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CHAPTER 5

IS FOREIGN DIRECT INVESTMENT GOOD FOR 
HEALTH OR VICE VERSA IN FRAGILE FIVE? AN 

EMPIRICAL ANALYSIS

Reyhan CAFRI1

INTRODUCTION

The level of health, considered the first wealth of man, is an important human 
capital element that increases macroeconomic performance (Alsan et al., 2004:3). 
At the same time, foreign direct investments are the important macroeconomic 
determinant of health. According to the neoclassical theory, foreign direct invest-
ments provide benefits in terms of economic development for the host country 
by increasing capital inflow, growth in the labor force and technological progress. 
(Alsan et al., 2020:2). Foreign direct investment is also widely recognized in low-
and middle-income countries as generally promoting economic growth, wage in-
creases and improved working conditions (Burns Alsan et al., 2017:74). However, 
when foreign direct investment takes the form of mergers and acquisitions with 
units of production in the host economies, it can cause high stress and uncertain-
ty by creating fear of dismissal on workers. Therefore, it is possible for foreign 
direct investment to contribute positively to the level of health if it provides better 
social work and secure workplaces in addition to higher wages in the host econ-
omies (Herzer and Nunnenkamp, 2012:1-2). On the other hand, improvements 
in health are expected to contribute positively to economic growth. Positive im-
provements in health will increase labor productivity and contribute positively to 
economic growth.

The aim of this study is to empirically analyze the relationship between foreign 
direct investment and health for the economies of fragile fives countries. When 
the literature is examined, it is seen that there is a limited number of studies in this 
area. However, it draws attention to that relationship foreign direct investments 
and health are not addressed especially in the fragile five countries with high de-
pendence on foreign capital. It is also thought that determining the direction of 
causality as well as its sign in the study will contribute to the literature. In this 
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on relatively clean industries. Or, foreign direct investments in these countries 
are considered to be good for health, as foreign investments in these countries 
increase GDP and more share is allocated to health expenditures.

REFERENCES

Ağayev, S. (2010). Doğrudan Yabancı Sermaye Yatırımları ve Ekonomik Büyüme İlişkisi: Geçiş 
Ekonomileri Örneğinde Panel Eş bütünleşme ve Panel Nedensellik Analizleri. Gazi Üniversitesi 
İktisadi ve İdari Bilimler Fakültesi Dergisi, 12(1), 159-184.

Alsan, M., Bloom, D. E., & Canning, D. (2004). The effect of population health on foreign direct 
investment (No. w10596). National bureau of economic research.

Alsan, M., Bloom, D. E., & Canning, D. (2006). The effect of population health on foreign direct 
investment inflows to low-and middle-income countries. World Development, 34(4), 613-630.

Aust, V., Morais, A. I., & Pinto, I. (2020). How does foreign direct investment contribute to Sustaina-
ble Development Goals? Evidence from African countries. Journal of Cleaner Production, 245, 
118823.

Ayaydın, H. (2010). Doğrudan yabancı yatırımlar ile ekonomik büyüme arasındaki ilişkinin in-
celenmesi: Türkiye örneği. Dumlupınar Üniversitesi Sosyal Bilimler Dergisi, 26(1), 133-145.

Barro, R. J. (2013). Health and economic growth. Annals of economics and finance, 14(2), 329-366.
Bhargava, A., Jamison, D. T., Lau, L. J., & Murray, C. J. (2001). Modeling the effects of health on 

economic growth. Journal of health economics, 20(3), 423-440.
Bloom, D. E., & Canning, D. (2009). Population health and economic growth. Health and growth, 

53-75.
Bloom, D. E., Canning, D., & Sevilla, J. (2004). The effect of health on economic growth: a produc-

tion function approach. World development, 32(1), 1-13.
Borensztein, E., De Gregorio, J., & Lee, J. W. (1998). How does foreign direct investment affect eco-

nomic growth?. Journal of international Economics, 45(1), 115-135.
Burns, D. K., Jones, A. P., Goryakin, Y., & Suhrcke, M. (2017). Is foreign direct investment good for 

health in low and middle income countries? An instrumental variable approach. Social Science 
& Medicine, 181, 74-82.

Canning, D. & Pedroni, P. (2008). Infrastructure, long‐run economic growth and causality tests for 
cointegrated panels. The Manchester School, 76(5): 504-527.

Carkovic, M., & Levine, R. (2005). Does foreign direct investment accelerate economic growth?. Does 
foreign direct investment promote development, 195.

Choe, J. I. (2003). Do foreign direct investment and gross domestic investment promote economic 
growth?. Review of Development Economics, 7(1), 44-57.

Çetin, M., ve Ecevit, E. (2010). Sağlık harcamalarının ekonomik büyüme üzerindeki etkisi: OECD 
ülkeleri üzerine bir panel regresyon analizi, Doğuş Üniversitesi Dergisi, 11 (2), 166-182.

Ekinci, A. (2011). Doğrudan yabancı yatırımların ekonomik büyüme ve istihdama etkisi: Türkiye 
uygulaması (1980‐2010).  Eskişehir Osmangazi Üniversitesi İktisadi ve İdari Bilimler Dergi-
si, 6(2), 71-96.

Hayaloğlu, P., & Bal, H. Ç. (2015). Üst orta gelirli ülkelerde sağlık harcamaları ve ekonomik büyüme 
ilişkisi. İşletme ve İktisat Çalışmaları Dergisi, 3(2), 35-44.

Herzer, D., & Nunnenkamp, P. (2012). FDI and health in developed economies: A panel cointegra-
tion analysis (No. 1756). Kiel Working Paper.

Li, X., & Liu, X. (2005). Foreign direct investment and economic growth: an increasingly endoge-
nous relationship. World development, 33(3), 393-407.

Nagel, K., D. Herzer & P. Nunnenkamp, (2015). How does FDI affect health? International Econom-
ic Journal, 29(4), 655-679



Economics Studies

- 73 -

Shahid, A., Siddique, H. M. A., & Liaqat, R. (2019). Human health and foreign direct investment 
nexus: evidence from South Asia. Asian Development Policy Review, 7(3), 209-218.

Tıraşoğlu, M. ve Yıldırım, B. (2012). Yapısal kırılma durumunda sağlık harcamaları ve ekonomik 
büyüme ilişkisi: Türkiye üzerine bir uygulama. Ejovoc (Electronic Journal of Vocational Col-
leges), 2(2), 111-117.

Zhang, K. H. (2001). Does foreign direct investment promote economic growth? Evidence from 
East Asia and Latin America. Contemporary economic policy, 19(2), 175-185.


