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EXTENDED ABSTRACT

INTRODUCTION

One of the most important goals of the countries, especially developing
countries, is economic growth and development. Foreign direct investment
along with human capital and financial development are important factors that
can have a significant impact on economic growth. Human capital can be used
as a facilitator for the transfer of technology related to foreign direct
investment. In addition, evidences show that human capital plays a
complementary role to the impact of foreign direct investment on economic
growth. Technology overflow into domestic companies is also more efficient
when financial markets in the host economy are more developed. Therefore,
the purpose of this study is to evaluate the short-run and long-run effects of
foreign direct investment, human capital and financial development on the
economic growth of various income groups in developing countries.

METHODOLOGY

The model used for unsustainable economies (developing countries) is
designed to be appropriate for the current study. In this model, the effect of
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population growth rate and technology, physical capital, human capital,
financial development, foreign direct investment, foreign direct investment
interaction and financial development and the interaction of foreign direct
investment and human capital on economic growth is examined. The
statistical population is developing countries in the period 2000-2019. For the
study, developing countries were divided into four categories: low-income,
lower-middle-income, upper-middle-income, and high-income, which
included a total of 27 countries (9 Asian countries, 9 African countries, and 9
South American countries). In this study, first, the significance of variables
for developing countries by income groups was investigated. Then, based on
the Kao test, the existence of long-run equilibrium relationships among the
variables related to the income groups of developing countries was
confirmed. FMOLS and DOLS methods were used to investigate the
integration.

FINDINGS

The results of long-run estimates show that foreign direct investment alone is
0.27 effective on the economic growth of high-income countries, and when
combined with human capital and financial development, its impact on
economic growth is 0.42 and It will be 0.104. Thus, the effect of the
interaction of foreign direct investment and human capital is greater than the
effect of foreign direct investment alone on the economic growth of high-
income countries. But in other income groups of developing countries, the
interaction of foreign direct investment with human capital and financial
development has not had a positive effect on economic growth. Also, the
results of short-run estimates showed that foreign direct investment alone
does not affect the economic growth of high-income countries, but the
interaction of foreign direct investment and financial development and the
interaction of foreign direct investment and human capital by 0.48 and
respectively. 2.13 affects economic growth. This result shows that in the short
run, foreign direct investment alone has no effect on economic growth, but
along with human capital and financial development have a positive effect on
economic growth in these countries. In other income groups of developing
countries, the interaction of foreign direct investment with human capital and
financial development has not had a positive effect on economic growth.
Also, the correct component of the error of foreign direct investment
interaction with financial development and human capital shows that in each
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period, 78% and 95% of the imbalances in the system are eliminated to
achieve long-run equilibrium, respectively. But in other income groups, the
speed of adjustment is very low or non-existent.

CONCLUSION

These results show that high-income countries have realized that it is possible
to increase productivity due to the high level of human capital and skilled
labor through the transfer of new technologies and technology overflows, and
this is a positive factor in Economic growth works. Also in high-income
developing countries, due to the high institutional capacity in the economic
structure that has led to comprehensive efficiency in the mechanism of credit
allocation of these countries, the interactive effect of foreign direct
investment and financial development on economic growth in the short-run
and long —run is positive.
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