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ABSTRACT

Today, foreign direct investments are a powerful economic growth and job creation tool. The study's data,
which aims to analyze the effects of FDI and economic growth on employment in the Palestinian context,
covers the period between 1995-2022 and consists of annual data. Time series cointegration analysis was
preferred as the econometric analysis method. The stationarity of the variables was evaluated with ADF and
PP unit root tests, and it was determined that they were non-stationary. As a result of the Johansen
cointegration test, a long-run relationship between the variables was determined. According to the FMOLS,
DOLS, and CCR estimation results, a statistically significant positive relationship was found between the
EMP variable used as the dependent variable in the study and the FDI and InGDP variables at a 5 %
confidence level. Finally, according to the Toda Yamamoto causality test results, a statistically significant
unidirectional causality relationship was found between FDI and InGDP variables and the EMP variable at a
5 % level. These results show that FDI in Palestine can create employment and that economic growth has a
substantial impact on employment.

Keywords: Foreign direct investments, economic growth, employment, johansen cointegration analysis.

Dogrudan Yabanc Yatirimlar ve Ekonomik Biiyiimenin Istihdama Etkisi:
Filistin Uygulamasi

(0V7

Dogrudan yabanci yatirimlar giiniimiizde ekonomik biiyiime ve istihdam yaratma agisindan giiglii bir arag
olarak 6ne ¢ikmaktadir. Dogrudan yabanci yatirimlar ve ekonomik biiyiimenin istihdam iizerindeki etkilerini
Filistin baglaminda analiz etmeyi amaglayan caligmanin verileri 1995-2022 arasini kapsamakta ve yillik
verilerden olugmaktadir. Calismada ekonometrik analiz yontemi olarak zaman serisi esbiitiinlesme analizi
tercih edilmistir. Degiskenlerin duraganliklari ADF ve PP birim kok testleri ile degerlendirilmis ve duragan
olmadiklar tespit edilmistir. Johansen egbiitiinlesme testi sonucunda degiskenler arasinda uzun dénemli
iligkilerin varligi tespit edilmistir. Esbiitiinlesme iligkisinin tespit edilmesi sonrasinda gergeklestirilen
FMOLS, DOLS ve CCR tahmin sonuglarina gore, ¢alismada bagimli degisken olarak kullanilan EMP
degiskeniyle FDI ve InGDP degiskenleri arasinda % 5 giiven diizeyinde istatistiki olarak anlamli pozitif iligki
tespit edilmistir. Son olarak ise, Toda Yamamoto nedensellik testi sonuglarina gore FDI ve InGDP
degiskeninden EMP degiskenine dogru istatistiki olarak % 5 diizeyinde anlaml1 tek yonlii nedensellik iliskisi
tespit edilmistir. Elde edilen bu sonuglar, Filistin’de dogrudan yabanci yatirimlarin istihdam yaratma
kapasitesine sahip oldugunu, ekonomik bilylimenin istihdam {izerinde oldukg¢a giiclii bir etkisi oldugunu
gostermektedir.

Anahtar Kelimeler: Dogrudan yabanci yatirimlar, ekonomik bilyiime, istihdam, johansen esbiitiinlesme
analizi.

Introduction

FDI (Foreign direct investment) is one of key elements integrating economic systems with
global capital flows. The theoretical foundations of FDI range from growth models to institutional
economics and industrial organization approaches. Neoclassical growth theory argues that FDI
contributes economic growth by increasing capital stock of host country (Solow, 1956). Based on the
theory, FDI not only overcomes capital shortage in developing countries but also stimulates economic
growth by increasing the efficiency of production factors. However, this approach has been
complemented by endogenous growth models in which economic growth is not limited to capital
accumulation but also technology transfer and innovation (Romer, 1990).
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In neo-classical growth theory, the contribution of FDI is based on increasing production
capacity through physical capital accumulation. Solow's growth model explained relationship between
capital, labor, and technological development, emphasizing that technology is primary source of long-
term growth (Solow, 1956). However, this model does not include effects of FDI to technology
transfer and knowledge diffusion due to technology treatment as an exogenous factor. Endogenous
growth models developed to overcome these shortcomings have emphasized central role of technology
and knowledge transfer in economic growth. Romer's (1990) model argued that FDI can transform
capital accumulation and production processes through knowledge and innovation. Within this
framework, FDI has been posited as a fundamental catalyst for fostering long-term economic growth
in host nations. In particular, transfer of technological knowledge and skills increases competitiveness
of local firms and leads to diversification in the production structure (Borensztein et al, 1998).

The institutional economics perspective offers another critical theoretical approach to
assessing the effects of FDI. This perspective states that effects of FDI are limited to capital and
technology transfer and depend on quality of institutional infrastructure and regulatory framework.
Alfaro et al. (2004) emphasize that contribution of FDI to growth is more pronounced in economies
with developed financial markets. In cases where institutional capacity is strong, FDI is observed to
play a complementary role to domestic investments and stimulate economic growth more effectively
(Demir, 2016). Another dimension supporting FDI's effects on economic growth is its relationship
with openness and international trade. In open economies, FDI's effects on international trade have
often been observed. These investments facilitate local firms' access to international markets and
increase their export capacity(Borensztein et al, 1998). Moreover, it has been stated that FDI
accelerates integration into international value chains and gives local economies a competitive
advantage in global markets (Alfaro et al, 2004).

The effects of foreign direct investment on employment, as is its contribution to economic
growth, is an essential analytical topic. The effects on employment are realized through direct and
indirect mechanisms. Direct effects are manifested by new investments increasing the demand for
local labor. The orientation of FDI towards a sector allows for expanding production in that sector and
creating new job opportunities. However, the extent of these effects depends on sectoral concentration
of FDI and level of technology. For example, investments in low-technology sectors have the potential
to create a broader range of jobs. In contrast, investments in high-technology sectors generally
increase the demand for a more limited but qualified labor force (Zhang, 2001). Indirect effects arise
through productivity growth, knowledge transfer and increase in skill level of the local labor force.
The diffusion of knowledge and technology brought by FDI to local firms can create a long-term
transformation in the labor market structure. Within this framework, it is stressed that FDI has labor
guality-enhancing effect, especially in high-tech sectors (Akinlo, 2004). However, the success of this
transformation depends on structure of labor market and level of human capital in host country. In
economies with low levels of education, problems may arise, such as inability of the local labor force
to fill the employment opportunities created by FDI (Borensztein et al, 1998). Therefore, to fully
benefit from the employment-creating effects of FDI, host country's education and vocational skills
development policies need to be strengthened.

The effects of FDI on employment may also have different repercussions on income inequality
and labor market dynamics. Technology-intensive investments generally increase the demand for
high-skilled labor while having a limited impact on low-skilled labor (Alfaro et al, 2004). This
suggests that effects of FDI on employment should be considered not only quantitative terms but also
qualitative terms. Within this framework, contribution of FDI to economic growth is directly related to
employment dynamics and the transformation capacity of the local labor force.

This study aims to analyze effects of FDI and economic growth on employment in Palestinian
context. FDI is seen as an important tool in development processes in emerging economies with its
capital accumulation, technology transfer, and employment-generating effects, but the extent and
nature of these effects vary depending on host country's institutional infrastructure, economic structure
and level of political stability. In an economy shaped by political and economic vulnerabilities, such as
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Palestine, analyzing the potential effects of FDI is essential for understanding economic growth and
labor market dynamics and developing strategic recommendations to guide development policies. The
paper first presents the theoretical foundations explaining the role of FDI in economic systems,
followed by literature on the subject. Finally, the methodology and findings section analyzes effects of
FDI and economic growth on employment, and policy recommendations are presented to enhance
these effects. In this respect, study aims not only to explain impact of FDI and economic growth on
employment but also to provide important contributions to literature and decision-makers by
emphasizing role of these investments in processes of social development and sustainable economic
structure.
Literature

The effects of FDI on economic growth and employment have been extensively examined in
literature, producing notable findings across various countries. It is widely recognized that FDI fosters
economic growth by facilitating technology transfer, promoting knowledge accumulation,
modernizing production processes, and enhancing capital accumulation. In their European study,
Barrell & Pain (1997) found that FDI leads to growth and technical progress through technology
transfer. Similarly, Borensztein et al (1998) argue that FDI contributes positively to developing
countries' economic growth, provided they have sufficient human capital. These findings suggest that
FDI is capital flow and a means of transferring knowledge and technology.

The effects of FDI vary across countries. Nair-Reichert & Weinhold (2001) argue that the
impact of FDI on growth in developing countries varies depending on the economic, political, and
social structure. Zhang (2001) found that FDI stimulates growth in East Asian and Latin American
countries, but this effect is directly related to the liberalization of trade regimes and human capital
development. This suggests that the impact of FDI depends not only on amount of investment but also
on policies and infrastructure of host countries. Turkey-specific studies also support this general
picture. For instance, Ornek (2007) argues that FDI contributes significantly short and long term
economic growth by increasing domestic savings. Similarly, Mucuk & Demirsel (2009) show that
there is bidirectional causality between FDI and economic growth in Turkey.

It is supported by various studies that the effects of FDI are not homogeneous and show
sectoral differences. Akinlo (2004) reported that FDI in the manufacturing sector stimulated growth in
Nigeria, but its effects were limited in the oil sector. Vu & Noy (2009) argue that sectoral effects of
FDI vary across selected OECD countries, with positive results, especially in their interactions with
the labor force. Similarly, Hu et al (2024) find that FDI increases rural employment and income levels
in coastal areas in China and that the level of education further strengthens this effect. These findings
suggest that FDI contributes to growth and shapes sectoral and regional dynamics.

The development of financial infrastructure stands out as an important factor that strengthens
effects of FDI on growth. Hermes & Lensink (2003) find that financial market development enhances
impact of FDI on growth developing countries, while effect is limited countries with inadequate
financial infrastructure. Moreover, Alfaro et al (2004) find that FDI contributes significantly to growth
countries with developed financial markets. Nguyen and Lee (2021) argue that in low-income
countries, uncertainties negatively affect FDI flows, but developed financial markets can mitigate
these effects. This emphasizes importance of financial market reforms increasing effectiveness of FDI.

The effects on employment are more complex and heterogeneous than economic growth. The
employment-creating effects of FDI are usually generated by new investments expanding production
capacity and increasing the demand for labor. However, these effects vary across countries and
sectors. Akhisar & Giivel (2024) state that FDI in European countries effectively reduces
unemployment in developing regions but does not significantly impact the male unemployment rate in
developed countries. In another study conducted in China (Hu et al, 2024), it was found that FDI
significantly affects rural employment and that the level of education further strengthens this effect.
Ekinci (2011) has shown that FDI supports economic growth in Turkey, but its effects on employment
still need to be improved.

422



Ahi Evran Universitesi Sosyal Bilimler Enstitiisii Dergisi (AEUSBED), 2025, Cilt 11, Ozel Say1, Sayfa 420-436

Regulatory regimes and policies are other important factors shaping effects of FDI on
economic growth and employment. Adams & Opoku (2015) find that quality regulatory regimes in
Sub-Saharan African countries increase the contribution of FDI to growth. Emako et al (2022) argue
that FDI has different effects depending on its sectoral composition and can lead to positive results
manufacturing sector and negative results service sector. Dahal et al (2024) show that FDI contributes
to growth in Nepal, but structural problems such as trade imbalances can limit these effects. These
studies provide substantial evidence of how regulatory regimes and economic infrastructures
transform the impact of FDI.

The effects of FDI on economic growth and employment have been widely studied literature
and found strongly influenced by countries' economic structures, financial systems, sectoral
characteristics, and regulatory regimes. The studies' results show that FDI doesn’t have same type of
impact in every country and that benefits of investment are closely related to existing conditions and
policy frameworks of host countries. Accordingly, Table 1 summarizes effects of methods used and
findings in the literature and provides visual framework for a clearer understanding of relationships
between studies.

Table 1

Literature

Authors/Year Group Method Findings
Barrell & Pain Europe Panel data FDI contributes to GDP and technological
(1997) analysis progress through technology transfer.

Borensztein et al

Developing Countries

Cross-country

FDI was effective in technology transfer

(1998) regression and contributed to growth when the host
analysis country had sufficient human capital stock.

Nair-Reichert Developing Countries Panel data The effect of FDI on economic growth

and Weinhold analysis varies across countries, emphasizing the

(2001) need to consider interaction heterogeneity.

Zhang (2001) Latin America & East Granger FDI was found to promote growth,

Asia

causality and
Cointegration

particularly countries with liberal trade
regimes and well-developed human capital.

method

Hermes & Developing Countries Panel data Financial market development was found to

Lensink (2003) analysis enhance impact of FDI on growth, while
effect was limited absence of adequate
financial infrastructure.

Alfaro et al. Developing and Panel data It was found that FDI significantly

(2004) Developed Countries analysis contributes to economic growth in countries
with well-developed financial markets

Asheghian USA Time series FDI was identified to cause one-way

(2004) analysis causality on total factor productivity and
economic growth.

Akinlo (2004) Nigeria Error Correction  FDI in the manufacturing sector contributed

Model (ECM)

to growth, but its impact was limited in the
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petroleum sector.

Aydin &
Erbaykal (2006)

Developing Countries

Toda-Yamamoto
causality test

Economic growth was found to influence
FDI in developing countries, with mutual
causality observed in a limited number of
countries.

Ornek (2007) Turkey VAR model Direct investments were found to increase
domestic savings and contribute economic
growth both short - long term.

Yang (2008) 110 Countries Panel data The impact of FDI on growth varies

regionally and temporally, with more
positive effects in developed regions.

Mucuk & Turkey VAR model and  Causality was identified between FDI and
Demirsel (2009) Causality test economic growth.
Vu & Noy Selected OECD Fixed-effects The sectoral impact of FDI on growth
(2009) Countries panel regression  varies, with positive outcomes particularly
analysis evident in its interaction with the labor
force.
Ekinci (2011) Turkey Cointegration Causality was identified between FDI and

and Causality
test

economic growth; however, no significant
impact on employment was observed.

Adams & Sub-Saharan Africa GMM Model The effect of FDI depends on regulatory

Opoku (2015) regimes, with quality regulations promoting
economic growth.

Sunde (2017) South Africa ARDL and Causality was identified between FDI,

VECM economic growth, and exports.

Nguyen & Lee 116 Countries GMM Model Analyzed effects of uncertainty and

(2021) developed financial markets on FDI,
finding that uncertainty negatively affects
FDI inflows in low-income countries.

Emako et al. Developing Countries System-GMM The growth impact of FDI differs by sector,

(2022) with positive effects in manufacturing and
negative effects in the services sector.

Obeng- Ghana ARDL and Impact of FDI on employment was

Amponsah & Granger identified indirect, with technology acting

Owusu (2023)

causality test

as a regulatory factor.

Akhisar & Developing and Panel data FDI was found to reduce unemployment
Giivel (2024) Developed European analysis rates more significantly in developing
Countries countries, with no impact on male
unemployment in developed countries.
Paksoy and Kazakhstan Johansen A bidirectional causality relationship was

cointegration

424



Ahi Evran Universitesi Sosyal Bilimler Enstitiisii Dergisi (AEUSBED), 2025, Cilt 11, Ozel Say1, Sayfa 420-436

Alag6z (2024) and Granger identified between GDP and FDI.
causality

The studies in the table reveal that the relationships between FDI economic growth and
employment vary widely terms of both methodological approaches and results. It is understood that
these effects are heavily influenced by factors such as countries' economic structures, financial
infrastructures, sectoral characteristics, and regulatory regimes. Literature shows that effects of FDI
are not homogeneous and are shaped by variables such as host country conditions, policy preferences,
and level of human capital. Findings suggest that FDI is not growth and employment solution alone
but can provide significant benefits within an appropriate economic and institutional framework.

Dataset, Methodology and Findings
Dataset

The study's data, which aims to analyze effects of FDI and economic growth on employment
in Palestinian context, covers 1995-2022 and consists of annual data. While employment is used as
dependent variable, FDI and gross domestic product are used as independent variables. Logarithm of
gross domestic product variable is used. There is no need for an ethics committee decision in this
study. The information for the study was sourced from databases of World Bank and International
Labour Organization. Explanations about data are given below.

Table 2

Data Explanations
Variables Symbol Unit Explanation
Employment EMP Ratio Total Employment Rate
Gross Domestic Product  InGDP logarithmic Logarithm of Total GDP
Foreign Direct FDI Ratio FDI to GDP Ratio
Investment

Methodology

ADF and PP unit root tests were used to examine the stationarity of data of study, which aims
to analyze effects of FDI and GDP on employment in the Palestinian context. A non-stationary
variable in a time series indicates that it contains unit root. With stationarization of a series, both the
problem of spurious regression is eliminated and results of analysis are more reliable.

ADF unit root test eliminates autocorrelation by adding lagged values of dependent variables
as independent variables to model. Moreover, PP test provides nonparametric method to control for
the high degree of correlation in time series (Yalginkaya et al, 2018). The DF unit root test, introduced
by Dickey and Fuller (1979-1981), is among widely utilized methods for determining whether time
series is stationary. Regression equations formulated for ADF test are as follows: (Dickey and Fuller,
1981).

k
AX( =6+ X +ZZ’|AXH +U,

i=1

k
AX =B, + B X, + Btrend +Zﬁ,|AXt_i +U,

i=1

In the equations, X represents the considered series, A represents the difference operator, k
represents lags of dependent variable, f and A are parameters, the trend represents the linear time
trend, and it represents the error term. The unit root test proposed by Phillips - Perron involves
nonparametric corrections (Caglayan and Sagakli, 2006). The equation for the test is determined as
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follows. Here, a = p -1, and xt is the deterministic component denoting “constant” or “constant and
trend”.

Ay, =ay, ,+ 1 '0+¢

Cointegration concept and test developed by Engle-Granger is a practical method since it is
based on single equation and is applied with the OLS (Ordinary Least Squares) method, but it also
brings some limitations. For example, in a bivariate system, possible to detect co-integration
relationship in equation containing one variable, while such a relationship may not be observed in the
equation containing the other variable. This may create uncertainty about the nature of relationship
between variables. Johansen developed method which allows for estimation and testing of all potential
cointegration relationships between sets of variables.

Traditional cointegration methods used in the analysis of long run relationships between
variables have been replaced by modern approaches due to limitations such as endogeneity problems
encountered estimation process and the lack of interpretability of the obtained long-run coefficients. In
this context, FMOLS method by Hansen and Phillips (1990), CCR method by Park (1992) and DOLS
method by Stock and Watson (1993) are particularly noteworthy. Similar to traditional cointegration
techniques, FMOLS, CCR, and DOLS rely on the assumption which series involved are stationary
their first differences. However, a significant analytical advantage of these methods lies their ability to
yield interpretable coefficients, enhancing their practical utility in empirical analysis (Erdogan et al.,
2018).

In this study, which aims to examine the long-run effects of FDI and economic growth on
employment in Palestine, time series cointegration analysis is preferred as econometric analysis
method. Analysis process, the stationarity properties of variables were evaluated by ADF and PP unit
root tests and it was found that they were non-stationary. Following this finding, a VAR(2) model with
an appropriate lag level was constructed. Before proceeding to the cointegration analysis, the stability
conditions of the VAR(2) model are evaluated. It was tested which model should be free from
autocorrelation, satisfy the constant variance assumption, and the characteristic polynomial roots
should lie inside the unit circle. The Johansen co-integration test is employed to identify existence of
long run relationships among variables in model. Long-run estimation results are derived using the
FMOLS, DOLS, and CCR methods. Furthermore, causality relationships between variables are
investigated through Toda and Yamamoto test, providing a more comprehensive validation of study's
findings. Model utilized in study is presented as follows:

EMPi=qao+ BlFDlt + lenGDPt + &t
Findings

Various descriptive characteristics data set of study are given. While employment is used as
dependent variable, FDI and gross domestic product are used as independent variables. Logarithm of

gross domestic product variable is used. Some information about the data set is commented below the
table.

Table 3
Descriptive Statistics for Variables
EMP FDI InGDP

Mean 32.130 1.722 23.017
Median 32.550 1.180 23.031
Maximum 35.977 5.200 23.485
Minimum 26.045 0.270 22.413
Std. Dev. 2.043 1.557 0.371
Skewness -0.932 1.127 -0.199
Kurtosis 4.199 2.906 1.592
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Jarque-Bera 5.732 5.945 2.497
Probability 0.056 0.051 0.286

The data set of variables analyzed in study is shown Table 3. Considering analysis period,
average, biggest and smallest values of EMP are 32.130, 35.977 and 26.045. The average, biggest and
smallest values of FDI variable are 1.722, 5.200 and 0.270. Average, biggest and smallest values of
GDP variable are 23.017, 23.485 and 22.413, respectively. Unit root tests results are given below.

Table 4
Unit Root Test Results
Variables ADF PP Decision
Const. Const. and Trend Cons. Const. and Trend
EMP -2.52(0.126) -2.97(0.157) -2.53(0.134) -2.98(0.153) nonstationary
FDI -2.23(0.197) -2.27(0.432) -2.16(0.222) -2.21(0.460) nonstationary
InGDP -1.11(0.695) -3.21(0.103) -1.11(0.695) -2.08(0.529) nonstationary

Note: Values in parentheses show probability values.

Null hypothesis which all variables have unit root cannot be rejected at the 5 % level of
significance, therefore, these variables are found to be non-stationary at their levels. Following the unit
root test results, it is necessary to determine VAR model with appropriate lag before proceeding to the
cointegration analysis. The determination of the appropriate lag level to be used in VAR model is
carried out using information criteria. The VAR model appropriate lag value results using various
information criteria are given Table 5 below.

Table 5

Determining the Appropriate VAR Model

Lag number LogL LR FPE AIC SC HQ

0 -102.274 NA 0.660 8.098 8.243 8.139
1 -43.408 99.619 0.014 4.262 4.842 4.429
2 -29.932 19.694* 0.010*  3.917* 4.934* 4.210*

*' shows the lag length selected by relevant criteria.

All information criteria indicate that appropriate lag level is two. Before proceeding with the
cointegration analysis, the VAR(2) model with the appropriate lag level should be checked to see
whether it satisfies the stability conditions (no autocorrelation, no changing variance and characteristic
polynomial roots less than one). Then, the cointegration test can be performed using VAR model with
appropriate lag which satisfies the stability condition. Results of stability condition tests of VAR(2)
model with appropriate lag are given Table 6.

Table 6
Stability Condition Tests of VAR(2)

LM Autocorrelation Test Result

Lag LR Statistic Probability Decision
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1 3.750 0.927 no autocorrelation

White Heteroscedasticity Test Result

Chi-Square Statistic Probability Decision

67.109 0.641 no heteroscedasticity

Characteristic Polynomial Roots

Roots Modulus Value
0.918519 0.918519
0.117185 - 0.582903i 0.594565
0.117185 + 0.582903i 0.594565
0.500695 - 0.194925i 0.537300
0.500695 + 0.194925i 0.537300
-0.532929 0.532929

Stability conditions of VAR(2) model with appropriate lag level presented Table 6 are
investigated comprehensively and it is determined that model meets the necessary criteria.
Accordingly, the VAR(2) model is found to be free of autocorrelation, free of changing variance and
the characteristic polynomial roots are inside unit circle (modulus values less than 1). Results indicate
that prerequisites for the Johansen co-integration test are fulfilled by the VAR(2) model. Furthermore,
the unit root tests indicated that variables utilized the study are integrated of the same order,
specifically first order 1(1). This outcome enabled application of Johansen cointegration test to
evaluate presence of long run relationship among variables. The detailed results of the Johansen
cointegration test are presented in Table 7.

Table 7
Johansen Cointegration Test
Number of Eigen Val. Trace Stat. CritVal.(5%) Probability
Equations
r=0 0.6511 53.2543 35.1927 0.0002
<l 0.5446 25.8761 20.2618 0.0075
r<2 0.1881 5.4197 9.1645 0.2405

Test results shows taht there are two co-integrated vectors between EMP, FDI and InGDP
variables. After the Johansen co-integration test, FMOLS, DOLS and CCR methods were used to
estimate coefficients of relationships between EMP, FDI and InGDP variables. The estimation results
obtained through FMOLS, DOLS, and CCR methods are presented in Table 8 below.
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Table 8
FMOLS, DOLS ve CCR Estimation Results
Variables FMOLS DOLS CCR
Coeff. Prob. Coeff. Prob. Coeff. Prob.
FDI 0.8183 0.0003 0.7184 0.0222 0.8148 0.0005
InGDP 3.2742 0.0007 41134 0.0011 3.1900 0.0007
Constant -44.8344 0.0296  -64.5680 0.0170 -2.2708 0.0324

The FMOLS estimation results indicate statistically significant positive relationship at 5 %
confidence level between EMP and FDI, InGDP variables. In this case, when FDI increases by one
unit, EMP variable increases by 0.8183 units. Similarly, when InGDP increases by one unit, the EMP
variable increases by 3.2742 units. DOLS estimation shows statistically significant positive
relationship between EMP variable and FDI and InGDP variables at 5 % confidence level. According
to this result, when FDI increases by one unit, EMP variable increases by 0.7184 units. Similarly,
when InGDP increases by one unit, EMP variable increases by 4.1134 units. Finally, CCR estimation
shows statistically significant positive relationship between EMP variable and FDI and InGDP
variables at 5 % confidence level. According to this result, when FDI increases by one unit, EMP
variable increases by 0.8148 units. Similarly, when InGDP increases by one unit, the EMP variable
increases by 3.3190 units. The results obtained with FMOLS, DOLS and CCR methods show that a
one unit increase in FDI increases the EMP variable by 0.8183, 0.7184 and 0.8148 units, respectively.
This finding reveals that FDI has the capacity to create employment. Foreign investments can be
thought to create this positive effect through mechanisms such as providing new job opportunities,
transferring technology and increasing labor demand, which support economic growth.

According to FMOLS, DOLS and CCR estimations, a one unit increase in INGDP increases
EMP by 3.2742, 4.1134 and 3.3190 units, respectively. This result shows that economic growth has a
very strong impact on employment. Economic growth increases production capacity, raising the
demand for labor and expanding employment opportunities. Moreover, a growing economy has the
potential to create more jobs by expanding the service and industrial sectors. As a result, all methods
provide consistent results on direction and significance of relationship between variables. This
increases reliability of analysis. The fact that both FDI and InGDP have positive and significant effects
on employment emphasizes positive impact of policies aimed at increasing InGDP and FDI on
employment. In particular, implementation of policies that encourage FDI is critical for both reducing
unemployment and promoting economic growth. Overall, these findings provide an empirical
framework proving positive impact of FDI and InGDP on employment in Palestine. By supporting
these two factors, policymakers can combat unemployment and promote economic development in a
sustainable manner. Table 9 below presents the Toda and Yamamoto causality relationship results.

Table 9

Toda Yamamoto Causality Results

Dep. Variable:EMP x2 Statistic Degrees of Freedom Probability
FDI 11.8269 2 0.0027**
InGDP 12.3485 2 0.0210**
Dep. Variable: FDI x2 Statistic Degrees of Freedom Probability
EMP 3.7192 2 0.1557
InGDP 2.2068 2 0.3317
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Dep. Variable: InGDP X2 Statistic Degrees of Freedom Probability
EMP 4.4028 2 0.1106
FDI 0.7495 2 0.6875

Note: *** ** and * indicate causality at 1 %, 5 % and 10 %, respectively.

Toda-Yamamoto test reveal a unidirectional causality relationship, statistically significant at 5
% level, from the FDI and InGDP variables to the EMP variable. However, no statistically significant
causality relationship at 5 % level is observed from EMP and InGDP to FDI. Similarly, no statistically
significant causality relationship at 5 % level from EMP and FDI to the INGDP variable.

Conclusion

FDI has become vital driver of economic growth and job creation in the contemporary global
economy. In both developed and developing nations, FDI plays crucial role not only by providing
financial resources but also through transfer of technology, innovation, and the dissemination of
expertise. These investments enable countries to enhance productivity, boost competitiveness, and
generate new employment opportunities in their labor markets. However, impact of FDI on economic
development is not solely determined by volume of investment; it is also influenced by factors such as
the institutional framework, economic infrastructure, and political stability of host country. Especially
in countries with strong financial infrastructure and an effective regulatory framework, the positive
effects of these investments become much more pronounced, whereas weak institutional structures and
limited human capital can limit the potential of this effect.

The study, which aims to analyze the effects of FDI and GDP on employment in Palestinian
context, covers period 1995-2022 and consists of annual data. While employment is used as the
dependent variable, FDI and gross domestic product variables are used as independent variables. Data
of study were obtained from World Bank and International Labor Organization database.

Stationarity of variables was initially tested using the ADF and PP unit root tests. For variables
found to be non-stationary at their level values, the long-run relationship was examined using
Johansen co-integration test. Results of the Johansen co-integration test indicated presence of co-
integration among EMP, FDI, and InGDP variables in Palestine. Results obtained with the long run
FMOLS, DOLS and CCR methods after detection of cointegration relationship show that a one unit
increase in FDI increases the EMP variable by 0.8183, 0.7184 and 0.8148 units. Finding reveals that
FDI has the capacity to create employment. According to FMOLS, DOLS and CCR estimations, a one
unit increase in InGDP increases EMP by 3.2742, 4.1134 and 3.3190 units. Result reveals that
economic growth has very strong impact on employment. By increasing production capacity,
economic growth raises the demand for labor and expands employment opportunities. The fact that
both FDI and InGDP have positive and significant effects on employment emphasizes the positive
impact of policies aimed at increasing economic growth and FDI on employment. In particular,
implementation of policies that encourage foreign investment is critical for both reducing
unemployment and promoting economic growth.

In the Palestinian context, the literature shows that FDI and InGDP can have positive effects
on EMP, but these effects are not fully realized due to various constraints. Political instability, weak
economic infrastructure and deficiencies in regulatory regimes are among the main factors limiting the
potential of these investments. Limited local labor capacity and the uneven distribution of sectoral
investments reduce the potential for employment-generating effects of FDI and INnGDP. To maximize
the impact of FDI and increase its contribution to sustainable development, Palestine should, where
possible, improve its regulatory regimes, strengthen its financial infrastructure and prioritize human
capital investments. Especially in countries with fragile economic structures such as Palestine, it is
vital to ensure political stability and implement long-term strategic plans. Future research should
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examine the EMP effects of FDI and InGDP in Palestine in more detail on a sectoral basis, along with
indirect effects such as technology transfer and knowledge accumulation.
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Genisletilmis Ozet
Giris

Dogrudan yabanci yatirimlar giinlimiizde ekonomik biiylime ve istthdam yaratma agisindan
giiclii bir arag olarak one ¢ikmaktadir. Dogrudan yabanci yatirimlar ve ekonomik biiyiimenin istithdam
izerindeki etkilerini Filistin baglaminda analiz etmeyi amaglayan ¢alismanin verileri 1995-2022
arasini kapsamakta ve yillik verilerden olugsmaktadir. Caligmada ekonometrik analiz yontemi olarak
zaman serisi esbiitiinlesme analizi tercih edilmistir. Degiskenlerin duraganliklart ADF ve PP birim kdk
testleri ile degerlendirilmis ve duragan olmadiklar1 tespit edilmistir. Johansen esbiitiinlesme testi
sonucunda degiskenler arasinda uzun doénemli iliskilerin varligi tespit edilmistir. Esbiitiinlesme
iligkisinin tespit edilmesi sonrasinda ger¢eklestirilen FMOLS, DOLS ve CCR tahmin sonuglarina
gore, calismada bagimli degisken olarak kullanilan EMP degiskeniyle FDI ve InGDP degiskenleri
arasinda % 5 giiven diizeyinde istatistiki olarak anlaml pozitif iliski tespit edilmistir. Son olarak ise,
Toda Yamamoto nedensellik testi sonuglarina gore FDI ve InGDP degiskeninden EMP degiskenine
dogru istatistiki olarak % 5 diizeyinde anlamh tek yonlii nedensellik iliskisi tespit edilmistir. EMP ve
InGDP degiskeninden FDI degiskenine dogru istatistiki olarak % 5 diizeyinde anlamli nedensellik
iligkisi tespit edilememistir. Benzer sekilde, EMP ve FDI degiskeninden InGDP degiskenine dogru
istatistiki olarak % 5 diizeyinde anlamli nedensellik iligkisi tespit edilememistir. FMOLS, DOLS ve
CCR yontemleriyle elde edilen sonuglar, FDI’in bir birim artmasinin EMP degiskenini sirasiyla
0.8183, 0.7184 ve 0.8148 birim artirdigin1 gdstermektedir. FMOLS, DOLS ve CCR tahminlerine gore,
InGDP’nin bir birim artmast EMP’yi sirasiyla 3.2742, 4.1134 ve 3.3190 birim artirmaktadir. Elde
edilen bu sonugclar, Filistin’de dogrudan yabanci yatirimlarin istihdam yaratma kapasitesine sahip
oldugunu, ekonomik biiyiimenin istihdam {izerinde oldukga giiclii bir etkisi oldugunu gostermektedir.

Yontem

Dogrudan yabanci yatirimlar ve ekonomik biiyiimenin istihdam tizerindeki etkilerini Filistin
baglaminda analiz etmeyi amaglayan calismanin verileri 1995-2022 arasim1 kapsamakta ve yillik
verilerden olugmaktadir. Calismada bagimli degisken olarak istihdam kullanilirken, bagimsiz
degiskenler olarak dogrudan yabanci yatirimlar ve gayri safi yurtigi hasila degiskeni yer almaktadir.
Caligmanin analizinde gayri safi yurtigi hasila degiskeninin logaritmasi alinarak kullanilmigtir.
Calismanin verileri Diinya Bankas1 (WB) ve Uluslararas1 Calisma Orgiitii (ILO) veri tabanindan temin
edilmigstir. Calismanin analizi Eviews programi ile gerceklestirilmistir. Filistin’de dogrudan yabanci
yatirimlar ve ekonomik biiyiimenin istihdam iizerindeki uzun dénemli etkilerini incelemeyi amaglayan
bu ¢alismada, ekonometrik analiz yontemi olarak zaman serisi es-biitiinlesme analizi tercih edilmistir.
Analiz siirecinde, Oncelikle degiskenlerin duraganlik 6zellikleri ADF ve PP birim kok testleri ile
degerlendirilmis ve duragan olmadiklar1 tespit edilmistir. Bu bulgunun ardindan, uygun gecikme
diizeyine sahip VAR(2) modeli olusturulmustur. Es-biitiinlesme analizine gegmeden 6nce, VAR(2)
modelinin kararlilik kosullar1 degerlendirilmistir. Bu kapsamda, modelin otokorelasyondan armnmig
olmasi, sabit varyans varsayimini saglamasi ve karakteristik polinom koklerinin birim ¢emberin i¢inde
yer almasi gerektigi test edilmistir. Johansen es-biitiinlesme testi yardimiyla modeldeki degiskenler
arasinda uzun donemli iligkilerin varlig1 tespit edilmistir. Elde edilen uzun donem tahmin sonuglari ise
FMOLS, DOLS ve CCR yontemleri kullanilarak hesaplanmistir. Ayrica, degiskenler arasindaki
nedensellik iliskileri Toda-Yamamoto nedensellik testi ile analiz edilerek ¢alisma sonuglari daha
kapsaml1 bir sekilde desteklenmistir.

Bulgular

Dogrudan yabanci yatirimlar ve ekonomik biiyiimenin istihdam tizerindeki etkilerini Filistin
baglaminda analiz etmeyi amaglayan ¢alismanin verilerinin duraganliginin incelenmesinde
Genisletilmis Dickey-Fuller (ADF) ve Philips-Perron (PP) birim kok testlerinden yararlanilmustir.
Zaman serisinde duragan olmayan bir degisken, birim kdk icerdigini gostermektedir. Degiskenlere
uygulanan ADF ve PP birim kok testi sonucuna gore %5 anlam diizeyinde tiim degiskenlerin birim
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koke sahip olduguna iliskin Ho temel hipotezi reddedilememekte, dolayisiyla bu degiskenlerin
seviyelerinde duragan olmadig1 tespit edilmektedir. Bilgi kriterlerinin tamami1 (LR, FPE, AIC, SC ve
HQ) tarafindan uygun gecikme diizeyinin iki oldugu tespit edilmistir. Esbiitiinlesme analizine
gecilmeden oOnce, uygun gecikme diizeyine sahip VAR(2) modelinin kararlilik kosullarini
(otokorelasyon olmamasi, degisen varyans olmamasi ve karakteristik polinom koklerinin birden kiigiik
olmasi) saglayip saglamadiklarina dair kontrollerinin gercgeklestirilmesi gerekir. Daha sonrasinda
kararlilik kosulunu saglayan uygun gecikmeye sahip VAR modeli kullanilarak esbiitiinlesme testi
gergeklestirilebilir. Uygun gecikme diizeyine sahip VAR(2) modelinin kararlilik kosullar1 kapsamli bir
sekilde incelenmis ve modelin gerekli kriterleri sagladigi belirlenmistir. Bu dogrultuda, VAR(2)
modelinde otokorelasyon bulunmadigi, degisen varyans sorununa rastlanmadigi ve karakteristik
polinom kdoklerinin birim ¢emberin i¢inde (modiiliis degerleri 1’den kiigiiktiir) oldugu tespit edilmistir.
Johansen es-biitlinlesme testi sonuclarina gére EMP, FDI ve InGDP degiskenleri arasinda iki tane es-
biitiinlesik vektoriin varligi tespit edilmistir. FMOLS tahmin sonuglarina gore, calismada bagiml
degisken olarak kullanmilan EMP degiskeniyle FDI ve InGDP degiskenleri arasinda % 5 giliven
diizeyinde istatistiki olarak anlaml pozitif iligki tespit edilmistir. Bu durumda, FDI bir birim arttiginda
EMP degiskeninin 0.8183 birim arttigin1 gostermektedir. Benzer sekilde, InGDP bir birim arttiginda
EMP degiskeninin 3.2742 birim arttigim1 gostermektedir. DOLS tahmin sonuglarina gore ise, EMP
degiskeniyle FDI ve InGDP degiskenleri arasinda % 5 giiven diizeyinde istatistiki olarak anlamli
pozitif iligki tespit edilmistir. Bu sonuca gore, FDI bir birim arttiginda EMP degiskeninin 0.7184 birim
arttigin1 gdstermektedir. Benzer sekilde, InGDP bir birim arttiginda EMP degiskeninin 4.1134 birim
arttigin1 gostermektedir. Son olarak CCR tahmin sonuglarina gore ise, EMP degiskeniyle FDI ve
InGDP degiskenleri arasinda % 5 giiven diizeyinde istatistiki olarak anlamli pozitif iligki tespit
edilmistir. Bu sonuca gore, FDI bir birim arttiginda EMP degiskeninin 0.8148 birim arttigin
gostermektedir. Benzer sekilde, InGDP bir birim arttiginda EMP degiskeninin 3.3190 birim arttigin
gostermektedir. Toda Yamamoto nedensellik testi sonuglarma gore FDI ve InGDP degiskeninden
EMP degiskenine dogru istatistiki olarak % 5 diizeyinde anlaml tek yonlii nedensellik iliskisi tespit
edilmigtir. EMP ve InGDP degiskeninden FDI degiskenine dogru istatistiki olarak % 5 diizeyinde
anlamli nedensellik iligkisi tespit edilememistir. Benzer sekilde, EMP ve FDI degiskeninden InGDP
degiskenine dogru istatistiki olarak % 5 diizeyinde anlamli nedensellik iliskisi tespit edilememistir.

Sonuc, Tartisma ve Oneriler

Dogrudan yabanci yatirimlar ve ekonomik biiyiimenin istihdam tizerindeki etkilerini Filistin
baglaminda analiz etmeyi amaglayan calismanin verileri 1995-2022 arasimi kapsamakta ve yillik
verilerden olugmaktadir. Calismada bagimli degisken olarak istihdam kullanilirken, bagimsiz
degiskenler olarak dogrudan yabanci yatirimlar ve gayri safi yurtici hasila degiskeni yer almaktadir.
Calismanin verileri Diinya Bankas1 (WB) ve Uluslararas1 Calisma Orgiitii (ILO) veri tabanindan temin
edilmistir. Calismanin analizinde oncelikle degiskenlerin duraganligi ADF ve PP birim kok testleri ile
sinanmis, diizey degerlerinde duragan olmadiklar tespit edilen degiskenler arasindaki uzun dénemli
iliski Johansen egbiitiinlesme testi ile incelenmistir. Johansen esbiitiinlesme testinin sonucunda,
Filistin’de EMP, FDI ve InGDP degiskenleri arasinda esbiitiinlesme iliskisinin oldugu tespit edilmistir.
Esbiitiinlesme iliskisinin tespiti sonrasinda gerceklestirilen uzun dénem FMOLS, DOLS ve CCR
yontemleriyle elde edilen sonuglar, FDI’in bir birim artmasinin EMP degiskenini sirasiyla 0.8183,
0.7184 ve 0.8148 birim artirdigim1 gostermektedir. Bu bulgu, dogrudan yabanci yatirimlarin istihdam
yaratma kapasitesine sahip oldugunu ortaya koymaktadir. FMOLS, DOLS ve CCR tahminlerine gore,
InGDP’nin bir birim artmas1 EMP’yi sirastyla 3.2742, 4.1134 ve 3.3190 birim artirmaktadir. Bu sonug,
ekonomik biiyiimenin istihdam tizerinde oldukea giiglii bir etkisi oldugunu gostermektedir. Ekonomik
biiylime, tiretim kapasitesini artirarak is giicline olan talebi yiikseltmekte ve istihdam olanaklarini
genigletmektedir. FDI ve INGDP'nin her ikisinin de istihdam ftizerinde pozitif ve anlamli etkiler
yaratmasi, ekonomik biiylimeyi ve dogrudan yabanci yatirimlari artirmaya yonelik politikalarin
istihdam iizerindeki olumlu etkisini vurgulamaktadir. Ozellikle yabanci yatirimlarr tesvik eden
politikalarin uygulanmasi, hem igsizligi azaltmak hem de ekonomik biiyiimeyi desteklemek agisindan
kritik 6nem tasimaktadir. Filistin baglaminda literatiirde gerceklestirilen analizler, FDI ve InGDP’nin
EMP iizerinde olumlu etkiler yaratabilecegini ancak bu etkilerin gesitli kisitlamalar nedeniyle tam
anlamiyla ortaya ¢ikamadigini gostermektedir. Siyasi istikrarsizlik, ekonomik altyapinin zayifligi ve
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diizenleyici rejimlerdeki eksiklikler, bu yatirnmlarin potansiyelini sinirlayan baslica faktorler arasinda
yer almaktadir. Gelecekte yapilacak calismalar i¢in ise Filistin’de FDI ve InGDP’nin EMP etkilerini
sektorel bazda daha detayli incelemeli, teknoloji transferi ve bilgi birikimi gibi dolayli etkilerle birlikte
degerlendirmelidir. Ayrica, yerel is giicii kapasitesini artirmaya yonelik egitim politikalari, FDI’nin
istihdam yaratici etkilerini daha siirdiiriilebilir kilmak i¢in arastirma kapsamina dahil edilmelidir. Bu
tiir galigmalar hem uluslararasi yatirimcilarin ihtiyaglarint hem de yerel ekonomilerin Onceliklerini
dikkate alan daha etkili politikalar gelistirilmesine katki sunabilir.

436



