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Abstract

With the emergence and expansion of the globalization phenomenon and the
deepening of interactions and economic and trade relations between the
countries of the world, the role and place of attracting foreign capital in the
patterns of growth and development have become very important for countries
that are facing financial difficulties, in a way that since the 80s, new factors and
variables have been proposed as the stimulus for attracting foreign direct
investment and have attracted the attention of economists. Therefore, according
to this necessity, the purpose of the current research is to investigate the
relationship between innovation and the inflow of foreign direct investment in
the top 47 science-producing countries in the world from 2011 to 2020. For this
purpose, the econometric approach of dynamic panel data and dynamic
generalized moments estimator have been used to estimate the model. The
results of the research model show that all the studied variables with different
estimated coefficients have a positive and significant effect on foreign direct
investment in a way that the improvement of each of the five variables of
innovation inputs and the variable of corruption control, exchange rate, and
degree of development of the countries used as control variables increases the
volume of foreign direct investment in this category of countries.
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1. Introduction

Due to the great importance of foreign direct
investment in different dimensions of the
economy, the effects of economic growth and
development and other macroeconomic
variables on foreign direct investment have
started in the past few decades. Also, in recent
years, due to continuous transformations in
various fields, the rules of the game have
changed and the current period has become
based on innovation. Schumpeter, the founder
of the theory of innovation components in
1934, introduced innovation as the use of new
combinations in production forces in order to
solve business problems and create a more
efficient production structure, and by nature,
the richest country in the world is a country
that puts innovation as the policy of its
strategies. Due to the lack of scientific study in
this field, the current research examines the
effect of five components of global innovation
inputs from organizations and institutions,
human capital and research, infrastructure,
business complexity, and market operations
along with other control technologies
including  exchange rate, degree of
development, and corruption. It also deals with
foreign direct investment in 47 selected
countries producing world science from 2011-
2020. The current research seeks to test the
hypothesis that the five components of
innovation inputs create and increase the
inflow of foreign direct investment.

2. Method

In this research, the generalized torque
method is used. The generalized moment
method is one of the appropriate estimation
methods in tabular data, and due to its
advantages over cross-sectional and time
series data, this method is widely used in
economic research and takes into account the
effects of dynamic adjustment of the
dependent variable, and if there is an internal
problem between variables or explanatory
variables, this problem is solved by using
instrumental variables. The econometric
model used in this research is like this:

LFDIit=ﬁo+B1*LFDIu_
1+Bo*LINS;+Bs*LINF;+Bs*LHCi+Bs*LBCi+Bs*LM
Cit ¥B7*LCCy+Bs*LDDi+ Bo*ERii+eit

FDI;i4 FDI inflow is in a previous period and
the dependent variable is with lag. INS, INF,
HC, BC, and MC respectively represent
organizations and institutions, infrastructure,
human capital and research, business
complexity, and market complexity, which are
the five components of innovation inputs.
However, determining a suitable econometric
model that can properly explain the changes in
the attraction and entry of foreign direct
investment in relation to the change of the
independent variables of the research requires
considering other factors affecting it under the
title of control variables, which has been used
and is indicated by CC due to the importance
of the corruption control index of the
countries in this research. Additionally, the
two variables of exchange rate and degree of
development of the countries have also been
used as control variables, which are indicated
by ER and DD, respectively. The present
research was carried out in terms of practical
purpose and with the intention of applying the
results in the studied statistical sample. Also, in
terms of data collection method, data has been
collected from internet databases and the
relationship of variables has been investigated
using secondary statistics. The research model
evaluates the desired hypotheses using
multivariate regression analysis of the dynamic
panel data approach.

3. Findings

The unit root test shows that some variables in
the current research are at the level and some
are constant and with one-time differences.
The results of the Kao test also confirm the
existence of a balanced relationship between
the variables. The model is confirmed by the F-
Limer test in the form of panel data. Finally, the
research model is estimated by the method of
generalized moments. The findings show that
all the independent and control variables of the
research (human capital and research,
organizations and institutions, infrastructure,
market complexity, business complexity,
corruption, and degree of development) have a
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positive and significant effect on foreign direct
investment, except for the rate variable
currency that has a negative and significant
effect on foreign investment. In order to
ensure the suitability of the generalized
moments method for estimating the model,
two tests have been performed. First, Sargan's
test was used to prove the validity condition of
over-diagnosis and the validity of the
appropriateness of the instrumental variables,
the null hypothesis of which indicates the
appropriateness of the instrumental variables,
and its value greater than 0.05 confirms the
validity of the instruments used in the
estimation of the research model. The second
test was the residual correlation test of the
first-order AR(l) and the second-order AR(2),
the results of which indicate the validity of the
instrumental variables used in the model and
confidence in the results because the
disturbance sentences have first-order serial
correlation and no serial correlation are the
second-order.

4. Results

The research results show that the five
components of innovation inputs are effective
in attracting foreign direct investment in
countries, because their improvement makes
the market attractive for investment, reduces
production costs, and increases the

profitability of foreign investors. Also, among
the control variables of the research,
improving the country's development level
index and corruption control has a positive and
significant effect on the attraction of foreign
direct investment, but the exchange rate
variable has a negative effect on the dependent
variable of the research. Therefore,
governments are advised to pay more
attention to innovation components; because
the more innovation activities such as research
and development in a country, the more
political stability and the more responsive and
efficient the government will be. In such
situations, additional regulations and costs are
lower, the rule of law is more extensive and
corruption is limited, and the fields of
attracting foreign direct investment occur at a
higher level.
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