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Economic growth and the impact of foreign direct investments (FDI) on economic growth has
been studied in the past widely all over the world. Especially in the developing areas of the
world, the topic has however remained without a consensus conclusion. Former literature
investigating the impact of FDI on economic growth has stated three main conclusions. A
positive relationship between FDI and economic growth, a negative relationship between FDI
and economic growth and no relationship at all between FDI and economic growth have been
found in Sub-Saharan Africa (SSA).
The objective of this study is to re-examine the impact of FDI on economic growth in SSA
while using additional control variables and with different specifications and time periods to
see if there are any additional facts that remained unaddressed in previous literature. Economic
growth is measured by gross domestic product (GDP) growth rate. The data includes 11
countries and is from 1999 to 2018. Additionally, in prior literature governmental reliability
and corruption are recognized as important factors both in attracting FDI and impacting
economic growth and development. Thus, the impact of transparency, accountability and
control over corruption on economic growth is further investigated. Fixed effects regression for
panel data is used as the estimation method. All the data is collected from the World Bank
Database and consists of yearly data.
The results suggest that there is a positive significant relationship between one-year lag of FDI
and economic growth. However, no significant relationship is found between economic growth
and current year FDI nor between three-year lag of FDI and economic growth. Gross capital
formation is found to have a significant positive relationship with economic growth. As
expected, transparency, accountability and control over corruption is found to have a significant
positive relationship with economic growth. Also, one-year lag of transparency, accountability
and control over corruption has a significant positive relationship with economic growth.
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Talouskasvu sekä ulkomaisten suorien investointien vaikutus talouskasvuun ovat aiheita, joita
on tutkittu maailmanlaajuisesti akateemisissa julkaisuissa. Etenkin kehittyviin alueisiin ja
maihin keskittyvissä tutkimuksissa ei ole päästy yleiseen lopputulemaan näiden välisestä
suhteesta. Aikaisemmat tutkimukset suorien ulkomaisten investointien vaikutuksesta
talouskasvuun ovat pääsääntöisesti päätyneet kolmeen eri tulokseen. Ulkomaisilla suorilla
investoinneilla on löytynyt olevan joko positiivinen yhteys, negatiivinen yhteys tai ei
minkäänlaista yhteyttä talouskasvuun Saharan eteläpuolisessa Afrikassa.
Tämän tutkielman tavoitteena on tutkia uudelleen ulkomaisten suorien investointien vaikutusta
talouskasvuun Saharan eteläpuolisessa Afrikassa. Ulkomaisten suorien investointien lisäksi
käytetään kontrollimuuttujia erilaisin määrittelyin sekä eri ajanjaksoilta kuin mitä
aikaisemmassa kirjallisuudessa on käytetty. Tavoitteena on tutkia, löytyykö uusia havaintoja,
joita aikaisemmassa kirjallisuudessa ei ole havaittu. Talouskasvun mittarina käytetään
bruttokansantuotteen kasvuprosenttia. Aineisto sisältää 11 maata ja havaintoja vuodesta 1999
vuoteen 2018. Lisäksi aikaisemmassa kirjallisuudessa on tunnistettu valtionjohdon
luotettavuuden, läpinäkyvyyden ja korruption kontrolloinnin vaikutus talouskasvun ajureina.
Tämän myötä myös näiden vaikutusta tutkitaan. Tutkimukset toteutetaan käyttäen kiinteiden
vaikutusten regressiomallia. Kaikki aineisto on kerätty Maailman Pankin tietopankista.
Muuttujat ovat mitattu vuositasolla.
Tutkimuksessa havaittiin positiivinen sekä tilastollisesti merkittävä yhteys talouskasvun ja
yhden vuoden takaisten ulkomaisten suorien investointien välillä. Saman vuoden sekä kolmen
vuoden takaisten suorien ulkomaisten investointien ei havaittu olevan yhteydessä
talouskasvuun. Pääoman bruttomuodostuksella havaittiin olevan positiivinen ja tilastollisesti
merkittävä yhteys talouskasvun kanssa. Oletetusti, valtionjohdon luotettavuudella,
läpinäkyvyydellä ja korruption kontrolloinnilla havaittiin olevan positiivinen sekä tilastollisesti
merkittävä yhteys talouskasvun kanssa.
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1 INTRODUCTION
Many African countries are fighting against poverty. Out of the world’s 28 poorest countries
up to 23 are located in Africa. (Asadullah & Savoia 2019) According to Lumbila (2005) in
2005, almost half of the population had less than one US Dollar per day to be used. After 15
years, the poverty issue still remains. According to Schoch and Lakner (2020) over 40% of
Sub-Saharan African (hereafter SSA) population are living under the poverty rate of 1.90 US
Dollars a day. Economic growth, especially long and sustainable growth is a way out of poverty.
However, economic growth needs drivers. Investments to those developing economies are
needed. According to Atenga and Mougoué (2020), Africa is the least attractive region in the
world for investors. However, the potential that African countries have is wide and it is noted
in the markets. Usually emerging economies are riskier than developed economies. Lumbila
(2005) states that emerging economies in general have become more attractive to investors in
a way of diversification of their portfolios. Yet like in general finance, risks can enable more
profits. One of the reasons for Sub-Saharan African countries’ continuing poverty is also their
state capacity limitations. According to Asadullah and Savoia (2019) and Atenga and Mougoué
(2020) a good level of state capacity is crucial for adopting new ways and for carrying out new
policies. They also recognize the negative impact of corruption, conflicts and instability of
African countries in the economic growth.

1.1 Economic growth in Sub-Saharan Africa
Africa as a continent is widely known as the poor continent that has not kept up with the
economic development pace of other developing countries. For a long period of time, one of
the biggest issues in economic growth in Sub-Saharan Africa has been poverty. Other
developing countries have been able to focus primarily on economic growth development. At
the same time, SSA countries have been focusing on reducing poverty rates while also trying
to focus on economic growth. In order to reduce poverty, economic growth rates must be high
enough to overcome poverty and population growth. Thus, a small economic growth is not
enough to concur poverty in SSA. Another issue concerning Africa especially, is the pace in
which its population is growing. Population growth is also slowed down the development in
SSA compared to other developing areas. (Basu, Ghura & Calamitsis 2000, 1-2) In addition,
Sub-Saharan Africa is one of the most corrupted areas in the world. For instance, Khamfula

2
(2007) has stated corruption to significantly impact economic growth in a negative way in SSA.
According to Sobrinho & Thakoor (2019), corruption could be considered one of the main
reasons for slow economic growth in Sub-Saharan Africa.
In 1970 economic growth measured by GDP growth was the highest it has ever been in SSA.
In 1980s and in the beginning of 1990s the reason for SSAs weak economic growth was due to
both domestic and external factors. The major reasons for this were lack of policies supporting
economic growth together with weak levels of both human capital and investments. All of these
factors would be important for an economy to grow. (Basu et al. 2000, 11) However, in the late
1990s and early 2000s, SSA started to show evidence of economic growth in the whole area.
This enhancement was rising from improved governmental policies and improved
macroeconomic stage. (Basu et al. 2000, 11) As can be seen from figure 1, economic growth in
SSA has not been linear in any way. There have been both major declines and increases during
the past decades. All the way from late 1990s until the global financial crisis economic growth
has had a positive trend. This growth was risen from lesser amount of crisis and conflicts in the
area and political environment being more stable in the SSA countries. These have led to higher
life expectations as health and education have been improved. This development has also led
to reduced poverty rates. Thus, during the past decade, economic growth rates has taken a
backward turn by declining, as can be seen below in figure 1. (International Monetary Fund
2020)

GDP growth in SSA (%)
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1.2 Aim of the thesis
The aim of this thesis is to investigate the role of foreign direct investment in the economic
growth of SSA countries. In addition, the factors that affect economic growth in developing
countries are also tested to see if there are significant relationships. The role of transparency,
accountability and corruption in economic growth of selected SSA countries is also
investigated. African countries have started to grow later than for instance western countries
Therefore, it is very interesting to take a deeper look on to the factors driving economic growth.
As a continent, Africa is unique and its unique natural resources and developing economies
make it a fascinating area to investigate. Economic growth in many African countries has been
mostly upward sloping during the past decades. Therefore, it is fascinating to investigate the
most recent main factors driving economic growth. (Ojeaga, George, Mathew & Adekola 2015)
Foreign direct investments (hereafter FDI) is an interesting research topic, as previous studies
have found both positive and negative relationships between economic growth and FDI. Some
studies have not found any relationship between them. (Li & Liu 2005; Ojeaga et al. 2015;
Lumbila 2005) According to Lumbila (2005) FDI is not enough by itself to drive economic
growth. One of the other aspects of this study is to find out the other factors significantly
impacting on economic growth. FDI inflows are an important way for developing countries to
enhance their economies. Usually the idea is to receive new knowledge and capital from the
investing country. Potentially, this would enhance the economic growth in the country of
investment. FDI is a way of receiving more capital, which is needed in growth. Capital is needed
especially in African countries that in general do not have that much capital initially. (Barthel,
Busse & Osei 2011)
There are previous studies about the impact of FDI and other macroeconomic factors on
economic growth of African countries and also other developing countries. Most of the studies
are focusing either on a single country or tens or even hundreds of countries in one study
(Khamfula 2004; Barbopulous, Marhsall, MacInnes & McColgan 2013). On the other hand,
there is a group of studies focusing on FDI from a specific country to Africa. For instance,
Zeng, Li, Lin and Shan (2017) focus on FDI from China to Africa. Therefore, it would be a
good idea to take a smaller sample of economies. The results from prior literature are not in
line with each other. This leaves room for new findings on the topic. According to Gui-Diby
(2014), the impact of FDI in Africa has changed from negative to positive from 1980 to 2009.
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This encourages further studies focusing on data after 2009 especially. This study focuses on
selected Sub-Saharan African countries and overall FDI inflows thereby contributing to the
needed future research.

1.3 Research questions
As this thesis focuses on the host country’s economic growth rather than the value gains of the
FDI investor, the research problems should be formed in line with that. The intention of this
thesis is to investigative the effect of FDI on economic growth in Sub-Saharan African
countries. The main research question is:
“Does FDI significantly affect economic growth in selected Sub-Saharan African countries?”
As have been revealed in previous studies, FDI might not always be the only factor affecting
economic growth in developing countries. Therefore, other macroeconomic and demographic
factors need to be included as well. The first sub-question includes the investigation of other
factors affecting economic growth in addition to FDI.
“What are the other macroeconomic and demographic factors that have an impact on
economic growth in Sub-Saharan African countries?”
Based on prior literature, corruption is an important factor impacting economic growth in SSA.
Transparency and accountability of the public sector are also included in the investigation.
These will be considered in the third research question.
“Does transparency, accountability and corruption affect economic growth in Sub-Saharan
African countries?”

1.4 Definitions and limitations
The study only includes countries located in Sub-Saharan Africa. It is also notable that the data
included does not cover all countries in SSA. Representative countries are selected for this
study with an attempt to explain the broad picture of the area in the best possible way. The
selected time period is formed based on the availability of the data. As much data as possible
is included in the data. Thus, the timeframe for the main analysis is 1999-2018. Due to
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limitations of data available for transparency, accountability and corruption, the timeframe for
this analysis is 2005-2018. The limited availability of data in the SSA area might also indicate
that there is room for further studies within the subject.
The study is also limited to only inflowing FDI and does not consider the effect of outflowing
FDI from SSA to other countries. This was chosen as most of SSA countries are not yet in the
phase where they would have significant resources to conduct FDI. This study also leaves out
the investigation of the possible two-way relationship between GDP growth and FDI. Meaning
that GDP growth could actually increase growth in FDI and vice versa. Thus, the models
include lagged FDI variables by which, in addition to other reasoning, the idea is to overcome
this two-way relationship.

1.5 Structure of the thesis
This thesis is structured in a way that the main theories and concepts are first presented. The
theories presented are economic growth theories, including both neoclassical growth theory and
endogenous growth theory. Foreign direct investment, its motives, types and trends will be
further deepened. Literature review of FDI impacts on economic growth in developing
countries and SSA countries will follow after the theories and concepts. The economic growth
and overall economic situations of the countries selected into this thesis are presented after
literature review. The research data and methodology will be presented before the results. The
last chapter of this thesis presents summary and conclusions. The structure is presented in figure
2 below.
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2 ECONOMIC GROWTH
This chapter introduces the main theories for economic growth. Economic growth can measure
the wellbeing of people in the world. Economic growth has enabled the developed countries to
improve for instance health care. Health care improvements improve the living circumstances
of the citizens in those countries. In contrast, in countries that have not kept up the economic
growth levels, the living circumstances of the population have not improved in the same way.
Growth amongst continents, countries and different sectors has not been consistent over the
years. The growth rates have been and still are different amongst areas. Also, the growth
patterns have changed across sectors over time. Different economic growth theories are all
trying to explain the same phenomena of economic growth. However, the theories can be very
different from each other based the taken approach. (Nelson & Winter 1974; Aghion & Howitt
2009, 1)

2.1 Neoclassical growth theories
Neoclassical growth model as it is known today was introduced by Solow (1956) in 1956.
Neoclassical growth theories became widely accepted and used theories explaining long-term
economic growth. The neoclassical growth theory and the models are widely studied. There are
multiple interpretations available in prior literature. This section will present the basic form of
the theory and model in order to understand the concepts.
Neoclassical growth theory bases the output, which is economic growth measured in
production, on labor and capital. The basic Solow model assumes that external factors, capital,
labor and technology, determine the level of income per capita. Income per capita is considered
as the rate of economic growth in the model. In neoclassical economic growth theories, the
factors are indeed considered to be exogenous instead of endogenous. In short, the model
predicts that the more savings a country has, the richer it is. It is also assumed that the higher
the population growth, the poorer the country is. The model predicts long-term growth and tries
to find an equilibrium, which is a steady-state for countries where economic growth does not
develop. (Mankiw, Romer & Weil 1992; Masoud 2014; Sredojević, Cvetanović, Boŝković
2016)
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Technological aspect and the knowledge acquired by exogenous technology are important
drivers of economic growth according to neoclassical theory. Researchers representing
neoclassical growth theory were the first ones to analyze exogenous technology as a driver for
economic growth. External technological improvements and gained knowledge can be
recognized in labor factor. For instance, labor becoming more efficient through technological
improvements. Neoclassical growth theory assumes that all countries have similar access to
exogenous technology. (Masoud 2014; Sredojević et al. 2016)
The neoclassical Solow model is based on two primary functions. The first function is a
production function, whose output is from physical capital, labor and technology. According to
Mankiw et al. (1992), the Solow model assumes Cobb-Douglas production function at time t:
Y(t) = 𝐾 (𝑡)) ( 𝐴(𝑡)𝐿(𝑡)) ,-)

(1)

where K = physical capital
Y = production, GDP
L = labor
A = technology
0< 𝛼<1
In the production function in equation 1, the growth of A and L are assumed to be driven by
exogenous factors at rates g and n respectively. As A and L form together the effective labor,
effective labor is assumed to grow at rate g+n. (Mankiw et al. 1992) In the function, 𝛼 represents
the output measured by capital and 1- 𝛼 measured by effective labor. The sum of 𝛼 +
(1 − 𝛼 ) = 1, which indicates that the returns are constant together (Masoud 2014). However,
separately the returns are diminishing. The model assumes that the only factor affecting longterm economic growth is the rate of technological improvement and changes. This is because
in order for capital to be capable for reproduction, it must be growing at the same rate as
production. This is the output when the equilibrium state has been reached. Therefore, only
growth in technology, A, will affect economic growth in the long-run. (Maynard 2016;
Sredojević et al. 2016)
Neoclassical growth model assumes that capital, K, has diminishing returns. This can be
derived from 𝛼 being less than 1. The second important function of this model presents how
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capital accumulation is formed from investments. Investments are considered as savings and
the depreciation of capital. Capital is increased with more savings and in contrast decreased
with more depreciation of capital. Neoclassical growth model assumes that the rate of savings,
s, is constant and it is invested. If technology was not included, the only way to enhance
economic growth would be to increase savings. The formula for movements in capital can be
calculated with the following function in a simple form. (Aghion & Festré 2017; Stein 2007)
∆𝐾 = 𝑠𝑌 − 𝛿𝐾

(2)

Where ∆𝐾 = change in capital
sY = representing savings in the economy
𝛿 = depreciation rate
K = capital
This function assumes that the change in capital comes from the overall savings, out of which
the depreciation of capital is deducted. This function calculates the change of capital needed in
order to reach the steady state. The change can be either positive or negative, regarding from
the starting point. If depreciations from the capital are higher than savings rate, then the change
in capital will be negative and vice versa. The steady state, the long-term equilibrium, is reached
when ∆𝐾 is zero. With this function, Solow-model assumes savings to be higher than the
depreciations. This is not however always true and therefore can lead into diminishing change
in capital constantly. Further this indicates that economic growth would stall. (Stein 2007)
Other assumptions made by Solow model were that labor grows constantly with an exogenous
rate and independent investment are not included. The growth model tends to show the longterm equilibrium of growth. The model is very simplistic by assuming that technology is an
exogenous factor that should be similarly available for every country. The model suggests that
in the end, technology is the only factor driving economic growth. This would indicate that all
countries should have the same level of economic growth. Nevertheless, it is commonly known
that growth rates do differ from each other. (Masoud 2014) Even though, the Solow model is
seen as the starting point for other economic growth theories, it has encountered some criticism.
This criticism has led to further research on the topic by other researchers. Especially the
exogenous nature of the variables and the small number of explanatory factors in the model has
been further studied.
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Later on, the Solow model is further studied by other researchers in the subject area. For
instance, Mankiw et al. (1992) add an extra factor to the model, human capital. The reasoning
for this was that human capital increases in all of the cases. Human capital increases when
income per capita increases, when savings grow and when population growth decreases.
Therefore, Mankiw et al. (1992) found their model being more explanatory than the original
Solow model. For instance, Nonneman and Vanhout (1996) has expanded the Solow model by
adding endogenous technological knowledge into to the function and Knowles and Owen
(1995) by studying how health and the lifetime expectations change the function.
One topic discussed in papers studying economic growth is that Solow model does not consider
the origin of the technological change. (Mankiw et al. 1992) Later in the 1980s was developed
another growth theory which considers these factors as endogenous. This theory tries to explain
in more detail the origins and backgrounds of the factors, aiming to reach more significant
economic growth models. (Romer 1994)

2.2 Endogenous growth theories
Endogenous growth theory has been developed to meet the circumstances of the changing world
in order to recognize economic growth in the modern world. These theories were developed as
an answer to the critique that neoclassical growth theories received. These new growth theories
define the production function differently than Solow model does. One of the main differences
is according to Masoud (2014) that endogenous theories are explaining technological change
and improvement as an endogenous factor, not as an exogenous one. Thus, economic growth
drives within a country, not from exogenous factors. According to Romer (1994), endogenous
growth theories aim to find out and explain economic growth by public and private sectors’
actions. These actions are assumed to vary amongst countries. These theories aim for more
precise answer than to only conclude that growth is an outcome of endogenous actions in a
country. Thus, endogenous growth theories also aim to seek answers why poorer countries are
developing at a slower rate compared to other countries. According to Sredojević et al. (2016)
endogenous growth theories are suggesting the most important drivers for economic growth to
be spillovers from technological changes, research and development, R&D, activities and
transfer of technologies worldwide. According to Masoud (2014) the assumption of
endogenous growth theories differs from neoclassical growth theories in a way that some key
assumptions of neoclassical theories are left out. Endogenous growth theories do not make
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assumptions on diminishing returns of capital nor constant returns. This implicates that
economic growth does not necessarily have a steady-state and not all countries have the same
level of economic growth. Endogenous growth theories do not assume there to be convergence
amongst countries, instead it is known that growth rates do differ from each other. (Sredojević
et al. 2016; Masoud 2014; Romer 1994)
Learning by doing is a phenomena introduced by Arrow in 1962. It can be considered as the
starting point of endogenous growth theories. The basic idea of the theory was that all the
knowledge that has been acquired in the past, will spill into new capital goods entering the
markets. The downside of this theory was that it did not support long-time development, as the
goods could not be further developed. (Arrow 1962) Since the development of this theory, many
improvements to this model has been developed. A couple of them are presented next.
The so-called AK model has been developed based on Arrow’s (1962) theory. Aghion and
Howitt (2009, 47-48) state that the basic idea in the AK model is that learning by doing creates
technological development when people acquire capital. Thus, the technological change is
driven by the physical capital and explains the endogenous nature of technological change.
Changes in technology and development of technology is said to become from change in capital
stock. This model thereby considers capital to have both direct and indirect effect on economic
growth. This way, the technological improvements are considered self-driven as the
improvements come from the inside of the production by increasing physical capital. This
accumulation of capital can fulfill the impact of diminishing returns. Therefore, even with
diminishing returns, growth rates are possible to retain. Masoud (2014) states technology to be
an endogenous factor in the basic AK equation. Endogenous growth models take advantage on
production function, similarly as neoclassical growth models. The basic production function of
AK model is present below. (Aghion & Howitt 2009, 13-14, 47-48; Ickes 1996)
𝑌 = 𝐴𝐾

(3)

Where Y = production, GDP
A = technology, knowledge stock
K = physical capital
According to Aghion and Howitt (2009, 13-14), the K can also include human capital,
knowledge and financial capital in addition to physical capital in this model. The equation

12
presented does not include any exogenous factors for technological development, instead here
technology is an endogenous factor (Masoud 2014). In this production function, A equals the
marginal product of capital. Meaning that, additions into physical capital drive technological
improvements, thus A can be considered as the output of additional capital. This model predicts
long-term economic growth rate in a different way than the neoclassical Solow model. In this
model, the long-term economic growth is an outcome from different kinds of economic factors,
such as economy’s capability to allocate resources and trade actions. (Aghion & Howitt 2009,
47-48; Ickes 1996)
In addition to the AK model, other theories and models have been developed in order to more
precisely describe the factors in economic growth. These theories and models take different
aspects to the explanations. One of the main researchers in this area is Romer, who has
published multiple articles studying economic growth. His first model of endogenous economic
growth model assumes increasing returns on the economy level, while at the firm level returns
are assumed to be constant. Romer assumes knowledge to be an input with increasing
productivity. He blamed there to exist an equilibrium, thus a non-optimal one. In Romer’s
model it is proposed that increased returns along with externalities are driving growth. He also
states that this help understanding the process of how growth is generated. According to this
model, it is always possible for bigger countries to grow faster than the small ones. Small errors
in the economy do not necessarily harm the growth as there are private participants involved.
(Romer 1986; Ickes 1996)
In a later model published by Romer (1990), he sees economic growth as a result from
international investments together with research and development, R&D, activities. Romer’s
(1990) model has four input variables; capital, labor, human capital and technology as an index
of its level. International investments enhance the market growth and these larger markets are
considered to further increase research and development actions. Thus, leading to endogenous
economic growth. (Romer 1990; Ickes 1996) This model sees technology neither as a
conventional nor a public good. Instead, technology is considered to be a non-rival good that is
also moderately excludable in some cases. What this means, is that the product itself does not
diminish. Once it is invented it can be used over and over again. However, as the good is
considered partly excludable, it is not fully open for everyone. There is needed for some specific
knowledge or commodities. Due to the nature of the definition of a good in this model, the
equilibrium is reached when competition remains monopolistic. This model adds the
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considerations of human capital and the role of global markets in economic growth. These are
not included in the basic AK model. An important point in this model is the differentiation
between population and labor versus human capital. Romer (1990) states that large population
itself does not drive for economic growth. The human capital arising from available labor force
and the R&D accomplishments acquired with human capital are driving the growth. Therefore,
the model assumes population growth not having a significant impact on growth. Like in the
Solow model, technological change together with capital accumulation is considered to be the
main driver in labor efficiency. Only the origin of the technological change is different in these
models. (Romer 1990)
Third model presented here is a Lucas’ (1988) human capital model. This model relies on
constant returns on scale. These returns, that can be accumulated, are the product from all the
accumulated inputs. This model differs from other endogenous growth models as it focuses on
the power of human capital. Investments are involved in Lucas’ model as investments are made
straight to human capital with research and studies. Thus, the investments are not the regular
type of investments that are considered for instance in Romer’s model. The accumulation comes
from the rolling effect of increasing human capital leading to accumulated knowledge. Lucas’
model drives economic growth from investments in human capital as well as the accumulation
of human capital where the returns to scale are constant. (Ickes 1996; Lucas 1988)
One famous endogenous growth model is Barro’s model of public goods. This model extends
the endogenous models with constant returns to capital by including government actions.
Government actions are considered important in this model as they are usually produced with
tax-financing. Public expenditure is considered to be productive, when investments improve
the productivity of the target of investment. The basic idea behind this model is that high public
investments bring income. By that, governments can consume more, which can be considered
to improve productivity thus leading economic growth to be higher. (Barro 1990; Ickes 1996)
All the presented models are similar to some matter. However, they have different points of
views what it comes to significant factors driving growth. All of them are trying to answer the
same questions, only taking different concentration areas. Even though, there has been both
compliments and criticism against all models, there is still valuable insights in all of them. For
instance, the basic AK model and Romer’s model sees the importance of increasing returns
differently. In Romer’s (1990) model increasing returns were found to affect growth, whereas
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according to Aghion and Howitt (2009, 13-14, 47-48) in basic AK model, economic growth
can be obtained without increasing returns. In the end, increasing returns have not been found
to be necessary for economic growth. Lucas’ (1988) model upfronts a point of view of
accumulated human capital and knowledge in addition to the other models. On the other hand,
Barro (1990) concentrates on the role of public goods in economic growth. Lucas (1988)
concludes that there is no model of economic growth that would suite well for all countries. All
countries and regions have their own economic environments. This might also be the reason
why economic growth is significantly widely studied area in economic literature with various
different versions of growth models. Assumable, economic growth will be a target of research
in the future as well.
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3 FOREIGN DIRECT INVESTMENT
According to OECD Benchmark Definition of Foreign Direct Investment (2008) FDI is an
important player in globalization of the world. The benchmark definition defines FDI as an
investment between two parties that are based in different economies. The target is to build a
long-lasting relationship between the parties. This long-lasting relationship is also defined by
Patterson, Montanjess, Motala & Cardillo (2004) and Blaine (2009, 7). Madura (2017, 16)
states that FDI can be defined as any method of expanding business to foreign country that
requires capital investment where at least 10 percent of shares or equivalent amount of decisionmaking power is obtained. The definition of direct investment requiring at least 10 percent of
shares or voting power is a commonly accepted definition (Patterson et al. 2004; OECD 2008;
Blaine 2009, 7; Madura 2017, 16). Patterson et al. (2004) describes the parties as the investing
country and the host country. Investing country is the country making the investment and host
country is the receiving country. Investment is made to a different country than what is the
home country of the investor, making the investment foreign instead of domestic. This
investment made is FDI inflow to the receiving party and FDI outflow to the investing party.
According to Blaine (2009, 7) FDI is usually conducted by multinational corporations, MNCs.

3.1 Motives for FDI
Both parties participating a foreign direct investment have their own benefits in their mind.
Thus, in an ideal FDI both parties benefit from the action. (OECD 2008) According to Blaine
(2009, 7), FDI can help to develop more stable economy for the host country. Economic
development can be possible through the benefits received from an FDI. The benefits can come
from for instance, with new technology acquired, products and capital received. These can help
the development and growth of the host party’s home country and economy. In addition, these
benefits can have an impact on the wellbeing of the citizens of that country as well and by that
improve the whole economy. The motives of the investing party can be for instance growing
business and expanding to new areas. The investing party can benefit from cheaper resources
available and acquiring something the host country has that source country does not, such as
skills or technology for instance. (Blaine 2009, 7-10; OECD 2008)
Former literature divides motives for conducting FDI usually into three or four categories;
market seeking, natural resource seeking, efficiency seeking and strategic asset seeking or
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capability seekers. These categories represent different motives, different desired output and
the overall benefit of the FDI. The desired benefit from the FDI can be for instance concurring
new markets, gaining access to new natural resources, improving efficiency or some new
strategic assets possibly available. Usually FDI motivation is a combination of two or more
categories. The motives do not necessarily remain the same with time, instead they can change
and reform depending on the current situation of the entity. It is common for corporations to
start by natural resource seeking or market seeking motives. Later on, other motives can become
more important. (Dunning & Lundan 2008b, 67-68)
According to Cui, Mayer and Hu (2014) the motives behind a natural resource seeking FDI are
to gain access to stable, low cost and quality natural resources the host enterprise or country
has. Investors with this motive are targeting natural resource supply possibilities that are not
locally available in their home country. Natural resource seeking motive can be further divided
into three sub-categories by the resource type. There sub-categories are physical resources,
labor force and company expertise resources. Physical resource seeking FDI is targeted to
countries where physical resources such as oil and agricultural products are available. A
multinational company sees potential usage and market spot for those. Labor force seeking FDI
are targeted to countries where for instance labor costs are significantly lower than in the home
country. Thereby cheap labor force can be employed and costs can be saved. Labor force
seeking FDI does not intend to take market position in the local markets. Instead, it intends to
establish for instance a manufacturing subsidiary for production purposes. Last type of resource
seeking FDI is where the investing company is seeking to obtain expertise or technological and
organizational skills from the party of investment. (Dunning & Lundan 2008b, 68-69)
Market seeking FDI differs from other FDI motives by its purpose to serve the domestic
markets. Cui et al. (2014) describes market seeking FDI to have the intention to either preserve
the current markets or to enter totally new markets. The purpose can be to enhance the local
production and demand for some product or service. To put it other way, the purpose is to take
a place in the local markets and grow business there. Market seeking FDI can be targeted to a
market that already exists or to completely new markets. Many reasons for market seeking FDI
are found and they vary a lot depending on the exact situation and countries that are involved.
For instance, motives for market seeking FDI can include the need for local adjustments to the
product or service. Advices from local professionals could therefore be needed. Savings from
transaction costs could be obtained by coming closer to clients. This could enhance obtaining
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higher market share as well. Market seeking FDI are usually much more independent in the
host country compared to other FDI. Market seeking FDI also requires host markets to be
profitable and large enough to fulfill the targets. (Dunning & Lundan 2008b, 69-71) The
purpose of a non-market seeking FDI is to take advantage of the production capabilities in the
host country and sold the products to other countries. Meaning that the demand in the host
country is not relevant in this case, instead the production capabilities and circumstances
become relevant. (Asiedu 2002)
Efficiency seeking FDI by definition seeks efficiency through natural resource seeking and
market seeking investments. This can be done by focusing on improving the investments and
taking full benefit from the local markets, governmental and geographical opportunities.
Efficiency seeking FDI are usually conducted by large and experienced multinational
corporations who have a great experience in FDI. Main types of efficiency seeking FDI are
targeted either to an economy that is more developed than the investing economy, in order to
obtain either capital or knowledge benefits or to developing countries and benefit from the local
resources and labor force. Other type of efficiency seeking FDI is an investment to an economy
similar to the investors for scaling and localization purposes. (Dunning & Lundan 2008b, 7172) Cui et al. (2014) also highlights the risk diversification motives of efficiency seeking FDI.
The last main motive for FDI is strategic asset seeking motive. Here a company buys assets of
a foreign company in order to be able to gain strategic advantages. The advantages can include
to be involved in the host company’s strategy decisions. The investors benefit by supporting
the long-term plans and targets of the company of investments that are in line with the investor’s
targets. One desired outcome is also to remain and gain more competitiveness in the global
markets. The investing company brings knowledge and professional assets to strengthen the
host company. There are the capitalization opportunities the investing company obtains.
Capitalization opportunities can come for instance on the benefits acquired from shared
ownership. Capitalization opportunities can also arise the local economic and governmental
situation. (Dunning & Lundan 2008b, 72-74)

3.1.1 Motives for FDI in SSA
Different investor economies might have different motives when investing into Africa. Chinese
investors usually focus on infrastructure. Thus, infrastructure is a major motivation for most of
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Chinese investors. African natural resources are one of the most important motivations for FDI
inflows. Manufacturing capacities in Africa is another important motive. Investments into
Africa do not necessarily focus on large corporations, instead they focus on smaller companies.
Usually the motive behind an FDI is to employ local people and take advantage of the
manufacturing capacity there. Investors are also interested in the industries that are starting to
become more private in the area. African oil reserves are also attractive to investors together
with agribusiness opportunities in Sub-Saharan Africa. (WIR 2020)
Most of FDI inflows into Sub-Saharan Africa are thought to be non-market seeking in prior
literature. For instance, FDI targeted into natural resources are non-market seeking investments.
Former literature identifies natural resource seeking FDI to be the most common FDI motive
in the region. (Asiedu 2002; Asiedu 2006; Dunning & Lundan 2008b, 68-69; WIR 2020)
However, the former literature is not completely uniform about what are the motives for inward
FDI into Sub-Saharan Africa. Some authors have also come up with constraining results.
According to Okafor, Piesse and Webster (2015) natural resource seeking motives were not
recognized. Instead, efficiency seeking and strategic asset seeking motives were driving FDI
inflows. They also found out differences between different parts of SSA. Unexpectedly, natural
resource seeking was not recognized in any region. (Okafor et al. 2015) By contrast, for instance
Ezeoha and Cattaneo (2012) and Anyanwu (2012) concluded supporting results to former
literature about the role of natural resource seeking FDI motives. According to Okafor (2015)
the motives of US investors are mostly resource seeking and market seeking. He did not
recognize efficiency-seeking as a significant motive. This result is contradictory with other
studies. It implies that market seeking would be significant motive for FDI into Sub-Saharan
Africa. The results depend quite a bit on how the research is conducted, what kind of data is
available and how the variables are chosen to represent different motives. To conclude, it could
still be reliable to state that natural resource seeking motives are playing the most important
role in FDI into Sub-Saharan Africa. This statement is also supported by the latest World
Investment Report (WIR 2020).

3.2 Types of FDI
According to Madura (2017, 16) FDI comes in many forms. He states the most common ones
to be foreign acquisitions and subsidiary establishments. Also, combinations of different FDI
methods are common ways of conducting FDI. Three most common forms of FDI are greenfield
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investments, mergers and acquisition and joint ventures. These are all different ways of making
FDI and are used for different purposes, depending on the target. (Moosa 2002; Raff, Ryan &
Stähler 2009)
Moosa (2002) describes greenfield investment as a form of investment with the purpose of
establish completely new operations to the host country, such as a new subsidiary. Completely
new assets are generated into the host country in a greenfield investment. These new operations
can be for instance production facilities. Additionally, greenfield investment can also take the
form of other kinds of facilities that are established to the host country. Potential host countries
usually welcome greenfield investments, as new established facilities can have a significant
employment power for the local residents. Greenfield investment does not include buying an
existing factory and enhancing its functions. Instead, it adds to the economy completely new
facilities. (Moosa 2002; Caldéron, Loyaza & Servén 2004)
Another way of making a foreign direct investment is through mergers and acquisitions (later
on M&A). According to Caldéron et al. (2014) M&A can be defined as cross-border mergers
and cross-border acquisitions. Mergers refers to a business transaction where a company from
the investing country mergers with another company in the host country. In other words, a
fusion takes place between these companies. Acquisition here could be described as a business
action where a company from the investing country acquires either a company from the host
country or operations or a project from a company in the host country. No new assets are
generated in an M&A. According to Moosa (2002) the target of an M&A is usually to obtain
synergies. These desired synergies are obtained if the value of the output of the M&A is greater
than the values of the participants prior to the M&A. An M&A can be a less expensive way of
entering new markets as nothing completely new needs to be established right away. Another
advantage could be the market knowledge of the other side of the M&A, the local company.
These advantages can potentially offer a quick market entry for the investing company, if that
is desired when concurring new markets. However, M&A does not, like other business
transactions, always end up to positive results and synergies. Sometimes it is possible that the
business acquired does not end up being as profitable as was calculated. From the point of view
of the company in the host country, M&As can potentially be harmful if the actions of the
investing company are not beneficial to the host company after all. (Moosa 2002; Caldéron et
al. 2004)
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Joint venture is a form of FDI where there are more than one participating company aligned
together for conducting a business project. By definition joint venture means that more than
one party joins together and brings something to the combination that the others do not have.
Joint ventures are formed to achieve and conduct a specific project. This separates joint ventures
from other forms of co-operation. It could be for instance specific technological knowledge or
local market knowledge. Something that is crucial for the project. (Khemani & Shapiro 1993)
Sharing capital costs and the risk of failure are important drivers for joint ventures. In the form
of FDI, the counterparties can either be both foreign or a foreign company can form a joint
venture with a company in the host country. Joint ventures differ from M&A in a way that in
joint venture, the companies are co-operating with each other. Whereas in M&A the foreign
corporation either acquires a company or an operation to have control over it and in mergers
the companies are merged. In joint venture the companies remain as separate legal entities.
(Moosa 2002)
Foreign direct investments are thus a debated area of business and do divide opinions of people.
Attitudes towards foreign ownership in local businesses are not always only positive. Many
countries highly appreciate local ownership and support local business and do not necessarily
fancy the idea of ownership spilling abroad to foreign companies. Attitudes toward greenfield
investments might thus be less reluctant as no local ownership is sold further. Even though
foreign participants enter the markets in the host country. (Moosa 2002)
3.2.1 Types of FDI in SSA
FDI inflows to Africa consist mostly of cross-border M&A and greenfield investments.
Greenfield projects to African continent are usually resource seeking projects. In addition, FDI
inflows to Africa are also targeting infrastructure, agriculture and manufacturing capacity.
When measured in millions of US dollars, greenfield projects were multiple times more
valuable than cross-border M&A in 2018 and 2019, as is illustrated in figure 3. It is also worth
noting that greenfield investments into Africa have been quite stable, whereas both net M&A’s
are quite volatile. (WIR 2020)

21

FDI in Africa (Millions of dollars)
100 000

Millions of USD

80 000
60 000
40 000
2018

20 000

2019

0
-20 000
-40 000
Net cross-border
M&A sales

Net cross-border
M&A purhcases

Greenfield
investments to Africa

Figure 3. FDI in Africa by types (WIR 2020)
Greenfield FDI into Sub-Saharan Africa can be observed by sectors. South Africa has the most
versatile range of sectors receiving greenfield investments in SSA. Thus, it is not surprising as
South Africa has more advanced economy than other countries in the region. Other countries
also have quite diversified portfolio of different industries where greenfield investments are
made. Overall, it could be said that the industries of investment are the ones where SSA have
advantages over other regions. These are industries where investments are needed in order for
those industries to keep working. These industries are thereby seen as profitable industries to
invest in. Energy sectors has the majority of greenfield investments as SSA has good energysource recourses. Another industry where some countries in SSA have great potential in and
does not have all the resources needed for taking full advantage of it are food, beverages and
tobacco industries. Construction together with ICT and electronics are important industries for
inflowing greenfield projects. The energy sector is the main greenfield inflow attractor. Thus,
it could be said that energy sector could be seen as the strength of SSA. (World Bank 2014)
Sectors of different kinds of services are hardly visible in the greenfield investments into SSA.
It could be that service sectors attract more M&A than greenfield investments. Although, M&A
in SSA are also concentrating on the same sectors as greenfield investments. (World Bank 2014;
WIR 2019) According to Cui, Chen, Li and Rolfe (2020) the choice between greenfield
investment and M&A into Africa is mostly result from the country’s economic conditions.
Greenfield investment is more often chosen if a country is developing its governmental
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institutions. M&A is more often chosen when a country’s factor markets are the ones being
developed. (Cui et al. 2020)

3.3 Determinants of FDI
Dunning and Lundan (2008a; 2008b, 95-103) presented an amendment for a theoretical
framework presented by Dunning in the 1970s that has since then taken an important place in
determining FDI. This is called the OLI paradigm, also known as eclectic paradigm. O stands
for ownership, L for location and I for internalization. These three are all presenting different
factors that could be relevant from the point of view of a multinational corporation while
considering an investment to a country. In other words, they are the determinants behind the
actions of an MNC. O, L and I can also be seen as O-, L- and I-advantages that countries can
have. Out of these three, only location advantages are relevant from the point of view of the
host country attracting FDI. (Dunning & Lundan 2008a; 2008b, 95-103) As this study
concentrates on FDI inflows into SSA, location advantage will be further studied.
According to Dunning and Lundan (2008a) locational advantages differ quite a bit depending
on where the host country is located and whether it is a developing or a developed country.
Locational advantages include wide range of different kinds of measurements. As an important
locational factor can be considered the country’s incentive structures and especially how it
develops and how the country is formed. A country with decent level and control over
governmental matters is more likely to attract FDI. Bartels, Napolitano and Tissi (2014) have
listed important location specific factors that should be considered. For instance, laws,
regulations and other governmental factors that could have an effect on the functions of a
foreign investor in that particular country should be considered. Especially when considering
investing into a developing country. Besides governmental and political factors, locational
advantages also include factors related to areas such as labor, natural resources, infrastructure,
financial and banking industry and the life quality in the host country. All these factors are
relevant for the investing country when considering the potential location for the investment.
Locational factors play a crucial role in the attractiveness for foreign direct investments.
(Dunning & Lundan 2008a; Bartels, Napolitano & Tissi 2014)
Common locational factors are related to market openness and the demand in the markets.
Making an investment into a country whose markets are almost close and has no demand for
investments might not be reasonable. (Blaine 2009, 7-10) Other important factors are risk
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related. According to Madura (2017, 16-18) measuring the possible risks is an important part
of an investment decision. Risk assessment can include for instance factors such as the overall
economic condition, political risk and country risk of the country of investment. These can
include possible crisis in those countries or regulations and changes in restrictions that might
affect the planned functionalities. Therefore, these should be considered with care when
planning an FDI. The level of privatization in a country is also a significant player in attracting
FDI. Privatization allows easier investing opportunities of private corporations when compared
with public corporations. Public corporations are usually more tighten with regulations.
Exchange rates and tax rates are also natural factors to be considered in the profitability analysis
of an FDI. The potential for economic growth is an important factor as well. If there is potential
for economic growth, the investment is more likely to be more profitable in the future as well.
(Madura 2017, 17-18, 55-56)

3.4 Trends in FDI
Foreign direct investments started to grow in the 1990s when international capital markets
started to integrate more with each other. In the beginning of 2000s industrial countries held
the majority of FDI inflows and outflows. Even though majority of FDI transactions were in
developed countries, also developing countries’ share started to increase. (Patterson et al. 2004)
FDI inflows into Africa have had a declining/stable trend in the past decade after two decades
of increasing trend. The increase of FDI inflows in the world from 1990s to mid 2000s is
outstanding. The value of FDI inflows has almost grown seven times larger than what it was in
1990s. In Africa, in 2019 FDI flows continued the decline by 10% compared to year 2018. The
global trend remained positive. This decline can be explained by decreasing demand for
commodities and by the lack of economic growth. As Africa as a continent is quite large, there
were regional differences where some countries had increasing FDI inflows even though the
overall trend was decreasing. (WIR 2020)
FDI are closely dependent on policies concerning investments and other restrictions and
procedures regarding foreign investments. Trends in national investment policies has been quite
steady over the past two decades. The most recent trend from 2019 is a slight increase in
liberalization. However, still not reaching the level of liberalization in 2017. African economies
were the second highest new policy implementors in the world in 2018. Usually these policies
are about enhancing investment inflows into African countries. (WIR 2020)
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Africa hold 2.9 percent of the worlds FDI flows in 2019. (WIR 2020) Out of the top five host
economies in Africa, four are located in the Sub-Saharan Africa. Inside SSA, the FDI inflows
are not equally distributed amongst all countries. Instead there are some leading countries that
attract the vast majority of inflowing FDI. Five largest source economies outside Africa in 2018
were the Netherlands, France, United Kingdom, United States and China. This list has been the
same already in 2014. FDI inflows between 2013-2019 has been in billions of dollars between
40-60. In Sub-Saharan Africa, the largest FDI inflow recipients are Nigeria, South Africa and
Ethiopia. The decline in inflows in 2019 was mostly caused by decline in inflows into these
three countries. The majority of M&A investments into Africa in 2019 were from multinational
corporations from developed countries. United Kingdom and Switzerland were the largest part
holders in the investments. In the past France has been one the largest investors in Africa. as
South Africa is the largest investor representing intra-continental FDI. (WIR 2020; World Bank
2014)
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Figure 4. FDI as percentage of GDP. (World Bank database, Foreign direct investment, net
inflows, % of GDP)
The overall trend during the past 50 years is quite in line between the world and Sub-Saharan
Africa. There was a clear spike in the early 2000s in the FDI share in GDP for both the world
and SSA. It is visible a little later in SSA, as can be seen in figure 4. Interestingly, closer to
2010 there is a major spike in the world’s FDI amount. However, SSA did not follow the trend
like earlier in the early 2000s. It could be said that during the past decade, overall trend has
been downward sloping in SSA.
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3.5 Summary of economic growth theories and FDI
Economic growth is necessary for countries to develop and keep up with the world’s
development. Based on the economic growth theories, there are three main components of
economic growth; capital, labor and technological development. However, researchers have
found there to also be complementary drivers as well. These factors are usually also considered
differing amongst areas and development stages. Macroeconomic factors, such as institutional
quality are important drivers of economic growth. One of the most important drivers for
economic growth are investments. These investments into developing countries usually come
from abroad. Capital is needed for countries to develop (Lumbila 2005; Atenga & Mougoué
2020).
Foreign direct investments are usually seen as the major source of capital, especially in
developing countries. Other than just source of capital, FDI is also a way of transferring new
technologies and a route for technological development through capital. Together with these
two advantages, capital and technology, FDI can have an impact also the third basic aspect of
economic growth theories, labor. Labor rates are likely to increase by greenfield investments,
as new facilities are created into the host country. Indirectly, FDI can have an impact on human
capital by increasing knowledge levels in countries of investment. As FDI is an external
variable, it suits well into the neoclassical growth theories, where components of economic
growth are considered to be exogenous. However, like mentioned the possible knowledge and
human capital improvements are usually indirect outcomes of FDI. They can be seen as more
endogenous components driving economic growth. One of the most important drivers in
endogenous growth theories are the spillovers from technological investments and knowledge.
These spillovers are endogenous result from the actions that FDI has enabled in the country. As
in endogenous growth theories, the economic growth itself comes from how the country takes
advantage of these spillovers. It is crucial how these spillovers are further utilized and
developed within the country with regard to economic growth.
Thereby, FDI can be seen having a positive impact on economic growth. FDI can also be
considered as one of the main enablers of economic growth. Based on the above-mentioned
relationship between economic growth theories and FDI, the impact of FDI on economic
growth is an interesting research topic among the whole world.
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However, in practice, investigating economic growth through FDI is an interesting topic as it
has not yet reached a steady and commonly accepted conclusion. This controversy has risen
from the differences in results between two viewpoints from the literature. In theoretical
literature it is commonly accepted there to be a positive relationship between FDI and economic
growth. However, empirical literature has not achieved as unified results as theory suggests.
(Michael 2018)
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4 LITERATURE REVIEW
This chapter will present the results and implications of prior studies focusing on the impact of
FDI on economic growth in the developing countries. Later on, the focus will be in SSA
specifically. First, the determinants of FDI in SSA are presented based on prior literature.
Second, the impact of FDI on economic growth in SSA is investigated based on prior literature.

4.1 Economic growth through FDI in developing countries
Borenztein, Gregorio and Lee (1998) conducted a wide study covering 69 different developing
countries all over the world. The subject was that how FDI affects economic growth. They
concluded that FDI does drive economic growth. The impact is even stronger than domestic
investments if certain level of human capital is present. According to Borenztein et. al. (1998),
the country receiving the FDI should have preparedness to take full advantage of it. If it does
not have, then the benefits from FDI to economic growth are not that significant. Endogenous
growth theories are supporting this conclusion. Li and Liu (2005) studied both develop and
developing countries. They concluded that in both, FDI has a positive effect on economic
growth. They also recognized FDI to have indirect impacts on economic growth. Li and Liu
(2005) recognized growth related to both neoclassical and endogenous growth theories.
FDI and the effects of macroeconomic variables on growth in countries all around the world
are widely studied subjects. Ali, Kari and Saifullah (2015) found out that FDI has a positive
impact on economic growth in Bangladesh in the long-run. However, in short-run they could
not find any significant relationship. Their results supported the results of Borentzein et al.
(1998). Other macroeconomic factors and policies needs to be in a decent level in order for a
country to attract more FDI. Thus, FDI could have even greater impact on economic growth.
(Ali et al. 2015) The results of prior researches on the topic are varying. Some state that the
impact of FDI on economic growth is strongly positive, as the researches presented above. On
the other hand, some researches do not find a positive relationship between FDI and economic
growth. Nair-Reichert and Weinhold (2001) conclude in their research investigating the impact
of FDI and domestic investment on economic growth that there is evidence of positive
relationship in some countries. However, the results are very much country dependent. In some
countries they do not find a significant positive relationship. Therefore, they do not draw any
concluding remarks on a positive relationship between FDI and economic growth. Alfaro,
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Chanda, Kalemli-Ozcan and Sayek (2006) suggest that developing countries are not having a
similar impact of FDI on economic growth as developed countries have. According to the
research this is due to the lack of capabilities of taking advantage of FDI. There are also results
suggesting that countries who have received FDI have actually had lower economic growth
than corresponding countries not receiving FDI. For instance, Prasad, Rajan and Subramanian
(2007) state that not receiving FDI promotes higher growth than receiving FDI in developing
countries. In addition, they conclude that this does not hold in developed countries. The weak
or even lowering impact of FDI on economic growth comes from the costs that FDI has when
compared to domestic investments and savings in developing countries. Overall, even though
many researchers argue that FDI has a positive impact on economic growth, there are many
arguments against it. Many studies are supporting the conclusion that developing countries
would not have the needed capacities to utilize FDI in a profitable way.

4.2 FDI determinants in SSA
The determinants of FDI inflows are not equal for all countries. According to Asiedu (2002),
Africa is commonly seen as a risky investment location. Especially due to the political situation
of the countries located in Africa. The FDI determinants in Sub-Saharan Africa differ from the
ones in other developing countries. Sub-Saharan Africa includes wide variety of countries.
Therefore, the determinants of FDI can also differ between countries in the area. In Africa, it is
usually though that market size and natural resources are the main determinants in all countries
(Asiedu 2002; Morrisset 2000). However, this assumption is not true for all regions and
countries in Africa. According to Geda and Yimer (2018), in Africa there are only two factors
that are relevant for all African countries. In their research they divided countries into groups
based on the main driver of a country. They used the following division; investment-, fragileand factor-driven countries. In the long run, the only common factor is the effectiveness of the
government. In the short run, natural recourse holdings are the only one in common.
Interestingly, the results that Geda et al. (2018) obtained regarding trade openness were not in
line with previous literature. Trade openness is commonly seen as one of the main determinants
of FDI (Morrisset 2000; Anyanwu 2012). According to Anuanwu (2012) trade openness and
market size have a positive and significant relationship with FDI inflows into Africa. He states
that the higher the financial development of a country is, the less FDI inflows it attracts. He
also found out that FDI tends to move to same directions as foreign aid received. Geda et al.
(2018) obtained conflicting results from the African markets where openness was an important
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factor in only some of the countries. Asiedu’s (2002) conclusions are supportive, as she
concludes that openness to trade is not an important determinant in SSA. Increase in the
openness of the markets does not have as important impact in SSA than what it has in other
developing countries. This is due to the fact that SSA’s liberalization of trade has not been
stable. Therefore, investors might not believe trade liberalizations to be long-term changes.
Most papers study Sub-Saharan Africa, or Africa as one. For instance, Asiedu (2006) has
defined the determinants of FDI for Africa as a whole. Factors that attract FDI into a country
are large market size, natural resources, infrastructure, legible legal system and a framework
for investments to be on a decent level. On the other side, factors that has the opposite effect
on FDI inflows are corruption and instability in the political field. These determinants do not
all have to be in place in order for a country to attract FDI. Lack in some determinant can be
contributed by strengthening another one. To attract FDI, not all countries need to be large in
market size nor have attracting natural resources. Morrison (2000) has also concluded similarly.
Even though market size and natural resources might be the major determinants of FDI in
Africa, they are not the only ways to attract FDI. Business circumstance updates and
improvements can be a way for an African country to attract FDI as well. Improvements can be
for instance policy reforms in the government and more pro-active policy adoption.
Infrastructure is usually seen as an important determinant of FDI. Nketiah-Amponsah and
Sarpong (2019) concluded that infrastructure does play an important role in attracting FDI and
thus enhances economic growth as well. This has not always been the case in the past.
According to Asiedu (2002) infrastructure development does not have a significant impact on
the FDI inflows into Sub Saharan Africa. In the early 2000s when Asiedu’s research was
published, natural resources were the dominant FDI attraction in SSA. The role of infrastructure
in attracting FDI into SSA has increased during the past decades when infrastructure has
developed.

4.3 FDI impact on economic growth in SSA
According to Michael (2018) FDI has a negative impact on economic growth in SSA economies
despite that literature referred in the paper suggested a positive impact. Interestingly, Adams
(2009) states that there is a positive relationship between FDI and economic growth in SSA.
However, he recognizes like many other researchers, that in order for FDI to have a significant
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positive impact on economic growth, the economic standards and procedures must be on a
decent level. According to Cinar and Nulambeh (2018), FDI has a positive and significant effect
on economic growth in SSA. They examined 34 SSA countries in their research. This result
supports Adams’ (2009) findings. Ojeaga et al. (2015) on the other hand state that FDI does not
affect growth in African countries. They examined regional differences in Africa. Exceptionally
in North Africa they found a positive significant relationship between FDI and economic
growth. The reason why FDI was not found to have a positive effect on growth was that
macroeconomic environment is formed in a way that is less supportive for trade. The study
states that FDI has potential to have a significant effect on economic growth, if the trade
environment is more open and domestic markets would be more developed. According to
Ayanwale (2007) FDI does not have a significant impact on economic growth in Nigeria.
However, significant negative and positive relationships with economic growth were found
when FDI was investigated by dividing it to components. Yet, the overall FDI did not have a
significant impact.
According to Lumbila (2005), FDI can have a positive impact on growth in Africa. FDI
increases capital and helps the host economy the develop technological and managemental
procedures. However, this growth demands macroeconomic environment to be on a certain
level in order for countries to take benefit from FDI. The paper also states that lower country
risk enhances growth, whereas corruption does to opposite. According to Barthel, Busse and
Osei (2011), FDI can have a strong positive impact on economic growth. However, the impact
varies between different types of FDI.
These results from SSA are interesting. Former literature about the impact of FDI on economic
growth in developing countries states that there is a great possibility for a positive relationship.
However, many researchers point out the importance of macroeconomic factors. These factors
should be developing in the long run in order for countries to benefit from FDI (Mottaleb 2007).
Some prior researchers conclude that FDI has not been found to have impact or have been found
to have negative impact.

4.4 Selected SSA countries situation presentation
The 11 Sub-Saharan African countries selected into this research were randomly chosen.
However, South Africa was intentionally excluded. When compared to other countries in the
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region, South Africa has the largest FDI outflows and it is included in the largest investor
countries in other developing regions. South Africa is also a major investor in Africa. (WIR
2020) Therefore South Africa is not included. These 11 countries are from different sides of
SSA, in order to obtain a wider picture of the area (figure 5). Countries that will be considered
in this thesis are: Botswana, Democratic republic of Congo, Kenya, Lesotho, Mauritania,
Nigeria, Senegal, Togo, Burundi, Rwanda and Uganda. The countries also have different levels
in transparency, accountability and control for corruption. Former literature states that
corruption is one of the major obstacles in economic growth is SSA particularly. One major
criterion for countries included in this research was the availability of data. In the case of SSA,
it could not be taken for granted that all countries would have decent data available. This section
will shortly present the historical and current economic situations for the chosen countries as
well as their inflows of FDI, if present.

Figure 5. Selected countries highlighted on map of Africa. (created in Mapchart)
Botswana
Botswana was one of the poorest countries in the world in the 1960s. However, it has been able
to develop rapidly and it is no longer considered as a poor country. Reasons behind this rapid
development has been for instance political stability, richness in natural resources and small
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population. Even though, Botswana has managed to reduce poverty and inequality significantly
in the 2000s, it still has very high inequality levels. Economic growth was quick after the 1960s.
Recently the pace has not been able to remain the same. Economic growth measured by GDP
growth has not been linear during the past two decades. Botswana’s economic growth is
dependent on the world markets and regulation for diamond industry. Diamonds are one of the
most important resources Botswana has. (World Bank 2020a)
Since the beginning of 2000s, Botswana’s FDI inflows have remained quite constant. In 2015
FDI inflow was at the highest. However, later in 2019 FDI inflow level has decreased below
2005s level. The level of inflow FDI measured in millions of US Dollars has been between 270380. Most important FDI inflow industries are mining, especially diamonds. (UNCTADSTAT
2020a)
Democratic Republic of Congo
Geographically Democratic Republic of Congo (hereafter DRC) is a large country. Most of the
people in DRC are living in extreme poverty, even though the poverty rates have recently
improved. Politically DRC has not been a stable country and still is not. It is still recovering
from conflicts from the past, especially those from 1990s. Overall business climate in DRC is
not attractive to foreign investors despite the efforts of trying to making it more attractive.
(World Bank 2020d) Economic growth in DRC has been unsteady measured by real GDP. After
1960s, economic growth was increasing quite a lot, excluding a decline period around 19751985. After that economic growth increased significantly until in the 1990s when a deep decline
occurred. Since then, economic growth in DRC has had both increases and decreases, none of
them being significant for the overall trend. (Akitoby & Cinyabuguma 2004; UNCTADSTAT
2020b)
Democratic Republic of Congo’s major FDI inflow industry has been for a long-time mining
industry. Specifically cobalt production industry. Even though, the country has a mining
industry that attracts investments, FDI inflows have lately been decreasing. The country has
had economic and political challenges which have influenced on the incoming FDI flows. (WIR
2020)
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Kenya
Economic growth in Kenya is amongst one of the fastest in SSA. Kenya has recently changed
taxation into more attractive from the perspective of foreign investors. This improvement was
part of the political and economic reformation in 2010, which has accelerated economic growth.
Major drivers for economic growth are stable economy and service sector together with good
reliance from investors. Kenya has all the potential to develop its economy towards more like
a developed country. However, like many other nations in the area, there are certain concerns
in Kenya as well. Poverty, inequality, weak private sector and the impact of global economic
fluctuations are to remain as challenges for the country. (WIR 2020; World Bank 2020e)
Kenya’s major FDI inflow industries have lately been healthcare and IT. Recent trend in
inflowing FDI has however been decreasing. Kenya has also oil reserves, into where FDI is
received, for instance from the United Kingdom. (WIR 2020)
Lesotho
Lesotho is a small country located in the middle of South-Africa. It is a very poor country, with
almost half of the population being unemployed. Other issues Lesotho is struggling with are
health-related. HIV occurrence is the second highest in the whole world in Lesotho. Main
income for most of the people of comes from agriculture. As an economy, Lesotho is highly
reliant on global trade and its fluctuations. Due to this, the economic growth of Lesotho depends
highly on other countries, especially on South-Africa. Lesotho as an economy is not very stable
and struggles with political conflicts and other instabilities. The overall economic growth in
Lesotho has been slow. (World Bank 2020f; Government of Lesotho 2018)
Lesotho’s main natural resource is water. Water-related foreign projects are driving economic
growth in Lesotho. Other than water, manufacturing industry has been a growing industry.
Especially textile industry has improved its position in the local markets from the point of view
of FDI. (World Bank 2020f; Government of Lesotho 2018)
Mauritania
Mauritania is located mostly on desert and has one the least dense nations in SSA. Since 2008
Mauritania’s economic growth has been on a positive curve. Mauritania has implemented
reformations on its economy and fiscal policies. These reformations have resulted positively
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into economic growth. Also, improving household living circumstances has had a significant
role in economic growth. However, the improvements have not been equal to all population.
Thus, poverty and inequality still remain as challenges in the economy. (World Bank 2019)
Mauritania’s main drivers for recent economic growth are projects in infrastructure, such as
telecommunications and transportation. Other than infrastructure, mining industry is an
important one in Mauritania. FDI’s role in the economy of Mauritania is significant. This makes
Mauritania vulnerable in front of global fluctuations. Since 2000, FDI inflows to Mauritania
have increased since oil resources were discovered. (World Bank 2019; UNCTAD 2009)
Nigeria
Measured by population, Nigeria is one of the largest in Africa. Share of youth population in
Nigeria is one of the largest in the world. As 80% of Nigeria’s exports come from oil industry,
its economic performance is highly dependent on the oil markets. Nigeria’s economic growth
has been positive over the past decades due to oil market success. Despite that Nigeria’s
macroeconomic state and policies alone would not have enabled such development. The 2016
oil crisis had a significant negative impact on economic growth in Nigeria. Other challenges
that Nigeria has are poverty, inequality of inhabitants and conflicts with the terror groups in the
area. It has also been forecasted that increasing pace of population growth will outperform
economic growth resulting in major poverty issues. (World Bank 2020g)
The natural resource reserves, especially oil reserves make Nigeria the largest oil-exporter in
Africa. Besides oil, Nigeria’s natural gas reserves are dominant in Africa. Nigeria has for a long
time been one of the largest FDI recipients in SSA. In 2017 and 2018 FDI inflows increased
rapidly. However, in 2019 the investments decreased significantly. Majority of FDI inflows to
Nigeria are targeted into oil and gas industry. In addition, lately Nigeria has attracted Chinese
FDI inflows into infrastructure, such as railway projects. (WIR 2020; World Bank 2020g)
Senegal
Senegal declared independence in 1960 and has since remained as a stable economy through
out three different political phases. Uncommonly, all three of them have been peaceful. Major
threats toward Senegal’s stability are the actions of different terrorist group in the surrounding
countries. In addition to being one of the most stable economies in the region, Senegal has also
enjoyed stable and high economic growth in the past decade. Sector that has mostly driven the
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economic growth is services, investments and exports. Despite of the growth driven last
decades, the economic growth in recent years have been a bit slower. (World Bank 2020i)
Recently Senegal has received increasing amounts of FDI inflows. Senegal has common history
with France and thus, France has been the largest investor into Senegal. However, lately other
countries such as China, Turkey and the United Arab Emirates have increased investments into
Senegal as well. Steel industry attracts investments into Senegal. (WIR 2020)
Togo
Togo is a country in western Africa that has challenges with high rate of poverty and inequality.
Especially in the rural areas, these are major challenges. One significant challenge in economic
growth is the quick population growth in Togo. Even though the other actions in Togo would
result in economic growth, the effect of fast pace growing population even out the development.
During the past decades, Togo’s economy has been growing thanks to investments into
infrastructure, such as transportation and energy sectors. (World Bank 2020j)
Foreign direct investments have been used for balancing out Togo’s accounts in order to
improve financial stability in the country. FDI inflows to Togo have been very unstable during
the past decades. (WIR 2020; World Bank 2020j)
Burundi
Burundi is an economy where majority of population are working in agriculture. The population
density in Burundi is one of the highest in the region and population growth rates are high.
Burundi has enhanced its political institutions and procedures lately towards more democratic
environment than before. These reforms have been taking place since late 2000s. The economic
situation in Burundi has been unstable for the past years. Also, the quantity of foreign aid
decreased significantly due to crisis related to elections and politics in 2015. Before 2015,
Burundi did have an upward sloping economic growth. The growth pace has changed quite a
bit during the years. However, Burundi has still been able to maintain and increase the economic
growth. Yet, the economic growth is still very slow in Burundi. (World Bank 2020b)
The reforms Burundi has accomplished as part of peace process have opened the markets more
to inflowing FDI. In the beginning of last decade, the FDI inflows were relatively small.
However, the potential for FDI was more widely recognized. (United Nations 2010) FDI
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inflows into Burundi are still as of today relatively limited. Naturally, as majority of the country
are in agriculture industry, it also attracts most of the FDI together with mining industry.
Burundi has issues in attracting FDI due to the unattractive economic and political environment.
The undeveloped infrastructure and the low skill level of labor force are not seen to be attractive
by investors. (State 2020)
Rwanda
Rwanda is a small country with high population density. During the past decade, Rwanda has
been able to maintain economic growth after the genocide in 1994. Most of Rwanda’s economic
growth came from improving the living standards of the population. Rwanda’s growth is mainly
driven by public investment. However, it has been recognized that stronger private investments
are needed for Rwanda to maintain and increase economic growth. Besides economic growth
being stable in Rwanda, the growth has also been quite high when compared to the starting
point after 1994. (World Bank 2020h)
FDI inflows into Rwanda are mainly targeted to mining, construction and infrastructure.
Another one of Rwanda’s industries where FDI is targeted is manufacturing industry. Similarly,
as economic growth, also FDI inflows to Rwanda have been increasing since mid-1990s.
However, the FDI inflows have still been remaining quite low. One of Rwanda’s advantages in
attracting FDI is that even though it does not have the desired knowledge, technology nor
infrastructure in place, its economy is open for FDI and it is seen as a non-corrupted country.
(WIR 2020; Nordeatrade 2021)
Uganda
The economic growth in Uganda has been quite high for many years. However, during the past
decade, it has been slower. Economic growth is still from the highest tail within SSA. On a
yearly level, the economic growth has not been stable, however from a longer perspective since
1990s, it has remained quite high and stable. Uganda has been able to fight against poverty with
decent results during the past decades. As the population of Uganda is growing much faster
than job creation from other sectors than agriculture, there will be lots of young people working
in agriculture in the upcoming years. These jobs in agriculture has however been one of the
main reasons for lesser poverty. Uganda is as well highly dependent on external fluctuations
affecting the economy. This causes the possibility of population also falling back to poverty
due to external crises. (World Bank 2020k)
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Uganda has during the recent years been able to significantly improve the attractiveness and
possibilities of its oil fields and other oil industry related matters. Other industries besides oil,
such as construction, manufacturing and agriculture have developed, thereby increasing
inflowing FDI to Uganda significantly. (WIR 2020)

4.5 Summary of the economic situations of the SSA countries
The above-mentioned countries, their economic growths and FDI inflows are quite independent
from each other. However, it can be concluded that in general, economic growth has been quite
slow in the area. Many of the countries are having problems with political instability, poverty
and population growth rates. All of these are making it difficult to pursue faster economic
growth. Many countries are also highly dependent on the exports of one single resource, which
makes the economy fragile to global economic fluctuations and regulations on that resource.
Another obstacle for some countries in the region is that their business climate is not formed in
a way that it attracts foreign investors. Thus, leading investments to flow somewhere else
instead.
Countries in the region that have been able to achieve decent economic growth have many
important factors in common. One of the most important factors is political and economic
stability in these countries. Stability improves investors’ reliance on the markets and in most
cases the markets were also formed to be more open to FDI. As many countries in the SSA
discussed above are highly dependent on a particular resource, often a natural resource, it is
important that the exportation business is easily available for foreign investors as well. Thus,
the exportation business has better chances on growing than just with domestic investments.
Most of the drivers and problems for economic growth and FDI inflows can be determined to
be locational determinants. This supports the theoretical aspects of attracting FDI.
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5 DATA AND METHODOLOGY
This thesis will be conducted as a quantitative research. The study is based on theories of
economic growth, FDI and prior literature. In this chapter the data to be, the methodology and
models used will be presented.

5.1

Data

Main data source for this thesis is the World Bank Database. The timeframe for the data is
1999-2018. The data includes the 11 Sub-Saharan African countries presented in chapter four.
Time frequency of the data is yearly. This was chosen as the frequency, due to limited
availability of other frequencies for the data. The variables that will be used in this thesis are:
GDP growth, labor, natural resources rent, inflation, capital formation, FDI, population, female
population, female participation in labor force, literacy rate, rural population, infrastructure,
interest rates and exchange rates. In addition, data for transparency, accountability and
corruption will be used with timeframe 2005-2018 due to data availability limitations.
Economic growth of a country is often measured by gross domestic product factors. In this
thesis, economic growth is measured by GDP growth rate in percentages. In prior literature,
FDI is commonly measured as a percentage of GDP when investigating its impact on economic
growth (Adams 2009; Adhikary 2011; Prasad et al. 2007; Nair-Reicher & Weinhold 2001; Li
& Liu 2005; Michael 2018; Khamfula 2007; Ayanwale 2007). For instance, according to
Adhikary (2011) this measurement method removes possible problems with absolute
measurements. Similarly, Khamfula (2007) states that especially in low-income countries there
might be measurement errors with FDI. Using FDI as a percentage of GDP would remove such
issues. Therefore, in this study, foreign direct investments are measured by FDI net inflows as
a percentage of the GDP. FDI inflows are expected to have a positive impact of economic
growth, based theories and prior literature. Even though former literature is not completely
uniform with results, the effect is still expected to be positive, as that is what theory suggests.
Prior literature has studied economic growth in Sub-Saharan Africa and in other developing
countries using many different explanatory factors in addition to FDI. This chapter presents
variables that have been found to have a significant impact on economic growth, either positive
or negative impact. Based on the results of prior literature these were the factors that assumable
have a significant impact on economic growth in Sub-Saharan Africa and in other developing
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areas. These factors are mostly representing the country’s macroeconomic and demographic
state. The possible spillovers from FDI could be visible in these variables. Therefore, it is
important to include other variables as well in addition to FDI.
According to both Iamsiraroj (2015) and Gao (2002) labor force has a positive effect on
economic growth in their researches. Their articles focus on different geographical areas which
indicates that it might be a relevant factor to consider also in this thesis. It is assumed that labor
force has a significant positive impact on economic growth. Labor is also recognized as an
important component in economic growth in the economic growth theories.
Gender inequalities are found to have negative impact on economic growth. According to
Klasen and Lamanna (2009) gender inequality has a strong negative correlation with economic
growth. Meaning that the smaller the female participation rate in labor force, the slower the
economic growth is. This result is supported by Bloom, Canning, Find and Finlay (2009) as
they conclude that higher rate in female labor force participation enhances economic growth
when at same time fertility decreases. Meaning that the more women are participating in
working economy and being less home with children, economic growth will benefit from it.
The relationship between female labor force participation rate and economic growth is also
investigated by Tsani, Paroussos, Fragiadakis, Charalambidis and Capros (2012) focusing on
the Mediterranean countries. They conclude that there is a correlation between low female labor
force participation rate and lower economic growth. They also recognized a U-shaped
relationship which was also for instance recognized by Dogan and Aküz (2017). In SSA many
females are either self-employed or working in family related businesses. During the past
couple of decades, the female labor participation rate has increased in Sub-Saharan Africa.
(International Labour Organization 2016). Based on these findings, female labor force
participation rate is expected to increase economic growth.
Inflation rate’s impact on economic growth has found to be both positive and negative.
According to Kasidi (2013), inflation has a negative impact on growth in Tanzania. According
to Nexhat and Esat (2019), inflation has a positive impact on growth in Europe. Papers focusing
on African countries has found out that inflation has different impacts depending on the level
of inflation and the income level of the country. Ndoricimpa (2017) considers threshold effects,
stating that lower inflation has a positive impact on growth in the middle-income countries.
Whereas high inflation has the opposite impact. In African low-income countries low inflation
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has no impact on economic growth. High inflation has a negative impact on economic growth
and the negative impact is even stronger in low-income economies. Based on these results it
could be assumed that in SSA countries’ inflation has a negative impact on economic growth.
Capital formation is stated to have a positive impact on economic growth in many former
studies. (Adhikary 2011; Bal, Dash & Subhasish 2016) Based on prior literature, capital
formation is assumed to have a positive impact on economic growth. Capital is also one of the
main factors in economic growth based on both neoclassical and endogenous growth theories.
Sub-Saharan Africa is rich in natural resources. In academic literature there has been debates
on whether natural resource rich economies tend to suffer from slower economic growth than
others. This debate makes this an interesting factor to consider. According to Lundgren,
Thomas and York (2013) the trend described above would not necessarily be true. Havranek,
Hovart and Zeynalov (2016) point out in their research that the academic literature does not
agree on the impact of natural resources in economic growth. Instead, there were same amount
of results supporting a negative effect and no effect at all. A smaller portion supported a positive
effect on economic growth. Interestingly, their conclusion was that there was a positive
relationship to be found between natural resources and economic growth. According to
Sobrinho et al. (2019), natural resources are a strong growth enhancer in SSA. This is because
the region is so rich in natural resources. Based on the results from prior literature, natural
resources are expected to have a positive impact on economic growth in this study.
Infrastructure is an important factor when investigating economic growth of countries. Usually
infrastructure means electricity, gas, telecommunications, transportation, water supply,
sanitation and sewerages. According to Estache and Garsous (2012), in SSA the most important
ones are electricity, water supply and sanitation. Infrastructure that enhances economic growth
varies across different regions. Therefore, it is important to consider those suitable for the
region. According to Owusu-Manu, Jehuri, Edwards, Boateng & Asumadu (2019)
infrastructure measured by electricity has the greatest positive impact on economic growth in
Ghana. Based on these results the impact of infrastructure on economic growth in SSA is
expected to have a positive impact on economic growth. Infrastructure is measured by mobile
cellular subscriptions per inhabitant. The choice was made as it relates to electricity and it had
a decent amount of data available.
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Africa is one of the most populated areas in the world and has the highest population growth
rates in the world. Sub-Saharan African population is expected to double by 2050. (European
parliament 2019) This makes it interesting to investigate how population growth impacts
economic growth, if it does. How population growth impacts economic growth is a subject that
has been debated in prior literature. According to Tartiyus, Dauda and Peter (2015) there is a
positive relationship between population growth and economic growth among with other
factors tested. They concluded that population growth in Nigeria should be remained, as it has
found to have a positive impact on economic growth. Slow population growth is seen to have
a positive impact on economic growth. In low-income countries rapid population growth can
have a negative impact on economic growth in the short time period. However, in the long run,
economic growth can be seen to be positively affected by population growth. (Ghura &
Hadjimichael 1996; Peterson 2017) On the other hand, population growth can slow down
economic growth in some countries. (World Bank 2020j) However, population growth is
assumed to have positive impact on economic growth based on prior literature.
Rural factor is measured by percentage of inhabitants living in rural areas out of all population.
According to Nkalu, Edeme, Nchege and Arazu (2019) there is a positive relationship between
urban accumulation and economic growth in SSA. This means that urban development
enhances economic growth. Most of the world’s poor people live in rural areas and often in
areas where economic development is low. In those areas, the gap between rural and urban
areas is usually quite wide. According to Satti, Hassan, Hayat and Paramati (2015) in their study
concerning Pakistan, rural population can decrease poverty. Therefore, it can increase economic
growth, if the government supports activities in rural areas. Rural/urban development is
measured by a variable of population in rural areas as a percentage of total population. Based
on prior literature there is assumed to be a negative relationship between rural variable and
economic growth, as urban population development is considered to positively impact
economic growth.
Literacy rate is a key indicator on the development of human capital, which drives economic
growth based on growth theories. According to Desai (2012) in his research concerning India,
there is a strong positive correlation between higher level of literacy rate and economic growth.
Exchange rates and their impact on economic growth are a debated subject in literature. (Aman,
Ullah, Khan & Khan 2017) A study regarding Nigeria published by Obansa, Okoroafor, Aluko
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and Eze (2013) states that the liberalization of exchange rates in Nigeria has had a positive
impact on economic growth. Aman et al. (2017) stated that in Pakistan, exchange rates have
had a positive impact on economic growth, as exchange rates represent growth in exports, trade
and investments. According to Rodrik (2008) a high real exchange rate has a positive impact
on economic growth. Meaning that if a currency is undervalued, it will have a positive impact
on economic growth. (Rodrik 2008) Thereby, exchange rates are expected to have a positive
relationship with economic growth in this study.
According to Obansa et al. (2013) there is a relationship between interest rates and economic
growth in Nigeria. Thus, not as strong as what exchange rates has. They even suggest that
interest rate liberalization has had a declining effect on economic growth as the liberalization
impacted investments. (Obansa et al. 2013) Shaukat, Zhu and Khan (2019) obtained similar
results, indicating that lower interest rates would be beneficial for developing and transition
countries in order to keep up other countries’ economic growth. High interest rates are not
beneficial for economic growth. (Shaukat et al. 2019) Real interest rates will be used in this
study and they are expected to have a negative relationship with economic growth. Indicating
that the lower interest rates would have a positive impact on economic growth.
The Sub-Saharan African region is one of the areas in the world where corruption and political
instability has a strong relationship with low economic growth. According to GyimahBrempong (1999) political instability is found to significantly decrease economic growth in
SSA. Compared with all other regions in the world, decreasing corruption would have the most
beneficial results in SSA than in any other region. In 2019 SSA was the most corrupted region
in the world. One major form of corruption are bribes. (Sobrinho & Thakoor 2019)
Former literature suggests economic growth and the capability to adopt FDI and further take
benefit out of them, to be strongly tied to governmental stability and non-corrupted public
sector. (Lumbila 2005; Adams 2009). Based on prior literature, the countries’ rate of corruption
and state reliability are major components in economic growth. These are also the major reasons
why African countries have been having a much slower economic development than Asian
counties for instance. Therefore, it is important to consider these in the model as well.
(Borenztein et al. 1998; Ali et al. 2015; Asadullah & Savoia 2019; Atenga & Mougoué 2020)
This thesis will account corruption and governmental reliance by a CPIA transparency,
accountability and corruption in the public sector rating – factor. This factor rates countries on
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a yearly basis from 1-6 based on how the country uses funds and resources, how transparent
these actions are and can they be justified by the countries legislations. The factor also captures
the actions these countries are taking in order to narrow down corruption and driving one’s own
interest in public matters. The interpretation of this variable is that the lower the value, the
worse the transparency, accountability and control over corruption is. Higher values in this
variable would be expected to positively impact economic growth in SSA. (World Bank 2020c)

5.2 Descriptive statistics of the data
Table 1 presents the explanations of dependent and independent variables used. Descriptive
statistics of the data are presented later in this chapter.
Table 1. Explanations of variables used.
Explanation
GDP

GDP growth (annual %)

FDI

Foreign direct investment, net inflows (% of GDP)

labor

Labor force participation rate, total (% of total population ages 15-64) (modeled ILO estimate)

inflation

Inflation, consumer prices (annual %)

capital

Gross capital formation (annual % growth)

natural

Total natural resources rents (% of GDP)

populationf

Population, female (% of total population)

laborf

Labor force participation rate, female (% of female population ages 15+) (modeled ILO estimate)

rural

Rural population (% of total population)

interest

Real interest rate (%)

excrate

Official exchange rate (LCU per US$, period average). Annual growth %

infrastruture Mobile cellular subscriptions (per 100 people)
FDI t-1

One year lagged value of FDI

FDI t-3

Three year lagged value of FDI

populationg

Population growth (annual %)

laborfg

Female labor force participation rate growth (annual %)

TAC
TAC t-1

CPIA transparency, accountability, and corruption in the public sector rating (1=low to 6=high)
One year lagged value of TAC

At first it must be stated that data available from Sub-Saharan African countries is very limited.
In the beginning, the idea was to include also literacy rate, as it has been used in previous
literature and found to be an important factor also accounting for human capital. Unfortunately,
there was not enough data available for literacy rate to be used as an independent variable and
it had to be left out.
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As the data collected included missing values, those that were within a time series of a country
where interpolated. However, almost all missing values were either in the beginning or at the
end of a country’s time series. Therefore, these observations were left out and only full
observations were included in the final dataset. The data can be described as unbalanced panel
data. Unbalanced panel data means that there are no observations for all the countries for all
the years included.
Stationarity of the data needed to be tested and ensured before the data could be used.
Stationarity was tested with Augmented Dickey-Fuller and Phillips-Perron tests. Both of them
are suitable for unbalanced panel data. According to the results, not all variables were
stationary. Data transformations were needed in order to transform data into stationary.
Stationarity is required in order to get reliable results. Variables that contained a unit root were
FDI, natural, rural, FDI t-3 and infrastructure. Variables were transformed into stationary by
instead of taking the absolute value for the year t, taking the change from t-1 to t.
Table 2. Descriptive statistics of the data

GDP
FDI
labor
inflation
capital
natural
populationf
laborf
rural
interest
excrate
infrastruture
FDI t-1
FDI t-3
laborfg
populationg
TAC
TAC t-1

Mean

Median

4.77
0.07
68.49
7.05
8.56
-0.02
50.65
61.86
-0.53
7.79
6.55
4.81
2.93
0.08
0.01
2.54
2.76
2.76

4.94
0.01
71.01
6.28
6.57
-0.03
50.72
64.56
-0.49
6.05
3.55
4.37
2.08
0.00
-0.00
2.71
3.00
3.00

Standard deviation Minimum
3.35
3.62
11.72
5.59
19.07
3.88
0.64
16.96
0.30
7.9
24.43
5.71
3.61
3.51
1.22
1.00
0.56
0.56

-7.65
-23.80
46.58
-9.62
-31.11
-18.31
49.34
27.98
-1.53
-34.21
-28.23
-12.85
-1.30
-23.80
5.44
-0.61
1.5
1.5

Maximum

Count

Skewness

Kurtosis

18.33
15.17
87.68
33.81
117.52
16.43
51.99
84.98
0.12
32.77
321.90
24.97
27.65
15.17
12.03
7.73
3.5
3.5

195
195
195
195
195
195
195
195
195
195
195
195
195
195
195
195
134
125

-0.11
-0.86
-0.35
1.14
2.18
0.13
-0.12
-0.59
0.65
-0.40
11.11
0.46
3.44
-0.93
4.19
0.43
-0.30
-0.22

5.14
17.12
2.13
6.16
12.62
8.17
2.51
2.50
4.29
5.59
143.93
4.16
19.00
19.16
55.22
8.19
1.92
1.80

Table 2 presents the descriptive statistics for all the variables in the data. The mean and median
values are quite close to each other in almost all variables. This could indicate that there are no
significant outliers present. Standard deviation values are quite small. Standard deviations are
varying between 0.30 – 24.43. Exchange rate has the highest standard deviation, which is most
likely due to multiple currencies included. The overall count of observations is 195, excluding
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TAC variables with smaller amount of observations included. From FDI, FDI t-1 and FDI t-3
can be seen that FDI is not equally distributed either amongst years or countries as the minimum
and maximum for all three are not close to each other. Other variables that have large gap
between minimum and maximum are for instance capital and exchange rates. Capital has values
between -31.11 to 117.52, which could indicate that the capital formation is unequal between
countries or years in the data. Similarly exchange rate changes can be assumed to differ quite a
lot amongst countries. On the other hand, female population is almost similar in all countries
and during the data period, as values are varying between 49.34-51.99. From the transparency,
accountability and corruption variable it can be seen that none of the countries included has
high values as the maximum is 3.5 out of possible 6 and the mean is below 3. These could
indicate that the countries improve in transparency, accountability and corruption control.
Skewness is one way of measuring the symmetricity, more specifically the asymmetricity of
the distribution of the data. Non-skewed data which is equally distributed would have zero level
skewness. (Kim 2013) As can be seen from table 2 above, most of the variables have skewness
close to zero. Furthest away from zero is exchange rate with skewness value of 11.11. It could
be said that the data is quite normally distributed based on skewness values.
Kurtosis measures outliers in variables. It measures whether both tails of the distribution are
aligned with each other. Kurtosis also measures the presence of outliers that can be noticed
from kurtosis values. (Kim 2013) Kurtosis values close to zero indicates similar distribution
that optimal normal distribution has. Values of the data are varying between 2.13 – 143.93.
Majority are below 10 and only few variables have higher kurtosis, like exchange rates.

5.3 Hypotheses
Hypothesis that will be tested in the empirical part are formed based on prior literature and
theory. The first hypothesis is formed in a way that the relationship between FDI and economic
growth can be examined. Based on prior literature and theory on the topic, the relationship
between FDI and GDP growth is assumed to be positive:
H1: “FDI has a positive impact on GDP growth”
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Prior literature and theory also suggest FDI not being the only factor affecting economic growth
in SSA. Therefore, other macroeconomic and demographical factors are included. The factors
selected to explain economic growth are labor, inflation, capital formation, natural resources,
female population, female labor force, rural population, interest rates, exchange rates,
infrastructure, population growth and female labor force growth. The second hypothesis
assumes these all factors having an impact on GDP growth:
H2: “GDP growth is significantly affected by selected macroeconomic and demographical
factors.”
Corruption and public sector transparency and accountability are considered to impact
economic growth significantly in prior literature. The third hypothesis will test the impact by
the level of public sector transparency, accountability and control over corruption:
H3: “Transparency, accountability and low corruption in the country have a positive effect on
GDP growth.”

5.4 Methodology
As this study contains more than one country, panel data analysis is chosen as the methodology.
Panel data analysis consider both time-series data and cross-sectional data together. All the
selected countries and their data will be investigated as a one dataset. Further, a variable
measuring the level of transparency, accountability and corruption will be added to the dataset.
Effects in panel data may be either fixed or random or in some cases pooled OLS has been
found to be the most suitable despite the panel characteristics of the data. (Park 2010) This
chapter will present the different models that can be suitable for panel data regression. Later
the models used in this thesis will be presented and the estimation model tests are conducted
and their results are presented.
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5.4.1 Panel data analysis
Panel data regression equation considers both time-series and cross-sectional effects by
denoting two dimensions for each variable. According to Baltagi (2005,11-16), the equation is
formed as follows:
𝑦78 = 𝛼 + 𝑋78: 𝛽 + 𝑢78

(4)

Where i = cross-section dimension
t = time-series dimensions
𝛼 = constant term
𝛽 = explanatory variable’s coefficient
X = observation of explanatory variable
u = error term
y = dependent variable
Baltagi (2005, 11-16) further divides the error term into the following equation:
𝑢78 = 𝜇7 + 𝜈78

(5)

Where 𝜇7 = unobserved heterogeneity
𝜈78 = remainder disturbance
The unobserved heterogeneity is not related to time and it captures all individual-specific effects
from the regression that are not captured by other variables. The remainder disturbance is timeand individual-variant. Therefore, it can be seen as the basic disturbance term of the regression.
(Baltagi, 2005, 11-16)
Fixed effects assume different intercept for each cross-section and time pairs. Function 6
presents the equation for fixed effects estimation. The unobserved heterogeneity, 𝜇7 , is assumed
to be fixed in fixed effects model and the reminder disturbances are assumed stochastic and
independent of 𝑋78: . Fixed effects model is useful, when estimating variables that change over
time. Fixed effects can be incorporated in multiple ways. The within estimator finds exceptions
within a group means or variations from within entities, which in this case are countries. Fixed
effects models are assumed to be suitable for datasets that represent a specific set of population
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and the whole population in target is included in the dataset. (Das 2019, 474-475; Park 2010;
Baltagi 2005, 11-16)
𝑦78 = 𝛼 + 𝑋78: 𝛽 + 𝜈78

(6)

Random effects models assume hidden heterogeneity inside an entity to be random. This means
that in contrast to fixed effects assuming 𝜇7 , to be fixed, 𝜇7 is assumed to be random. The
equation for random effects can be seen in function 7. The effects of random unobserved
heterogeneity are included in the model. Random effects model assumes each cross-sections
and time pairs to have differences with each other. All 𝑋78: are assumed to be independent from
both 𝜇7 and 𝜈78 . Random effects model is useful in situations where the data obtained is assumed
to be a sample from a larger population. Random effects is useful in obtaining results that could
represent the whole population. (Das 2019, 505; Park 2010; Baltagi 2005, 11-16)
𝑦78 = 𝛼 + 𝑋78: 𝛽 + 𝜇7 + 𝜈78

(7)

The selection of the most suitable panel data analysis model for specific data can be conducted
by running the following tests; F-test and Breusch-Pagan Lagrange Multiplier test and Hausman
test, if needed. F-test tests whether there are fixed effects present in the panel data. Rejection
of the test means there are fixed effects present and fixed effects model would be suitable.
Breusch-Pagan Lagrange Multiplier test tests the presence of random effects in the panel data.
Rejection of the test means the presence of random effects in the panel data and random effects
model would be suitable to use. Pooled OLS can be used in case both F-test for fixed effects
and Breusch-Pagan LM test for random effects are not rejected. Panel structure of the data is
not included in the estimation as no fixed effects nor random effects were present in the data.
In case they both are rejected, Hausman test needs to be ran to see which one it recommends.
The rejection of Hausman test suggest using fixed effects instead of random effects and vice
versa. (Park 2010)

5.4.2 Models
There will be one base model used, with small variations between hypotheses. GDP growth is
the dependent variable in all of the models. Correlation matrix was formed for the variables in
order to detect possible multicollinearity issues. The correlation matrix can be seen in appendix
1. Multicollinearity means that the independent variables are strongly linearly connected to
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each other. In a correlation matrix if the correlation coefficient is close to 1 or – 1, one of the
variables is recommended to be removed. In this data, labor and female labor were strongly
correlated with each other (coefficient 0.97). Therefore, the female labor was transformed to
describe the growth in female labor force in order to avoid multicollinearity issues. Other
variables do not have high correlation coefficients and can be included in the model.
The main interest is the impact of FDI. Therefore, in addition to FDI, one- and three- year lags
of FDI are also included. It is assumed that the effect of FDI on GDP growth could be visible
after some time. Other independent variables used are labor, inflation, capital formation, natural
resources, infrastructure, population growth, female population, female labor force growth,
rural population, exchange rates and interest rates. In the equation 𝛼 presents the intercept and
𝑢78 the error term. Equation 8 represents model 1.
𝐺𝐷𝑃78 = 𝛼 + 𝐹𝐷𝐼78 𝛽, + 𝑙𝑎𝑏𝑜𝑟78 𝛽J + 𝑖𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛78 𝛽N + 𝑐𝑎𝑝𝑖𝑡𝑎𝑙78 𝛽Q + 𝑛𝑎𝑡𝑢𝑟𝑎𝑙78 𝛽R

(8)

+ 𝑖𝑛𝑓𝑟𝑎𝑠𝑡𝑟𝑢𝑐𝑡𝑢𝑟𝑒78 𝛽T + 𝑝𝑜𝑝𝑢𝑙𝑎𝑡𝑖𝑜𝑛𝑔78 𝛽V + 𝑝𝑜𝑝𝑢𝑙𝑎𝑡𝑖𝑜𝑛𝑓78 𝛽W
+ 𝑙𝑎𝑏𝑜𝑟𝑓𝑔78 𝛽X + 𝑟𝑢𝑟𝑎𝑙78 𝛽,Y + 𝑒𝑥𝑐𝑟𝑎𝑡𝑒78 𝛽,, + 𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡78 𝛽,J
+ 𝐹𝐷𝐼78-, 𝛽,N + 𝐹𝐷𝐼78-N 𝛽,Q + 𝑢78
Another model is needed to be formed in order to involve transparency, accountability and
corruption variable. Data available for the transparency, accountability and corruption variable
was a little narrower than for the other variables. Therefore, the time series for model 2 is from
2005 to 2018 and Botswana is excluded from this data. The model’s basis is similar with the
first model.
Minor changes to the independent variables were needed to conduct due to correlations between
independent variables. In the correlation matrix in appendix 2, it can be seen that like in model
1, labor and female labor are highly correlated with each other (0.98). The correlation between
rural and labor is also quite high, 0.78. Therefore, female labor will be left out and female labor
force growth will be used instead. In order to avoid independent variables to be correlated with
each other, labor will be also left out. The effects of labor can furthermore be observed through
female labor force growth variable. If rural would have been removed, the effects of it could
not have been evaluated at all. After these changes in the data, the remaining variables do not
have high correlations with each other and can be further used in the testing. In addition,
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transparency, accountability and corruption was included as an independent variable into model
2, which is presented by equation 9.
𝐺𝐷𝑃78 = 𝛼 + 𝐹𝐷𝐼78 𝛽, + 𝑖𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛78 𝛽J + 𝑐𝑎𝑝𝑖𝑡𝑎𝑙78 𝛽N + 𝑛𝑎𝑡𝑢𝑟𝑎𝑙78 𝛽Q

(9)

+ 𝑖𝑛𝑓𝑟𝑎𝑠𝑡𝑟𝑢𝑐𝑡𝑢𝑟𝑒78 𝛽R + 𝑝𝑜𝑝𝑢𝑙𝑎𝑡𝑖𝑜𝑛𝑔78 𝛽T + 𝑝𝑜𝑝𝑢𝑙𝑎𝑡𝑖𝑜𝑛𝑓78 𝛽V
+ 𝑙𝑎𝑏𝑜𝑟𝑓𝑔78 𝛽W + 𝑟𝑢𝑟𝑎𝑙78 𝛽X + 𝑒𝑥𝑐𝑟𝑎𝑡𝑒78 𝛽,Y + 𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡78 𝛽,, + 𝐹𝐷𝐼78-, 𝛽,J
+ 𝐹𝐷𝐼78-N 𝛽,N + 𝑇𝐴𝐶78 𝛽,N + 𝑢78
The third model used in this study is exactly the same as model 2, except for one change. Instead
of using TAC as an independent variable, a one-year lag of TAC will be used instead (TAC t1). Model 3 is presented in equation 10 below.
(10)

𝐺𝐷𝑃78 = 𝛼 + 𝐹𝐷𝐼78 𝛽, + 𝑖𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛78 𝛽J + 𝑐𝑎𝑝𝑖𝑡𝑎𝑙78 𝛽N + 𝑛𝑎𝑡𝑢𝑟𝑎𝑙78 𝛽Q
+ 𝑖𝑛𝑓𝑟𝑎𝑠𝑡𝑟𝑢𝑐𝑡𝑢𝑟𝑒78 𝛽R + 𝑝𝑜𝑝𝑢𝑙𝑎𝑡𝑖𝑜𝑛𝑔78 𝛽T + 𝑝𝑜𝑝𝑢𝑙𝑎𝑡𝑖𝑜𝑛𝑓78 𝛽V

+ 𝑙𝑎𝑏𝑜𝑟𝑓𝑔78 𝛽W + 𝑟𝑢𝑟𝑎𝑙78 𝛽X + 𝑒𝑥𝑐𝑟𝑎𝑡𝑒78 𝛽,Y + 𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡78 𝛽,, + 𝐹𝐷𝐼78-, 𝛽,J
+ 𝐹𝐷𝐼78-N 𝛽,N + 𝑇𝐴𝐶78-, 𝛽,N + 𝑢78
5.4.3 Choosing the estimation model
In order to choose which panel data estimation model would be the most suitable for this data,
both F-test for fixed effects and Breusch-Pagan Lagrangian multiplier test were run. The results
from both can been seen in table 3 below for all three models.
Table 3. Estimation model choices for the models
Test ( p- values)
F-test
Breusch-Pagan Lagrangian multiplier test

Model 1
0.000***
1.000

Model 2
0.0178**
1.000

Model 3
0.0127**
1.000

The hypothesis of F-test was rejected with 1% confidence level in model 1 and 5% confidence
level in models 2 and 3. Thus, meaning there are fixed effects in the data that should be
considered. Therefore, OLS is not a preferred estimation model. The Breusch-Pagan
Lagrangian multiplier test for random effects was not rejected in any of the models. This means
that random effects were not present in the data. There is no need to conduct Hausman tests, as
only one kind of effects are present in the data. Therefore, fixed effects model is chosen as the
estimation model to be used in all the models.

51

6 RESULTS
The purpose of this chapter is to find out the possible impact of FDI and other chosen variables
on economic growth. The statistical significances and the relationships between independent
variables and the dependent variable are investigated.

6.1 Results for model 1
Hypotheses H1 and H2 are investigated through model 1. The dependent variable is economic
growth measured by GDP growth. Independent variables are FDI, labor, inflation, capital,
natural resources, infrastructure, population growth, female population, female labor force
growth, population living in rural areas, exchange rates change, interest rates, one-year lag of
FDI and three-year lag of FDI. Table 4 presents the results for the fixed effects regression.
Table 4. Fixed effects regression results model 1
GDP

p-value

FDI

-0.222 (0.068)

0.745

labor

0.010 (0.103)

0.922

inflation

-0.027 (0.047)

0.564

capital

0.026 (0.012)

0.038**

natural

-0.050 (0.059)

0.395

infrastructure

0.059 (0.045)

0.186

populationg

-0.167 (0.455)

0.714

populationf

1.370 (1.536)

0.347

laborfg

0.004 (0.179)

0.982

rural

-0.792 (1.232)

0.521

excrate

-0.014 (0.009)

0.138

interest

0.017 (0.031)

0.591

FDI t-1

0.288 (0.080)

0.000***

FDI t-3

-0.011 (0.063)

0.866

cons

-66.52 (75.256)

0.378

0.000***

F test
Prob > F
0.019**
N
195
R-squared
14.23
***, **, * present statistical significance at 1%, 5% and 10% respectively
Corresponding standard errors in brackets after coefficients.

The R-squared, which measures the explanatory power of the model, is quite low, 14.23.
However, the model is still statistically significant under 95% confidence level with prob > F
being 0.019. All the coefficients for independent variables are quite small. This could indicate
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that by themselves, they do not explain much of the GDP growth. Two of the independent
variables have a statistically significant effect on GDP. One-year lag of FDI is significant under
99% confidence level and capital is significant under 95%. One-year lag of FDI is the most
significant and has a positive relationship with GDP growth. As FDI is not significant, it could
be indicated that the effects of FDI are visible in GDP growth only with one-year lag. These
findings are in line with the theory and part of the prior literature, if only the significant FDI t1 is considered. On the other hand, an unexpected result is that FDI has a negative coefficient,
even though it is not significant. However, some prior studies are suggesting negative
relationship between FDI and GDP growth. Yet, the p-value is quite high, referring that FDI is
not very close being statistically significant. Three-year lag of FDI also has a negative
coefficient and a p-value closer to one than zero. The coefficient of three-year lag of FDI is
almost zero. This could indicate that even if it was significant, the impact would be relatively
low.
Based on these results, the first hypothesis H1 (“FDI has a positive impact on GDP growth”) is
partially accepted. The current year FDI is found to be insignificant. However, the one-year
lagged FDI is found to be positive and statistically significant. As FDI t-1, does have a positive
impact on GDP growth, it can be said that FDI explains GDP growth with a lag. On the other
hand, one-year lag of FDI having a significant positive relationship with GDP is quite a
reasonable result. The impact of FDI would most likely be visible during the next year in GDP
growth rather than already during the same year. Three-year lag of FDI was found to be
insignificant. Compared to prior literature, these results are quite convenient as no unified
results are obtained in the past either. These results support the finding from for instance Adams
(2008) and Cinar and Nulambeh (2018) with positive relationship between FDI and GDP
growth. If the current year FDI would have been significant it would have been supported by
for instance Michael (2018) and Ojeaga et al. (2015) with the negative relationship.
Capital is found to have a positive and significant relationship with GDP growth. This was an
expected result based on former literature and both neoclassical and endogenous growth
theories. Higher gross capital formation drives GDP growth. The impact on GDP growth based
on the coefficient is relatively small, yet still significant. The second hypothesis H2 (” GDP
growth is significantly affected by selected macroeconomic and demographical factors.”) is
partly accepted with capital being statistically significant. However, capital was the only

53
demographical and macroeconomic factor being statistically significant and therefore the H2
cannot be fully accepted.
Other variables do not have significant explanatory power to the dependent variable GDP
growth. These insignificant variables are not removed as they need to be controlled in the
model. These variables are all important for the hypothesis H2 to be answered. The reasons for
the insignificance of the variables could be the limited amount of data available and a relatively
small sample size. Another possible reason could be the regional differences in SSA. Even
though prior literature has studied the same geographical area, the decision on which countries
to involve could have a significant impact on the outcome. Chosen timeframe and the exact
data to represent certain factors could also have been different in prior literature. This could be
causing differences in the results. Another possible reason could be the estimation method
chosen. Despite insignificant p-values, the direction and coefficients of the variables will be
further analyzed.
Inflation’s negative coefficient was expected based on prior literature. However, it was assumed
to be statistically significant. (Kasidi 2013; Nexhat & Esat 2019; Ndoricimpa 2017). When
inflation is high, it is assumed to have a negative impact on economic growth. Thereby it could
be concluded that inflation rates are quite high in SSA countries included in this data. High
inflation rates can cause a negative impact on GDP growth. If inflation was low, it would not
have a negative impact on economic growth. (Ndoricimpa 2017)
The variable for natural resources has a slightly negative coefficient. This means that the effect
on GDP growth is slightly negative. Based on prior literature this effect was assumed to be
positive. However, negative effect and having no effect at all were both as well recognized in
prior literature. The economic growth rate for natural resource rich countries is an ongoing
debate in literature. (Havranek et al. 2016; Lundgren et al. 2013) Thereby the result of slightly
negative impact is not completely unexpected, even though some papers have found a
significant positive relationship especially in SSA. (Sobrinho & Thakoor 2019)
Population growth has a negative impact on economic growth. However, the negative effect is
relatively small. Based on prior literature, population growth has a positive impact on economic
growth in the short run, when the growth is slow. On the other hand, it has also been recognized
that rapid population growth can have a negative impact on economic growth in the short-run.
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(Ghura & Hadjimichael 1996; Peterson 2017) The reason for the impact being negative here
could implicate that the population growth is rapid and the model is not able to capture longterm economic growth from this point of view.
The negative impact of independent variable rural was an expected result based on prior
literature. (Nkalu, Edeme & Nchege 2019) The coefficient value is one of the strongest in this
model. This could indicate that would have a relatively large explanatory power on economic
growth, if it was significant. To turn this the other way, the more population is living on the
urban areas, the higher is the economic growth.
Exchange rate change has a slight negative impact on GDP growth with a coefficient close to
zero. It indicates that the more local currency changes against USD, the higher the negative
effect is on economic growth. Prior literature suggests a positive relationship between real
exchange rates and economic growth. (Obansa, Okoroafor, Aluko & Eze 2013; Aman et al.
2017; Rodrik 2008) This negative effect could be caused as higher changes in exchange rates
could indicate instability in the currency. This currency instability might not be favorable for a
country’s economic growth.
Female population’s positive impact on economic growth was an expected result based on prior
literature. Gender inequalities are found to have a negative impact on economic growth (Klasen
& Lamanna 2009). Female population has the highest coefficient value. Also, growth in female
labor force participation rate has a positive relationship with economic growth. The results were
also expected based on prior literature, also relating to female population. (Bloom et al. 2090;
Tsani et al. 2012)
Labor force participation rate has a positive relationship with economic growth. This was
expected based on prior literature and the growth theories. (Iamsiraroj 2015; Gao 2002). Both
neoclassical and endogenous growth theories are supporting this finding. As both labor force
participation rate and female labor force participation rate growth have positive relationships
with GDP growth, the results are also supporting each other about the impact of labor.
Infrastructure has a positive relationship with GDP growth. This was expected based on prior
literature (Estache & Garsous 2012; Owusu-Manu, Jehuri, Edwards, Boateng & Asumadu
2019). Infrastructure was measured by a factor related to telecommunications, measuring the
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mobile telephone connections and subscriptions in that area. The positive coefficient suggests
that the more mobile telephone connections and subscriptions are in area, the more GDP would
grow.
Real interest rates have a positive relationship with GDP growth. Positive coefficient suggests
that increase in interest rates would increase GDP growth. Prior literature has recognized a
relationship with interest rates and economic growth (Obansa et al. 2013; Shaukat, Zhu & Khan
2019). This result for positive relationship is not supported by prior literature, as high interest
rates are found to negatively affect GDP growth.
All coefficients have values between -0.792 and 1.370, which are relatively low. This could
indicate that measuring economic growth is not simple and it is a combination of multiple
different variables that are not all captured neither in this model nor in previous literature. Even
though the R-Squared is quite low, the f-statistics is still significant under 95%. Therefore, the
results can be considered reliable from that point of view as the model itself is significant.
Residuals for model 1 are close to normal distribution, as they should be. Statistics and a
histogram of residuals can be found in appendix 3. The mean of residuals is zero and the median
is almost zero as well, 0.020. Skewness (-0.416) and kurtosis (5.001) are close to the values of
normal distribution. Therefore, it could be concluded that the model is good from the residual
distribution perspective.

6.2 Results model 2 and model 3
Hypothesis H3 (“Transparency, accountability and low corruption in the country have a positive
effect on GDP growth.”) is investigated through model 2 and model 3. First, the effect of current
year transparency, accountability and corruption rating (TAC) will be investigated. Later,
model 3 investigates the effect of one-year lag of TAC on economic growth. Other independent
variables will be used as control variables in these models and are not therefore further
analyzed. Results for model 2 are presented in table 5 below.
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Table 5. Fixed effects regression results model 2
GDP

p-value

FDI

0.062 (0.075)

0.419

inflation

-0.079 (0.057)

0.166

capital

0.032 (0.015)

0.044**

natural

0.011 (0.065)

0.866

infrastructure

0.042 (0.047)

0.374

populationg

-0.840 (1.526)

0.583

populationf

0.720 (2.689)

0.789

laborfg

-0.089 (0.300)

0.767

rural

0.187 (0.137)

0.175

excrate

0.035 (0.029)

0.228

interest

-0.01 (0.032)

0.792

FDI t-1

0.285 (0.072)

0.000***

FDI t-3

-0.047 (0.073)

0.523

TAC

2.081 (0.914)

0.025**

cons

-48.883 (134.322)

0.717

F test

0.018**

Prob > F

0.000***

N

134

27.01
R-squared
***, **, * present statistical significance at 1%, 5% and 10% respectively
Corresponding standard errors in brackets after coefficients.

The variable TAC is statistically significant under 95% confidence level with positive
coefficient of 2.081. This result means that countries with higher rating in transparency,
accountability and corruption control have higher GDP growth rates. Transparency,
accountability and control for corruption can be thus seen as important factors in economic
growth. Therefore, H3 can be accepted. When compared to other coefficients of the control
variables, TAC is the only one above 1. It could be stated that the importance of this variable
to overall economic growth is relatively high. This was an expected result based on prior
literature. The importance of public sector reliability and control over corruption are widely
recognized having an effect on economic growth (Lumbila 2005; Adams 2009). These are also
seen as one of the major obstacles for economic growth in SSA, if they are not in a desired
level. (Borenztein et al. 1998; Ali et al. 2015; Asadullah & Savoia 2019; Atenga & Mougoué
2020) One-year lag of FDI and capital are also statistically significant in this model as well
under 99% and 95% confidence levels, respectively. FDI t-1 has a positive significant
relationship with GDP growth. This means that when FDI t-1 increases, GDP growth increases
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as well. Thus, FDI explains GDP growth with a lag. Capital is found to have a positive
significant relationship with GDP growth. It means that higher gross capital formation drives
GDP growth. These results for FDI t-1 and capital are supporting the results of model 1 as well.
The R-squared for model 2 is 27.01. In regressions similar to this, it is common that the Rsquared does not climb that high as economic growth cannot be easily modeled. The residual
distribution and statistics can be seen in appendix 4. Based on the results, the residuals for the
model are quite close to normal distribution, which is a desired result. The mean is zero and the
median is also close to zero (0.255). Skewness (-0.235) and kurtosis (5.337) are quite close to
normal distribution.
In addition to testing the effect of current year transparency, accountability and corruption
control rating, it is also in interest to see if one-year lag of TAC also has a positive impact on
economic growth. This is done by instead of taking including TAC, one-year lag of TAC is
used in the regression instead. The results for model 3 are presented in table 6.
Table 6. Fixed effects regression results model 3
GDP

p-value

FDI

0.094 (0.086)

0.280

inflation

-0.077 (0.057)

0.176

capital

0.020 (0.016)

0.219

natural

-0.008 (0.065)

0.895

infrastructure

0.021 (0.048)

0.661

populationg

0.392 (1.816)

0.829

populationf

3.233 (3.058)

0.293

laborfg

-0.024 (0.341)

0.944

rural

0.219 (0.150)

0.149

excrate

0.029 (0.029)

0.318

interest

-0.001 (0.032)

0.984

FDI t-1

0.278 (0.072)

0.000***

FDI t-3

-0.060 (0.075)

0.428

TAC t-1

1.869 (1.031)

0.073*

cons

-180.495 (152.61)

0.240

F test

0.013**

Prob > F

0.003***

N

125

26.23
R-squared
***, **, * present statistical significance at 1%, 5% and 10% respectively
Corresponding standard errors in brackets after coefficients.
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TAC t-1 has quite similar effect on GDP growth with TAC in model 2. Instead of being
significant under 95% confidence level, TAC t-1 is significant under 90% significance level,
which can still be considered statistically significant. The positive coefficient is 1.869, which
is slightly lower than TAC’s coefficient in model 2. However, it can still be considered quite
high when compared to control variables’ coefficients. This result indicates that transparency,
accountability and corruption control also explain GDP growth with a lag. These results support
the importance of these factors in economic growth. One-year lag of FDI is significant under
99% confidence level and it has a positive relationship with GDP. This result supports models
1 and 2 where FDI also explained GDP growth with a lag. Only major exception in model 3
compared to model 2 is that capital is no longer statistically significant. This could be due to
smaller amount of data in the model. It is also worth noting that female population has
coefficient 3.233, while in model 2 the corresponding coefficient was 0.720. However, female
population is insignificant in both models. The R-squared is close to the one in model 2, being
26.23. The residual distribution for model 3 can be seen in appendix 5. Based on those results,
the residuals seem to be quite close to normally distributed, as is intended. The mean is zero
and the median is close to zero (0.197). Skewness (-0.192) and kurtosis (5.212) of residuals in
model 3 are also quite close to normal distribution.

6.3 Robustness check
The robustness of the models is investigated through testing whether there are autocorrelation,
heteroscedasticity or cross-section correlation present. Their presence can have an impact on
the results that fixed effects estimation provides. Therefore, it is important to test and conduct
another panel regression test that considers their possible presence. The presence of
autocorrelation can be investigated with Woolridge test. The hypothesis of that test is no
autocorrelation. Modified Wald test is used in order to detect heteroscedasticity with the null
hypothesis of homoscedasticity. Cross-section correlation can be investigated through an xtcd
test in Stata with the null hypothesis of cross-sectional independence. If the above mentioned
are present, the model’s robustness can be tested with another fixed effects regression model
that considers the impacts of those in the standard errors. If all above mentioned are present, a
proper robustness check is the xtscc model in Stata for fixed effects. Xtscc model produces
Driscoll and Kraay standard errors and thus controls for the above-mentioned problems present
in the model.
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The results of the tests for model 1 can be seen in appendix 8. Hypothesis for autocorrelation
was rejected, meaning the presence of autocorrelation. The null hypothesis for modified Wald
test was also rejected, indicating the presence of heteroscedasticity. For some variables, the
hypothesis of cross-sectional independence was rejected. This indicates the presence of crosssectional correlation for those variables. As all three were present, a robustness check should
be done by using the xtscc fixed effects regression that considers those effects. The results can
be seen from table 7.
Table 7. Fixed effects xtscc results for model 1
GDP

p-value

FDI

-0.022 (0.072)

0.762

labor

0.010 (0.094)

0.915

inflation

-0.027 (0.025)

0.297

capital

0.026 (0.013)

0.065*

natural

-0.050 (0.038)

0.202

infrastructure

0.059 (0.037)

0.123

populationg

-0.167 (0.238)

0.492

populationf

1.370 (1.603)

0.403

laborfg

0.004 (0.054)

0.941

rural

-0.792 (1.510)

0.606

excrate

-0.014 (0.003)

0.001***

interest

0.0167 (0.021)

0.438

FDI t-1

0.288 (0.142)

0.056*

FDI t-3

-0.011 (0.054)

0.845

cons

-66.52 (79.045)

0.410

Prob > F
N

0.000***
195

R-squared
14.23
***, *, * present statistical significance at 1%, 5% and 10% respectively
Corresponding Drisc/Kraay standard errors in brackets after coefficients.

Results are quite similar with the original fixed effects regression results for model 1. The
significance of FDI t-1 and capital is now under 90% instead of the 95% in the original model.
In addition, exchange rates (excrate) became statistically significant under 99% level. The pvalue for excrate in table 4 in the original fixed effects regression is 0.138 and it is statistically
insignificant. Nevertheless, these results are quite close to the original ones. Thus, it could be
indicated that the original results are reliable from that point of view. The Disc Kraay standard
errors are lower than the original ones.
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Autocorrelation, heteroscedasticity and cross-section correlation were present in model 2 as
well. The results can be found in appendix 7. Due to the presence of all of them, xtscc model
with Drisc Kraay standard errors for fixed effects is needed. The results can be seen in table 8.
Table 8. Fixed effects xtscc results for model 2
GDP

p-value

FDI

0.062 (0.108)

0.571

inflation

-0.079 (0.031)

0.024**

capital

0.032 (0.013)

0.036**

natural

0.011 (0.048)

0.823

infrastructure

0.042 (0.041)

0.323

populationg

-0.840 (1.409)

0.562

populationf

0.720 (2.249)

0.754

laborfg

-0.089 (0.192)

0.650

rural

0.187 (0.073)

0.024**

excrate

0.035 (0.025)

0.185

interest

-0.008 (0.27)

0.75

FDI t-1

0.285 (0.167)

0.112

FDI t-3

-0.047 (0.094)

0.627

TAC

2.080 (0.679)

0.009***

cons

-48.883 (117.762)

0.685

Prob > F
N
R-squared

0.000***
134
27.01

***,**, * present statistical significance at 1%, 5% and 10% respectively
Corresponding Drisc/Kraay standard errors in brackets after coefficients.

When comparing the results with original fixed effects model, it is important to notice that TAC
is now significant under 99% instead of 95% as in table 5. This could indicate that the result of
TAC having a positive impact is reliable, despite the model having issues with autocorrelation,
heteroscedasticity and cross-section correlation. Other differences compared to the original
model are that inflation and rural became statistically significant under 95%. One significant
difference worth noting is the change in the p-value of FDI t-1. It turned from being statistically
significant into insignificant. One major reason for these changes might be the lesser amount
of data in the model when compared to model 1 (N195 vs. N134). This could cause these
changes when controlling for autocorrelation, heteroscedasticity and cross-section correlation.

61
Similarly, as previous model, model 3 also showed the presence of autocorrelation,
heteroscedasticity and cross-section correlation. The results are presented in appendix 8.
Therefore, xtscc for fixed effects test was conducted for model 3 as well in order to control
those issues present. The results can be seen in table 9.
Table 9. Fixed effects xtscc results for model 3
GDP

p-value

FDI

0.094 (0.098)

0.358

inflation

-0.077 (0.029)

0.020**

capital

0.020 (0.012)

0.117

natural

-0.009 (0.051)

0.867

infrastructure

0.021 (0.042)

0.624

populationg

0.392 (1.014)

0.705

populationf

3.233 (1.449)

0.045**

laborfg

-0.024 (0.263)

0.929

rural

0.219 (0.108)

0.066**

excrate

0.029 (0.025)

0.262

interest

-0.001 (0.279)

0.982

FDI t-1

0.277 (0.166)

0.122

FDI t-3

-0.060 (0.096)

0.547

TAC t-1

1.869 (0.483)

0.002***

-180.495 (69.773)

0.024**

cons
Prob > F
N
R-squared

0.000***
125
26.23

***, **, * present statistical significance at 1%, 5% and 10% respectively
Corresponding Drisc/Kraay standard errors in brackets after coefficients.

One-year lag of TAC remained statistically significant in this model as well. It is now
significant under 99% where in the original model it was significant under 90%. This could
indicate that the results are reliable about the positive impact of TAC t-1 in GDP growth.
Similarly, as in model 2, FDI t-1 turned into statistically insignificant, while some other
variables turned to be significant. Innflation, female population (populationf) and rural
population (rural) turned into statistically significant. Model 3 has the least data available out
of th models. This could cause these changes after controlling for autocorrelation,
heteroscedasticity and cross-section correlation in the Drisc Kraay standard errors. If there
would be more data available, the results could be more consistent and reliable.
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Interestingly in the robustness checks for model 2 and model 3, the formerly significant FDI t1 turned out to be insignificant. However, in the robustness check for model 1, FDI t-1 remained
statistically significant. It could be stated that based on these results, the impact is not
completely robust. Nevertheless, it must be considered that the sample size in model 2 and
model 3 is lower than in model 1. The sample size most likely affects the results and could
cause the differences between the FDI t-1 results.
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7 SUMMARY AND CONCLUSIONS
In the final chapter of this study, the main findings from the empirical results are presented.
These results are compared to existing literature. The results are presented by answering the
research questions of this study. The contribution to the existing literature is also discussed.
The limitations and future research ideas are also presented in this chapter.

7.1 Key findings and contributions
Economic growth and its drivers in SSA have been studied during the past decades. Economic
growth through FDI has also been studied. The results from previous studies have resulted in
controversial results, thus no consensus on the topic has been reached. (Michael 2018; Adams
2009; Cinar & Nulambeh 2018; Ojega et al. 2015; Lumbila 2005; Barthel e. al. 2011; Mottaleb
2007)
This study is focused on 11 countries located in SSA. All the countries have quite different
situations with regard to economic growth and inflowing FDI. With this sample, the idea was
to obtain as heterogenous data as possible and thus more generalizable results concerning the
SSA area. Slow economic growth is common to all the countries when compared to many other
developing areas in the world. Political and governmental stability and reliability, dependency
on natural resources and inflowing investments were recognized as important factors in
economic growth in these countries. These locational advantages and determinants play a
crucial role in FDI inflows into SSA also based on theory and prior literature.
The main analysis of this study examined the relationship between economic growth and FDI
in Sub-Saharan Africa within a 19-year time period 1999-2018. In addition to the impact of
FDI and lagged FDI, the impact of other macroeconomic and demographic factors were also
examined. The factors were labor force, inflation, capital formation, natural resources,
infrastructure, population growth, female population, female labor force growth, population
living in rural areas, exchange rates and interest rates. All these have been found to have an
impact on economic growth in developing countries in prior literature. Another interest of this
study was to examine the impact of the level of corruption and public sector transparency and
accountability on economic growth. Based on prior literature, this has been one of the key issues
slowing down economic growth in SSA. This was examined within a 13-year timeframe, 20052018, based on data availability. In addition to these factors being recognized in prior literature,
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also the theoretical background of economic growth and the FDI determinants supported the
usage of these variables in the study. The study itself was conducted as a panel data regression
with the intension of finding out the possible significant relationships between the chosen
variables and economic growth, measured by GDP growth.
Next, the answers for the research questions are presented based on the empirical results of this
study. Conclusions from the results are also made. These research questions were introduced
in the first chapter of this thesis. The main research questions seek to answer whether FDI
significantly affects economic growth in Sub-Saharan Africa. Prior literature has stated all
possibilities, including FDI having a positive effect, FDI having a negative effect and FDI
having no effect at all. However, based on economic growth theories and FDI theories, FDI
was expected to have a positive impact on economic growth in this study. In addition to FDI,
also one-year lag of FDI and three-year lag of FDI were included in the model. The foreign
investments were not necessarily assumed to immediately impact economic growth, rather in
later years.
“Does FDI significantly affect economic growth in selected Sub-Saharan African countries?”
Based on the results obtained, FDI affects economic growth in SSA with a lag. However,
current year FDI was found to be statistically insignificant. Therefore, it was found not to
impact economic growth. This result indicates that the inflowing FDI received last year, will
positively impact GDP growth this year. This result is rather reasonable, as it is natural that the
impact of the investments affect next year’s GDP growth. In comparison to prior literature this
result is in line with Adams (2008), Cinar and Nulamhed (2018), Lumbila (2005) and Barthel
et al. (2011). They all have found FDI to have a positive impact on economic growth in SSA.
FDI and three-year lag of FDI on the other hand were not statistically significant and their
possible relationships with GDP growth were slightly negative. The reason for FDI not being
significant might be, that the impact of FDI is only visible during the next year’s economic
growth rather than already in the same year. However, the negative relationship of current year
FDI and GDP growth was also an expected result based on prior literature. The slight negative
effect could be caused by the costs coming along with FDI (Prasad et al. 2007). The
insignificant results could also be explained, if the FDI spillover effects are not visible in the
FDI variables. The three-year lag of FDI’s coefficient is almost zero, indicating no impact on
economic growth. One-year lag of FDI remained statistically significant and having a positive
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impact on GDP growth also after the robustness check. This result is also supported by growth
theories and how foreign investments are considered there. FDI can be seen as one of the main
sources of capital and a way of transferring and enabling new technologies into receiving
countries. In addition to these two, FDI can also impact positively into labor capabilities and
labor rates. These are all recognized as drivers for economic growth in the growth theories.
The second research question rose from prior literature where it has been widely recognized
that there are multiple factors affecting economic growth in addition to FDI. The aim was to
find out which factors chosen based on prior literature might have a significant impact on
economic growth in SSA.
“What are the other factors that have an impact on economic growth in Sub-Saharan African
countries?”
Based on the results, there was only one statistically significant variable impacting economic
growth in SSA. Gross capital formation was found to have a positive relationship with GDP
growth. Countries with higher rate of gross capital formation have also higher rate of GDP
growth. This was an expected result and it is in line with the results from Adhikary (2011) and
Bal et al. (2016). Also, this result is in line with economic growth theories, as capital is widely
recognized as one of the main drivers for economic growth. In the robustness check conducted,
also exchange rate changes became statistically significant, in addition to gross capital
formation. Exchange rates are found to have a negative effect on economic growth. Higher
changes in exchange rates impact negatively on GDP growth. Regarding other variables in the
regression, the results are contradicting to prior literature. There has been found to have a
significant relationship between all of them and economic growth in prior literature. In this
study, no significant relationships were found between these variables and GDP growth. These
insignificant results may be explained by the limited amount of data included in the model.
The last research question was related to the importance of corruption control and public sector
transparency and accountability in economic growth in SSA. This aspect was studied through
a variable measuring public sector transparency, accountability and corruption.
“Does transparency, accountability and corruption affect economic growth in Sub-Saharan
African countries?”
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There is a positive relationship between a country’s transparency, accountability, corruption
control and economic growth. It could be interpreted that higher level of transparency,
accountability and control over corruption in the public sector does drive economic growth.
The effect of last year’s level of transparency, accountability and corruption control was also
tested. Transparency, accountability and corruption control thus also explains GDP growth with
a lag, as a significant positive impact was found. The robustness checks conducted also
supported these findings. This positive impact supports prior literature’s findings as well. The
results are consistent with Lumbila (2005), Adams (2009), Borenztein et al. (1998), Ali et al
(2015), Asadullah and Savoia (2019) and Atenga and Mougoué (2020) who all have recognized
the relationship between economic growth and public sector reliability and control over
corruption in their researches.
Based on these results, SSA countries should focus on their transparency, accountability and
corruption control in order to improve economic growth. As FDI was found to positively impact
economic growth, the countries should investigate how they can improve their attractiveness in
receiving FDI. As discussed in this study, transparency, accountability and corruption control
are also important factors in attracting FDI. Thus, in order to attract FDI, these should be
carefully taken care of as well. SSA countries should also focus on the gross capital formation
in order to retain and increase economic growth. All the significant variables are impacting on
each other as well. The whole should be considered in SSA countries in order for them to
increase economic growth.
The contribution of this study to the existing literature can be seen from couple of different
perspectives. This approach of taking a handful of countries provides a new aspect, instead of
investigating just one country or the whole region as one. This study combines the investigation
of factors relevant to SSA specifically and factors that have been recognized important in
economic growth in other developing countries. This approach could contribute to the existing
literature by proving more possible factors impacting economic growth. As the impact of FDI
on economic growth in SSA has remained an unresolved topic in prior literature, this study
contributes to the literature by providing a new result on the topic. The SSA area is continuously
developing, thus new studies on the impact of FDI in economic growth in the area are needed.
This study contributes to prior literature also by providing results based on data including recent
years as well.
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7.2 Limitations and further research
There are possible biases included in this study, which are needed to consider while interpreting
the results. First, the sample size needs to be considered. The data available for SSA countries
on these variables was quite limited, even though maximum data availability was considered
while choosing sample countries and variables used. Small data might lead to less reliable and
generalizable results when comparing to a larger data sample with more countries included.
The results also indicate that the majority of economic growth is formed outside of the variables
in this study. For further research it would be interesting to test with other variables and take
other possible aspects to these variables used in this study. It could be interesting to test how
and if the results change by taking FDI measured by USD for instance instead of now used FDI
as percentage of GDP. For future research, it could be interesting to change the estimation
method and see if that reveals something new. This study only focuses on the impact of FDI in
economic growth. The possible impact the other way around is not considered. However, for
future research it would be interesting and relevant to investigate also how GDP growth affects
FDI and to further deepen into the two-way relationship of economic growth and FDI. The data
available for SSA countries is increasing every year, which provides directly more available
data to be used in future research. It would be interesting to conduct similar tests after five or
ten years for instance and see if and how the results change. To conclude, there is still need for
further research on the topic to be done in order for the literature to come to a mutual conclusion.
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APPENDICES
Appendix 1. Correlation matrix of data for model 1
GDP
FDI
labor
inflation
capital
natural
populationf
laborf
rural
interest
excrate
FDI t-1
FDI t-3
populationg
infrastructure
laborfg

GDP
1
-0.09
0.08
0.01
0.17
-0.04
-0.03
0.09
-0.03
0.13
-0.11
0.20
0.01
0.13
0.07
0.01

FDI

labor

inflation

capital

natural

populationf

laborf

rural

interest

excrate

FDI t-1

FDI t-3

1
-0.02
0.07
0.30
0.03
0.00
-0.02
0.03
-0.01
0.01
-0.31
-0.05
-0.01
0.04
-0.02

1
0.04
-0.04
-0.04
0.03
0.98
0.50
-0.06
-0.02
-0.28
-0.02
-0.01
-0.14
-0.03

1
0.15
0.11
-0.22
0.10
-0.04
-0.19
0.05
-0.06
-0.01
-0.05
0.05
0.02

1
0.00
-0.06
-0.04
-0.03
-0.02
-0.03
-0.04
0.05
0.07
0.11
-0.00

1
-0.01
-0.05
0.01
-0.05
0.03
0.12
0.19
-0.03
0.10
0.03

1
0.19
0.21
-0.13
-0.12
-0.12
-0.00
-0.43
0.03
-0.03

1
0.48
-0.06
0.00
-0.31
-0.02
0.04
-0.15
-0.02

1
-0.03
0.00
-0.24
0.01
0.01
-0.24
-0.05

1
0.00
0.19
0.03
0.26
-0.22
-0.08

1
-0.09
-0.05
0.01
-0.13
-0.01

1
0.07
0.02
0.04
0.04

1
0.01
0.01
-0.01

populationg infrastructure

1
-0.14
0.00

1
0.11

laborfg

1

Appendix 2. Correlation matrix of data for model 2
GDP
FDI
Labor
Inflation
Capital
Natural
Populationf
Laborf
Rural
Interest
Excrate
FDI t-1
FDI t-3
Populationg
Infrastructure
Laborfg
TAC

GDP
1
0.15
0.10
0.03
0.28
0.06
0.06
0.10
0.08
0.14
0.02
0.25
-0.09
0.08
0.05
-0.01
0.18

FDI

Labor

Inflation

Capital

Natural

Populationf

Laborf

Rural

Interest

Excrate

FDI t-1

FDI t-3

1
-0.25
-0.07
0.15
0.20
-0.13
-0.29
-0.28
0.24
0.04
0.48
0.19
0.05
-0.01
-0.10
-0.11

1
0.10
-0.04
-0.04
0.03
0.98
0.78
-0.05
-0.02
-0.26
-0.27
-0.07
-0.07
0.05
-0.16

1
0.10
0.15
-0.27
0.16
0.20
-0.09
0.15
-0.08
-0.20
0.10
0.01
-0.12
-0.12

1
-0.00
0.02
-0.02
-0.05
0.05
0.03
-0.08
-0.09
-0.01
0.15
-0.11
0.10

1
0.02
-0.06
-0.08
-0.07
-0.14
0.15
-0.00
-0.03
0.19
-0.06
-0.01

1
0.16
0.45
-0.12
-0.10
-0.15
-0.18
-0.38
0.08
0.16
0.31

1
0.75
0.03
0.12
-0.31
-0.31
0.01
-0.11
0.00
-0.20

1
-0.07
-0.04
-0.30
-0.34
-0.07
-0.02
0.20
-0.04

1
0.13
0.23
0.23
0.18
-0.26
-0.20
-0.14

1
-0.06
0.01
0.00
-0.19
-0.11
-0.09

1
0.24
0.06
-0.07
-0.05
-0.12

1
0.09
-0.01
-0.04
-0.12

Populationg Infrastructure

1
-0.18
0.09
-0.56

1
-0.00
0.17

Laborfg

1
0.14

Appendix 3. Residual distribution for model 1
residuals

Mean

Median

Standard deviation

Minimum

Maximum

Count

Skewness

Kurtosis

0.00

0.434

2.786

-12.935

9.622

195

-0.417

5.915
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Appendix 4. Residual distribution for model 2

residuals

Mean

Median

Standard deviation

Minimum

Maximum

Count

Skewness

Kurtosis

0.00

0.255

2.304

-7.707

9.955

134

-0.235

5.337

Maximum

Count

Skewness

Kurtosis

9.025

125

-0.192

5.212

Appendix 5. Residual distribution for model 3
residuals

Mean

Median

0.00

0.197

Standard deviation Minimum
2.251

Appendix 6. Robustness check for model 1
Test
Woolridge
Modified Wald

p-value
0.001***
0.000***

result
rejected
rejected

-8.241

83

cross-sectional correlation, xtcd
GDP
FDI
labor
inflation
capital
natural
infrastructure
populationg
populationf
laborfg
rural
excrate
interest
FDI t-1
FDI t-3

p-value
0.148
0.614
0.000***
0.000***
0.797
0.000***
0.000***
0.123
0.000***
0.306
0.000***
0.000***
0.105
0.624
0.548

result
not rejected
not rejected
rejected
rejected
not rejected
rejected
rejected
not rejected
rejected
not rejected
rejected
rejected
not rejected
not rejected
not rejected

Appendix 7. Robustness check for model 2
Test
Woolridge
Modified Wald

p-value
0.022**
0.000***

result
rejected
rejected

cross-sectional correlation, xtcd
GDP
FDI
inflation
capital
natural
infrastructure
populationg
populationf
laborfg
rural
excrate
interest
FDI t-1
FDI t-3
TAC

p-value
0.420
0.266
0.000***
0.775
0.000***
0.000***
0.001***
0.000***
0.564
0.000***
0.000***
0.042**
0.470
0.688
0.127

result
not rejected
not rejected
rejected
not rejected
rejected
rejected
rejected
rejected
not rejected
rejected
rejected
rejected
not rejected
not rejected
not rejected

Appendix 8. Robustness check for model 3
Test

p-value

result

Woolridge

0.000***

rejected

Modified Wald

0.008***

rejected

84

cross-sectional correlation, xtcd
GDP
FDI
inflation
capital
natural
infrastructure
populationg
populationf
laborfg
rural
excrate
interest
FDI t-1
FDI t-3
TAC t-1

p-value
0.401
0.362
0.000***
0.841
0.000***
0.000***
0.097*
0.000***
0.149
0.000***
0.000***
0.042**
0.305
0.942
0.190

result
not rejected
not rejected
rejected
not rejected
rejected
rejected
rejected
rejected
not rejected
rejected
rejected
rejected
not rejected
not rejected
not rejected

