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I. INTRODUCTION

1.1 The concept of development

The concept of development often follows other concepts, such as economic, social, cultural,
technological, etc. Most often, the references concern economic development, which is linked to or mutually
influenced by other forms of development, and any change in economic development can "lead" them to a
similar change. Businesses, as they operate in an intense competitive environment, especially as the market has
developed today, are forced to make investments, of smaller or larger scale, thus contributing to the economic
development of the country.

1I1. LITERATURE REVIEW

2.1 The concept of economic growth and economic development

The two main terms that are usually used in the literature to define the concept of development are
“economic development” and “economic growth”. According to common perception, economic development is
often identified with economic growth and for this reason the following distinction is made: Economic growth
shows a positive change in the economic figures of a region and mainly an increase in the product produced.
Economic growth is usually determined by the change in the product produced or the income of a regional or
national economy. Usually, the identified variable used for the quantitative expression of growth is the Gross
Domestic Product (GDP), while the real value of GDP is used to calculate growth, which results if inflation is
subtracted from the nominal value.

If Y is the real GDP of a region and t is the time, then the annual growth rate can be calculated from the
relationship (Polyzos, 2017):

_fe =V 2.1)
A
The rate of economic growth of an economy has a very important long-term significance for the well-being of
its residents and their income.

Economic growth does not necessarily mean ensuring social well-being. Usually, economic progress and
the consequent increase in income and individual wealth improve the level of well-being. On the other hand,
increasing income can lead to overconsumption, waste of natural resources, environmental pollution and
ultimately to a deterioration in the real standard of living. In addition to income, there are other, mainly
qualitative, factors that should be considered to determine the level of well-being. Economic development
differs from economic growth, because it is not only the production of more output. It is a complex process,
which in addition to increasing production, includes structural economic changes of a more permanent nature as
well as changes in the institutional, technological, social and political framework within which the product is
produced and distributed. Such changes include the relative decrease in the participation of the agricultural
sector with a parallel relative increase in the participation of the processing and service sectors in the national
product, the introduction of more efficient production techniques and methods, the improvement of the quality
of life, the improvement of the conditions of income distribution, the participation of the population in the
processes of economic development, etc.

www.ijeijournal.com Page | 144


http://www.ijeijournal.com/

The Contribution of Investments to Economic Development

These changes lead to an improvement in the efficiency of the economy, and a cumulative and self-
sustaining increase in real income per capita. Furthermore, economic development refers to the creation of
economic and social conditions that allow the integration of the individual's personality and the collective
activities of a society (Polyzos, 2017). The intended economic development, in addition to its overall
quantitative size, must include as its basic the term "balanced development". "Balanced development" is defined
as that development that does not direct developed regions to develop at a faster rate than those of less
developed ones. On the contrary, it helps regions that are in a relatively more difficult position to improve their
relevant indicators at a rate greater than that of developed ones.

2.2 Investment and Economic Development

Given that the increase in product production comes from the expansion of investments, in conclusion
economic development and investments are concepts inextricably linked to each other. The benefits of increased
output through investment, over time, spread throughout the economy, creating jobs and increasing incomes for
the poorest segments of the population. The impact of investment on economic growth depends largely on
human resources, the volume and quality of circulating capital, existing natural resources, technology, economic
and scientific progress, the level of organization of production and labor, as well as foreign trade. Public
investment also contributes to economic growth by providing the public goods that are necessary for it. These
expenditures complement private investment and tend to have a positive effect on economic growth. In the long
run, investment is important for improving productivity and increasing the competitiveness of the economy.

According to neoclassical theory and the theory of endogenous growth, investment is the most basic
factor of economic growth. The importance that these theories attach to investment has led to a huge number of
empirical studies examining the relationship between investment and economic growth (Kormendi & Meguire,
1985; De Long & Summers, 1991; Lenive & Renelt 1992; Mankiw, 1992; Auerbach et al., 1994; Barro & Sala i
Martin 1995; Sala i Martin, 1997; Easterly, 1998; Bond et al., 2001; Podrecca & Carmeci, 2001). However, the
findings are not conclusive (Artelaris et al., 2007). A key factor in long-term economic growth is technological
progress. Research by Romer (1986) and Lucas (1988) shows that the main sources of economic growth are new
knowledge (Romer, 1990; Grossman & Helpman, 1991), innovation (Aghion & Howitt, 1992) and public
infrastructure (Barro, 1990).

Theories of endogenous growth emphasize the importance of investments in innovation and activities
related to research and development (R&D), as they increase productivity, contribute to the creation of new
products and lead to economic growth. Research has shown a strong correlation between innovation/R&D and
economic growth (Lichtenberg, 1992; Ulku, 2004). Investments in human resource training produce specialized
and more productive labor and are a key cause of economic growth in the various endogenous growth models.
Studies demonstrate a correlation between human capital and educational variables (e.g., school enrollment
rates, mathematics and science test scores, etc.) (Barro, 1991; Mankiw et al., 1992; Barro & Sala i Martin 1995;
Brunetti et al., 1998; Hanushek & Kimko, 2000). Other studies dispute these results (Topel, 1999; Krueger &
Lindahl, 2001; Pritchett, 2001).

Development policies through investments in human capital and infrastructure affect various aspects of
the economy. Various studies have studied the relationship between development policies and economic growth
(Barro, 1991,1997; Fischer, 1993; Easterly and Rebelo, 1993; Barro & Sala i Martin 1995), however, there is no
consensus on which policies lead to economic growth. The impact of foreign direct investment on economic
growth depends on the level of technology of the domestic economy, economic stability, government
investment policy and the degree of openness of the economy (Borensztein et al, 1998; Hermes & Lensink,
2000; Lensink & Morrissey, 2006).

Foreign direct investment (FDI) contributes significantly to the internationalization of the economy and
plays a key role in economic growth. (Borenstein et al., 1998; Hermes & Lensnik, 2000; Lensink & Morrissey,
2006). They also increase the productivity of the domestic economy, change its comparative advantage and
contribute to the economic development of a country because they tend to be more productive than domestic
investments (Dritsakis, et al., 2014).“Kok & Acikgoz Ersoy (2009), in their research, state that the interaction of
foreign direct investments (Foreign Direct Investments, FDI) with the economic progress of developing
countries is significantly positive, while the interaction of FDI with total debt service / GDP and inflation is
negative.”

At an empirical level, however, most macroeconomic studies conclude that there is a positive and
statistically significant relationship between foreign investment and economic growth (Findlay, 1978, De
Gregorio, 1992, Blomstrom et al., 1994, Sanchez & Robles, 1998, Baldwin et al., 1999, Zhang, 2001, Bende-
Nabende & Ford, 1998, Vu & Noy, 2009). While Borenstein, De Gregorio & Lee (1998), “point out the positive
relationship between foreign direct investment inflows and economic growth, which is associated with the
achievement of a minimum level of human capital development”. Also noteworthy are the studies by Kyrkilis,
et al, (2012a, 2012b) on the determinants of FDI in the Eurozone and Greece in particular, but also on the
relationship between economic growth and FDI in Europe and Asia, by Moudatsou & Kyrkilis (2011).

www.ijeijournal.com Page | 145


http://www.ijeijournal.com/

The Contribution of Investments to Economic Development

Theoretically, gross investments affect economic growth directly, by increasing the stock of physical
capital in the economy (Plosser, 1992), and indirectly, by promoting technology (Levine & Renelt, 1992). Tyler
(1981) examined a sample of 55 middle-income developing countries and concluded that exports and gross
investment are the most important determinants of economic growth. Khan & Kumar (1997) showed that the
effects of private and public investment on growth differ significantly, with private investment being more
productive than public investment. Knight, et al (1993) and Nelson & Singh (1994) showed that public
investment had a significant effect on growth in the 1980s. Easterly and Rebelo (1993) estimated a positive
correlation between public investment in transport and telecommunications and growth. Dritsakis (2004) studied
the existence of a relationship between exports, investments and economic growth for Greece during the period
1960-2002. The tests showed the existence of a causal relationship between exports and investments as well as
between foreign direct investments and the rate of change of economic growth.

III.  CONCLUSIONS
In conclusion, investments under one perspective expand and improve the economic performance of private
capital, therefore improve the productivity of the regional and national economy and to a small or large extent
contribute to economic growth.
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