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The Impact of Government Debt and Foreign Direct
Investment on Economic Growth in Selected Islamic
Countries

Abstract

This study investigates the impact of public debt and foreign direct investment
(FDI) on the economic growth of four selected Islamic countries (Iran, Turkey,
Malaysia, and Egypt) during the period 1960-2023. To achieve the research
objectives, the panel autoregressive distributed lag (Panel ARDL) econometric
method was employed to simultaneously analyze short-term and long-term
relationships. Findings from the model estimation indicate that in the long run,
variables including public debt, inward FDI, national savings, and inflation have a
positive and significant effect on economic growth. In contrast, the results reveal a
strongly negative effect of "trade openness" and "human capital" on the economic
growth of the studied economies. In the short term, the error correction coefficient
was negative and significant, indicating convergence toward long-term
equilibrium. Based on an institutionalist and political economy of development
approach, these findings suggest that the implementation of structural adjustment
policies—such as trade liberalization without an industrial development strategy, or
educational expansion in the absence of absorptive capacity in the productive
sector—Ileads to deindustrialization and brain drain rather than economic growth.
Therefore, the strategic management and channeling of public debt toward
productive infrastructure, conditional trade protectionism, the reform of the
institutional matrix to retain elites within the national production cycle, and
conditioning FDI on technology transfer are presented as the main policy
recommendations of this research.

Keywords: Government debt, foreign direct investment, GDP, autoregression with
panel distribution lags, selected Islamic countries

JEL classification: H63, F21, O47
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