted the
Keynesian framework in which funds W;)e provide mee@ market demands

but it has to be limited in the sense of time and am\'s% ,Kh'%*perspective of longer
N

period, this view embraced th%l do@trine icfkf,ﬁgﬁibits the government to
involve in any public debts@ecT!MNu ﬁ&ately lead to the reduction of
n e

total (public and pri% ings, the i r‘szis the interest rate, decrease of

3.6.1&% her-Ohli eor‘zy-é\\

itional trade means t{%e’xehange of goods and services between two people

0 manies and thus, the international trade is the exchange between people or entities

in“two different countries. Theoretically, various theories have been formulated to
r

ovide logical explanation on international trade and the Heckscher-Ohlin theory is

one of them. This theory predicts that the developing nations tend to have a higher level
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of import compared to export and if this is the case, the situation might drive the
economy to a budget deficit (Debaere, 2003). This creates an economic interwm
whereby the state is more likely to face challenging situations to pay back t@wed
amounts, which in turn contribute to the economic crisis. A

Indeed, the theory contends that the international trade is responsiile in increasing
in the wage inequality (Aghion et al., 1999) and its primary WS postulates the
idea that there is no basic difference between domestic tra u%n?er ational trade as

the latter is a special case of inter-regional trade. Further, ksch r-Wory views

L 2
tor betwe d#m&@v;nd

umth\eﬁr ter@nal trade
Y.

ysiswof p deter;éhation.
According to Debaere (2003) \%akscher- i the@’brovides a solid

platform and comparative advantagﬁ%t can Ia\y\e?p

explanatory power of this theor%sted ﬂsing in the catg&t of structural exchange

&

the foreign exchange rate the main distinguishin

international trade. It is also known as general

as it is based on the assumption of equilibri

r)@ternational trade. The

trades between the Republi k&atia[ 0 Union (EU). In their study,

Eur
Bilas & Bosnjak (2015 at the inte tiolnerl@rchandise trade between Croatia
4 F &
and EU members 'Wally\iﬁ& anceg.m the assumed by Heckscher-Ohlin
comparative el. i 'ccoué'%e assumption of production factors
abundance EE&S} by thi R/,“th@ent study will examine the exchange trades
and t

"
oum&}s during the last quarter of 19" century.

% 3
9
.\&view of Theoretical and Empirical Literature

In this section, the discussion focuses on the theoretical aspects underpinning the

lationship between the dependent and independent variables in accordance with the
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objectives of this study. It specifically addresses the previous studies that have a similar

paradigm and match with the whole context of the current study. Yv

by

3.7.1  Literature Review on Determinants of Foreign Direct Inv@%t
Inflows Y'
From the perspective of MNEs, FDI is a fundamental investment choice to
¥

maximise the profit and reduce costs, which in turn helps (lompetitive. The

existing literature suggests that the determinants of F the rewtegorized
X
into micro and macro level. ' _{')

S \»‘?

3.7.1.1 Microeconomic Determinantsf. F 0\

Within this context, a numb h)nomlsts pt@comprehend the

behaviours of corporation at the I@jf FDWW sin the business school
theories. For instance, Dunnln ntroﬁhced euexp \(')ry determinants of FDI
known as Ownership-Loca tlo Int n%mj;@ramework OLl is relatively
well-established patte% xplain eLe C|§| MNEs in carrying on abroad

4
investment. Bemde&ﬁgOL@"fq lu %é{(ﬁe fact that foreign investors choose

to invest in cert

Dunni 0) opos ti&ee(:?uments to justify his framework. First is
owners tages. i" the&;ument is based on the intangible and tangible
asse t a company acquwe\ as patents, brand name, technology, differentiated

‘% ent formulas, and marketing organizations. These assets provide MNESs with
ber of advantages over the local firms. With that, the MNEs would be able to

O;hleve its financial targets and revenue growth easier than the local competitors would.
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Second is location-specific advantages. It refers to the privileges given by a host
country in terms of economic, geographical and political features. It can be sumw
in the following features: access to quality production factors, @size,
communication, trade distance to major markets, availability o structure,
transport, and skilled labour, laws and regulations and distance to majaf markets.

Third is internalization advantages. This is a com irm of above two
advantages ownership and location. For example, a firm mi R:

nl'mber of choices

to widen its international network by signing a partners ith ano and thus

a joint venture with another company and form

S o@ ises\/‘z~

(\/3 L -
3.7.1.2 Macroeconomic Determiw DI Inflo é

In keeping with the FDI disc@y, the nO\N)Wm ;@onomic determinants

N,
becomes an interesting economi ch t&)ic. T, ecemplqig?s is actually pertained to

&
ex@ debts (ED). The empirical

the economic growth, trad enness r
€

analyses of FDI’s dete% have re
4
and economists. \ ' \
The theor mdie fl
’ J (.,?
of neoclassi ndogenou OJeI @:}q owth. The neo classical theory proposes that

ived a éo

&
>

ovtéd growth can be traced within the context

rable attention by academicians

NN
FDI inf stpportsf'the swth oé}n economy in many ways. De Mello (1997)

e

con hat FDI helps the ac@dlation of capital stock, which in turn contributes, to

thesecomomic growth cycle. He added that the FDI, which is generated through mergers

& cquisitions, might not serve the growth in better way. This is because FDI under
i

s scenario symbolizes the transfer of an assets’ ownership from local to overseas

hand. The second generation of growth model is widely known as endogenous growth
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model introduced by number economists such as Lucas (1988), Rebelo (1991) and
Romer (1986).

According to Romer (1986), Barro & Sala-1-Martin (1995), Lucas (J@DI IS
found to be a fundamental pillar in positively driving the growth of f%t country
through technological spillover and technology transfer. In the semdeveloping
countries, the FDI has various advantages over the other economic g h factors. First,
FDI provide the platform for the accumulation of capita Rw.th transfer of the
invested amounts to the local banks and markets. Second,‘iyhelps w zi network
of exports. Tf,irg\@rjiign
p he M ial te@ﬁques. In

of investments all over the country via the prom

investments tend to augment of labour skills an

short, it is important to mention here that theoreticallysthe FRI help%;reconomy in

creating an attractive environment for&%@investme d gr@v.
The economic growth rate prtﬁﬁ an imp\n&ggn q@he foreign investors in
=
measuring the performance of ed ea)no
}ﬁm

hisge is an economic indicator

that is reflected through p:qs : t[ mption, @arieties of goods and other

economic facilities pr% ithin afcou ¥'Fu@mentally, the economic growth
’ &

%and tr the%&mr. Economists such as Biglaiser &

DeRouen (201]@that i ' cou&l%fsplay a higher value of FDI investment.

¢

In the same e(?@artin z-Zar scf(Z%%?demonstrates that high level of GDP shows
NN

a positi\% the inves ﬁnd ins&ises their confidence level. Several other studies
rri\g&mllar conclusions s@éting that high GDP countries attract FDI (Herzer et

aly ).
: In the case of TO, the macroeconomic aspect is determined by the flow of FDI
to the host country. To prove the positive impact of TO on FDI, Edwards (1990) finds

that free trade policy will result a better FDI inflows as the overseas capital and investors

rate is proxied by

o))
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may have more privileges in the investment decisions. However, the argument that
openness might cause a damaging impact on FDI is still debatable. According toY!Uu
(2002), the TO leads to curb the growth of FDI in the hosting countries. T@ause
the foreign investors tend to create a restricted and monopolized econo ironment.
Adding to that, the export-oriented investors prefer susceptible coRrEs where the

regulations are lenient towards environmental issues and tr tlons Dunning

to the FDI inflow,

ities by, Mwumber of

researchers follow the same pattern (Grossman & He , 1997; Li 4 @)

(1993) argues that TO could have either a positive or negati

depending on the actual motivation to engage in FDI ac

Theoretically, the relationship between FDI"s y d.@;n by the

L%gil) provide

evidences that the degree of openness w mv@!’s if the economic

attempts to cut cost policy and trade barr S.

environment less volatile. Addlngt the ma ize of fj 'a\hmal growth is said to
have a certain positive Imkag%he F?)I inflow. r@rlor literatures such as,
Choong (2012); Azman-Sai XN (2010Yan Ifar I ., (2010) provide evidences
that the economic exp |gn|f|cjntly |éd sbhe ability of the market to absorb

!
many devel ountries_r O'n egfn?rna | borrowing to finance their domestic
NN

FDI inflows consis l C/Q
From ano@le, t Ban ort (2016) makes a clear statement that
mvestm t nenka 91) &cludes that the sovereignty of the indebted
cou ie nd the debt overhar@ére contributing to the decline of FDI inflows during
‘% s. Reinhart & Rogoff (2009) asserted that the interrelationship between the
Q ariables debt-FDI-growth is highly regarded as a driving factor for MNEs
ecisions to invest abroad. In fact, MNESs, pays a considerable attention to the reputation

of target FDI markets given the probability that a debt-defaulting country might not be
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an appropriate place to locate their investment. Bayar & Kilic’s (2014) examine the
Turkish economy and taking into consideration sovereign credit ratings. Thw
confirms the influence of ED on FDI inflows. 0}

Recently, Tanna et al., (2018) investigated the correlation betwed';grnal debts
and FDI inflows in 39 developing countries between 1984 - 2010y'The study has
developed a model that encompasses the nonlinear FDI-grow WShip in order to
measure the influence of ED on FDI. This study als %;

ar,sen’s threshold

estimation methods to test the implication of the deve model. Acceording to the
23

finding of the study, the ratio of net FDI inflow to GD

that the n SFE‘)@Y\Mh

him\-lo f extefnal debts.

i h\ala ia be 960 to 2005.

The study uses the two-stage least res_approach Iy@‘fe collected data.

Interestingly, Ang (2007) found the(ﬁ% functio\awgivi orce of good economic

2P
growth in general and it convelo thg acceleratio Malaysian economy in

&
competing with the neighb Nurlr 1 res@o show that the market size
ZI

and growth rate wer itively assaciate V\;itl@'e growth of FDI. Besides, the
4 f &

exchange rate is fo 0 be insi \m in afgrjng the FDI inflow. In addition to that,

the author has éwe F ' inarﬁ}%ﬁthin the context of US economy. The

¢

outcomes re &&t only the or{m@ owth and domestic credit were capable of
\

influen%'kattracti ) inflowi.\

h& M

ier & Moreaub (ZO@Westigated the effect of domestic investment on FDI

relationship is considerably weaker for the nati

Ang (2008) examined the determinan

(<%}

i r a period of 30 years covering 68 developing countries. It was predicted that
|§r g

Q rowth would probably lead to a certain access to a large market where domestic
vestment create an opportunity for business. This prediction leads the author to

assume that FDI inflows is an attractive sign on the stability of the economy. This study
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has used autoregressive errors and the findings demonstrate that there is a strong
influence of lagged domestic investment on FDI inflows within the dev?hg
countries paradigm. With that, he concludes that domestic investment is p@ be a
stable predictor for FDI. —\

Bekhet & Al-Samadi (2015) have gone through a similar apprmut the focus
was only on Jordan. This study emphasizes on the macroeconomic minants for FDI
inflows. Using annual data from 1978 to 2012 and a me' Autoregressive
Distributed Lag (ARDL), the results of the study show incr SW‘, EO, N2
he level of I'in‘fkésétOn
' Iysigiﬁf' nthg/g?lse of its

ighe\ in\'on th@z;r economic
growth. \% é

Additional insights into this r% toman economy are
invaluable in helping to compr%e
however, a void in the lite h te
X

economy. The theoret rs forfthis gap @ate mainly from the absence of
4 ¢ &
data, which is the mﬁq&mstra’ \gq urthgl:ustorical examples include economic

and SMI have led towards a noticeable augmentatio

the other hand, the inflation rate is found to be

association with FDI inflows. This is becam\th§

N
('I)le 19" century. There is,

documentation of Ottoman

explanations shew thatFDI fac@'f the shaping the Ottoman economy.
K ¢ (?
Geyikda Geyikdagi Oﬁ) old a strong conviction that the perception of
%, N
I ardsi"the of~foreign capital and technology are mixed. The

intellec%
pregw&findings show that\@rérall the dominant perception was in favour of
‘% g FDI by applying certain barriers against the free trade with European powers.

li (2001) make mention that an acute increase in the rate of the inflow of foreign

vestment in the Ottoman markets which prevented the birth of infant industries within

the Ottoman territory. He added that the domination of industrialised economies over
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the Ottoman economy was mainly pertained to the series of 1838 Anglo-Ottoman trade
treaties and as a result the Ottoman underdevelopment was perpetuated.

In the same vein, Pamuk (2004) agrees on the fact that the economi@tion
was also been observed in the Ottoman economy via the door of FD e Anglo-
Ottoman trade treaty 1838 was the main apparatus to achieve that. Wdagi (2011)
argues that the FDI1 was negatively affecting the Ottoman econ Nndustrialization
process. Indeed, at the end of 1913, 42% of £3700 millio 0%

British capital was

invested in railroads. According to McLean (1976), Otto eco nwng been a

In his book on political economy, Ahmed

Efendﬁ —1912).criticized
) gl 1y

the government on the used approach to attkact foreignedire inves@if and viewed

the policies as not protective in natur@er they erv@fhe foreigners. To

him, the best method was to make i@sts diffic %e [@?eigners], by imposing
N

heavy duties on foreign imp%)rdernto protect t mestic industry. More

\!e &
importantly, some voices ra dI ighten tfgﬁ&blic on the upcoming danger
of FDI. For instance, ZO

5) who was a ﬁop«n}r novelist criticised the capitalist
4 ’ &
ideology holding the'belief thatlt \dtsc ine g.ld harm the Ottoman society severely.

He suggested that the*gount reate(éé()od economic progress if it got rid from
¢

the grip of &e)w imperiali afd tef}ji FDI and the external funds.
PLES
& i

N
\C-j
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Table 3.2: Summary of Studies on Determinants of Foreign Direo&gestment Inflows

O
=~

. Sample and Method o )
Studies . 5 5 Explanatory variables
period Time series Cross country/ P%?I
Y-\-’ Economic growth
39 developing Linear regression ithlaut regressive FDI
Tannaetal., . w External debt
countries errers :
(2018) 1084 - 2010 oy Human capital
4\ Q) Civil conflict
’ T Financial crises
Y. N {\‘?\J
C-}, O‘ & Foreign direct investment at 1987
\ O prices, financial development,
9 SLS (,) >\9? \,é GDP, annual growth rates,
Ang (2007) Malaysia ST ? () A government spending on transport
1960 to 2005 estimation \ ¥ SS*' and communication, TO, real
N exchange rate, statutory corporate
tax rate, and dummy variable for
Asian financial crisis 1997-1998.
le\iﬂu(;c:(z;lzjigd 68 devel(_)ping ssion model with autoregressive Ratio o_f FI_I)I on GDP, GDlI,
(2012) countries errors country risk mdex_and real GDP
1984 to 2004 per capita.
Bekhet and Al- \L}, FDI, real domestic per capita, TO,

Samadi (2015)

Jordan

CPI, money supply, M2 and stock
market index.

1978 to 2012 E\eﬁt'maﬂon
S



3.7.1.2.1 Postulation of FDI Determinants
The above presented findings are consistent with Dunning (2009) ou

where the macroeconomic determinants such as growth rate, openness @ and
external debts are keys factors in influencing the flow of FDI. Accord| research
of Lee & Vivarelli (2006), the FDI inflows in developing countries i s@ng low cost
labour and this has a certain impact on the income distrib t| IS important to
mention here that MNEs selects the locations that match ?t?ate'gy of where the
business operation would be able to achieve maximu fits iw cost. The

"X
relationship between FDI inflows and local invest is empliric piro_\@o be

=)

significant in the sense that the FDI inspires th oglca Vir mat.lj/z~

Form another aspect, Edward (1% gg ed t a

performance is highly relied on a cow ;1d eff|C| I I[@%V To him, TO is

paying a considerable role in faC|I| and at ?he ~This is because, free

r economic

’%q

trade abolish several impedim m| fac mlnte onal exchange of goods

and service. This leads to hi h t TI n grovvth nexus that is still

eco
receiving a great attent perts e pr, ilt re provides several evidences on
4 .'
\ter elth

a positive signs be Wese% eveloping or developed world. This

fact is yet to be empi IIy M? 'ed Wi the Ottoman paradigm. This is an issue

t least equa rtan in the oﬂ’cm@story research, which needs to be addressed.
N

a
om t ectlue.g_&m vant to highlight the role of macroeconomic
det i nts in shaping and @lng the FDI inflows. In addition to that, the past

I mtroduced many variables to explain FDI and some of these variables will be
& in the postulation of the determinants. Hence, it is important to postulate the fact
at the FDI inflow might be impacted by a set of explanatory variables as it is shown

in chapter four where the econometric model is presented.
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3.7.2  Literature Review on Determinants of External Debt

The prior literatures present some driving factors that contribute W
accumulations. These factors can be divided into internal and external asp@r the
internal, authors have provided these determinants that function as p ors, poor
policy making and economic mismanagement (Easterly, 2&),~ unrealistic
macroeconomic policy (Burnside & Dollar, 2004), excessi Nment spending
(Edo, 2002), variability in export revenue and government \%t:re'(Ajayi & Khan,
2000), primary budget deficits (Bilquees, 2003), fisca icits owc% F%E\de,
inﬁn@n be
iou, @7), trade

o

2013), and balance of payments (Kemal, 2001). T ternal dete

capital flight (Tiruneh, 2004), interest rat (Hajiv

liberalization (Zafar & Butt, 2008).
It is important to mention here\a'

shortage in the empirical evide%Thisﬁ% ep@hed to the lack of
N,
comprehensive data on debts iné/eloang c mie%@o, a large portion of the

existing literatures tend to examineithe rr onship bet@ external debt and economic

growth. In this respec s et al

(2000) to analyse tWIinearl

countries. Theirafin revi
#

the countrie;(ﬁ&urp sed
\

grovvth.(y{, et alf, )exan&d the possible macroeconomic determinants of

extem&

ebt of Malaysia fo@Z until 2012. Their finding exhibited that GDP,

, (2 (}'us@‘the economic model of Hansen

&
\h'oq ip tyél(ueen debt and long-term growth of 79
sholt{;&’ﬁ.l percent of public debt-to-GDP for

!
ts"O.Qlj?? percentage points in annual average real

e%r and FDI were important indicators affecting the external debt of the country.
: Tiruneh (2004) examined the demand for external borrowing of sixty heavily
debted poor countries and non-heavily indebted less-developed countries over a

period from 1980 to 1990. The outcomes depict that capital flight, debt service
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payments, the imports to GDP ratio, income per capita, and the growth rate of GDP are

the main determinants that impact the decision to seek overseas loans. Y*
In another study, Clements et al., (2003) investigated the nexus exte@m and
economic growth for 55 low income covering a period from 1970 to 19 ir provide

evidences that beyond a certain threshold, countries with higher extegfal debt tend to
experience a lower growth rates of per capita GDP. The thresh Med from around
30-37 percent of external debt to GDP or around 115-1 Oge.nt xternal debt to
exports. Looking at the association between economic Crisis and wat Bordo

& Meissner (2006) used historical data from 1880 t 3. Interesti M t‘r@)\tudy

show that high exposure to external debt may ssa% a hi ﬁ@hance of
having a debt crisis, currency crisis, or a b ing ISIS.W g
Recently, Waheed (2017) in the mac ono@determinants of

external debt in oil and gas exporti |mpor |\m¥tri S 'I&he sample contains 12

oil and gas exporting and 12 oﬂé imp%rtlng ountrzé%vermg the period 2004-

2013. For oil exporting co Mhe ta re&@show boosting in economic
Z rv

growth, foreign exch es 'gbve@nent revenue, price of oil, and
domestic investme \he dr| rsin easing external debt. As for oil and
gas |mport|ng 'trad \&‘hcn, international price of oil, interest
payment on n Ideb FDI dJorT@t investment are causing a tremendous spike

N
in the v extern 'I, {\

g a Tobit model fo@ developing countries from 1980 to 2000, Gelos et

1) conclude that after the occurrence of debt crisis, the behaviour international
@' al market towards those affected country is the application of exclusion policy of
years. In the same vein, Richmond & Dias (2008) provide relevant estimation to the

indebted countries. Their results indicate that the exclusion from the international
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capital market to be 5.5 years for debt crisis that occurred in the 1980’s, 4.1 years
duration in the 1990’s and lastly 2.5 years of exclusion for debt crisis in the 2000’s"
fact, this period of exclusion from the international capital market wi the
country’s ability to obtain other resources for growth and developmenm means a
potential reduction in the output. Y'

Further, Omodero (2019) provide robust evidences trﬁx. al debt has no

significant effect on investment; however, debt service cro totalinvestment (not

public investment) only in low income countries. Applyi it dw & Sutton

"AX
(2002) examined the roles of externally induced volati 5 emergin arke@tries

var.@gs, (GDP

growth, the ratio of debt services to exports; the,rati i terna.éhgl~ reserves to

| e@e exchange rate)
A

are having a significant explanatoer of the\l’em$l t;t\
N,
by g

over the period from 1970-2001. The study fo
debt, the fiscal balance, the real U.S. interest rate, and th

Exploring the Ottoman e the existing literat

external debt were positiv hﬁul L onogéEldem (2005) notes that the
on i i

Ottoman government %

integration via the hﬁss of tf]e

of the external I% en ' ee?_j?/stage but six years after the first loan the
¢

OE lost its fi gﬁy lti

streng

o
oans f:l.e'added that the political implications

and po aéorerjn :
NN
U% uncertai 'pancia@nditions, the OE was looking for another source
tonng&

e increasing expend't{%s’and external loans were offered by European to put

a the glory days of OE. This view is supported by a number of economists such
s ‘€onte & Sabatini (2014) who posit that foreign loans, as well as increasing the
mpire’s public spending, played as an influential factor that ended the greatness of the

OE. Tezel (1972) concludes his study by saying that the reckless economic policy of
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external debts led the state to face unexpected results ended up with the establishment
of foreign economic and political control over the ottoman periphery. Yv

Several economic indicators namely budget deficit and financi \!ution
contributed to the rise of external debts. With regards to budget defi&% study of
Pamuk (2006) found that the reached their peak during the 1820s and 1830s and despite
the attractiveness of external borrowing, the OE paid a heavy price dde to the absence
of an efficient fiscal discipline that can monitor the ongoi mi changes. More
recently, Mitchener & Weidenmier (2010) in their artic er to nWiding line

@
Yw
iplomacy "ﬁié-l\)ﬂouse

. Usiﬂg a of.25,countries

-sanﬁtion was io@ggd, a country
improved its fiscal discipline. The autwalude that ty@external fiscal or

monetary control may be help to irrﬁgﬁ the revi Tth QQ : The above concerns
N
i Eal dirensi

might correspond to bringing i oreti raslogg. e debt overhang theory
which views the reliance o hernr @¥;e lo“ht; run will ultimately create a

which is the usage of extreme sanctions such as gun

arrest’’ on the defaulters during the period 18

including the OE, they found out that after aw

-

poisoned economic en% t and certai tﬁe@nomic growth will negatively be
4

affected. /&\ @ éﬁf’
\ B
3721 @ion E‘xt af Debt Determinants

NN

It iS based on tle_premise tha&hen a country's foreign debt exceeds its future
o X o
rep ability with some @éblllty, the expected debt service is likely to be an

inekgasing function of the country's output level. Such economic position could

& urage investment as the government tend to increase the tax base via applying

ore tax (Borzenstein, 1990) and therefore scares off potential lenders. According to

Sachs (2002), the overhang theory warns poor countries that have an excessive foreign
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debt as they are more likely to fall into debt trap. Moreover, the theory postulates the
notion that a reduction in the face value of future debt obligations will redw
distortion caused by a large external debt burden, thereby increasing inves and
repayment capacity. Sachs (1988) argues that such undesirable conditﬂ*‘ght create
variance in between the nominal value of debt and the market value of debt. This can
be exhibit the well-known shape of a Laffer Curve as shown in the belew figure (Husain,
1997). Hence, it is vital to suggest the external debts is m icly to l'e influenced by
various variables such as economic growth, governmen endit rew rates and

L ]
others. To test this assumption, the econometric mo s been sug te'l @ next
N

chapter. Y P 4
N S &
3.7.3  Review on Foreign Direct I& t, Trade nne@%ﬂ External

Debts on Economic Grow&,) \

3.7.3.1 Relationship betwaéign Birect vest and Economic
Growth \ ’
;ti ates th

De Gregorio (19% g eF ‘I'én omic growth of 12 countries in

4
Latin America. Th &Q/ fm@en posgw effect of FDI on economic growth.
|in@o

Based on the fi f th 'he r cher suggested to the policy makers to
¢
provide plat S that are mo efﬁci@}‘f?or the FDI due to its advantages in helping

N
the cou% ccumulate €apital uﬁtransfer technology. Borensztein et al., (1998)

anal he economic gro h(%?d FDI inflows for 69 developing countries over a

p%xf 1970-1989. The result shows a significant association between FDI and
r

-
/;),

%,

£

. The study further explained that the increase in technological progress helps to
ttract the foreign investors, as they are keen to invest in location where the labour and

raw materials are accessible with a reasonable cost.

78



Similarly, Zhang (2001) who examined the link between FDI and economic
growth in two continents using a sample of 11 countries in East Asia and Latin A
for a period of 1960 - 1970. Using an econometric model namely as coi tion
technique and error correction model, the results of this study are coﬁxq; with the

above stated papers where there FDI is positively affecting the e%omic growth.

However, the author has put some notes whereby the growth ii depending on country-

ved education and

effe iv.é\n@economic
T\ §

specific characteristics such as human capital conditio

human capital conditions, liberalized trade regimes,

conditions. [ _\c}
Recently, Pegkas (2015) employed a tim I ethod't se a\dgﬁ belongs

to Eurozone covering a period 2002-2012% d that J@g:as a certain
impact on the economic growth. Uwally modifi OL@M dynamic OLS

methods, the findings supports the cr@ﬂsed hyp\esj a g@ﬁrms the FDI-growth
N,
ed mpmpirical research on 31
&

developing countries. The_obt edL a S a ed using bivariate vector
n

2006) co

S
£

nexus. Additionally, Hansen

%

autoregression techni% t the tri L}i{)n\a' FDI to economic growth. The
4
\es\ fal

outcomes provide itive evi éﬁg/run relationship between FDI and
growth. Furthe \atj;gdire t%‘fal causality between FDI and economic
growth. (ﬂ ’ 4 L)

I@o the abo ‘jtera‘r , Anyanwu & Yameogo (2015) investigated the

FDI@ effect on economi@th in West Africa countries. The study used an OLS

t%\@e to estimate the examined association. The study revealed interesting findings

e an inverse relationship between FDI and economic growth has been spotted.

v

imilar results were identified in the study carried on by Saltz (1992) who examined

the third-world countries 1970 to 1980. Using time series approach, Saltz found a
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negative effect of FDI on economic growth. Focusing on Bangladesh, Rahman (2015)
has performed an empirical analysis on the FDI-economic growth nexus for a?lud
1999 — 2013. Multiple regression was utilized and the result is showm@}atlve
correlation between the two variables. -\

In the same vein and taking Pakistan as a source of data, Sz&?t al., (2013)
assessed the link between FDI and economic growth for 30 y ars\h@ results indicate
a negative relationship between FDI and economic gro k:strdles conducted

FDI growth nexus reported weak or no significant relatignship C & Levme
(2002) used a sample of 72 countries from 1960-199 authors e yﬁ@llzed
Method of Moments (GMM) estimation techn n I 56 t nec{\/‘ﬁ‘between
FDI and economic growth. The findings d t ea |nk in b veloped and
developing countries. Similarly, Lou& di (2011 nd @%ﬂpact of FDI on
economic growth in Jordan for a pe etween
Focusing on the post- 17 d, muk 984 @wde evidences that the
growth rate of Ottoman tra with"Eur C ntrle§@ stagnant to below 0.5% per
year. This rate had C?’% pldly:I;(J n'ingb'e free trade treaties whereby it
reached 5% betwe mkyears l the course of the 19™ century, the
Ottoman econo la str ay and the economic growth fluctuated
as aresult o I aI i tablll aﬂ’d T.J other factors. For instance, Arbatli (2016)
found t man GDP '; capﬂé\ould have grown about 0.63 — 0.80 percentage
p0| er on average pery at@\fer the period 1800 — 1870.
e key hypothesis from his framework is that for many countries greater
:: ration with the global economy led to greater macroeconomic volatility. Most
portantly, Pamuk (2006) put forward the notion that per capita income levels in 1950
were about the same as those in 1913 (Pamuk, 2006). Although such studies are helpful
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in widening our understanding on the structure of economic growth, yet they are in
general incapable of yielding the forces that affect it. Besides that, the economiw
provides an open-ended explanation to the economic growth phenomena. ple,
Sala-i-Martin (1997) identifies around 60 variables that need to bei%ated with
economic growth. This intense debate over the factors influencing thewr%mic growth
has led numerous economic scientists to investigate the link be n openness and
overall volatility. Both cross-country and industry-level mn' that increased
openness in international trade is positively linked with rvol ti?’ﬂ)gj{dowth rates
‘X
of GDP and consumption (Herzer & Klasen, 2008). hat in min he‘bié}table
3.3 listed a number of the studies that are relev e r% y. \T
o
Va0 X
&
N e

K S
N 9
K7 $

N
/. :l ")(J

1P

N
\f.?

-9

s

(—)
&
N
N
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Table 3.3: Summary of Studies of Foreign Direct Investment and Economic Growth

Authors  Country Period Methodology Variables Empirical Eyi es
Seemingly FDI, GDP %
Borenszte 69 Unrelated growth, In|t|a_1l Positly A ut
. . 1950- . GDP per capita, the m of itis
inetal,  developing 1985 Regression Domestic de nt of existin
(1998) countries Technique I s K g
(SUR) nvestment, capital s
Human Capital
11 East Cointegration .i
Asia and Test and
(sz(l)%qQ)l Latin 11%@% Vector Error (F;DDIPStOCk’ Real itive Effect
America Correction
Countries Model sl
Hansen 31 1970- Bivariate GDP, F P(.) i?eve' f;elcc:;usalit
and Rand developing 2000 Vector Auto  of GDP), bt Bl y
(2006) countries Regression (% of GCF) .
Eco ic h.
. . -rdn y state
_leg;?;engdratlon s relationship.GDP and
Choe 80 1978- I; bidirectional
(2003) countries 1996 gector I_Error (%W)I \ cau aﬁgy between
orrection
F d GDP
Model W
Louzi Cointe 'hDI, Gro é
Test and Domestic N
and dordan 297 vectoperror | and -, NNo significant
Abadi 2006 A, effect
(2011) co . . ' ON
mode @ Lib atio ")
GD pe‘fc
\ per capitd,
tS:'ares tal D
. and Servi ross .
jagzlgg) Pakistan SH= Augmented Di)rﬁé'c rNefgt?gX:hi
' Dicke S ¥ings as % of P
\ l , Inflation
Trade as %
& &f GDP
\ s I (" FDI inflows per
% b 4 o) capita, real per
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3.7.3.2  Relationship between Trade Openness and Economic Growth
Earlier economists such as Kruger (1978) asserts on the role played by i
accelerating the economic engine. The international trade is believed t@\sﬁish a
competitive and dynamic economic atmosphere. The concept of compa dvantage
was initially introduced by David Ricardo in which every country has't0 be specialized
in a bulk of products that match with natural resources and eN)rt the goods to
other countries where this particular product is relatively limite ThL‘S, resources are
more optimally distributed. The theory of endogen row w‘that the
technology is an economic element that is developed ally. With pﬁig@’trade

openness policy, the advancement in technol d o% apid\rﬁﬁner and

eventually improve the quantity and qualitﬁw mawiJfa edg Eld services.

Moreover, the theory of international e ‘Heckscher- m-S@"klson” predicts a

similar scenario where substanti ins canﬁ!;%ne ]r@\if the international

transactions between countries% cong'idera jony q@c\ation of resources.
Empirical studies on }m

the
&
ent on e@mic growth has been highly
analysed by experts a% Bank.The g'— gbmh nexus remains indistinctive.
4

. &
For instance, Dau%)zyurtl ontegbet an open economy is more likely to
bring about varb{ efits=i g sl<<'1-1j§%nd dexterity of its labour force. They
E ‘

added that the ration into
NN
ideas an% tion fo loc Produ Ss'to come up with new products. Harrison (1996)

e {/o@ conomy helps in providing a wide range of
em a measurement of 'I@bhat is based on trade volume divided by GDP, has
%d that the finding of his study supports the fact that TO is positively affecting
hé%economic growth. In a similar study, Chen (1999) has reported that TO due to

overnment policies is an essential factor in fostering the economic growth.
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A study by Idris et al., (2016) investigated the relationship between trade openness
and economic growth in 87 countries of the Organizations for Economic Co-ow
and Development (OECD) and developing countries 1977—2011 periods. USI eral
method of moments (GMM), this study found a bidirectional causaHA’Qnship for
both developing and OECD countries. Using the same statistical appr MM, Gries
& Redlin (2012) examined the relationship between TO and growthsor 158 countries

from 1970 to 2009. Their findings support the endoge tion whereby a

-—

&

positive causal relationship has been found in the lo rm. Zer ri (2013)

g
etween tr ope&ﬁ%s and
en 1970 201.’lw‘Using the

| data, t outco@;f the study
prove that openness increases econom@in the G trieé’#ing a vector error

correction models (VECMs), Saad (@6 manag %he g@ences that support the
N,

conducted an investigation on the causality relation
economic growth for the developed countrie

Granger non-causality test for heterogene

positive linkage between TO a ic gf?owth ind_eb from 1970 to 2011. Kurt

&
& Berber (2008) studied TQX/Er th r ey, usin @ata that covers 1989 —2003.
This study utilizes \% niquest and he ﬁ@'ngs demonstrated bidirectional
4

' g

causality between e@Qnic gr? 0. %(_/
The histo@ratu 0 limi‘[ t‘ﬁﬁsights on the Ottoman’s foreign trades
¢
with WesterE %}e as most the' av@a le literatures on this domain are descriptive

NN
/qualitative, nature. Howe ' it isw:é?nerally accepted among experts that the total

Otthports or imports ex@wd rapidly during the nineteen’s century which could
b%?ined by the fiscal reforms and capitulation treaties. This has raised the question
& hether the movement of local relative price of exported goods compared to the
ported once, i.e., the terms of trade (ToT) can influence economic growth of Ottoman

economy. Here, the primary argument resides largely on the fact that countries with the
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greater integration into the world economy are more likely to have a volatility in its TOT
(Arbatli, 2016). According to Williamson (2008) the rapid growth in ToT was?vr
the driving forces behind the Great Divergence between the industrializ@non-
industrialized nations. —\

The economic integration was also been observed in the Otto economy via
the door of FDI and the Anglo-Ottoman trade treaty 1838 w. smm apparatus to
achieve that. This treaty was imposed by the British after Y; een the OE and
Egypt in which the state was reaching to unprecedented riora 'orWternal and

- X
external military and political problems (Geyikdagi, 2011). It forced t tz{te@olish
the protective tariffs and state monopolies so ap man red gg?as of the
advanced capitalist states soon were able tondestr Em?ire raft iq@(v:ies (Ergil &

Rhodes, 1975). With its harsh conditi\ .He)nglo trea ta @derable pressure

on the Ottoman government to aban@gjebasem \anves h@h reforms in the fiscal
é S

system. % “« Q-
x &
Thus, the empire fouw its ur:l e ono@f the European powers and
becoming an open m% dependent te'wi@n the world capitalist economy.

F &
Bailey (1942) cont&ﬂd}that Wltl'l nce gwtective tariffs the OE lost the chance
to move forward, withsthe 1 ialisatio “&‘égram and rather it led to the country’s

l
¢ Jda
industrial b %ness Geyikdagi & Geyikdagi, 2011). In the same vein, Blaisdell

NN
(1929) % e freg¢’ reen&f between the OE and Britain in 1838 as a key
ftQ kening th a@yt.h h the creation of legal f k for th
actor_imyweakening the econ rough the creation of legal framework for the
N

.

é n entities to enjoy the tax heaven.
Q Pamuk (2004) examined the behaviour of prices inside OE and compared them
ith those in Western Europe during the period from 1469 — 1914. This study found

that the integration was noticeably high during the first half of the 19" century. Focusing
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on the post-1870 period, Blattman et al., (2007) provide evidence that the ToT volatility
had a big adverse impact on economic growth in the pre modern economies. Corwg
the Ottoman experience with the rest of the poor nations, Pamuk & WiIIiaﬁ%NOH)
conclude that the OE, along with Egypt, had gone through one of the upswing
in ToT up to 1860s. Observing the Ottoman ToT and using the &tonomic model
suggested by Blattman et al., (2007), the study of Arbatli wafers a relative
contribution on the ToT volatility literature within the Ott tex' over the period
1800 — 1933. Their study reveals an interesting outcome hich eW‘GDP per

Yw

capita could have grown about 0.63 — 0.80 percenta ints faster o eﬂag_@' year
b4

_ B s
over the period 1800 — 1870. Y. \ Y

(\/E -
3.7.3.3  Relationship Between EX% bts an om@rowth

Several attempts by economﬁﬁve been\ﬂe?se I;oémpirically assess the
relationship between external d% ecorﬂ)mi

examined the correlation between te]a e ndt nomic growth for the period

1970 to 1985. The st% led that the D'ce&)'icient has a negative impact on
’ &

economic growth. nszte@ amig.E!D — growth nexus in Philippine and
d

the result show% t ov ' an et-i}sérse impact on private sectors, which led
¢

N,
th.Q(? instance, Fischer (1991)

s

to decline i t%for nce the' e@‘rjany. Using a data from 1970 to 1994, lyoha
st

(1999) %

Afri untries. The econo@‘r‘c model manifests the ED in a form of ratio (debt

NN
he igipac ED o&conomic growth in the region of Sub-Saharan
S Xto export) and the findings indicate a negative sign, which means that ED is

C
& ing the economic growth. He concluded that countries with heavy debt burden have

ore difficulties to attract foreign investments.
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Clements et al., (2003) studied the channels of ED and its linkage with the
economic growth for 55 low-income countries for a period 1970-1999. Thw
employed fixed effects and system GMM to analyse the collected data. @19 to
the result, ED has a deleterious impact on growth specifically aft ding the
threshold level. The study puts a range to the threshold to be around 50%ercent of GDP.
Further, the authors found that debts service has a negative im aw:onomic growth

¥

and on average, every 1% increase in debt service as s

investment by 0.2 percentage points. '\d
X
h in dev ir’g&@tries.

DR reduces public

Hansen (2001) examined the same nexus ED-
The study used cross-country regressions to p?;; e % ol between the two

variables. The outcomes provide strong evidences of atnegative in@ggf debts and

st w@‘fhe above studies,

debts service on investment and economic g h. In

X,
@D
¢
—
QD
o
@D
o
—
Q
<
@
=
0
QD
>
«©«
=

Cohen (1993) reported no evidence@ﬁ regards

developed countries. Yet, for tl%ﬂ i

impact on growth was deteu@g

of ED on economic Ken
4 ’ &

Q{urreni ebt a Qﬁtio of GDP, past debt accumulation

(debt lagged) as@)f G ' t deEt%‘Fvices to exports, and accumulation debt
¢
services as % orts’(1

of exp aggeéiagbt services). The results were negatively
NN

N,
ies, th ult differs as a negative

&

ies, VVéQ;(ZOOl) investigated the effect

from 1970°1995. The study explores three

T

different proxies of

significant at level. Th }ldy sl& an interesting outcome where the service debts

m& d significant ts@?l d thi lained by the author that K
sitive and significant a vel and this was explained by the author that Kenya
N

was
Xing a less debt service compared to other African low income countries.

Q Using a large scale of data, 93 developing countries over a period of 1969-1998,
a

ttillo et al., (2002) tested the assumption of negative impact of ED on economic

growth. The study uses four types of econometric models: OLS, instrumental variables,
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fixed effects, and system GMM. The dependent variable was per capita growth. The
independent variables were: secondary school enrolment rate, openness, debt

ratio, lagged income per capita, the investment rate, net present value t@ﬁaﬁo,
population growth rate, openness, debt to GDP ratio, debt to export ratio;}"debt services
to export ratio, net present value to GDP ratio, and net present value to'gxport ratio. The

study finds a negative correlation between ED and economic OM
hc vi

Observing the historical aspect of ED and economic tzil to comprehend
this relationship in different environment. Empirical evidences /de te that the
"y

involvement of OE in wars such as the Crimean wa 3 -1856), ljwe _f&e ina

serious economic crisis (Birdal, 2006). This mai ociated wi e ri@.f'military

e (P@F 2014). This
nd {ﬁ%l solution of the

g@rmediate consequence

N
loan from edwes@h unfavorable condition

=

expenditures that were financed directly outof t staﬁi tre
particular war was the coup de grace the attempts
OE chronic financial malaise (Elde 99). It |s\ca¥e
of this war was the signing of i %
(Rodkey, 1958). \ \A

By 1863, a tota% oans‘\‘Jth a alheﬁ million pounds sterling had

’ o %
\'i-r.e t angudlrect tax revenues such as: custom

contracted and sec by var"
duties and the ptiametrib e pa@*ﬁhese loans were used to pay for military
‘ i
and unprodu tivities whi e&er(l.le y led to a rapid increase in the external trade
N
deficit % ing the.re ';nent n{}he borrowed amounts virtually unmanageable.
Y-

Thegm of this unpreceden@huaﬂon, the state was unable to avoid the frequent
‘%\bof debt payments and it reached with declaration of its bankruptcy in 1876
uk, 1984). The existing literature (Pamuk, 1988; Eldem, 2005; Birdal, 2006)

ggest that these series of crises sharply created a favorable economic conjuncture for

the landers to impose more pressures on the Porte to engage in different polices that
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marked a dead end to the reforms of Tanzimat in 1876. With the establishment of
Ottoman Public Debt Administration (OPDA hereafter) in 1881 and during the
between 1881 -1898, the debt repayments net of new borrowing averaged @ﬁllion

per year (Pamuk, 1984). A

Clearly, these figures point to an unprecedented decline |Rthe economic

debts was relatively unhelpful to successfully integrate the

performance of the economy and the capital accumulated thro Mflow of foreign
|z the'world economy

and boost the economic growth. It should be emphasizedishowever, there are very
L ]

T
limited numbers of quantitative studies that discu@atter and s sg’ar_c\@heeds
to be taken into account by economic historian \4' .\T

X

NV

3.7.33.1 Postulation of Foreign'Bi ecanvestme rad@enness and

External Debts on @mic Gr\ﬂ\T ,<\
N
Wit

The literature on FDI inf)%d ec&mmi 40

among numerous research &yl rsand fi al institution. The question
dt

whether FDI inflow cr% lue ad 0 he'ecsbmic growth is still debatable and
'3

f &
the mixing results m{a serli \ee toé@le this matter within the historical
framework. Ind@ revﬁ)&ﬁormous diversities due to the different

¢
type of metE§ , sample, and_ti tf‘enbgahe observations. Numerous studies include
Li & Li ); P

Y.
(19%&ha baz & Rahmar{@@lO); Choong (2012) claim to report a positive
r%’ hip between FDI inflow and economic growth. The notion that FDI inflow and

been largely discussed

NN
15);~®ensztein et al., (1998); Balasubramany et al.,

8

G omic growth are positively linked involves discussion on the need to consider the
pposite view, which shows no relationship. Meanwhile, some commentators including

economists argued that FDI does not necessarily bring about an in augmentation in the
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economic growth rate. For instance, Akinlo (2004), Hanson (2001), Herzer et al., (2008)
found no relationship between economic growth and FDI inflows. They assert tF?'BI
have a relatively little effect on the performance of an economy instead, it nﬁy\jmpair
the factors of financial growth in the host country. -\

A similar relationship appears to hold for earlier periods. For ingtance, focusing

on the post-1870 period, Geyikdagi (2011) argues that the FDI Mﬂively affecting
szH

the Ottoman economic growth and the industrialization p ov'ever, if there is

anything we can take away from the existing literature e fact th IS serious
A

shortage of the literature in terms of quantitative @wtation usi iitor' data.
With these developments in mind and with the nomic’d Otto{njgﬁ Empire
this might correspond to bringing in a ne tl of\:\he tionsh@gFDl inflow

and economic growth. In keeping wa internalization t@’y and imperfect

competition theory in which the mc@slistic ap\aah$f rps at are considered to

N,
be pioneer industrial organizaﬂéese S'rgani ns((/@ capabilities to possess
unique assets, which conve*;%{op(]i advanta est\'fn undertaking investment in

foreign markets. Thus,% y starts/ fro t}]é p@lise that the effect of FDI inflow
d &
e‘ M bleﬁ)n is reasonable to postulate a linkage

on economic grov:@sitiv i
between the tww es Wi cont%:&f OE.

=

o))

!

@

Conce %ne trade o né'ss,(tiﬁg theoretical explanation “Heckscher-Ohlin
% NN

theory” es'that teade li ?liza ion enhance the economic growth (Krueger, 1998).

v

It alm&mes that internatio al%ide encourage growth as it enhance the specialization

ision of labour. Among researchers who tend to agree with this fact are Edwards
:fl 8); Greenaway et al., (2002); Wacziarg & Welch (2008); Squalli & Wilson (2011)
Harrison (1996). In addition to that, other economists Balasubramany et al., (1996)

Brecher & Findlay (1983), provide empirical evidences on the idea that effect of FDI
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inflow on the economic growth provided depends on the degree of TO. Given this, the
inflow of fearing capital to the host countries brought along many benefits s?m:
bigger production efficiency, technology transfer, better hum(n'\)bpital,
internationalization and broadening of host countries’ markets, innovatﬁ&ployment
opportunities, investment and capitalization, and research and de\¥p~ment actions
(Javorcik, 2004; Agosin & Mayer, 2000; Bosworth & Collins;% arzing & Sorge;

l

Following the uncertainty in the economic outlook; ere ea'?chQrditicize the

@

positive relationship TO and economic growth. They E&he idea tha ee’tr@:ges
the state revenue in a short term but this woul tri% tain%&rowth in
the long-run. Redding (1999) contends th& trade ,jémvc:re likely to
decrease the economic growth of the h that specialize in@‘f’ors with dynamic

comparative disadvantage. James (mhas n@;&awin
N,

the formula of success for som%pin Qount i Scmi%?(;at be the same for other.
The industrial revoluti Med M@e production and goods as a
result of the factory sv%/ i ted ini Britain and later on by the rest
of Europe. Furthe'%he tr gaties si gwith a number of European countries
such as Englan% 3, 16](7§'-"\ustria in 1718, and Russia in 1784, the

’ J (.?
Ottoman ec as stagnan nd"re@ on Europe and had a very poor performance
NN

(Ergil ots, 197 'ys, tQ«'(‘" mpire found itself under the monopoly of the

Eur owers and becomi@‘f open market and dependent state within the world
‘@t economy. Bailey (1942) contends that with the absence of protective tariffs,
E

lost the chance to move forward with the industrialisation program and rather it

2003).

@of TO-growth nexus,

g,

ed to the country’s industrial backwardness (Geyikdagi & Geyikdagi, 2011). In the

same vein, Blaisdell (1929) views the free trade agreement between the OE and Britain
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on 1838 as a key factor in weakening the economy through the creation of legal
framework for the European entities to enjoy the tax heaven. Thus, this studJ?ﬂd
therefore put forward as a postulation of a positive relationship betw@%b and
economic growth in Ottoman Empire for a period from 1881 — 1913. -\

The mid of 19" century witnessed a growing expansion of for%n credits from

the core to the peripheries. However, this augmentation in the |e\Mublic debts was
mar] Empire (1876),

followed by bankruptcies of many debtor countries includi

Greece (1843-1893), Portugal (1892), Spain (1873) Argentina (189 il (1898),
X

to finance nﬁlh@heeds

at destabilized the state.
iy e it

Several studies have pointed out that‘the e ernaﬂbor Ings @I&:}s created a

very challenging environment to th@nomy. (Z@ argues that the

political implications of the externa@af were n Wat @fly stage but six years
‘: y N,

after the first loan, the OE | nancﬂ\l an politi(eg?iutonomy. This view is

supported by a number of hﬁﬂs t as Conte gbaﬂni (2014) who posit that
foreign loans, as well %Zing thefempi e'; d ph@b spending, played an influential
’ N

factor in the declin QE T concges his study by saying that the reckless

and Egypt (1876). OE faced a continuous demand for

and confronting the political and military mov:

economic policyof external the s o face unexpected results ended up with

¢

!
the establish % foreign ec om'ic tr_lj‘a%olitical control over the Ottoman periphery.
Qf NN
r, Pa

Fufther, Pamuk® (20 !asser\éﬁat Ottoman budget deficits increased after the
late ‘éaﬂd reached its pea@ﬁng the 1820s and 1830s. He added that, despite the
a \eness of external borrowing, the OE paid a heavy price due to the absence of

nefficient fiscal discipline that can monitor the unstable economic changes. In his
udy, Tuncer (2015) concludes that the increasing dependence of the OE’s treasury on

loans floated in Western Europe converted the state into a poor nation with a total of
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£200 million sterling. The above concerns might correspond to bringing in the
theoretical dimension of the conventional theory which views the reliancew

external debts for the long run will ultimately create unbalanced economic Eﬁwﬁ ent.

3.74  Review of the Causal Link between FDI and Economic G?Wth
Much attention and analytical effort has been devoted in ‘recent decades to
decompose cause and effect of FDI and economic growth ey focus of the current
literature on the casual link between these two macroec ic f towrovide an
"
answer to question originate mainly from the need t cidate our elst&ﬁd\)hg on

the bidirectional causality. From the standpoi e% inu@éated the

causal link between FDI and economic gr far'a paﬁel of23 dev@;{'g countries.

Using the panel cointegration techniqu& ;esa’y the co da@'@er a period 1978-
1996. The authors found a bidirectitﬁﬁausality\fmgw d FDI, which means

S
that a reverse causation betwee varﬂable i
M trieSto measure the casual linkage

Q-

&
Further, Choe (2003) m1 oun %

between FDI and ec%trowth. Em O}I'ng@e panel vector auto regression

&
estimation Techni&hthe st eIivngempirical evidences that FDI and
economic grom bidireCti re a@\éhip and with a stronger effects from
& : iné
economic owardls FD IIf' aretjh r study, Chaowdhury & Mavrotas (2005)
NN
examin € 'same Jfopic suing&]ree different countries (Chile, Malaysia and
Y-

Thai A time series meth&d%rfds applied for every country and the results were in

&«
@
o

d—

\mce with prior research in which the results of Malaysia and Thailand provide

D

nces on a positive impact of FDI on growth. However, in the case of Chile the

utcomes show a unidirectional causality deriving from GDP to FDI.



Additionally, Sridharan et al., (2009) assess the casual relationship between FDI
and economic growth in five BRICS countries (Brazil, Russia, India, China an?mh
Africa). Using quarterly for the period 1992-2007 and applying the @error
correction approach. The study manages to prove bidirectional causali een FDI
and economic growth in Brazil, Russia and South Africa. Yet, for bothndia and China,
the results indicate unidirectional causality running from F INnomic growth.
Bhattacharya & Bhattacharya (2011) examined the same %r:n’jia. Their study
extracts the data from 1996 — 2008 and in order to perfor anal swws‘ed vector
error correction model. The findings revealed a@u’onal causali tiet@YIZDI
inflows and economic growth with two-way causation: 4 \/Y‘

According to the authors, India is i qu';l' \'ts policy™liberalization

Co Qres (MENA) were

subject to a similar investigation. (@5& Kaho\(ﬂg@ ,@\tested the casual link

N,
between FDI inflow and econ%owthnfor t <peri<0<;@990-2010. Using GMM
technique, the study found me casual linkage F%@Inﬂow and economic growth
Zc

as well as domestic ca[% onomic gr tH. S@ral other studies arrive at similar
'
| o 1

he causality between FDI and

3
conclusions, Whalley & Xian exa
A <~
economic groww iwan=ysi ' dat ~&:‘h\ 1978-2009. Vector Error Correction

¢

model was gf@perf m sta tit'al E%Qand the results show a reverse relationship
betweer%:;td
Y-

bet\/ﬁDl and economic gro@'{.
N

\e usage of quarterly data is quite common among researchers and with that

G et al., (2010) have examined the casual link between FDI and growth in Pakistan.
he

results indicate a strong casual linkage between both factors. More and more studies

measures to attract FDI inflows. Midd st and North

- \ - -
eco "growié\n other words, there is a two-way causation

all over the globe support the above findings in different regions. For instance,
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Angelopoulou & Liargovas (2014) conducted a study to measure the possible casual
linkage between FDI inflow and economic growth in three different countrw
(European Union member countries, European Union monetary zone mem er trles
and countries in transition). Their study revealed a positive relationshm;wveen FDI
and growth. Yet, the causal linkage was not found. Quantitatively, tmoss-country
and time series studies have demonstrated that the causal _link "bétween FDI and
economic growth is relatively positive. In contrast to mer'ts provided by
supporters of this argument, few other researchers have e up i S showmg

no relationship. In fact, numerous doubts persist with d to such li agje @n the

context of OE. In seeking to understand the y et\ﬂe aqgjgconomlc
growth, it therefore becomes more approprl to en&rate the an economy.

3.8 Summary cq T
\
This chapter begins with retlcgﬁ discussion @:@DI, external debts, trade

N
openness and economic \Wﬂk FI/I theé&@retlcal discussion, a deep
as \/ll

understanding of the p eories ds&h which the connections between
the selection of v%and tfle cal p m is taken into consideration.
Equally important is t re re of the prior studies that share the same

fgcué/;vgs on the empirical studies as they are more

interests. Th!s r ular art
reliable onstruct jt ture-c&\hls study. The extensive work carried on by

mﬁ S using various typ@f' econometric model have helped the researcher to

|s understanding and widen his spectrum. However, the author can conclude

Q remarkable shortage of empirical studies on Ottoman economy is identified. This
e

spite the effort given by Turkish statistical centre to provide the economic data for

the years from 1878 — 1924. Therefore, this study intends to tackle this gap.
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Another point, several studies examined relationship between FDI and TO, were
based on cross-country analysis or panel data analysis. Cross-country panel data
provide a general analysis using cluster variables that differ from regio@other
which might not very helpful to the decision maker to undertake a firm ion. Having
said that, the time series is more practical and helpful. This is because’the time series
studies has the ability to provide a comprehensive analysis. F rMe latest studies
elucidate the significance of dynamic studies since the t ng[ovide a certain

consistency from country to another for a long run. Thus, tejinvesti a.kﬂbgd\g run and
L ]

| S

attentio ter%mebts and

roao?. oubt.éegd.ebt crisis is
still a persistent problem and looking b\h history t n I@’r Is a considerable

contribution. Hence, the aim of tr@ydy is \%e q‘(‘fhis matter receives a
E'\gy S

sufficient attention by all the i% parties and stakelolders. The next chapter is

&

designed to provide a methgdological r SS on@stahlishment of econometric

short run, this study employs the ARDL approach.

Finally, this prior literature have provide

economic growth in both panel or times seki
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