The impact of Human Capital on the Relationship Between Foreign
Direct Investment and Employment in Developing Countries

Marzieh Sadat Sharifi*, Mahboobeh Farahati*", Rahman Saadat™

Original Article Receive Date: 2024 Apr 10 Accept Date: 2024 Jun 14 Page: 153-171

Abstract

The purpose of this paper is to investigate the role of human capital in the relationship between
foreign direct investment and employment in developing countries using data from the period
2004-2019. To this end, the rate of school enrollment secondary is considered as an index of
human capital. Moreover inflation is included in the model as control variable. The results of
panel ARDL approach show that the effect of foreign direct investment on employment is
negative and statistically significant. Furthermore, the effect of the interaction between human
capital and foreign direct investment on employment is positive and statistically significant,
which suggests that the effect of foreign direct investment on employment is dependent of the
level of human capital. such that as the human capital level increases the negative relationship
between foreign direct investment and employment weaker. In addition, the results reveal that
human capital does not have a significant effect on employment. Finally, the effect of the control
variable of inflation is negative and statistically significant. The findings of this research have
important policy implications for the improving of human capital with the aim of increasing the
employment in developing countries.
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