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Abstract 

The relation between innovation and foreign direct investment (FDI) is investigated in this paper by using time series 
Vector Autoregression (VAR) method. The main research question of the paper is whether FDI contributes on 
development of innovation in Turkey or vice versa. In Turkey, after the structural transformations in Turkish 
economy, export led growth is taken as vein that feeds to the economic development and thus importance of foreign 
direct investments have been increasing in the post-1980 period. The obtained findings show that FDI has not been 
contributing to innovation; however, development of innovation attracts the FDI inflows in that period.  
 
© 2015 Doruk. Published by Elsevier Ltd. 
Peer-review under responsibility of the International Conference on Leadership, Technology, Innovation 
and Business Management. 
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1. Introduction 

In the early 1980s, Turkey has experienced new structural policies after the 1978 debt crisis. After the 
24th January Decisions, Turkey has been taking different structural policies for economic development, 
and export orientation apparently was described as ‘a new vein’ that feeds to economic development.  

After the 1978 Crisis, which happened in the state owned markets, and the import substitution policies 
had been using until to pre-crisis era, there was a closed economy in Turkey.  However, due to failures of 
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the import substitution policies, following to the 1978 crisis and the military coup in 1980, 24th January 
Decisions were taken in Turkey. In those policies, export oriented policies were taken as basis for 
economic development for Turkish economy. Export oriented policies and industry led export oriented 
policies were taken as centre of the economic development. 

Following the 24th January Decision, in 1989, the capital movements were liberalized in Turkey under 
the no.32th Enactment in Turkey.  The liberalization policies show that there were structural 
transformations in Turkish economy, and the economy has become outward oriented.  
While the 24th January Decisions are structural restructuring for Turkish Economy through export 
orientation vein, there has been problematic part for Turkish economy by which widening the current 
account deficit. As a matter of fact whether the foreign financing sources could be stimulate the 
competition and thus innovation or not is a real question for Turkish economy.  
In this paper, the relation between innovation and FDI inflows is investigated in Turkey between 1980 
and 2011.  Whether innovation is dependent on FDI or not is a main research question of the paper, 
especially in the post-1980 Turkish economy. 
The rest of paper is following; in the first chapter, the brief literature review is given, in the second part of 
paper, empirical application is employed, and in the third part of the paper, general discussion is given.  

2. Innovation and Openness: Is there a link between them? 

There is no consensus about whether FDI inflows increase technological progress or not in the relevant 
literature.  FDI has been positively contributed on innovation and R&D investments are found in the 
relevant literature. However, the most recent researches show that there is not a ‘law’ for the relation 
between the variables and the relation may vary on the level of openness and development of host country. 

 
While Findlay (1978) pointed out that FDI increases technical progress, Tang and Zhang (2015) 

pointed out that whether FDI ameliorates to the host country’s export performance varies. FDI and export 
boom relation is based on FDI’s absorptive capacity of the host country according to Tang and Zhang 
(2015).  Pegkas (2015:124) emphasized that  

 
“This effect of FDI on economic growth is dependent on the level of technological advance of a host economy, the 

economic stability, the state investment policy, the degree of openness and the amount of human capital.” 
 
Danilovic and Croucher (2015) have examined investment in personnel and FDI inflows relation in 
Belarusian companies between 2009 and 2014, and they found that the 2008-09 crisis hit to the 
investment expenditures in personnel, and the companies reduce their expenditures of training, and 
personnel development. This situation does not attract FDI inflows to Belarus, and it reduces to the 
innovation in the firm level due to human capital based expenditures has decreased.  
Guimon (2011) researched that globalization of corporate R&D policies and its effect on FDI and 
innovation policies, especially on government policies in the EU. For Guimon (2011), the relation 
between FDI oriented policies and innovation policies is essential for economic development.  
Minin et al. (2012) investigated that China’s internationalization of R&D policies by using FDI in the EU. 
The FDI inflows which are China based to the EU has some benefits for China, i.e human resources 
excellence, technology exploration and technology exploitation simultaneously, assessing to domestic 
competitive advantage, thus China based companies have established overseas R&D units in the EU.  
Huang (2013) found that when FDI outflows increase in the host country, the companies which are host 
country based increase their R&D expenditures. Huang (2013)’s findings show the reversal relation 
between FDI inflows and development of innovation.  
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