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ABSTRACT  

  

In   it   of t    glut of stud  s  on t    dir ct ion of causality b tw    n F or i gn Dir ct  Inv s tm nt  (FDI) 

and Infrastructur   d  v l   m nt,   m  irical  vi d nc    is not cl ar f or country grou s. This study t  r  

f or   sought to  x  lor   t    corr lat ion b tw    n FD I, infrastructur   d  v l   m nt and  Growth in 

Ghana using tim     r   s  data from 1990 and 2015. T       c ific obj ct  v s  includ d t o;  xam in   t     

att rn  of FDI inflows in Ghana  v r t      ast two d cad  s ;  xam in   t    ant c  d  nt s of FDI inflows 

into Ghana;  xam in   t    causal r lat ion     b tw    n FD I and GD  Growth;  x  lor   t    r lat ion     b 

tw    n FD I and infrastructur   d  v l   m nt  in Ghana. T    data   t s w r    obtain d fr om t    World 

Bank - African D  v l   m nt  Indicators Databa  , t     Ministry of Financ   and  c onomic  lanning - 

Fiscal Data. Ot  r    ct ions w r    com l m  nt  d w ith data from     R and C    A  ublications. Standard 

tim -   r   s  unit root t s t was conduct d u sing G n  ral iz d L  a st Squar s  D tr  nd ing (DF-GLS) 

to c  ck t     stationarity of variabl s . Thr     main mod l s w r    consid r  d M od l  1 - Ant c  d  nt s 

to FDI; Mod l  2 – Growth Mod l; M od l  3 – Infrastructur   Mod l. W ith r     ct t o t     att rn  of 

FDI inflows into t    country, t    study found a g n  ral  incr a     in t    inflows of for i gn inv s tm 

nt   v r t     sam l     r iod; how  v r  it is shown that b tw    n 1994 t o 2002 shar  falls in t    FDI 

inflows w r     r    nt.  It how  v r  assum d  its st ady r      onwards to 2014. For t    growth mod l, t     

study found that av rag    growth rat   for t    25-y ar    r iod was 0.99% far l ss  than t    annual 

chang   in GD  growth of 1.66% for t    data   an. T    long run Fully Modified Least Square 

(FMOLS)  s timation show d t hat    nn  ss , GD  growth rat ,   xc hang   rat   fluctuations,  olitical 

risks and  r vio us l    l  of FDI inflows hav   a strong im act on curr nt FD I inflows at 5% 

significant l  v l.  In t    Two (2)  s timation a  roac  s  u  d t o ca tur   t     ff  ct s of FDI on growth,  

FDI was shown not to draw any significant im act on growth in both mod l s. T    str ngt h of both 

mod l s is validat d by t     adjust d R -squar s  of 70.5% in t    first mod l and 71.9%  in t      c ond 
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mod l. T o ac    v   growth in infrastructur ,  it is r c omm nd  d t hat G v rnm  nt w orks at  n suring 

FDI is attract d t o   ct ors of t     c onomy that dir ctly tr ickl s  into growth. It is also im ortant that 

t    country‟s trad    olic  s  ar   g ar  d t owards    n ing t    country‟s mark t f or mor   trad .  How  

v r, a car  ful analy sis should b   don   to id nt ify   ct ors that warrant    nn  ss  so as not to suffocat   

nasc nt  industr  s .   

  yw  ords: Ghana, Foreign Direct Investment, Growth, Infrastructure, Regression.  
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 CHA T R   ON    

INTRODUCTION  

1.1 Background of th   Study   

Th   wor  ‟s  c onomy has  x   r i nc  d a tr  m  nd ous incr a s   in trad   and inv s tm nt b oth in d v  

l o  d and d  v  l o ing countri s  (Kaur  t.al, 2013; K  arn  y, 2007;  H rz  r   t al., 2006) . This tr nd  

is mor     r vasiv   in d v  l o ing countri s  with substantial mark t and  abundant labour forc , mak 

ing th m  an attractiv   for i gn inv s tm nt d  s tination. It is r   ort d t hat d v  l o ing and transition  

c onomi s  r c  i v d m or   than half (53%) of th   global FDI flows (UNCTAD, 2011). Ind   d,  Trad   

and FDI inflows hav   b   n w id ly r  c ognis d a s v ry  im ortant factors in th    c onomic growth  

roc ss .  ast  m  irical studi s , both cross country and country s  c ific, on  

FDI int ract ion on growth and infrastructur   d v  l o m nt  (Balasubramanyam  t al,  1996; Bor n 

szti n   t al , 1998; Ko  aiboon, 2004; Mansouri, 2005; Karbasi  t al,  2005; Li s y,  2000; and  

ahlavani  t al , 2005) hav   mostly conclud d t hat FDI inflows  romot    c onomic growth and 

infrastructur   d v  l o m nt. N  v  rt h l  ss , th r    ar   cl ar  indications that th   growth  n hancing  

ff  ct s from FDI inflows vary from country to country.  

For som   countri s  FDI can  v  n n  gat iv ly aff  ct t h   growth  roc ss  (Balasubramanyam  t al.,  

1996; Bor n szt i n  t al.,  1998; D   M ll o, 1999; Li s y, 2000; and Xu, 2000). Acc ording to 

Bhagwati‟s w ll -known  ro osition (call d B hagwati‟s hy oth s is)  “with du   adjustm nt s for diff 

r  nc  s  among countri s  for th i r  c onomic siz ,   olitical attitud s  towards FDI and stability, both 

th   magnitud   of FDI flows and th i r  ff icacy in  romoting  c onomic growth would b   gr at  r  ov 

r t h   long run. Thus, th   growth  n hancing  ff  ct  of FDI is not automatic but d    nd s on various 

country s  c ific factors such as th   trad   o  nn  ss . Similar conclusion is mad   by Asi du (2002) 
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and  oth r  studi s  that an  ff ici nt   n vironm nt t hat com s  with mor   o   nn ss  to trad   is lik ly t 

o attract mor   FDI inflows for fast r gr owth.  m  irical studi s  on th   im ortanc   of inward FDI in 

host countri s  also sugg s t that th   for i gn ca ital inflow augm nt t h   su  ly of funds for inv s tm 

nt t hus  romoting ca ital formation in th   host country (Kandi r o and Chitiga, 2003). Again, 

inward FDI can stimulat   local inv s tm nt by  incr a sing dom s tic inv s tm nt  through links in th    

roduction chain wh n f or i gn firms buy locally mad   in uts or wh n  for i gn firms su  ly sourc   

int rm  d iat   in uts to local firms (Tsikata  t al.,  2000). FDIs can also incr a s   th   host country‟s  

x  ort ca acity causing th   d v  l o ing country to incr a s   its for i gn  xc hang    arn ings. It is also 

associat d w ith n w j ob o  ortuniti s  and  n hanc m  nt  of t c hnology transf r, and b oosts ov rall   

c onomic growth in host countri s  (M ll ow, 1999; H rz  r   t al., 2006; C howdhury and Mavrotas, 

2005). A numb r  of firm-l v  l  studi s , on th   oth r  hand, how v  r, d o not l nd  su  ort for th   vi 

w  that FDI n c  ss arily  romot s  infrastructur   d v  l o m nt.    

  

1.2  robl m   Stat m  nt     

D s  it   th    l t hora of studi s  on th   dir ct ion of causality b tw    n FD I and Infrastructur   d v  l 

o m nt (M  ll ow, 1999; Kholdy, 1995; H rz  r   t al., 2006; C howdhury and Mavrotas, 2005), th    

m  irical  v id nc    is not cl ar f or country grou s. Following th   criticisms in r c  nt  studi s  (K arn  

y, 2007; Kaur   t.al, 2013)  of th   traditional assum tion of a on - way causal link from FDI to 

Infrastructur   d v  l o m nt, n  w  studi s  hav   also consid r  d t h    ossibility of a bidir ct ional or 

non- x ist nt cau sality b tw    n  FDI and Infrastructur   d v  l o m nt. Fr om th   num r ous  x isting 

studi s , th   causal link b tw    n FD I and Infrastructur   d v  l o m nt a s an  m  irical qu s tion s   m 

s to b  d   nd  nt u  on th  s t  of conditions in th   s  c ific host country  c onomy (Kaur  t al. 2013;  
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H rz  r   t al. 2008; Man souri , 2005; Chowdhury, and Mavrotas, 2005). A  ar ntly,   m  irical d bat  

s  about th   causal natur   of th   r lat ionshi  b tw    n FD I and infrastructur   d v  l o m nt ar    still 

subj ct s of conc rn t o macro c onomists b cau s    m  irical lit ratur  s  on diff r   nt  c onomi s  also 

hav   conflicting r s ults.   

In ass ss ing Gh n ‟s infrastructur   d v  l o m nt fr om a contin ntal    r s  ct iv , t h   World Bank r   

ort indicat s  that infrastructur   contribut d ju st ov r  on     rc  ntag     oint to Ghana's annual   r ca  

ita GD  growth during th   2000s raising th   country‟s infrastructur    nd owm nt t o that of th   r g 

ion's middl - incom   annual growth rat   of mor   than 2.7   rc  ntag     oints (World Bank, 2011). 

According to th   r   ort, Ghana has an advanc d  infrastructur    latform wh n  com ar d w ith oth r 

l ow-incom   countri s  in Africa (World Bank, 2011). Th   country‟s  

cov rag    l v  l s for rural wat r,   l  ctr icity, and GSM signals ar   im r ss iv . A larg    shar   of th   

road n tw ork is in good or fair condition. Institutional r f orms hav   b   n ad o t d  in th   ICT,  orts, 

roads, and wat r  su  ly s ct ors (Vivi n and Natal iya, 2011). Gh n ‟s most  r ss ing chall ng  s  li   

in th    ow r  s ct or, wh r    outmod d tran smission and distribution ass t s, ra id d mand gr owth, 

and   r iodic hydrological shocks l a v   th   country r l iant on high-cost oilbas d g  n  rat ion.  xc    

tionally high loss s  in wat r d istribution l a v   littl   to r ac h  nd  custom r s, who ar   thus  x  os d 

t o int rm itt nt  su  li s . Addr ss ing Ghana's infrastructur   chall ng  s  will r qu ir   raising annual  

x   nd itur s  to $2.3 billion (World Bank, 2011). Th   country alr ady  s  nd s about $1.2 billion   r 

y  ar  on infrastructur ,   qu ival nt t o about 7.5   rc  nt  of GD . A furth r $1.1 b illion is lost  ac h 

y ar t o in ff ici nc i s , notably und r  ricing of  ow r. G hana's annual infrastructur   funding ga  is 

about $0.4 billion   r y  ar, c hi fly r  lat  d t o  ow r and wat  r (W orld Bank, 2011). This study th 

r  f or   s   k s to  xam in   th   corr lat ion b tw    n FD  I and infrastructur  d  v l o m nt u 

 sing a s t  of conditions in Gh n ‟s  c onomy  
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cont xt .   

  

1.3 Aims and Obj ct iv    

This s ct ion s   k s to addr ss  th   r s  arc h aim and obj ct iv s  of th   study.   

1.3.1 R s  arc h Aim  

This study s t s out to  x  lor   th   corr lat ion b tw    n FD I and infrastructur   d v  l o m nt  in 

Ghana using tim   s r i s  data from 1990 and 2015.   

1.3.2 R s  arc h Obj ct iv s    

In ord r t o achi v    th   abov   aim, th   study is s  c ifically d s ign d t o;  

1. x  lor   th   tr nd   of  FDI flow, GD  Growth , infrastructur   d v  l o m nt   in Ghana  

2. x  lor   factors and  conditions that influ  nc   FDI inflows into Ghana  

3. xam  in   th   causal r lat ionshi  b tw    n FD  I and GD  Growth  

4. x  lor   th   r lat ionshi  b tw    n  FDI and infrastructur   d v  l o m nt   in Ghana  

  

1.4 R s  arc h Qu s tions  

Th   following qu s tions hav   b   n d  v  l o  d  bas d  on th   r s  arc h ga s id nt ifi d  to fulfill th   

aim and obj ct iv s  of th   study.   

1. What has b   n t  h    att rn   of FDI inflows in Ghana, ov r t h    ast two d cad   

s ?  

2. What conditions aff ct t  h   d  rivation of FDI inflows in Ghana?  

3. To what  xt  nt d  o s  FDI aff ct GD    growth in Ghana?   
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4. Is th r    any significant r lat ionshi  b  tw  n FD I and infrastructur   d v  l o m nt  in Ghana?  

  

1.5 Significanc   of th   study   

Th r    ar   s v  ral r  a sons why th   r lat ionshi  b tw    n FD I and infrastructur   d v  l o m nt  must 

b   studi d. F irst, For i gn Dir ct  Inv s tm nt  is an im ortant d t  rm inant of th   growth  roc ss  of 

Ghana. H nc  , a l it ratur    that would  m  irically  xam in   th   FDI-Infrastructur   link is im ortant 

b cau s   incr a s d  FDI inflows into th    c onomy should fu l  infrastructur   growth. Th   dir ct ion 

of causality b tw    n FD I and infrastructur   d v  l o m nt  will b   crucial for th   formulation of  

olici s  that will  i th r   nc ourag   for i gn inv s tors or d t  r t h m.    

Additional factor that mak s  this study worth und rtak ing is that most of th   studi s  on FDI focus 

d  on th   linkag s  b tw    n FD I, Inflation and growth bas d  on cross country studi s . How v  r, t 

h   conclusion from such studi s  may b   l ss  r l  v ant at a country l v  l.  In addition, aggr gat    

cross-country studi s  constrain th   co ff ici nt s of variabl s . Qu s tions th r  f or   aris   about th   

homog n  i ty of th   sam l   of th   countri s  in t rm s of  c onomic   rf ormanc ,  structural charact 

r istics and  olitical stability and oth r t hings. Finally, this study will clos   th   obvious r s  arc h 

ga  that alr ady   x ists in th   lit ratur  . It would also s r v   as a  oint of d   artur   for furth r r  s  arc 

h in addition to  roviding information to futur   r s  arc h r s who may b   int r  s t d  in studying th   

inflation-FDI-infrastructur   n xu s in Ghana.  
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1.6  Sco    of th   study   

This study  xam in d  th   tr nd  of FDI inflows into th   country (Ghana) ov r t h    ast 2 d cad  s ; 

th   und r  inning obj ct iv   is to id nt ify strat g ic influ nc  s  that d t  rm in   th   d c ision to locat   

or inv s t in a  articular country or  c onomy. Som    r v ious studi s  (Asi du, 2002; C howdhury, 

and Mavrotas, 2005; d   M ll o, 1999) us d r oad n tw ork, inv s tm nt  in t l  c ommunication n tw 

ork,  l  ctr icity cov rag    as  roxy for infrastructur ;  for th    ur os   of this study, telecom infrastructur   

and water cov rag    would b   us d a s  roxy for infrastructur .  This is b cau s   inv s tm nt s in th s    

two s ct ors hav   significant im act on industry and th   citiz nry.  Th   data us d  in th    m  irical 

analysis would b   mainly s c ondary data coll ct  d fr om th     r iod, 1990 to 2015 consisting of y 

arly  obs r vations for  ac h variabl . T h   r al GD   growth and for i gn dir ct  inv s tm nt n  t  inflows 

as   rc  nt  of GD  (FDI ratio) data would b   tak n fr om th   World   n ‟s World D v  l o m nt  

Indicators 2011.In addition, data will also b   coll ct  d fr om th   Ghana Inv s tm nt   romotion C 

ntr    (GI C) as Ghana is th   focal  oint of this study. Annual tim   s r i s  data cov r ing th     r iod 

1990-2015 for which data ar   availabl   would b   us d. T h   choic   of th s    variabl s  is as a r s 

ult of th   int rr   lationshi  and int rd     nd   nc .   

  

1.7 Ov r vi w  of M t hodology   

Th   study combin d  both  x  lanatory and d s cri tiv   r s  arc h d s igns; th   r s  arc h ado ted th   

functionalist  aradigm b cau s   of its obj ct ivist and r gulat ory dim n sions. As  x  lain d by  Burr 

ll and M organ (1979,  .26) th   functionalist  aradigm is  robl m -ori nt  d  in a  roach and s   k s to  

rovid    ractical solutions to a giv n  situation. Th   main sourc   of data is s c ondary. As FDI figur 

s  would b   tak n fr om World Bank r c ords. In analyzing th   datas t t h   following t s ts would b    
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m  loy d: Un it root t s t for stationarity, Augm nt  d D ick y -Full r T  s t (ADF), Ordinary L a st 

Squar   (OLS) m t hod, Coint grat ion t s t, V ct or  rr or corr ct ion mod l  (V CM),   tc. T h   r s  

arc h r w ill also r ly  on statistical com uting softwar   (stata) to im l m  nt  th   tim   s r i s  m t 

hods and all statistical t s ts would b   carri d  out at 0.05 l v  l  of significanc .   

1.8 Organization of th   Study   

Th   study is organiz d  into fiv   cha t r s. Th   first cha t r  is th   introduction which cov r s th   

background to th   study,  robl m  stat m  nt, research aim and objectives,  hy oth s is, justification 

of th   study and organization of th   study. Cha t r tw o  r s  nt s summary of th    x isting th o r t 

ical and  m  irical lit ratur    on FDI and infrastructur   d v  l o m nt . Cha t r t hr     d al s with th   

m t hodology for th   study; Cha t r f our focus s  on mod l s  s timation and data analysis. Cha t r  

fiv   com ris s  of summary, conclusions and  olicy r c omm ndat ions. Figur    

1.1  r s  nt s a sim lifi d   v r sion of th   conc   tual fram w ork for th   r  s arc h  roc ss .   
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Figur   1.1: Conc   tual fram w ork of R s  arc h Organisation   

Sourc :  R s  arc h  r’s Construct (2015).  

   

   

 CHA T R TW  O  
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 LIT RATUR     R V I W     

2.1 Introduction   

This cha t r   r s  nt s   r l  v ant th o r t ical and  m  irical lit ratur    on th   linkag   b tw    n f or i gn 

dir ct  inv s tm nt and  infrastructur   d v  l o m nt  in Ghana. Th   first s ct ion  x  lor s  global FDI 

flows and driving factors; th   s c ond s ct ion  xam in s   m  irical lit ratur    of FDI flows whilst th   

last s ct ion draws conclusions from both th   th o r t ical and  m  irical lit ratur  .   

  

2.2 Global  ictur   of For i gn Dir ct   Inv s tm nt     

Growth in FDI acc l  rat   d   in th   1990s, rising to $331 billion in 1995 and $1.3 trillion in 2000  

(UNCTAD, 2002). As a r s ult, d v  l o ing countri s   x   r i nc  d a  shar  incr a s   in th   av rag    

ratio of FDI to total inv s tm nt dur ing th   1990s. A  rinci al f atur    of th   growth in FDI has b   n  

its ris   in th   s r vic s  s ct or, which is now th   dominant s ct or in global FDI. For d v  l o ing 

countri s , FDI in s r vic s  incr a s d at an annual rat    of 28% ov r t h     r iod 1988 to 1999, and 

by 1999, account d f or 37% of total for i gn inv s tm nt  inflows. A significant  art of th   incr a s   

in FDI in th   s r vic s  s ct or has b   n t h   growth in  rivat   ca ital flows for infrastructur   in r s  

ons   to th   g n  ral tr  nd t owards  rivatization of infrastructur   in d v  l o ing countri s  (WIR, 

2012). In contrast, th r    was a shar  d cl in   in donor su  ort for infrastructur    roj ct s during th   

1990s, with aggr gat    flows of official d v  l o m nt a ssistanc   for th   infrastructur   industri s  

falling by half during th   cours   of th   d cad    (Willoughby, 2002).  rivat   s ct or  artici ation in 

infrastructur    roj ct s in d v  l o ing countri s  has ris n  dramatically sinc 1990  and th   annual inv 

s tm nt c ommitm nt s r ac h d a    ak  of $128 billion in 1997. According to th   Wor     n ‟s  rivat    

artici ation in Infrastructur   (  I) databas , 26  countri s  award d 72  infrastructur    roj ct s with  
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rivat    artici ation in 1984-89, attracting almost $19 billion in inv s tm nt c ommitm nt s. In th   

1990s, 132 low- and middl - incom   countri s   ursu d   rivat    artici ation in infrastructur   – 57 of 

th m  in thr     or all four of th   s ct ors cov r  d  in th   databas   (trans ort,  n  rgy, t  l  c 

ommunications, and wat r and  s w  rag  ) .  In 1990-2001, d v  l o ing countri s  transf rr  d t o th    

rivat   s ct or th   o  rat ional r s  onsibility for almost 2,500 infrastructur    roj ct s, attracting inv s 

tm nt c ommitm nt s of mor   than $750 billion (WIR, 2002).   

Studi s  show that Global FDI inflows hav   not b   n c  onsist nt (C  howdhury, and Mavrotas,  

2005; Asi du, 2002;  S abra, and Flac h, 2005). In 2012 for instanc , f or i gn dir ct  inv s tm nt  

(FDI) inflows is r   ort d t o hav   d cr  a s d  in all thr     major  c onomic grou s − d v  l o  d,  d v  l 

o ing and transition  c onomi s , although at diff r  nt   ac s  (WIR, 2012). In d v  l o  d  countri s , 

FDI flows f ll by 32    r c  nt  to $561 billion, a l v  l la st s   n alm ost t n y  ar s ago. Th   r c ords 

also show that majority of  ur o  an Un ion ( U) c ountri s  and th   Unit d  Stat s   x   r i nc  d  

significant dro s in th i r FDI inflows (WIR, 2012). Int r  s tingly, FDI inflows to d v  l o ing  c 

onomi s  r ma in d r  lat iv ly r  s ili nt, d  cl ining by only 4   r c  nt, acc ounting for 52   r c  nt  of 

global inflows in 2012. Flows to ar a s such as d v  l o ing Asia and Latin Am r ica and th   Caribb 

an l ost som   mom ntum, alt hough th y r  ma in d at  historically high l v  l s. All sub-r g ions in d 

v  l o ing Asia –  a st and South-  a st Asia, South Asia and W s t Asia – saw th i r flows d cl in   in 

2012, com ar d w ith th    r v ious y ar (W orld Bank, 2012).FDI inflows to th   structurally w ak,  

vuln rabl    and small  c onomi s  ros   furth r  in 2012 from a small bas   of  

$56 billion in 2011 to $60 billion, owing to th   strong growth of FDI to l a st d v  l o  d c  ountri s   

(LDCs) and small island d v  l o ing Stat s  (SIDS). Th i r shar   in th   world total also ros , t o 4.4   

r c  nt fr om 3.4   r c  nt  in 2011 (World Bank, 2012).  Outward FDI from d v  l o  d   c onomi s  d 

cl in d by $274 b illion in 2012, accounting for almost all of th   fall in global outward FDI; in 
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contrast to th   shar  d cl in   of FDI flows from d v  l o  d c ountri s , FDI flows from d v  l o ing  c 

onomi s  ros   by 1   r c  nt  in 2012, amounting to $426 billion. As a r s ult, th i r shar   in global 

outflows r ac h d a r  c ord 31   r c  nt. FD I outflows from Africa almost tri l d; fl ows from Asia 

and Latin Am r ica and th   Caribb an r  ma in d alm ost at th   2011 l v  l  (World Bank, 2012).   

Africa is on   of th   f w r  g ions to  nj oy y ar -on-y ar gr owth in FDI inflows sinc   2010. Inv s 

tm nt  in  x  loration and  x  loitation of natural r s ourc s , and high flows from China both contribut 

d t o th   curr nt l  v  l  of inward flows (WIR, 2012). Mor   g n  rally,  by th   contin  nt‟s good  c 

onomic   rf ormanc   – GD  gr w at an   s timat d 5    r c  nt  in 2012 – und r  inn d t h   ris   in inv s 

tm nt,  including manufacturing and s r vic s . In contrast, FDI flows to W s t Africa d cl in d by 5    

r c  nt, t o $16.8 billion, to a larg    xt  nt b  cau s   of d cr  a sing flows to Nig r ia. W i gh d d own 

by  olitical ins cur ity and th   w ak gl obal  c onomy, that country saw FDI inflows fall from $8.9 

billion in 2011 to $7.0 billion in 2012 (Word Bank, 2012). M anw hil ,  Lib r ia and Mauritania 

both  x   r i nc  d a  surg   in inward FDI flows. In Mauritania, FDI inflows doubl d t o $1.2 billion, 

which can b   attribut d  in  art to th    x  ansion in mining o  rat ions (co   r and g old) by Canada-

bas d F irst Quantum Min ral s and Kinross. C ntral  Africa attract d $10 b illion of FDI in 2012, a 

surg   of 23   r c  nt  on th    r v ious y ar.  Slowing FDI inflows to th   Congo w r    offs t by an  

incr a s   to th   D m ocratic R   ublic of th   Congo, wh r    inward FDI flows jum  d fr om $1.7 

billion to $3.3 billion. Som   of th   flows w nt  towards th    x  ansion of th   co   r -cobalt T nk    

Fungurum   min . R  c  nt natural r  s ourc   discov r i s  also contribut d t o th   incr a s   in FDI 

inflows to  a st Africa, from $4.6 billion in 2011 to $6.3 billion in 2012. This includ s  inv s tm nt  

 in r c   ntly d iscov r  d ga  s r  s r v s  in th    

Unit d R    ublic of Tanzania and oil fi ld s in Uganda (WIR, 12). Outward FDI flows from Africa 

n arly tr i l d  in 2012, from $5 billion in th    r v ious y ar t o an  s timat d $14 b illion. South 
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African com ani s  w r    activ   in acquiring o  rat ions in mining, whol s al   from th   country to 

$4.4 billion in 2012. Th   growth in inv s tm nt fr om South Africa, cou l d w ith y ar on-y ar  incr 

a s s  in FDI outflows from Angola, r s ult d  in a significant  x  ansion of ov r s a s inv s tm nt act 

iviti s  from th   South rn Afr ica r g ion. C ntral  Africa, North Africa and W s t Africa also r c ord 

d  significant ris   in th i r outflows in 2012, boost d   rimarily by incr a s s  from th   D m ocratic 

R   ublic of th   Congo, Lib r ia, Libya and Nig r ia (WIR, 2012).  

2.2.1 For i gn Dir ct  Inv s tm nt  inflow in Ghana sinc   1990 – 2015  

On   of th    c onomic  robl m s of d v  l o ing countri s  is that, th y d o not hav    n ough national 

savings to financ   th i r inv s tm nt s. Th y ar    in constant n   d  of for i gn ca ital in forms of both 

dir ct and  indir ct  inv s tm nt s. Initially, th y t ook loans from int rnat ional comm rc ial banks. 

But in th   1980s, th   drying-u  of comm rc ial bank l nd ing, b cau s   of d bt cr is s , forc d many  

countri s  to r f orm th i r inv s tm nt   olici s  so as to attract mor   stabl   forms of for i gn ca ital, 

and FDI a   ar  d t o b   on   of th    a si s t way to g t f or i gn ca ital without und rtak ing any risks 

link d t o th   d bt ( WIR, 2012). Thus, it b cam    an attractiv   alt rnat iv   to bank loans as a sourc   

of ca ital inflows.  Agiomirgianakis  t al.  (2003) m nt ion d t hat FDI is mostly d f in d a s ca ital 

flows r s ulting from th   b h aviour of multinational com ani s  (MNCs). Thus, th   factors to aff ct 

t h   b h aviour of MNCs may also aff ct t h   magnitud   and th   dir ct ion of FDI. MNCs  x  and 

th i r activiti s  to a for i gn country for a numb r  of r a sons including, among oth r s, th    x  

loitation of  c onomi s  of scal / sco  , t h   us   of s  c ific advantag s , oft n  owing to a lif - cycl    

att rn  of th i r  roducts or just b cau s   th i r com  t itors ar    ngag  d  in similar activiti s .  

On th   oth r  hand, gov rnm  nt s ar   also  ngag  d  in a  olicy com  t ition by changing k y  factors 

of th i r  c onomic  olici s , such as dom s tic labour mark t c onditions, cor orat   tax s , tariff barri 
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r s, subsid s ,  rivatization and r gulat ory r g im    olic s  so as to im rov   FDI activity in th i r 

countri s .  

For i gn dir ct  inv s tm nt (FD I) inflows to low-incom   countri s  has not only r c  i v d muc h  

ublicity in th    ast two d cad  s  du   to its  c onomic im ortanc , but  its ov rall fl ow to th s    countri 

s  has also significantly incr a s d  in both r lat iv   and absolut   t rm s. How v  r,  only a f w  sub-

Saharan African countri s  hav   b   n  succ ss ful in attracting significant FDI inflows. Globally, 

Afri  ‟s shar   of FDI to world‟  FDI inflows ros   from 1   rc  nt  in 2000 to 2   rc  nt  in 

2001(UNCTAD, 2002), a gr at  r  shar   going to r s ourc   rich countri s  such as Alg r ia,  

Angola,  gy  t, South Africa, and Nig r ia (Kandi r o and Chitiga, 2003). Th   historical tr nd  of 

FDI inflows in Ghana can b   shown in thr     main  has s  sinc   1983 (Tsikata  t al.,  2000). Th     r 

iod 1983-88 witn ss  d  sluggish inflows, av rag ing about $4 million   r annum, and t h   high s t 

and low s t inflows during th     r iod b i ng $6 million in 1985 and $2 million in 1984 r s   ct iv ly. 

T h     r iod 1989-1992 r c ord d m od rat    inflows av rag ing about $18 million   r  annum th   high 

s t and low s t b i ng $22 million in 1992 and $14.8 million in 1990 r s   ct iv ly.  Th   1993-1996 

was a   r iod of significant, but oscillatory inflows, which   ak  d  in 1994 at  

$233 million, but f ll by m or   than 50% th   following y ar t o $107 million.  Th   lat s t valu   for 

For i gn dir ct  inv s tm nt, n  t (B o , curr nt U S$) in Ghana was ($3,226,300,000.00) as of 2013.  

Ov r t h    ast 8 y ar s, th   valu   for this indicator has fluctuat d b  tw    n ($144,970,000.00)  in 

2005 and ($3,293,430,000.00) in 2012.  

  

Tabl   2.1: FDI Inflow in Ghana   

Y ar   Valu    Y ar   Valu    

1975  $70,869,950.00   1994  $233,000,000.00   
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1976  ($18,260,970.00)  1995  $106,500,000.00   

1977  $19,217,480.00   1996  $120,000,000.00   

1978  $9,696,237.00   1997  $81,800,000.00   

1979  ($2,800,000.00)  1998  $167,400,000.00   

1980  $15,600,000.00   1999  $243,700,000.00   

1981  $16,263,750.00   2000  $165,900,000.00   

1982  $16,300,000.00   2001  $89,320,000.00   

1983  $2,400,000.00   2002  $58,930,000.00   

1984  $2,000,000.00   2003  $136,751,000.00   

1985  $5,600,000.00   2004  $139,270,000.00   

1986  $4,300,000.00   2005  $144,970,000.00   

1987  $4,700,000.00   2006  $636,010,000.00   

1988  $5,000,000.00   2007  $1,383,178,000.00   

1989  $15,000,000.00   2008  $2,714,916,000.00   

1990  $14,800,000.00   2009  $2,372,540,000.00   

1991  $20,000,000.00   2010  $2,527,350,000.00   

1992  $22,500,000.00   2011  $3,222,240,000.00   

Y ar   Valu    Y ar   Valu    

1993  $125,000,000.00   2012  $3,294,520,000.00   
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1994  $233,000,000.00   2013  $3,227,000,000.00   

1995  $106,500,000.00         

Sourc :  World Bank Data bas   (2013)  

  

An  qually  im ortant f atur    of th   FDI inflows according to Tsikata  t al (2000)  is th   thr     way 

n xu s of  c onomic growth, inv s tm nt and   olitical stability, which has  m  rg  d  sinc   th   cou   

‟ét t of 1972. In 1972, a growth rat   of 2.3% was r c ord d, acc om ani d by a  mor   than 60% dro  

in FDI (from $30.6 million in 1971 to $11.5 million in 1972). Similar tr nd s w r     x   r i nc  d  aft 

r  t    1979 and 1981 cou   ‟ét t wh n gr owth f ll t o as low as – 3.2%; th r    was also an outflow of 

$2.8 million of FDI. Th   stat   of th    c onomy wors n  d furt h r w ith a n gat iv   growth rat s  of 

-3.5% in 1981 to -6.9% in 1982; how v  r  inflow of FDI r ma in d  constant at $16.3 million. Th   

r lat ionshi   m  rg  d aga in wh n   arliam ntary d  m ocracy was r s tor d  in 1992. Th   rat   of 

growth of 5.3% in 1991 f ll t o 3.9% in 1992; this has b   n   r v iously attribut d t o d f icit financing 

und rtak  n t o financ   th   d m ocratic  roc ss . Th   FDI flow how v  r,  incr a s d fr om $20 million 

in 1991 to $22.5 million in 1992  xclud ing inv s tm nt  in th   mining s ct or.   

  

2.3 D t  rm inants of For i gn Dir ct  Inv s tm nt     

Th r    ar   many th o ri s  which att m  t to  x  lain th   d t  rm  inants of FDI. Th  s   th o ri s  

ar   significant st   s towards th   d v  l o m nt   of a syst mat  ic fram w ork for th    m  rg  nc    

of FDI.  
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How v  r, t h   ca acity of  ac h to s r v   as a s  lf-contain d g  n  ral t h  ory which could x  lain all 

ty  s  of FDI (i. .,  outward as w ll a s inward FDI at th   firm, industry, and country l v  l)  has b   n 

qu  s tion d  in th   works of various scholars. Agarwal (1980),  arry (1985), Itaki (1991) can b   giv 

n a s  xam  l s . Dunning is on   of th   most r f  r  nc      by authors working on FDI. Dunning (1993) 

d s crib s  thr     main ty  s  of FDI bas d  on th   motiv   b h ind th   inv s tm nt  from th     r s  ct iv   

of th   inv s ting firm. Th   first ty    of FDI is call d  mark t -s   k ing FDI, whos   aim is to s r v   

local and r g ional mark t s. It is also call d  horizontal FDI, as it involv s  r   lication of  roduction 

faciliti s  in th   host country. Tariff-jum ing or  x  ort-substituting FDI is a variant of this ty    of 

FDI. This is b cau s   th   r a son for horizontal FDI is to b tt  r  s r v   a local mark t by l ocal  

roduction, mark t  siz   and mark t gr owth of th   host  c onomy  lay im ortant rol s . Obstacl s  to 

acc ss ing local mark t s, such as tariffs and trans ort costs, also  nc ourag   this ty    of FDI. The s 

c ond ty    of FDI is call d  r s ourc - s   k ing: wh n f irms inv s t abroad to obtain r s ourc s  not 

availabl   in th   hom   country, such as natural r s ourc s , raw mat r ials, or low-cost labour 

(Dunning, 1993).  articularly in th   manufacturing s ct or, wh n mult inationals dir ctly  inv s t in 

ord r t o  x  ort, factor-cost consid rat ions b c om   im ortant. In contrast to horizontal FDI, v rt ical 

or  x  ort-ori nt  d FD I involv s  r l ocating  arts of th    roduction chain to th   host country. 

Availability of low-cost labour is a  rim   driv r f or  x  ort-ori nt  d FD I. Naturally, FDI in th   r s 

ourc   s ct or, such as oil and natural gas, is attract d t o countri s  with  l nt iful natural  nd owm nt 

s (World Bank, 2012). Th   third ty    of FDI, call d   ff ici ncy -s   k ing, tak s   lac   wh n t h   firm 

can gain from th   common gov rnanc    of g o gra hically dis  r s d act iviti s  in th    r s  nc    of  c 

onomi s  of scal   and sco    (WIR, 2012).  

  

In 1998, th   World Inv s tm nt R   ort, UNCTAD (1998) has analys d t h   d t rm inants of FDI and 

host country d t  rm inants hav   b   n cla ssifi d  into th   thr     grou s. Th s    ar    olitic factors, 
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busin ss  facilitation and  c onomic factors. Th   abs nc    of a g n  rally acc    t d  th o r t ical fram 

w ork has l d r  s  arc h r s to r ly  on  m  irical  v id nc    for  x  laining th    m  rg  nc    of FDI 

(ADB, 2004).  

  

2.3.1 Mark t  Siz    

Artig   and Nicolini (2005) stat   that mark t  siz   as m a sur d by GD   or GD    r ca  ita s   m s to 

b   th   most robust FDI d t  rm inant in  c onom tr ic studi s . This is th   main d t  rm inant for 

horizontal FDI. It is irr l  v ant for v rt ical FDI. Jordaan (2004) m nt ions that FDI will mov   to 

countri s  with larg r and   x  anding mark t s and gr at  r   urchasing  ow r, w h r    firms can  ot nt 

ially r c  i v   a high r r  turn  on th i r ca ital and by im lication r c  i v   high r   rofit from th i r inv 

s tm nt s. Charkrabarti (2001) stat s  that th   mark t -siz   hy oth s is su  orts an id a t hat a larg   

mark t  is r qu ir d f or  ff ici nt ut ilization of r s ourc s  and  x  loitation of  c onomi s  of scal :  as 

th   mark t -siz   grows to som   critical valu , FD I will start to incr a s   th r  a ft r  with its furth r   

x  ansion. This hy oth s is has b   n qu it    o ular and a variabl   r   r s  nt ing th   siz   of th   host 

country mark t  has com   out as an  x  lanatory variabl   in n arly all   m  irical studi s  on th   d t  

rm inants of FDI (Bouoiyour, 2003). In ODI (1997), it is stat d t hat  c onom tr ic studi s  com aring 

a cross s ct ion of countri s   oint to a w ll - s tablish d c orr lat ion b tw    n  FDI and th   siz   of th   

mark t, w hich is a  roxy for th   siz   of GD , as w ll a s som   of its charact r istics, such as av rag    

incom   l v  l s and growth rat s . Som   studi s  found GD  growth rat   to b   a significant  x  lanatory 

variabl , w h r  a s GD  was not,  robably indicating that wh r    th   curr nt  siz   of national incom   

is v ry  small, incr a s s  may hav   l ss  r l  v anc   to FDI d c isions than growth    rformanc , a s an 

indicator of mark t   ot nt ial  c onom tr ic r s ults on mark t  siz   ar   far from b i ng unanimous.  

dward s (1990) and Jas  r s n   t al.  (2000) us   th   inv r s   of incom     r ca  ita as a  roxy for th   r 
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turn  on ca ital and conclud   that r al GD     r  ca ita is inv r s ly r  lat  d t o FDI/GD , but Schn i d 

r and Fr  y (1985), T sai (1994) and Asi du  (2002) find a  ositiv   r lat ionshi  b tw    n t h   two 

variabl s . Th y argu    that a high r GD     r  ca ita im li s  b tt  r   ros  ct s for FDI in th   host 

country.  ärl tun (2008) f inds that th   variabl   GD  is  ositiv   and statistically significant at l ss  

than 1% l v  l.  Sh   argu s  that th    nlarg  m  nt  of mark t  siz   t nd s to stimulat   th   attraction of 

FDI to th    c onomy. Ang (2008) finds that r al GD   has a significant  ositiv   im act on FDI 

inflows. H   also finds that growth rat   of GD   x  rt s a small  ositiv   im act on inward FDI.  

2.3.2 O  nn   ss   

Charkrabarti (2001) stat s  that th r    is mix d   v id nc    conc rn ing th   significanc   of o  nn  ss , 

which is m a sur d m ostly by th   ratio of  x  orts  lus im orts to GD , in d t  rm ining FDI, as w ll. 

T h   maintain d  hy oth s is is: giv n t hat most inv s tm nt   roj ct s ar   dir ct  d t owards th   tradabl   

s ct or, a country‟s d gr      of o  nn  ss  to int rnat ional trad   should b   a r l  v ant factor in th   d c 

ision. Jordaan (2004) claims that th   im act of o  nn  ss  on FDI d    nd s on th   ty    of inv s tm nt.  

Wh n  inv s tm nt s ar   mark t -s   k ing, trad   r s trictions (and th r  f or   l ss  o  nn  ss ) can hav   

a  ositiv   im act on FDI. Th   r a son st m s from th   “tariff jum ing” hy oth s is, which argu s  that 

for i gn firms that s   k t o s r v   local mark t s may d c id   to s t u   subsidiari s  in th   host country 

if it is difficult to im ort th i r  roducts to th   country. In contrast, multinational firms  ngag  d  in  

x  ort-ori nt  d  inv s tm nt s may  r f  r t o inv s t in a mor   o  n   c onomy sinc   incr a s d  im  rf  ct 

ions that accom any trad    rot ct ion g n  rally  im ly high r tran saction costs associat d w ith  x  

orting. Wh   l  r  and Mody (1992) obs r v   a strong ositiv   su  ort for th   hy oth s is in th   

manufacturing s ct or, but a w ak n  gat iv  link in th    l  ctr onic s ct or. Kravis and Li s y (1982), 

Cul  m (1988),   dward s (1990) find a strong  ositiv    ff  ct  of o  nn  ss  on FDI and Schmitz and 

Bi r i (1972) obtain a w ak   ositiv   link.  ärl tun (2008) f inds that trad   o  nn  ss  is  ositiv   but 
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statistically significant from z r o. In ODI (1997), it is stat d t hat whil   acc ss  to s  c ific mark t s 

– judg d by t h i r siz   and growth – is im ortant, dom s tic mark t fact ors ar    r d ictably much l 

ss  r l  v ant in  x  ort-ori nt  d  for i gn firms. A rang   of surv y s sugg s ts a wid s  r ad    rc    tion 

th t “o   n”  c onomi s   nc ourag   mor   for i gn inv s tm  nt.  

  

2.3.3 Labour Costs and  roductivity  

Charkrabarti (2001) claims that wag   as an indicator of labour cost has b   n t h   most cont nt ious 

of all th    ot nt ial d t  rm inants of FDI. Th o r t ically, th   im ortanc   of ch a   labour in attracting 

multinationals is agr   d u  on by th    ro on nt s of th   d    nd  ncy  hy oth s is as w ll a s thos   of th   

mod rn ization hy oth s is, though with v ry d iff r  nt  im lications. Th r    is, how v  r, n o unanimity  

v  n am ong th   com arativ ly  small numb r  of studi s  that hav    x  lor d t h   rol   of wag   in aff 

ct ing FDI: r s ults rang   from high r  host country wag s  discouraging inbound FDI to having no 

significant  ff  ct  or  v  n a   ositiv   association. Th r    is no unanimity in th   studi s  r gard ing th   

rol   of wag s  in attracting FDI. Goldsbrough (1979), Saund r s (1982), Flamm (1984), Schn i d r 

and Fr  y (1985),Cul  m (1988),  and Shamsuddin (1994) d m onstrat   that high r wag  s  discourag   

FDI. Tsai (1994) obtains strong su  ort for th   ch a  -labour hy oth s is ov r t h     r iod 1983 to 

1986, but w ak  su  ort from 1975 to 1978. In ODI (1997), it is stat d t hat  m  irical r s  arc h has 

also found r lat iv   labour costs to b   statistically significant,  articularly for for i gn inv s tm nt  in 

labour-int n siv   industri s and for  x  ort-ori nt  d  subsidiari s . How v  r, w h n t h   cost of labour 

is r lat iv ly  insignificant (wh n wag    rat s  vary littl   from country to country), th   skills of th   

labour forc   ar    x   ct  d t o hav   an im act on d c isions about FDI location.  

  



 

   20  

  

2.3.4  olitical Risk  

Th   ranking of  olitical risk among FDI d t  rm inants r ma ins rath r uncl  ar. Acc ording to ODI 

(1997), wh r    th   host country owns rich natural r s ourc s , no furth r  inc nt iv   may b   r qu ir d,  

as it is s   n  in  olitically unstabl   countri s , such as Nig r ia and Angola, wh r    high r turn s in th    

xtract iv   industri s  s   m t o com  n sat   for  olitical instability. In g n  ral, a s long as th   for i gn 

com any is confid nt  of b i ng abl   to o  rat     rofitably without  xc  ss iv   risk to its ca ital and   r 

sonn l,  it will continu   to inv s t. For  xam  l , larg    mining com ani s  ov rc om   som   of th    

olitical risks by inv s ting in th i r own infrastructur   maint nanc    and th i r own s cur ity forc s  

(Jas  r s n   t al ., 2000). Mor o v r, t h s    com ani s  ar   limit d n  i th r by  small local mark t s nor 

by  xc hang - rat   risks sinc   th y t  nd t o s ll alm ost  xclu siv ly  on th   int rnat ional mark t at  

hard curr ncy   ric s . S  c ific  roxy variabl s  ( .g.  numb r  of strik s  and riots, work days lost,  tc. 

) hav    rov d  significant in som   studi s ; but th s    quantitativ    s timat s  can ca tur   only som   

as  ct s of th   qualitativ   natur   of  olitical risk.  

 m  irical r lat ionshi  b tw    n   olitical instability and FDI flows is uncl ar. F or  xam  l ,  Jas  r s n   

t al . (2000) and Hausmann and F rnand  z -Arias (2000) find no r lat ionshi  b tw    n  FDI flows 

and  olitical risk whil   Schn i d r and Fr  y  (1985) find an inv r s   r lat ionshi  b tw    n t h   two 

variabl s . Using data on U.S. FDI for two tim     r iods, Lor     and Guising r  (1995) found that  

olitical risk had a n gat iv   im act on FDI in 1982 but no  ff  ct  in 1977.  dward s (1990) us s  two 

indic s , nam ly   olitical instability and  olitical viol nc  , t o m a sur    olitical risk.  olitical instability 

(which m a sur s  th    robability of a chang  of gov rnm nt)  was found to b   significant, whil    

olitical viol nc    (i. .  th   fr qu  ncy  of  olitical assassinations, viol nt r iots and  olitically motivat 

d  strik s ) was found to b   insignificant.  
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2.3.5 Infrastructur    

Infrastructur    cov r s  many  dim n sions  ranging  from  roads,   orts,  railways  and  

t l  c ommunication syst m s to institutional d v  l o m nt (  .g.  accounting, l gal  s r vic s ,  tc. ). 

According to ODI (1997),  oor infrastructur   can b   s   n,  how v  r, a s both an obstacl   and an o  

ortunity for for i gn inv s tm nt. F or th   majority of low-incom   countri s , it is oft n c it d a s on   

of th   major constraints. But for i gn inv s tors also  oint to th    ot nt ial for attracting significant 

FDI if host gov rnm  nt s   rm it mor   substantial for i gn  artici ation in th   infrastructur   s ct or. 

Jordaan (2004) claims that good quality and w ll -d v  l o  d  infrastructur   incr a s s  th    roductivity  

ot nt ial of inv s tm nt s in a country and th r  f or   stimulat s  FDI flows towards th   country. 

According to Asi du (2002) and Anc haraz (2003), th   numb r  of t l    hon s    r  1,000 inhabitants 

is a standard m a sur m  nt  in th   lit ratur    for infrastructur   d v  l o m nt.  How v  r, acc ording 

to Asi du (2002), t his m a sur   falls short, b cau s   it only ca tur s  th   availability and not th   r l 

iability of th   infrastructur . Furt h rm or ,  it only includ s  fix d -lin   infrastructur   and not c llular 

(m obil )  t l    hon s .  

  

2.3.6 Growth  

Th   rol   of growth in attracting FDI has also b   n t  h   subj ct   of controv r sy; Charkrabarti  

(2001) stat s  that th   growth hy oth s is d v  l o  d by L  im (1983) maintain d t  hat a ra 

idly growing  c onomy  rovid s  r lat iv ly b  tt  r  o  ortuniti s  for making  rofits than th  on s 

growing slowly or not growing at all. Lunn (1980), Schn i d r and Fr  y (1985) and Cul  m (1988)  

find a significantly  ositiv    ff  ct  of growth on FDI, whil   Tsai (1994) obtains a strong su  ort for 

th   hy oth s is ov r t h     r iod 1983 to 1986, but only a w ak l ink from 1975 to 1978. On th   oth r  

hand, Nigh (1985) r   orts a w ak   ositiv   corr lat ion for th   l ss  d v  l o  d   c onomi s  and a w ak 
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n  gat iv   corr lat ion for th   d v  l o  d c ountri s . Ancharaz (2003) finds a  ositiv    ff  ct  with lagg 

d gr owth for th   full sam l   and for th   non-Sub-Saharan African countri s , but an insignificant  

ff  ct f or th   Sub-Saharan Africa sam l . Ga stanaga  t al.  (1998) and Schn i d r  and Fr y (1985) f 

ound  ositiv   significant  ff  ct s of growth on FDI.  

  

2.3.7 Tax  

Th   lit ratur    r ma ins fairly ind c isiv   r gard ing wh t h r FD  I may b   s n sitiv   to tax inc  ntiv 

s .  

Som   studi s  hav   shown that host country cor orat   tax s  hav   a significant n gat iv    ff  ct  on 

FDI flows. Oth r s hav   r   ort d t hat tax s  do not hav   a significant  ff  ct  on FDI. Hartman  

(1994), Grub rt and Mutt i (1991), Hin s  and Ric   (1994), Lor     and Guising r (1995), Ca ssou 

(1997) and K m sl y (1998) f ind that host country cor orat   incom   tax s  hav   a significant n gat 

iv    ff  ct  on attracting FDI flows. How v  r, R oot and Ahm d (1979), L im (1983), Wh   l  r  and 

Mody (1992), Jackson and Markowski (1995), Yulin and R   d (1995) and   orcano and  ric   (1996) 

conclud   that tax s  do not hav   a significant  ff  ct  on FDI. Sw n son (1994) r   orts a  ositiv   corr 

lat ion. Th   dir ct ion of th    ff  ct s of abov   m nt ion d d  t  rm inants on FDI may b   diff r  nt. A  

variabl   may aff ct FD I both  ositiv ly and n  gat iv ly. F or  xam  l , fact ors, such as labour costs, 

trad   barri r s, trad   balanc ,   xc hang   rat   and tax hav   b   n f ound to hav   both n gat iv   and  

ositiv    ff  ct s on FDI. In th    m  irical studi s  various combination of th s    d t  rm inants as x  

lanatory variabl s  hav   b   n u s d. M oosa (2005) stat s  that du  to th  abs nc    of a cons n sus on 

a th o r t ical fram w ork to guid    m  irical work on FDI, th r    is no wid ly acc    t d  s t  of  x  

lanatory variabl s  that can b   r gard  d a s th   “tru  ”   t  rm inants of FDI.  
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2.4 Int rnat ional Inv s tm nt T h o ri s    

Th    arly w orks of FDI th o ry can b   trac d  in th   work by MacDougall (1958) who  s tablish d  

his mod l ba s d  on th   assum tions of   rf  ctly c om  t itiv   mark t.  His th o ry was furth r   lab 

orat d by K  m   (1964). Assuming a two-country mod l and   ric s  of ca ital b i ng  qual t o its 

marginal  roductivity, MacDougall and K m   both stat d t hat wh n t h r    was fr     mov m  nt  of 

ca ital from an inv s ting country to a host country, th   marginal  roductivity of ca ital t nd  d  to b    

qual iz d b  tw    n  th   two countri s . Th y f ound that  ft  r   nv s tm nt, t h   out ut of th   inv s ting 

country f ll w ithout any d cr  a s   in th   national incom   of th   country. This is b cau s   in th   

long t rm t h   inv s ting country g t s high r  incom   from its inv s tm  nt abroad.  

2.4.1 Industrial organization a  roach   

Hym r wa s on   of th    ion   r s who  s tablish d a  syst mat ic a  roach towards th   study of FDI. 

In his 1960 doctoral diss rtat ion, Hym r (1976) d  v  l o  d t h   FDI th o ry a  roach of industrial 

organization. His th o ry, which was on   of th   first works to  x  lain int rnat ional  roduction in an 

im  rf  ct mark  t fram  w ork, was su  ort d by L  mfalu ssy (1961), Kindl b  rg  r (1969),  Knick rb 

ock r (1973), Ca v s  (1974), Dunning (1974), Vaitsos (1974) and Coh n (1975) am ong oth r s. Th    

ss  nc    of Hym  r‟s th o ry is that firms o  rat ing abroad hav   to com  t    with dom s tic firms that 

ar   in an advantag o us  osition in t rm s of cultur , languag  , l  gal  syst m  and consum r‟s r f  r  

nc  . Furt h rm or , f or i gn firms ar   also  x  os  d to for i gn  xc hang  risk. Th s    disadvantag s  

must b   offs t by  som   form of mark t   ow r  in ord r t o mak   int rnat ional inv s tm  nt  rofitabl 

.    
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2.4.2 FDI bas d  on mono olistic  ow r    

Kindl b  rg  r (1969), by   xt  nd ing th   work of Hym r,   ut forward his th o ry of FDI on th   basis 

of mono olistic  ow r. K indl b  rg  r argu  d t hat advantag s   nj oy d by MNC s could b   us ful  

only in th   cas   of mark t  im  rf  ct ion. Th   advantag s  d s crib d by  him might b   in th   form 

of su  r ior t c hnology, manag r ial  x   rt is ,   at nt s  tc. T h s    advantag s  g n  rally   nc ourag   a 

firm to inv s t in a for i gn country in ord r t o fully  x  loit th m  inst ad  of sharing th m w ith  ot 

nt ial com  t itors in th   for i gn mark t. T h   gr at  r t h   chanc s  of  arn ing mono oly  rofits, th   

high r w ill b   th    nc ourag m  nt am ong firms to inv s t dir ctly.  Although, Kindl b  rg  r d  s crib 

d  various forms of advantag s  g n  rally   nj oy d by a f irm ov r  th   host country firm, h   fail d t 

o d s crib   which advantag   a firm should focus on. Furth r, a  firm can  x  loit its mono olistic 

advantag s  abroad only if th   host country‟s  olicy allows it to do so. G n  rally,  in th   nam   of 

national int r  s t, th   host Gov rnm  nt w ould b   unwilling to   rm it fr      ntry  of for i gn firms 

into th   country.   

2.4.3 Int rnal ization th o ry of FDI   

Buckl y and Ca  sson (1976)  rovid d an  oth r    x  lanation of FDI by  utting  m  hasis on  

int rm  d iat   in uts and t c hnology. Th y  shift d t h   focus of th   int rnat ional inv s tm nt t h o ry 

from country-s  c ific towards industry-l v  l and f irm-l v  l d  t  rm inants of FDI (H n isz, 2003).  

Buckl y and Ca  sson analys d MNC  s within a broad-bas d fram    work d v  l o  d by C 

 oas   (1937). Th i r th o ry cam   to b   known as int rnal ization th o ry as th y  str ss  d t his 

fact with r gard t o th   cr at ion of MNCs. Th y art iculat d t h i r th o ry bas d  on thr      ostulat s :   

(a) Firms maximiz    rofits in a mark t t hat is im  rf  ct;     
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(b) Wh n  mark t s in int rm  d iat    roducts ar   im  rf  ct, t h r    is an inc nt iv   to by ass th m by  

cr at ing int rnal mark  t s.  

(c) Int rnal  ization of mark t s across th   world l ad s to MNCs.  

2.4.4 Oligo olistic th o ry  x  laining FDI   

Knick rb ock r (1973) al so formulat d  his th o ry bas d  on mark t  im  rf  ct ions. It has b   n  ass 

rt  d  in th    c onomic lit ratur    that th r    are two im ortant motiv s  for choosing a  articular 

country as a location for s tt ing u  a n w fac ility: (a) firms s   k  incr a s d acc  ss  to th   host 

country‟s mark t; and (b) f irms want to utiliz   th   r lat iv ly abundant fact ors availabl   in that 

country. Knick rb ock r al so cit d a t hird motivation for choosing a location – firms might inv s t 

in a country to match a riv  ‟s mov   (H ad and  oth r s, 2002). In oth r w ords, firms oft n   x hibit 

imitativ   b h aviour, i. ., t h y f ollow th   int rnat ionalization of com  t itors so that th y w ill not 

los   th i r strat g ic advantag .  In  articular, Knick rb ock r argu  d t hat in oligo olistic mark t  

conditions, firms in an industry t nd t o follow  ac h oth  r‟s location d c ision. Th   id a  is that 

firms, unc rta in of  roduction costs in th   country to which th y  ar   curr ntly   x  orting, run th   

risk of b i ng und rcut by a r ival switching from  x  orting to s tt ing u  a manufacturing subsidiary 

in th   host country. By imitating th   riv  ‟s FDI, th   firm can avoid b i ng und r  ric d  (Altomont   

and   nn ings, 2003).  

  

2.4.5  cl  ct ic  aradigm to FDI   

In th   1970s on   of th   most robust and com r h  n siv   th o ri s  of FDI was d v  l o  d by  Dunning 

(R ad, 2007).  In his  ath br ak ing work, Dunning (1977 and 1979) amalgamat d t h   major im  rf  

ct mark  t -bas d t h o ri s  discuss d ab ov   – th   oligo olistic and int rnal ization th o ri s  – and 

add d a t hird dim n sion in th   form of location th o ry to  x  lain why a firm o  n s a for i gn 
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subsidiary. Location th o ry addr ss  s  th   im ortant qu s tions of who  roduc s  what goods or s r 

vic s  in which locations, and why? Location th o ry has also b   n fr  qu  ntly a   li d  by r s  arc h r 

s in att m  ting to und r stand th   factors that influ nc    locations of MNC units. Among oth r s, th 

y   num  rat  d fact ors such as host country  olici s ,  c onomic fundam ntal s, firm strat gy and aggl 

om  ration  c onomi s   

Furth rm or ,   nd og n ous growth th o ry  x  lains that  c onomic growth is mainly g n  rat  d by  

factors lik    c onomi s  of scal ,  incr a sing r turn s or induc d t  c hnological chang s  which ar   

within th    roduction  roc ss . Rom r (1990) and Gr ossman and H l  man (1991) d v  l o  d  growth 

mod l s within th    nd og n ous growth th o ry to  x  lain th   r lat ionshi  b tw    n FD I and growth. 

Th s    mod l s assum   that t c hnological  rogr ss  is th    rinci al driving forc   of  c onomic growth. 

Th   th o ri s  focus on th   cr at ion of t c hnological knowl dg    and its transf r,  and vi w  innovation 

as major  ng in s  for growth. Th r  f or , t h s    mod l s  lac    m  hasis on human ca ital accumulation 

and  xt  rnal iti s  on growth. In th s    r gard gr owth rat   of d v  l o ing  c onomi s  is s   n t o b   r 

l iant on th    xt  nt t o which th s    countri s  can acc   t and utiliz   innovativ   t c hnologi s  availabl   

in highly d v  l o  d   c onomi s . Th y argu    that FDI is th   main chann l f or th    roc ss  of advanc 

d t  c hnologi s  by d v  l o ing countri s  (S abra, and   

Flach, 2005). D v  l o ing countri s  g n  rally ar     not abl   to innovat   and g n  rat     n w  t 

c hnologi s . Th r  f or , t h y  hav   to ado t t c hnology that is  roduc d fr om advanc d c ountri s  

through th   chann l  of FDI.  

Th   n w gr owth th o ri s  indicat   bidir ct ional causality b tw    n FD I and growth (Blomstrom  t  

al., 1996; Bor n szt i n  t al., 1998). T his is b cau s   FDI is  x   ct  d t o l nd a  hand in im roving  c 

onomic growth by  nc ouraging th   incor oration of n w  in uts and for i gn t c hnologi s  in th    

roduction function of th   b n  f iciary country. In addition, FDI  n hanc s  growth by adding to th   
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host country„s  x isting knowl dg    bas   through human r s ourc   training and d v  l o m nt.  Also 

FDI incr a s s  com  t ition in th   host country by ov rc oming  ntry barr i r s and r duc ing th   mark 

t   ow r  of  x isting firms (Dunning 1993; Blomstrom  t al., 1996; B or n szt i n  t al.,   

1998 and D   M ll o, 1999). N v  rt h l  ss , Dowling and Hi m  nz (1982) and L      and Rana (1986) 

cont nd t hat ra id  c onomic growth also induc s  th   FDI inflows. This is  x  lain d by  th   r a son 

that high sustainabl   growth usually cr at  s  high l v  l s of ca ital r qu ir m  nt s in th   r c i i nt   c 

onomy and as a r s ult, th   host country n   d s mor   FDI by cr at ing th   n c  ss ary macro c onomic 

climat   to attract for i gn inv s tors. Th   s    dy gr owth in th   host nation also builds th   s lf -

assuranc   of for i gn inv s tors inv s ting in th   host country. Thus, both FDI and  c onomic growth 

r lat     ositiv  ly and l ad t o bidir ct ional causality.  

2.5  m  irical R v i w  on For i gn Dir ct   Inv s tm nt and Gr owth   

Balasubramanyam  t al. (1996) u s d cr oss-country data av rag  d  ov r t h     r iod 1970-1985 for a 

sam l   of 46 d v  l o ing countri s  and found that trad   o  nn  ss  is crucial for acquiring th    ot nt 

ial growth im act of FDI. Mor o v r, t h i r  s timat s  indicat d t hat FDI has strong r   ff  ct s on 

growth than dom s tic inv s tm nt, w hich may b   vi w  d a s a confirmation of th   hy oth s is that 

FDI acts as a v h icl   for int rnat ional t c hnology transf r. B or n szt i n  t al. (1998) t  s t d  th  corr 

lat ion b tw    n FD I and GD in a cross-country r gr  ss ion fram w ork with 69 d v  l o ing countri 

s  ov r tw o s   arat   tim -   r iods 1970-1979 and 1980-1989. Th y d iscov r  d  that th    ff  ct  of 

FDI on growth d    nd s on th   l v  l  of human ca ital in th   host country and that FDI has  ositiv   

growth  ff  ct s only if th   l v  l  of  ducat ion is high r t han a giv n  thr s hold. Thus, th   findings 

of Bor n szt i n  t al  su  ort th   r s ults of Bor n szt i n  t al t hat FDI  ositiv ly aff  ct s growth. How 

v  r, b oth studi s  fail d t o ch ck f or dir ct ional causality b tw    n  th   two variabl s .  Zhang 

(2000)  m  irically  xam in d c oint grat ion and causality b tw    n FD I and growth for 11 d v  l o 



 

   28  

  

ing countri s  in  a st Asia and Latin Am r ica ov r t h     r iod 19701995. Th   findings indicat   a  

ositiv   r lat ionshi  b tw    n FD I and growth and a Grang r causality from FDI to GD  for fiv   

countri s . In addition, B nd     t al. (2001) al so studi d t h   r lat ionshi  b tw    n FD I and growth 

in four d v  l o ing countri s  using annual tim   s r i s  data ov r t h     r iod 1970-1998. Th   r s ults 

show d a   ositiv   and significant r lat ionshi  b tw    n  FDI and growth. Thus both studi s  agr     

that FDI r lat  s   ositiv  y   with growth and that FDI stimulat s  growth in d v  l o ing countri s . 

Cho   (2003) us d a   an l data t o inv s tigat   how FDI and  c onomic growth r lat    in  i ghty 

countri s  ov r t h     r iod 1971-1995. Th   r s ults confirm d   v id nc    of Grang r cau sality r lat 

ionshi  b tw    n FD I and  c onomic growth in  i th r d ir ct ion. Basu  t al. (2003) agr    d w ith Cho   

wh n t h y a   li d b oth co-int grat ion and causality t s ts to study th   causality b tw    n FD I and 

growth using a  an l  of 23 d v  l o ing countri s  ov r t h     r iod 1978-1996. Th y f ound a  ositiv   

r lat ionshi  b tw    n FD I and GD . Th i r r s ults indicat d b idir ct ional causality b tw    n t h   two 

variabl s  for o  n   c onomi s . Chowdhury and Mavrotas (2003)  m  irically look d at t h   linkag   

b tw    n FD I and GD  growth using annual tim   s r i s  data cov r ing th     r iod 1969 to 2000 for 

thr     d v  l o ing countri s . Th y   m  loy d  th   Johans n and Grang  r cau sality t s ts and  s tablish 

d a   ositiv   conn ct ion b tw    n FD I and GD growth and causality that runs from both dir ct ions. 

Thus, th    m  irically findings of Chowdhury and Mavrotas su  ort th   r s ults obtain d by Ba su  t 

al. (2003).    

Th   r s ults by Ramír z (2000)  indicat d t hat for th     r iod 1960-1995, FDI Grang r -caus s  growth 

in M x ico. Th   study also  s tablish d a   ositiv   r lat ionshi  b tw    n FD I and growth in both th   

short and th   long run r lat ionshi s. In addition, Athukorala (2003)  xam in d t h   r lat ionshi  b tw    

n FD I and growth using tim   s r i s  data from th   Sri-Lankan  c onomy. Th    c onom tr ic r s ults 

show d a   ositiv   and significant r lat ionshi  b tw    n FD I and  c onomic growth. Th   study also  
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s tablish d a un idir ct ional causality from growth to FDI. As s   n fr om th   two studi s , th   diff r  

nc    in r s ults could b   du   to th   diff r  nc    in  s timation t c hniqu s . Whil s  Ramír z  us d  th   

Johans n  coint grat ion a  roach, Athukorala  m  loy d  th   BoundsT s t to coint grat ion. Th   diff 

r  nc    in sam l   siz s  could also contribut   to th   variation in th   findings of th   two studi s . 

Dritsaki,  t al. (2004)  inv s tigat d t h   r lat ionshi  b tw    n  trad , FD I and  c onomic growth for 

Gr   c    ov r t h     r iod 1960-2002. Th   coint grat ion analysis r v  al  d t hat th r    is a long run  

qu ilibrium r lat ionshi . Th y al so us d t h   grang r  causality t s t and th   r s ults show d t hat th r    

is a bi-dir ct ional casual r lat ionshi  b tw    n t h   variabl s . Similar ty    of study r gard ing th   r 

lat ionshi  b tw    n FD I and  c onomic growth for Cy rus ov r t h     r iod 1976-2002 was  xam in 

d by F  r idun (2004) using th   grang r cau sality and strong  v id nc     m  rg  d t hat  c onomic 

growth as m a sur d by GD   in Cy rus is Grang r  caus d by t h   FDI, but not vic   v r sa. Th   

findings of F r idun conflict that of Dritsaki,  t al   ossibly b cau s   th   latt r add  d trad    as a 

control variabl   in th i r study. Alfaro  t al. (2004)   xam in d t h   links among FDI, financial mark 

t s and  c onomic growth using cross-country data from 71 d v  l o ing countri s  av rag  d  ov r t h     

r iod 1975-1995. Th i r  m  irical  v id nc    sugg s ts that FDI  lays an im ortant rol   in contributing 

to  c onomic growth but th   l  v l  of d v l o m nt  of local financial mark t s is crucial for th s     

ositiv   ff  ct s to b   r  aliz d.  In addition, Carkovic and L v in   (2005) also studi d  how FDI r lat  

s  with growth using  an l data  av rag  d  ov r  s v  n 5 -y ar    r iods b tw    n 1960 and 1995 f or a 

sam l   of 68 d v  l o ing countri s . Using  c onom tr ic s  c ifications that allow FDI to influ nc    

growth diff r  ntly  d    nd ing on national incom , trad    o  nn  ss ,  ducat ion and dom s tic financial 

d v  l o m nt,  th y f ound that FDI  x  rt a r obust and  ositiv   im act on  c onomic growth. Thus 

Carkovic and L v in   agr     with Alfaro  t al., t hat FDI and growth ar    ositiv ly r  lat  d and t hat 

FDI  n hanc s  growth in d v  l o ing countri s . Hans n and Rand (2005) analyz  d t h   casual r lat 
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ionshi  b tw    n FD I and GD  in a sam l   of 31 d v  l o ing countri s . Using  s timators for h t  r 

og n  o us  an l data, t h y f ound a unidir ct ional causality b tw    n FD I to GD  ratio im lying that 

FDI caus s  growth. In addition, Johnson (2006) mod l  d t h    ot nt ial of FDI inflows to aff ct  

host country  c onomic growth. This analysis was   rf orm d w ith  an l data f or 90 countri s  during 

th     r iod 1980 to 2002. Th   study discov r  d t hat FDI inflows  n hanc    c onomic growth. Th r  

f or , t h   findings of Johnson harmoniz   with Hans n and Rand t hat FDI and growth ar    ositiv 

ly r  lat  d and t hat FDI s urs growth. H rz  r   t al. (2008) al so, r v isit d  th   FDI-l d gr owth hy 

oth s is for 28 d v  l o ing countri s . Th y u s d   ngl  - Grang r  coint grat ion and  rr or corr ct ion 

mod l and d iscov r  d t hat th r    is no causality b tw    n FD I and  c onomic growth. Abdus Samad 

(2009) cont nd  d w ith H rz  r   t al w h n  h   analyz d t h   r lat ionshi  b tw    n f or i gn dir ct  inv 

s tm nt and   c onomic growth for 19 d v  l o ing countri s  of South- a st Asia and Latin Am r ica. 

Th   study  m  loy d t h   co-int grat ion t c hniqu ,  Grang r cau sality t s t and  rr or Corr ct ion 

Mod l t o analyz   th   variabl s . Th   r s ults confirm d a un idir ct ional causality that runs from  c 

onomic growth to for i gn dir ct  inv s tm nt  for fiv   countri s  in Latin Am r ica and on   country 

in  a st and South  a st Asia. In addition, th   author r   ort d a tw o-way causal r lat ionshi  b tw    n 

f or i gn dir ct  inv s tm nt and    conomic growth for s v  n c ountri s  (two from Latin Am r ica 

and fiv   from  a st and South  a st Asia). Lastly, a unidir ct ional short run causal link that runs 

from  c onomic growth to for i gn dir ct  inv s tm nt wa s found in four countri s  (on   from Lain 

Am r ica and thr     from  a st and South  a st Asia).   

Anowar and Mohammad (2011) look d at  how for i gn dir ct  inv s tm nt and   c onomic growth 

int ract  in Banglad s h,  akistan and India ov r t h     r iod of 1972 to 2008. Th y u s d  th J ohans n 

a   roach to co int grat ion and th   Grang r cau sality t s t. Th   findings indicat d t hat th r    is no 

co int grat on r lat ionshi  b tw    n FD I and  c onomic growth in Banglad s h and India but th r    is 
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a  ositiv   co int grat ion r lat ionshi  b tw    n FD I and growth in  akistan. On th   oth r  hand th   

causality t s t show d t hat th r    is no dir ct ional causality b tw    n GD   and FDI for Banglad s h. 

Quis r   t al. (2011)  inv s tigat d t h   im act of for i gn dir ct  inv s tm nt  on Growth of South Asian 

Association for R g ional Coo  rat ion countri s . This r lat ionshi  was t s t d by a   lying multi l   r 

gr  ss ion mod l s. Th   chang   in GD  is tak n a s d    nd  nt  viabl   whil   FDI and inflation ar   

consid r  d a s ind    nd  nt  variabl s . Th   data us d f or this is ranging from y ar 2001 t o 2010. Th   

r s ult show d t hat th   ov rall m od l  is significant. Th r    is a  ositiv   and significant r lat ionshi  

b tw    n GD   and FDI. Th   findings of Quis r   t al c onflict with that of Anowar and Mohammad 

b cau s   of diff r  nc    in m t hodology, data and sam l   siz . Furt h rm or , L o ss     t al. (2010)   

xam in d t h   linkag   and dir ct ional causality b tw    n  FDI and growth of t n  Sub-Saharan 

African countri s  using annual tim   s r i s  data from 1970 to  

2007. Th y   m  loy d t h     s aran  t al. (2001) a   roach to co int grat ion and th   Toda and 

Yamamoto (1995) causality t s t and r al iz d a   ositiv   and significant long run r lat ionshi  b tw    

n FD I and GD growth in Angola, Lib r ia, K nya and  South Africa. How v  r, t h y found a unidir 

ct ional causality running from FDI to GD  growth. Both Lo ss     t al and  Ogiagah  t al.  hav   th   

sam   o inion on th   r lat ionshi b tw    n FD I and growth. How v  r, t h   diff r  nc    in dir ct ional 

causality could b   du   to th   diff r  nc    in m t hodology. Annual tim   s r i s  and  an l  data may 

not yi ld t h   sam   r s ults. Lastly th   two  c onom tr ic t c hniqu s - Grang r cau sality and Toda 

and Yamomanto could also yi ld t h   diff r   nt r s ults.   

Sum i -Tang  t al. (2008)   xam in   th   causal link b tw    n f or i gn dir ct  inv s tm nt, d om s tic 

inv s tm nt and   c onomic growth in China ov r t h     r iod 1988-2003. Th   study confirm d a  

unidir ct ional causality that runs from for i gn dir ct  inv s tm nt t o  c onomic growth. Th   authors 

conclud d t hat for i gn dir ct  inv s tm nt  has h l   d  in ca ital formation, in addition to acc l  rat 
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ing  c onomic growth via com l m  nt ing dom s tic inv s tm nt  in China. Thus, th   study confirm 

d t h   work of Lo ss     t al.  Similarly,  d oumi kum o (2009)  m  loy d t h   Johans n c o int grat 

ion a  roach to inv s tigat   th   r lat ionshi  b tw    n f or i gn dir ct  inv s tm nt and   c onomic growth 

in Nig r ia using annual tim   s r i s  data cov r ing th     r iod 1970 to 2007. Th   study  s tablish d 

a   ositiv   and significant link b tw    n f or i gn dir ct  inv s tm nt and gr owth. Th   Grang r cau 

sality t s t also confirm d a b idir ct ional causality running from for i gn dir ct  inv s tm nt t o 

growth. Ogiagah  t al. (2010) a s w ll u s d t h   Johans n c o int grat ion a  roach and th   Grang r 

Cau sality t s t to consid r t h   linkag   b tw    n FD I and GD  growth in Nig r ia using annual tim   

s r i s  data from 1970 to 2007 of th   Sub-Sahara Africa R g ion. Th   study r v  al  d a   ositiv   and 

significant long run r lat ionshi  b tw    n FD I and GD  growth and a unidir ct ional causality 

running from GD  to FDI.   

Obiamaka and Onwum r  (2011)  asc rta in d t h    xt  nt t o which growth in for i gn dir ct  inv s 

tm nt s (FDIs) influ nc  s   c onomic growth in Nig r ia ov r t h     r iod 1980 to 2007 using annual 

tim   s r i s  data. Th   study utiliz d J ohans n c oint grat ion t c hniqu   and discov r  d a   ositiv   

long-run r lat ionshi  b tw    n FD I and GD  growth. Saibu  t al. (2011)   xam in d t h    ff  ct s of 

financial d v  l o m nt and f or i gn dir ct  inv s tm nt  on  c onomic growth in Nig r ia. Using tim   

s r i s  data from 1970 to 2009, th   study t s t d f or th   tim   s r i s   ro  rt i s  of th   variabl s  and 

ado t d t h   Autor gr  ss iv   Distribut d Lag (ARDL) t  c hniqu   to  s timat   th   mod l. T h   r s ults 

indicat d t hat for i gn dir ct  inv s tm nt  had n gat iv    ff  ct  on  c onomic growth in Nig r ia. Th   

r s ult furth r  shows that for i gn dir ct  inv s tm nt  is only significant wh n c ombin d w ith stock 

mark t  indic s . Th   findings of Saibu  t al c ontradict that of Obiamaka and Onwum r  . T his 

could b   attribut d t o th   diff r  nc    in m t hodology. Th   Johans n C oint grat ion t s t and th   

Autor gr  ss iv   Distribut d Lag (ARDL) t  c hniqu   yi ld  variation in th   r s ults. How v  r, b oth 
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studi s  fail to ch ck f or causality b tw    n FD I and growth in Nig r ia. Similarly, Chukwaka  t al. 

(2012)  inv s tigat d t h   r lat ionshi  b tw    n  for i gn dir ct  inv s tm nt and GD   growth in Nig r 

ia using annual tim   s r i s  data s anning th     r iod 1960 to 2010. Th y u s d al so us d t h   Johans 

n t  s t and th   Grang r cau sality a  roach and find a  ositiv   and statistically significant r lat ionshi  

b tw    n f or i gn dir ct  inv s tm nt and  growth and a bidir ct ional causality from th   variabl s .   

Adjay   (2009)  xam in d t h   r lat ionshi  b tw    n FD I and GD  growth in Ghana using annual tim   

s r i s  data cov r ing 1970 to 2007. Th   Johans n and Ju s l ius (1990) multivariat   maximum lik l 

ihood  roc dur    was  m  loy d. T h   study  s tablish d a   ositiv   and significant r lat ionshi  b tw    

n FD I and growth. Th   Grang r cau sality t s ts confirm d a b idir ct ional causality running from 

for i gn dir ct  inv s tm nt t o growth. Frim ong  t al., (2011) d isagr   d w ith Adjay   wh n  th y u s 

d t h   Toda and Yamamoto (1995) to  x  lor   th   causal link b tw    n  FDI and growth in Ghana 

using annual tim   s r i s  data from 1970 to 2002. Th   r s ults r v  al  d t hat th r    is no dir ct ional 

causality b tw   n FD I and  c onomic growth for th   total sam l     r iod and th   r - SA    r iod. How 

v  r, t h y d iscov r  d a un idir ct ional causality from FDI to growth during th    ost SA    r iod. Th   

conflicting r s ults could b   du   to th   diff r  nc    in  s timation t c hniqu s  us d. W h r  a s Adjay    

ngag  d t h   Johans n and Ju s l ius (1990) multivariat   maximum lik l ihood  roc dur  , Fr im ong  

t al.,   m  loy d t h   Toda and Yamamoto (1995) to  xam in   the cau sal linkag   b tw    n FD I and 

growth. In addition, Sack y   t al., (2012)   m  loy d  various  c onom tr ic tools such as Augm nt  d 

D ick y Full  r t  s ts, V ct or Auto R gr  ss ion and Johans n  co int grat ion t s t to study th    ff  ct  

of for i gn dir ct  inv s tm nt  on  c onomic growth of Ghana using tim   s r i s  data from 2001 to 

2010. Th y   s tablish d a   ositiv   and significant long run r lat ionshi  b tw    n FD I and growth 

and a uni-dir ct ional causality running only from FDI to  
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GD  growth in Ghana. Furth rm or , Antw i  t al. (2013) u s d annual t im   s r i s  data from Ghana 

for th     r iod 1980 to 2010. Th y   m  loy d  sim l   ordinary l a st squar   r gr  ss ions and confirm 

d a   ositiv   and statistically significant r lat ionshi  b tw    n FD I and growth. How v  r,  th   study 

fail d t o ch ck f or dir ct ional causality b tw    n t h   two variabl s . Th   lit ratur     r s  nt s mix d 

r  s ults on th   links b tw    n  inflation, FDI and growth. Most of th    m  irical studi s  ar   bas d  

on cross-s ct ional and  an l data. T h   cross-country and  an l data  studi s  normally av rag    th   

data ov r t h   sam l s  us d and acr oss countri s  from diff r  nt r  g ions. As a r s ult, th y may n ot 

r v  al a tru    natur   of th   r lat ionshi  b tw    n  Inflation FDI and growth as such studi s  ar   not 

country s  c ific. S c ondly, most of th   studi s  also us   a bivariat   VAR syst m t o study th   links 

b tw    n  inflation, FDI and growth. Th y t h r  f or   fall short of a syst mat ic analysis of th   im 

act of host country charact r istics as th y d o not  x  licitly includ   control variabl s  into th    m  

irical fram w ork. Cons qu  ntly,  such studi s  may suff r  omission and miss s  c ifications bias s  

and as such th i r findings may b   misl ad ing.  

2.6 For i gn Dir ct  Inv s tm nt (FD I) and Infrastructur   D v  l o m nt     

Th   globalization of th   world  c onomy has contribut d t o a r markabl    growth of for i gn dir ct  

inv s tm nt  (FDI) inflow into d v  l o ing countri s  in th   1990s. FDI inflow is now acknowl dg  d 

a s a k y fact or of  c onomic d v  l o m nt   s   c ially for d v  l o ing countri s ; sinc   it  rovid s  th   

major financial sourc s  to th   transf r  of t c hnology, organizational and manag r ial  ractic s  and 

skills, as w ll a s acc ss  to int rnat ional mark t s (s   ,   .g.,  Shatz and V nabl  s , 2000; Alfaro  t 

al.,  2004). In  articular, multinational  nt  r  ris s  (MN s ) hav    lay d  an  ss  nt ial rol   in sha ing 

th    att rn s of  c onomic d v  l o m nt t hrough th i r FDI d c isions (s   ,   .g., McCann and Mudamb 

i, 2004). Sinc   th   1997 global  c onomic crisis in int rnat ional financial mark t s, many d v  l o 
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ing countri s  hav   b   n  strongly advis d t o r ly   rimarily on FDI inflow for th    romotion of  c 

onomic d v  l o m nt  on a sustainabl   basis.   

Among various factors as a d t  rm inant of FDI inflows, infrastructur   d v  l o m nt  is wid ly  

consid r  d  as a crucial factor influ nc ing th   d s irability of inv s tm nt l ocation. Th    xam ination 

of th   rol   of infrastructur   d v  l o m nt  is im ortant  articularly for d v  l o ing  c onomi s , such 

as Ghana, sinc   d v  l o ing infrastructur   is on   of th   main  roc ss  s  to attract dom s tic and for 

i gn inv s tm nt s. Mor o v r, d iscussion at th   r g ional or  rovinc   l v  l  is mor   im ortant for 

Indon s ia du   to an on-going  roc ss  of d c  ntral ization (s   ,   .g.,  Silv r   t al. , 2001; Fan   2003). 

Giv n t h s    argum nt s, this study aims at v r ifying th    ositiv   r lat ionshi  b tw    n FD I and 

infrastructur   d v  l o m nt  in Ghana. In addition to th   rol   of infrastructur   d v  l o m nt, t his 

study also att m  ts to  r s  nt  som    v id nc    to  x  lain intra-country d t  rm inants of FDI inflows 

within Ghana. Ind   d, an und  r standing of th   d t  rm inants of location of FDI inflow could h l    

olicy-mak r s d s ign  ff  ct iv    olici s  to attract FDI inflow into s ct ors wh r    inv s tm  nt is most 

n   d  d.    

A lot of  m  irical studi s  hav    ut mor   att nt ion on th   rol   of infrastructur   d v  l o m nt  on FDI 

by using various infrastructur   variabl s  cov r ing th   quality and th   availability of trans ortations 

and t l  c ommunication n tw orks. Most of th m  show th   cl ar   v id nc  s  su  orting that highly d 

v  l o  d  infrastructur   would  lay a crucial rol   in attracting FDI inflows at int r - or intra-country 

l v  l. C onc rn ing th   Ghanaian  c onomy, f w  studi s  hav    xam in d t h    ff  ct  of FDI inflows 

on infrastructur   d v  l o m nt. F or instanc , Fr im ong and  Ot ng -Abayi , (2007)  studi d t h   

causal link b tw    n FD I and GD  growth for Ghana for th    r -  and  ost-SA    r iods. In oth r d  v  

l o ing  c onomi s  Li s y and  Sjoholm (2011) study th   r lat ionshi  b tw    n gr owth and FDI in 

com arison with oth r   a st Asian countri s . Mor o v r,  Takii (2005) discuss s  th   rol   of FDI by  
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xam ining  roductivity s illov r s from for i gn multinational  lants, and Takii (2011) also  xam in s  

th    ff  ct  of FDI on  c onomic growth in r lat ion to th   origin of inv s tors in Indon s ian 

manufacturing ov r t h     r iod of 1990–2003. D s  it   th   growing im ortanc   of FDI inflows in d 

v  l o ing  c onomi s ,  m  irical  v id nc    is limit d  on th   d t  rm inants of location choic   of FDI 

inflows at th i r r g ional l v  l.   

  

2.7 Conc   tual Fram w ork   

This s ct ion discuss s  th   conc   tual fram w ork that forms th   basis for th    m  irical  s timation. 

Th   fram w ork shows FDI inflows is a function of r lat iv   country charact r istics. Th   World 

Inv s tm nt R    ort, UNCTAD (1998) has analys d t h   d t  rm inants of FDI and host country d t  

rm inants hav   b   n cla ssifi d  into thr     grou s. Th s    ar    olitical factors, busin ss  facilitation 

and  c onomic factors. For instanc ,  horizontal multinationals will b   dominant if countri s  ar   

similar in siz   and r lat iv    nd owm nt s and trans ort costs ar   high. If trans ort costs ar   low, a 

firm might rath r   x  ort than  roduc   in both countri s . If countri s  ar   of diff r  nt  siz s , national 

firms might dominat   sinc   it would b   r lat iv ly c ostly to hav   an additional  roduction facility 

in th   small country. Conv r s ly,  v rt ical multinationals should b   th   dominant ty    wh n c ountri 

s  ar   diff r  nt  in siz   and/or r lat iv    nd owm nt s, with trans ort costs, l gal and   olitical conditions 

(s     figur   2.1 b l ow).   

This work how v  r f ollows D m irhan and Masca (2008) fram w ork with slight modification to  

x  lor   th   ant c  d  nt s of inward FDI.  Lit ratur    on FDI and growth also shows a bi-causal r lat 

ionshi . As th   main focus of this study, infrastructur   is us d a s d    nd  nt  variabl   whilst k     ing 

FDI and its driv r s as ind    nd  nt  variabl s .         
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        D    nd   nt   Variabl     

 

  

Sourc :  R s  arc h   ’s Construct, 2016.   

 CHA T R T  HR      

 R S  ARC  H M T HODOLOGY  

3.1 Introduction  

This cha t r   xam in s  th   m t hods us d t o arriv   at th   findings of th   study. It cov r s such ar a 

s as th   s  c ification of th   mod l s us d f or th   study,  s timation  roc ss  and d s cri tion of th   

data sourc s  and variabl s  s l  ct ion.   

I nd           nd     nt  v ar i abl     s   ( I V )   

  

  

  

  

  

  

  

  

F i gur       2.1:  C o nc       tual fram       o n t h           ff     ct  o f FD I   o f  i nfra s tructur       and gr o wt h     

Ant   c   d   nt s   o f FDI,   

Mark   t  s iz   ,  E c o n o mic  

s tability,  O    nn   ss ,  
Financial d   v  l o  m   nt  

and    xc h ang     vo latility,   
Tax,  Lab o ur C os t s   and  

P r o ducti v ity,   

P o litical and L   gal  
c o nditi o n s ,  

Infra s tructur     

FDI infl o w s     

Infrastructure     

De ve lop me nt    

Growth    
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3.2 R s  arc h D s ign   

R s  arc h d s ign r f  r s to th   ov rall  strat gy c hos n t o int grat    th   diff r  nt c om on nt s of th   

study in a coh r  nt and l ogical mann r ( Vaus, 2001). Thr     main ty  s  of r s  arc h d s igns id nt 

ifi d by  Saund r s  t al. (2007)  includ    x  loratory, d s cri tiv   and  x  lanatory studi s .   

 x  loratory r s  arc h, as th   nam   sugg s ts, int nd s m r  ly t o  x  lor   th   r s  arc h qu s tions and 

do s  not int nd t o off r f inal and conclusiv   solutions to  x isting  robl m s. It is conduct d  in ord 

r t o d t  rm in   th   natur   of th    robl m,   x  loratory r s  arc h is not int nd  d t o  rovid   conclusiv    

v id nc  , but  h l  s to hav   a b tt  r und  r standing of th    robl m (Br own, 2006). Saund r s  t al. 

(2007,   .134) warn that wh n c onducting  x  loratory r s  arc h, th   r s  arc h r  ought to b   willing 

to chang   his/h r d ir ct ion as a r s ult of r v  lat ion of n w data and n  w  insights.  x  loratory r s  

arc h d s ign do s  not aim to  rovid   th   final and conclusiv   answ r s to th   r s  arc h qu s tions, 

but m r  ly   x  lor s  th   r s  arc h to ic with varying l v  l s of d   th. “ x  loratory r s  arc h t nd s to 

tackl   n w   robl m s on which littl   or no  r v ious r s  arc h has b   n d on  ”   rown, 2006,  .43). 

Mor o v r,  it has to b   not d t h t “ x  loratory r s  arc h is th   initial r s  arc h, which forms th   basis 

of mor   conclusiv   r s  arc h. It can  v  n  h l   in d t  rm ining th   r s  arc h d s ign, sam ling m t 

hodology and data coll ct ion m t ho ”  Singh, 2007,  .64).  

 x  lanatory r s  arc h som t im s  r f  rr  d t o as analytical study s   k s to id nt ify any causal links 

b tw    n t h   factors or variabl s  that   rta in to th   r s  arc h  robl m ( Saund r s  t al., 2007).  Such 

r s  arc h is also v ry  structur d  in natur .    

D s cri tiv   r s  arc h on th   oth r  hand can  i th r b    quantitativ   or qualitativ .  It can involv   coll 

ct ions of quantitativ   information that can b   tabulat d al ong a continuum in num r ical form, 

such as scor s  on a t s t or th   numb r  of tim s  a   r son choos s  to us   a-c rta in f atur    of a 
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multim d ia  rogram, or it can d s crib   cat g ori s  of information such as g nd  r  or  att rn s of int 

ract ion wh n u sing t c hnology in a grou  situation (Hak s , and N al, 1994). D  s cri tiv   r s  arc h 

involv s  gath r ing data that d s crib    v  nt s and th n  organiz s , tabulat s , d   icts, and d s crib s  

th   data coll ct ion (Glass & Ho kins, 1984). It oft n u s s  visual aids such as gra hs and charts to 

aid th   r ad  r  in und r standing th   data distribution. B cau s   th   human mind cannot  xtract t h   

full im ort of a larg   mass of raw data, d s cri tiv   statistics ar   v ry  im ortant in r duc ing th   data 

to manag abl    form. Wh n  in-d   th, narrativ   d s cri tions of small numb r s of cas s  ar   involv 

d, t h   r s  arc h us s  d s cri tion as a tool to organiz   data into  att rn s that  m  rg    during analysis. 

D s cri tion  m  rg  s  following cr at iv    x  loration, and s r v s  to organiz   th   findings in ord r t 

o fit th m w ith  x  lanations, and th n t  s t or validat   thos    x  lanations (Krathwohl, 1993).  

This study combin s  both d s cri tiv   and  x  lanatory d s ign as th y all ow for both quantitativ   

and qualitativ   m t hods. Th   us   of d s cri tiv   d s ign yi ld s rich data that l ad s to a  ro riat   

analysis. This m t hod also h l  s to addr ss  qu s tions lik   “what is th    ff  ct  of FDI on Growth” 

whilst  x  lanatory r s  arc h aids in  x  laining th   causal r lat ionshi  b tw    n FD I, Infrastructur   

and Growth.   

3.3 Data Sourc s   

Th   study us s  annual tim   s r i s  data cov r ing th     r iod 1990-2015. Th     r iod for th   study 

was chos n ba s d  on th   availability of data. Th   data s t s w r    obtain d fr om th   World Bank - 

African D v  l o m nt  Indicators Databas , t h   Ministry of Financ   and  c onomic  lanning - Fiscal 

Data. Data us d  in th   ov r vi w  s ct ion and oth r  s ct ions w r    su  l m  nt  d w ith data from ISS 

R and C    A  ublications. All th   variabl s  ar   in constant  ric s .  
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3.4  s timation  roc dur      

This s ct ion  r s  nt s th    s timation  roc dur    s  m  loy d  in th    x  loration of th   im act of FDI 

on growth and infrastructur . T  im   s r i s  data of macro c onomic variabl s  ar   us d; t 

 h   s ct ion  x  lains th   various tim   s r i s  t c hniqu s  to b   us d f  or th   analysis. Th    s 

timation  roc dur   s  ar   und rtak   n w  ith th   aid of Stata 12 and   vi w s 8 softwar    

ackag s .  

A two-stag   l a st squar s  (2SLS)  s timation m t hod was ado t d w h r    for i gn dir ct  inv s tm nt 

wa s  nd og n iz d. T h   str ngt h of this a  roach li s  in its ability to ov rc om   th   simultan i ty 

issu s  that may aris .  Oth r  studi s  that hav   also att m  t d t o  l iminat   th    robl m  of simultan 

i ty by ado ting th   2SLS ar   Mansouri (2005), Omoniyi & Omobitan (2011) and Av h   t al., 

(2013). T hus, in und rtak ing this study, th   2SLS was  r f  rr  d.   

  

3.4.1 Unit Root T s t  

Macro c onomic variabl s  usually hav   a tim   d    nd  nt m om nt (n on-stationary)  osing  robl m 

s in th    s timation r s ults as th   standard assum tions for asym totic analysis would not b   valid. 

As a r s ult,  s timating with ordinary l a st Squar s  in th    r s  nc    of non-stationary variabl s  will 

l ad t o s urious r s ults. It is critical to t s t wh t h r a g iv n  s t  of macro c onomic variabl s  is 

stationary or not in tim   s r i s  analysis such as this.  c onom tr icians sugg s t th   us   of th   

standard tim - s r i s  unit root t s ts nam ly Augm  nt  d D icky Full r t  s t,  hilli s-  rr on and Dick 

y -Full r t  s t with G n  ral iz d L  a st Squar s  D tr  nd ing (DF-GLS) to ch ck t h   stationarity of 

variabl s . Th   study us s  th   DF-GLS t s t sinc   it is acknowl dg  d a s a mor   robust. Th   DF-

GLS is com ut d a s follows:  
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wh r     is th   d  tr nd  d  s r i s  and  is th   tim   tr nd.  ,   n  Δ  r   th   constant or drift  aram t  

r, an arb itrary  aram t  r and t h   first-diff r  nc    o  rat or r s   ct iv ly.   r   r s   nts th   co ff ici nt 

s of th   lagg d d iff r  nc    t rm s and  is a whit   nois    rr or t  rm r s   ct iv ly. T h   DF-GLS r gr  

ss ion abov   t s ts for th   unit root of  th   logarithm of all th   variabl s  at tim   . Th   null and 

th   alt rnat    hy oth s is for th    r s  nc    of unit root in th   variabl    for th   DFGLS t s ts ar :   

 (stationary)  

 (non-stationary)  

  
Th   r j  ct ion of th   null hy oth s is l ad s to th   conclusion that th   variabl   is not stationary. Thus 

autocorr lat ion   r sist which will aff ct  the accuracy of th    s timat s  and th r  f or   wrong inf r  

nc  s  can b   drawn. Th    r s  nc    of arch  ff  ct r  qu ir s  th   us   of lags of th   variabl   to achi v    

stationarity. To d t  rm in   th   o timal lag l ngt h (k) of th   mod l t h   Akaik   Information Crit r 

ion (AIC) and Schwarz-Bay s ian Crit r ion (SBC) is wid ly u s d. T h   lag l ngt h that r s ults in th   

low s t AIC or SBC is us d a s th   o timal lag l ngt h.  

3.4.2  aram t  r  Stability T s ts  

Th r    is also th   n   d t o t s t th   stability of th    aram t  r s to b    s timat d  in th   mod l s. This is 

usually don   with th   us   of th   cumulativ   sum of r cur siv   r s iduals (CUSUM)  lots. It is oft n 

a   licabl   wh n  it is n c  ss ary to ch ck f or syst mat ic chang s  in th   r gr  ss ion co ff ici nt s. Wh 

r    th    lots cross  ac h oth r, t h   null hy oth s is that th   r gr  ss ion  quat ion is corr ctly  s  c ifi d  

is r j  ct  d at 5    r c  nt  significanc   l v  l. Macr o c onomic variabl s  hav   b   n  obs r v d t o b   

influ nc  d by  structural chang s  and diff r  nt   olicy r g im s . D t  ct ing such an influ nc    in th   

mod l w ill call for th   n   d t o ca tur   for this  ff  ct  in th   mod l  s  c ification and th   a  ro riat   

analytical tool to us .    
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3.5 Mod l  S  c ification  

Du   to th   natur   of th   r s  arc h qu s tions and obj ct iv s ; thr     (3) major mod l s ar   built for 

this study to thoroughly inv s tigat   th   subj ct matt  r and draw m  an ingful conclusions. Und r   

ac h mod l, t h   r s  arc h r att  m  ts to construct th   th o r t ical mod l u  on which a  articular  c 

onom tr ic function is built to  xam in   th   r s  arc h  robl m.    

  

3.5.1 Mod l 1  - Ant c  d  nt s to FDI  

This mod l   x  lor s  th   d t  rm inants of FDI inflows in a d v  l o ing  c onomy with  articular r f  

r  nc    to Ghana. Lit ratur    indicat s  that th r    are a larg   numb r  of variabl s  that  x  lains FDI 

inflows. In most of th    m  irical studi s  r v i w  d,  it is shown that most of th   FDI mod l s s  c 

ifications in  m  irical studi s  ar   bas d  on th         ‟s (1998) classification of th   d t  rm inants of 

FDI inflows. R gardl  ss  to say, th r    is a lack of cons n sus in th    m  irical lit ratur    conc rn ing 

th   critical d t  rm inants of FDI inflows. This work how v  r f ollows  

D m irhan and Masca (2008) mod l w ith slight modification to  x  lor   th   ant c  d  nt s of inward 

FDI. Th   choic   of this mod l  is th r  f or   not bas d  on any distinct th o r t ical advantag s  sinc   

all mod l s it has b   n  obs r v d   manat    from th         ‟s (1998) classification of th   d t  rm inants 

of FDI inflows; rath r, t h   choic   is n c  ss itat d  on th   basis that it r fl  ct s th   Ghanaian 

conditions b tt  r.  Mat h mat ically, mod l 1  is s  c ifi d a s:  

  ------------------------- (3.1)  

Wh r    Y r   r s  nt s th   annual inflow of FDI, X is th   v ct or of  c onomic factors; Z com ris s  th   

s t  of l gal and   olitical factors. V r   r s  nt t h   iid  rr or t rm w hilst t = 1  2 ….  r   r s  nt s th   tim     

r iods.  
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Th    c onomic variabl s  includ d  in th   mod l ar    growth rat     r ca  ita GD  (gd  c) and  o ulation 

siz   ( o ) which ar    roxi s  for mark t  siz ;  inflation (inf), m a sur d a s y arly    rc  ntag    chang   

in consum r   ric s  and GD  growth (grw) – as  roxi s  for  c onomic stability; n t   x  orts (nx) –  

roxy for o  nn  ss ; and M2 as a   rc  ntag    of GD  (Mg), –  roxy for financial d v  l o m nt and   xc 

hang   rat   volatility – m a sur d a s th   varianc   of th   US/GHS  xc hang   rat   around it m an  –  

roxy for risk.  

Th   l gal and   olitical factors includ   tax (tx), and  olitical unc rta inty (0 =  l  ct ion   r ing   r iod, 

1 = non  l  ct ion   r ing   r iod).   

From  quat  ion (3.1), a log-lin ar f  orm of FDI can b   s  c ifi d a s:  

                                 

  ----------------- (3.2)  

Wh r     and  ar   th   out ut  la sticiti s  of  c onomic and l gal fact ors and  is th   constant t rm. 

T h   log-lin ar   s timation is us ful t o corr ct f or h t  r osc da scity and to achi v    uniformity in 

m a sur m   nts.   

3.5.2 Mod l 2   – Growth Mod l   

Th    s timation of mod l 2  is an att m  t to ass ss  th   im act of FDI on growth. How v  r  according 

to lit ratur  , FD I and growth hav   a bi-causal r lat ionshi . As a r s ult this study  nd og n iz s  th   

FDI in th   growth mod l by  incor orating mod l 1.  T his t c hniqu   also has th   advantag   of corr 

ct ing any   r sist nt aut ocorr lat ion that may lik ly  occur du   to omission of r l  v ant variabl s . 

A similar a  roach has also b   n  outlin d  in th   works of Asafu-Adjay ,  (2005); Omoniyi & 

Omobitan, (2011) and Av h , Krah and Dadzi , (2013).    
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A Solow  roduction mod l  is s  c ifi d f ollowing th   r c omm ndat ions of M nd s- Br w   t al.  

(2012) who conclud d t hat th   Solow‟s  roduction function is id al f or  x  laining and  r d icting  

c onomic growth in Ghana.   

 -------------------- (3.3)  

From th   mod l ab ov ,  Solow id nt ifi d t otal factor  roductivity (A) as th   k y d  t  rm inant of 

growth in th   long t rm. K r    r s  nt s ca ital and L for Labour. Th   g n  ral f orm for Solow‟s  

roduction function us d by   m  irical studi s  to s  c ify th   in ut-out ut r lat ionshi  in d v  l o ing  c 

onomi s  is writt n a s (Omoniyi & Omobitan, 2011):  

  
Wh r     = growth rat   of GD ;  = lagg d gr owth rat   of GD ;  = growth rat   of 

Labour; I = dom s tic ca ital formation;  = growth rat   of oth r  variabl s  influ nc ing total factor  

roductivity; and  = constant assum d t o b   growth of  roductivity; wh r    as , ,   

ar    aram t  r s to b    s timat d  in th   mod l.    

Among th   num r ous variabl s  obs r v d t o influ nc    total factor  roductivity in d v  l o ing  c 

onomi s  includ   growth of  x  orts, inflation, FDI and agricultural growth rat s  (AsafuAdjay , 

2005;  Omoniyi & Omobitan, 2011). On  th   basis of  quat ion 3.4, th   following  roduction 

function is s  c ifi d f or this study:  

  + v------------------- (3.5)  

Wh r    growth is a function of labour (L), dom s tic ca ital (I), and for i gn dir ct  inv s tm nt  (FDI) 

r s   ct iv  ly is formulat d and  v =  rr or t rm.    
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3.5.3 Mod l 3   – Infrastructur   Mod l   

Mod l 3 c onsid r s th   im act of FDI inflows on infrastructur . Aga in, bas d  on for   knowl dg    in 

th   lit ratur  , FD I is  nd og n iz d  in th   following mod l. T h   infrastructur   mod l  is formulat d 

a s   

 + v ------------------- (3.6)  

Wh r    infra is th   log of l v  l  of infrastructur ,  I d n ot s  dom s tic ca ital formation; L = labour; 

H = human ca ital  roxi d by   nr ollm nt  in t rt iary  ducat ion and v r   r s  nt s th   disturbanc   t 

rm.   

  

 CHA T R F  OUR   

DATA ANALYSIS AND R S ULTS  

4.1 Introduction  

This cha t r f ocus s  on analyzing th   data and  r s  ntat ion of r s ults. It includ s  discussions of th   

findings against  r v ious lit ratur    conc rn ing th   im act of for i gn dir ct  inv s tm nt  on growth 

and infrastructur   in Ghana. Th   analysis is comm nc  d w ith a d s cri tiv   summary of th   annualiz 

d data fr om 1991 – 2015 and tr nd analy sis of th   k y  variabl s  – FDI, growth and infrastructur 

. T h   n xt  s ct ion was th n t o   rf orm th   stationarity t s ts using mainly th   DGLS  roc ss .  ft  r   

t s ting th   stationary  roc ss  of th   obs r v d  variabl s , th y w  r    th n  transform d acc ordingly 

and th n t h    s timations   rf orm d;  in th   third s ct ion, using all th   a  ro riat   mod l s. Th   r s 

ults ar    r s  nt  d ba s d  on th   study obj ct iv s  for  ur os s  of coh r  nc    and r adab ility.  
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4.2 R s  arc h Obj ct iv   1  

To b n  f it th   discussion of th    ff  ct  of FDI on growth and Infrastructur , t h   study obj ct ivis 

d  to find out what th   tr nd s and natur   of th   obs r v d  variabl s  hav   b   n  ov r t h    ast two d 

cad  s . This was n c  ss ary to off r f irsthand information and  ictorial d   iction of th   flow and r 

lat ionshi  of th   macro c onomic variabl s . Th    ur os   is to  ut th   discussion into its  ro  r  cont 

xt  so that any furth r analy sis will s   k  to off r a d       r   x  lanation of th   b h avior of th   variabl 

s  id nt ifi d.   

  

4.2.1 Tr nd s of FDI, Growth and Infrastructur   from 1990-2015  

Th r    is a g n  ral  incr a s   in th   inflows of for i gn inv s tm nt  ov r t h   sam l     r iod; how v  r  

it is shown that b tw    n 1994 t o 2002 shar  falls in th   FDI inflows w r     r s  nt.  It how v  r  

assum d  its st ady r is   onwards to 2014. Th   av rag    growth rat   for th   25-y ar    r iod was 

0.99% far l ss  than th   annual chang   in GD  growth of 1.66% for th   data s an. How v  r  figur   

4.1 shows  v id nc    of conv rg  nc  .  Standard d v iation of both th   GD  growth and FDI inflows 

indicat s  that for th    ast 25 y ar s FDI has b   n m or   volatil   than th   GD  growth. This r fl  ct s 

th   fact that much variability is obs r v d  in th   annual FDI inflows unlik   in GD  growth. In  

articular th   k rn  l d  n siti s  (s     a   nd ix) show l ss  s r ad  out with flat right for th   GD  growth 

rat   than th   FDI. This shows that Ghana has had long   r iods of slow r gr owth im rov m  nt; m  

anw hil   FDI distribution r v  al s many y ar s of high FDI inflows. Until 20072011, annual chang   

in GD  growth rat s  has b   n marg inal. Th   adv nt  of th   oil  roduction in 2010 saw a   ak  in GD  

growth but soon aft r     u  d a d ownward s iral. What this study is y t t o answ r  is wh t h r t h   

long   r iods of significant growth in FDI inflows has had any significant im act on th    c onomy. 

This tr nd c onforms to th   work of Tsikata  t al. (2000)  which r   ort d t hat 1993-1996 was a   r 
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iod of significant, but oscillatory inflows, which   ak  d  in 1994 at $233 million, but f ll by m or   

than 50% th   following y ar t o $107 million.    

It is sugg s t d fr  om figur   4.1 how v  r t  hat som   l v   l of conv rg  nc    is  v id nt; but 

t  h  r   is littl   information to sugg s t causality or no causality at this  oint.   

  rta ining to infrastructur ,   roxi d by t h   total numb r  of t l    hon   subscrib r s (fix d l in )  and 

acc ss  to wat r; a  significant incr m  ntal annual c hang s  is also  v id nt. D  s cri tiv   summary 

shows an annual growth rat   of 12% for fix d l in   subscrib r s wh r  a s for acc ss  to wat r,  r s 

ults illustrat   a 4.2% annual m an.  Standard d v iation is also larg , w hich sugg s ts high variations 

in th   numb r  of y arly  subscri tion in t l  c ommunication. On   thing is cl ar; t hat th   annual 

growth in infrastructur   (fix d l in s  and acc ss  to wat r);  in  articular fix d l in   subscrib r s, is 

mor   than th   growth in FDI inflows and GD  growth combin d.   Figur   4.1: Tr nd s in FDI, R 

al GD   growth and Infrastructur    
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Th   Kurtosis, Sk wn    ss and Jacqu - B ra   statistics  rov d t  hat all th   variabl s  ar   normally  

distribut d.   

  

  

  

Tabl   4.1: D s cri tiv   Summary of Variabl s   

  FIX D   WAT R   GRW  FDI  

 M an    12.00710   4.290780    1.686473   1.004161  

 M d ian   12.48323   4.319449    1.578541   0.971040  

 Maximum   12.83870   4.488942    2.642338   2.253084  

 Minimum   10.74963   4.044804    1.193922  -1.193399  

 Std. D v .   0.760059   0.138703    0.354316   1.018600  

 Sk wn   ss   -0.656316  -0.295097    1.061376  -0.537117  

 Kurtosis   1.792207   1.807897    3.618310   2.527343  

  

 Jarqu - B ra   

  

2.916621  

  

1.621985    

 4.481021    

1.262601  

  robability   0.232629   0.444417    0.106404   0.531900  

4.3  s timation R s ults  

Th   qu s tion that  o s u  on any critical mind, giv n t h   tr nd s in th   obs r v d  variabl s  is; do s  

th   FDI inflow hav   any significant influ nc    on th   GD  growth and infrastructur ? T o answ r  

this qu s tion r qu ir s  a tim   analysis of th    quat ions s  c ifi d  in th    r v ious cha t r.   

4.3.1 Unit Root T s t R s ults  

Du   to th   chall ng  s  associat d w ith tim   s r i s  data, th r    was th  n   d t o tak   st   s to  n sur   

that th   data was r l iabl   for any analysis. A unit root t s t is   rf orm d t o  xam in   if th   s r i s  

(both  nd og n ous and  x og n ous) hav   any tim   d    nd  nt   ro  rty a s is charact r istic of tim   s 

r i s  data. Th   tim   d    nd  nt   ro  rty  of any tim   s r i s  is r f  rr  d t o as non-stationarity. Grang 
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r and N  wb old (1974) d m onstrat   that if two ind    nd  nt n on-stationary s r i s  ar   r gr  ss  d  on  

ac h oth r t h   chanc s  of attaining a s urious r lat ionshi  is v ry  high.  

  
Tabl   4.2 d   icts th   r s ults of th   Dick y Full  r G  n  ral iz d L  a st Squar s  unit root t s ts. Th   r 

l  v anc   of th   unit root t s ting is to  n sur   that all th   variabl s  ar   I (0) b f or   any r gr  ss ion 

analysis is   rf orm d. T h   r s ults show that th   null of non-stationarity is to b   r j  ct  d at 5%  

critical valu s  at l v  l s for GD  growth, labour ( ft  r    tr  nd ing), inv s tm nt s, n t   x  orts, inflation 

and int r  s t rat s . How v  r, FD I,  xc hang   rat ,   o ulation siz   and infrastructur    roxi d by numb  

r  of t l    hon   subscrib r s w r    first diff r   nc   stationary.  

Tabl   4.2: Dick y Full  r G  n  ral iz d L  a st Squar s  Unit Root T s ts  

Variabl s   T s t for Un it root  ADF-GLS 

Statistic  

Ord r  of Int grat ion  Lag l ngt h  

(bas d  on  

SIC)  

Growth  L v  l    -2.645**  Stationary  0  

  First Diff r    nc    -5.602 ***  Stationary  0  

FDI  L v  l    -1.490  Not Stationary  0  

  First Diff r    nc    -4.065***  Stationary  0  

Infrastructur    L v  l    -1.537  Not Stationary  1  

  First Diff r    nc    -2.589 **  Stationary  0  

Labour  L v  l +   -1.604  Stationary  1  

  First Diff r    nc    -3.010 *  Not Stationary  0  

Inv s tm  nt  L v  l    -4.360 ***  Stationary  0  

  First Diff r    nc +   -6.266***  Stationary  4  

O  n   L v  l    -2.946 ***  Stationary  0  

  First Diff r    nc    -6.828***  Stationary  0  

Inflation  L v  l    -2.597**  Stationary  0  

  First Diff r    nc    -5.439***  Stationary  0  

 xc hang   Rat    L v  l    -1.075  Not Stationary  0  

  First Diff r    nc    -3.771***  Stationary  0  
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Int r  s t Rat s   L v  l    -1.787*  Stationary  0  

  First Diff r    nc    -4.311***  Stationary  0  

 o ulation siz    L v  l    -0.349  Not stationary  2  

  First Diff r    nc +   -4.950***  Stationary  0  

GD    r ca   ita  L v  l    -0.365  Not stationary  1  

  First Diff r    nc +   -3.624****  Stationary  0  

Wat r   L v  l    1.678*  Stationary  0  

  
First Diff r   

 nc +   -3.463 **  Stationary  0  

***, **& * d n ot s  th   r j  ct ion of th   null hy oth s is of non-stationarity at 1, 5 and 10   rc  nt s 

significanc   l v  l s r s   ct iv ly.   

  

+Stationary with tr nd and  int rc    t  

4.3.2 R s  arc h Obj ct iv s  2: Ant c  d  nt s to FDI Inflows  

  
Th   r s ults of th   DGLS unit root t s ts as dis lay d  on Tabl   4.2 abov   indicat   that most of th   

variabl s  ar   stationary at l v  l s  xc    t for FDI,  o ulation siz , and   xc hang   rat s  which ar   first 

ord r  stationary.  c onom tr icians conclud   that g n  rally w h n  variabl s  of diff r ing ord r s of 

int grat ion ar   combin d  in a r gr  ss ion, th   combination will hav   an ord r  of int grat ion  qual 

t o th   larg s t. As a r s ult sinc   all th   variabl s  ar   I (1) stationary, it was consist nt t o conclud   

that th   s r i s  ar   int grat  d  of ord r  on .  It is sugg s t d by   ngl    and Grang r (1987)  that macro 

c onomic non-stationary tim   s r i s  variabl s  may b   moving tog t h r  ind    nd  ntly  ov rt im    s   

c ially along th   busin ss  cycl . T hus a lin ar c ombination of th s    variabl s  in a mod l may l  ad 

t o a s urious r gr  ss ion that sugg s ts r lat ionshi s  v  n w h n t h r    ar   non .  How v  r  if a lin ar 

c ombination of th s    variabl s  is stationary I (0), th n t h   variabl s  ar   said to b   co-int grat  d;  

h nc    th y  hav   a long-run r lat ionshi . That is co-int grat ion is said to  x ist b tw    n tw o or mor   

non-stationary tim   s r i s  if th y   oss ss  th   sam   ord r  of int grat ion and a lin ar c ombination 
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(w i ght d a v rag  )  of th s    s r i s  is stationary. Sinc   som   of th   obs r v d  variabl s  ar   non-

stationary, it is  rud nt t o ch ck  if a co-int grat ion r lat ionshi   x ists b f or   th   actual mod l ing 

is conduct d. T h   im lication is that non-stationary variabl s  can l ad t o s urious r gr  ss ions unl 

ss  at l a st on   coint grat ion v ct or is  r s  nt m  an s that som   form of t s ting for coint grat ion 

is almost mandatory.   

  
B f or   FDI mod l  is  s timat d, t  h   Johans n c  o-int grat  ion t s t is    rform d. Tabl     

4.3 and 4.4 r   ort th   r s ults of th   Lik l ihood Ratio t s ts bas d  on th   Trac   and th   Maximum  

i g n valu   of th   stochastic matrix r s   ct iv ly. B  oth th s    t  sts confirm th    x ist nc    of thr     

coint grat  ing v ct ors b tw    n t  h   variabl s , i. . t h    x ist nc    of long-run r lat ionshi  b tw    

n t  h m.   

  

Tabl   4.3: Coint grat ion Rank T s t (Trac )     

 0.05  
 
 

Critical Valu      
  

rob.**  

  

  47.85613      

0.0000  

  29.79707    0.0016  

  15.49471    0.0330  

  3.841466    0.1317  

  

 l v  l   
 
 

  

 n valu )   

  

  

 0.05  
 
 

Critical Valu      

  

rob.**  



 

   52  

  

          
 
Hy oth s iz d   

  
    Trac    

 
 

 No. of C ( s)   i g  nvalu    Statistic  

        
  

Non   *  
  

 0.867480     81.71521    

 At most 1 *   0.707920   41.29479  

 At most 2 *   0.513450   16.68021  

 At most 3   0.107380   2.271881  

        
 
 Trac   t s t indicat 

 
s  3 co-int grat ing 

 
 qn( s) at th   0.05

 
 

 * d n ot s  r j  ct ion of th   hy oth s is at th   0.05 l v  l   **MacKinnon-Haug-Mich  lis 

(1999)  -valu s   

       

  

  

  

Tabl   4.4:  Coint grat ion Rank T s t (Maximum  i g 

        
 
Hy oth s iz d   

  
  

  
Max- i g n   

 
 

 No. of C ( s)   i g  nvalu    Statistic  

 
  

Non   *   
  

 0.867480   
  

 40.42043   
 
 

 At most 1 *   0.707920   24.61458  

 At most 2 *   0.513450   14.40833  

 At most 3   0.107380   2.271881  

          
 
 Max- i g n valu   t

 
 s t indicat s  3 co-

 
int grat ing  qn( s) at t

 
h   0.05 l v  l  

 
 

 * d n ot s  r j  ct ion of th   hy oth s is at th   0.05 l v  l   

 **MacKinnon-Haug-Mich  lis (1999)  -valu s     

  

Sinc   th   variabl s  ar   coint grat   d, t  h y can b     r   r s  nt  d    qu ival ntly   in t  rm

 s of a long run Fully Modifi d L   a st Squar s  fram w ork (FMOLS) of  hilli s and Hans n 

(1990). T  h   FMOLS is also shown to giv   b tt  r   s timat s  in small sam l s .  

  

  

     

 27.58434  

0.0007  

  21.13162    0.0155  

  14.26460    0.0474  

  3.841466    0.1317  
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    ----------------------------- (4.1)  

  

Th   FMOLS is a  li d  to  s timat   d t  rm inants of FDI inflows in Ghana using  quat ion 3.2 as s  c 

ifi d  in th    r v ious cha t r. T h    c onom tr ic mod l  of  quat ion 3.1 is s  c ifi d ab ov   in  quat ion 

4.1; wh r    FDI is th   log of th   FDI inflows, POP is th   ratio of th   log of th   ratio of  o ulation 

siz   to GD . This was introduc d  in th   mod l ing to d   ict th    roduction ca acity of th    c onomy; 

against th   growing mark t  siz .  High r rat ios d n ot   low r ca  acity, as th   siz   of th    o ulation 

is growing fast r t han th    c onomy can allow. For  a s   of int r  r tat ion, POP was inv rt  d by 

mult i lying by -1 and m an adju st d by add ing 1. Any ratio abov   unity; th r  f or   im li d t hat 

out ut was growing abov   th   siz   of th   mark t.  INF is th   log of inflation rat s . OPEN  r   r s  nt 

s th   log of total trad   volum   ( x  orts + im orts) as a   rc  ntag    of GD . This was to m a sur   th   

l v  l  of o  nn  ss  of th    c onomy. RE  is th   standard d v iation of th   log diff r  nc    of th   r al   

xc hang   rat s  around its annual m an. T his is to  roxy th   volatility in th   US dollar/Ghana C d i  

xc hang   rat . R isk is a dummy of  l  ct ion y ar;  GRW r   r s  nt s th   log of th   r al GD   growth 

rat s , IR d n ot s  th   l v  l  of th   nominal int r  s t rat    roxi d by t h   91day tr a sury bill whilst  

is th   disturbanc   t rm.   

To initial th   analysis, a d s cri tiv   and corr lat ion analysis w r      rf orm d. Tabl    4.5a and Tabl   

4.5b  r s  nt t h   summary and corr lat ion statistics of th   ind    nd  nt and d     nd  nt  variabl s  av 

rag  d  ov r t h   1990-2015 tim     r iod. R s ults show a consid rabl    annual variation in th    

roduction ca acity ( O ), inflation rat ,  int r  s t rat s  and o  nn  ss . Tabl   4.5b r   orting th   r s ults 

of th   corr lat ion analysis r v  al t hat th r    is no  robl m  of multicollin ar ity among th   variabl s 

. Though not sugg s ting causality, th   corr lat ion tabl   d   icts a  ositiv   r lat ionshi  b tw    n FD 
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I inflows, and  roduction ca acity ( O ) and growth. A n gat iv   association was how v  r   sugg  st 

d   in its links with  xc hang   rat   fluctuations, inflation,  

o  nn  ss , int r  s t rat s  and th   risk factor.  

  

Tabl   4.5a: Corr lat ion Matrix  

  FDI  R    O  N   GRW   O   INF  YD  IR  

FDI   1.000                

R    -0.360   1.000              

O  N   -0.455  -0.387   1.000            

GRW   0.488   0.225  -0.941   1.000          

 O   0.199   0.167   0.131  -0.193   1.000        

INF  -0.507   0.042   0.550  -0.605   0.473   1.000      

YD  -0.087  -0.260  -0.109   0.188   0.361   0.049   1.000    

IR  -0.344  -0.222   0.587  -0.586   0.388   0.740    0.224    1.000  

  

Tabl   4.5b: Summary Statistics 1990-2014  

    

M an   0.498   0.990  -0.037   2.698   1.665   2.854   0.250   3.151  

M d ian  0.475   0.971  -0.006   2.789   1.562   2.728   0.000   3.228  

 Maximum   0.823   2.253   0.144   3.633   2.642   4.085   1.000   3.868  

 Minimum  0.187  -1.193  -0.424   1.687   1.193   2.166   0.000   2.261  

 Std. D v .   0.149   0.978   0.127   0.501   0.346   0.512   0.442   0.491  

 Sk wn  ss   0.290  -0.512  -1.374  -0.152   1.184   0.723   1.154  -0.356  
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    O   FDI  R    O  N   GRW  INF  YD  IR  

                

 Jarqu - B ra    0.250   1.161   10.96   0.459   6.439   2.139   5.777   1.243  

  robability  0.882   0.559   0.004   0.794   0.039   0.343   0.055   0.537  

 
Sourc :  Author (2016)  

  

  
Tabl   4.6 r   orts th   r s ults of th   long run FMOLS  s timation of  quat ion 4.1. It is shown that th   

o  nn  ss , GD  growth rat ,   xc hang   rat   fluctuations,  olitical risks and  r v ious l v  l  of FDI 

inflows hav   a strong im act on curr nt FD I inflows at 5% significant l v  l.  In lit ratur    how v  r, 

J ordaan (2004) claims that th   im act of o  nn  ss  on FDI d    nd s on th   ty    of inv s tm nt.  Wh 

n  inv s tm nt s ar   mark t -s   k ing, trad   r s trictions (and th r  f or   l ss  o  nn  ss ) can hav   a  

ositiv   im act on FDI. Kravis and Li s y (1982), Cul  m (1988),   dward s (1990) also find a strong  

ositiv    ff  ct  of o  nn  ss  on FDI and Schmitz and Bi r i (1972) obtain a w ak   ositiv   link. Th   

curr nt  study th r  f or   su  orts  r v ious findings mad   by oth r   

r s  arc h r s.    

M anw hil    roduction ca acity, th   inflation rat   and th   curr nt l  v  l  of int r  s t rat s  did not hav   

any im act on curr nt FD I inflows. R s ults indicat   that a high r fluctuat ion in th    xc hang   rat s  

has a d tr im ntal   ff  ct  on curr nt  inflows. Th   co ff ici nt  of -4.439332 of R   indicat s  that any 

10% incr a s   in th    xc hang   rat   around its m an w ill r s ults in a 44.4% d cl in   in FDI inflows.  

Furth rm or ,  th   r s ults su  ort d t h   tariff-jum ing hy oth s is which stat s  that for i gn firms 

which s   k t o s r v   local mark t s may d c id   to s t u   subsidiari s  in th   host country if it is 

 Kurtosis   2.895   2.665   4.971   2.394   3.909   2.780   2.333   2.142  
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difficult to im ort th i r  roducts to th   country. Th   study r s ults show that a 10% tight n ing of Gh 

n ‟s trad   “windows” r s ults in a 23% reduction in FDI inflows.  

Again, r s ults indicat s  that th   mor   risky th    olitical landsca    in Ghana is, th   l ss  r t  h   

amount of inflows r c i v d.  In articular as th   country gravitat s  from non  l  ct ion   r ing y ar  to 

an  l  ct ion   r ing y ar, t h r    is a significant r duct ion in FDI inflows by 0.3%. How v  r, t h   study 

r s ults show that  r v ious l v  l  of FDI inflows hav   a  ositiv    ff  ct  on curr nt l  v  l  of FDI 

inflows significant at 1%.  

  

Tabl   4.6: D t  rm inants of FDI Inflows  

              

  

Variabl    

  

  

    x   

  

  

 ct  d  sign  

  

  

Co ff.   

  

  

Std.  rr or  

  

  

t-Statistic  

  

  

 rob.   

  

  

 xc hang   rat   

volatility  

  

R    

 -v      

-4.4393  

  

0.6696  

  

-6.6291  

  

0.000 

O  nn  ss    O  N   -v /+ v    -2.3364  0.4282  -5.4560  0.000 

R al GD   growth  GRW  -v /+ v    -2.3142  0.5197  -4.4522  0.000 

 roduction Ca acity   O   +v    0.1563  0.1237  1.2636  0.230 

Inflation Rat    INF  -v    -0.1175  0.1569  -0.7491  0.468 

 olitical Risk  YD  -v    -0.3242  0.1492  -2.1732  0.050 

Nominal Int r  s t Rat    IR  +v    0.0326  0.1598  0.2044  0.841 

Lagg d FD I  FDI(-1)  +v    0.4938  0.0869  5.6813  0.000 

Constant   C   

  

  11.049   1.9158   5.7672   0.000   

  

R-squar d   

  

  

  

  

  

0.907272     

    

M an d      nd  nt  var  

  

1.202934 

Adjust d R -squar d       0.845453     S.D. d    nd  nt   var  0.778024 

S. .  of r gr  ss ion      0.305861     Sum squar d r  s id  1.122612 

Durbin-Watson stat      2.642421     Long-run varianc    0.043246 
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D    nd  nt   Variabl  : FDI 

Sourc :  Author (2016)  

Th   r s ults also show that GD  growth has a long run n gat iv   r lat ionshi  with FDI inflows. S  c 

ifically a 10% incr a s   in GD  growth will induc   a mor   than 23% r duct ion in FDI inflows. This 

sugg s ts th   sc nar io o  “  r  t  st al in ”  ff  ct a ssociat d w ith incr a s d FD I; wh r    multinational 

firms  ush out dom s tic firms without FDI out of th   mark t. T h   mod  ‟s  x  lanatory  ow r  using 

th   adjust d  2 is validat d at ar ound 85   rc  nt. T h   im lication is that 85% of th   variations in 

FDI inflows can b    x  lain d by t h    c onomic and l gal/  olitical factors includ d  in th   r gr  ss 

ion mod l. Ba s d  on this th   study  roc   d  d t o  xam in   how FDI inflows also influ  nc   r al GD   

growth.  

4.3.3 R s  arc h Obj ct iv s  3: Th    ff  ct  of FDI Inflows on Growth  

  
Bas d  on th   FDI-Growth mod l  s  c ifi d  in  quat ion 3.5, th    ff  ct  of FDI inflows on r al GD   

growth was also inv s tigat d. Aga in b f or   any  m  irical analysis was conduct d, t h r    was th   n   

d t o ch ck f or  ossibl   coint grat ion among th   variabl s . Th   Johans n c o-int grat ion t s t was 

cons qu  ntly    rf orm d. Tabl    4.7 and 4.8 r   ort th   r s ults of th   Lik l ihood Ratio t s ts bas d  

on th   Trac   and th   Maximum  i g n valu   of th   stochastic matrix r s   ct iv ly. B oth t s ts confirm 

d t h    x ist nc    of thr     coint grat ing v ct ors b tw    n t h   variabl s .  

  

  

Tabl   4.7:  Coint grat ion Rank T s t (Trac )     
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Hy oth s iz d   Trac    0.05  

 No. of C ( s)    

    

i g n valu    

  Statistic   

Critical Valu      

  

rob.**  

    

 Non   *    

  

0.990487    

  

129.4588  

  

 47.85613    0.0000  

 At most 1 *    0.729520    41.01283   29.79707    0.0017  

 At most 2 *    0.485140    16.16922   15.49471    0.0395  

 At most 3    0.170682    3.555881   3.841466    0.0593  

          

 Trac   t s t indicat s  3 coint grat ing  qn( s) at th   0.05 l v  l   

 * d n ot s  r j  ct ion of th   hy oth s is at th   0.05 l v  l       

Tabl   4.8:  Coint grat  ion Rank T s t (Maximum  i g n valu )   

    

Hy oth s iz d   

     

Max- i g n   

  

0.05    

 No. of C ( s)    

    

i g n valu    

  Statistic   

Critical Valu      

  

rob.**  

    

 Non   *    

  

0.990487  

  

 88.44594  

  

 27.58434    0.0000  

 At most 1 *    0.729520   24.84361   21.13162    0.0143  

 At most 2    0.485140   12.61334   14.26460    0.0897  

 At most 3    0.170682   3.555881   3.841466    0.0593  

          

 Max- i g n valu   t s t indicat s  2 coint grat ing  qn( s) at th   0.05 l  v l   

 * d n ot s  r j  ct ion of th   hy oth s is at th   0.05 l v  l   

 **MacKinnon-Haug-Mich  lis (1999)  -valu s     

  

Th   us   of th   Fully Modifi d L  a st Squar s  (FMOLS)  s timation is justifi d  on th   obs r vanc   

of coint grat ion among th   variabl s . Th   s  c ification of th   FDI-Growth mod l wa s th r  f or   

giv n a s:  

  

GRW  -------------------(4.2)  
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Wh r    FDI r   r s  nt s th   log of FDI inflows to th   country. HC is th   int ract iv   t rm  of human 

ca ital ( roxi d by t h   school  nr olm nt at J HS) and FDI. Guntlach ((1995) argu s  that th   a  

lication of t c hnology  mb odi d  in FDI inflows r qu ir s  suffici nt l  v  l  of human ca ital for it to 

draw any m an ingful im act on th   growth. INV r   r s  nt t h   dom s tic ca ital formation and GPC 

is th   r al GD     r ca  ita. It is argu d t hat th    x ist nc    of an ad quat    mark t  is an  ss  nt ial  r - r 

qu isit   to r a  ing th   full b n  f it of FDI. Sinc   th   dom s tic mark t  in Ghana has a uniqu   charact 

r,  it is n c  ss ary to ch ck  how it has im act d  on FDI. This th r  f or   motivat d  th   inclusion of 

GPC in th   mod l. T o ca tur   th    ff  ct  of conv rg  nc  , lagg  d r  al GD   growth is includ d. All 

t h   variabl s  ar   s  c ifi d  in logs.   

  
Tabl   4.9a and tabl   4.9b r   ort th   d s cri tiv   and corr lat ion statistics among th    x  lanatory 

variabl s . It is shown that high variations  x ist in th   human ca ital s r i s  and FDI. It is also shown 

that all th   variabl s  corr lat     ositiv  ly with r al GD   growth.  

Tabl   4.9a: Summary Statistics of ind    nd   nt  variabl s  – Growth mod l    

  GRW  HC  FDI( r d ict d   valu s )  INV  G C  

 M an     1.665   2.028   0.123   0.289    1.902  

 M d ian    1.562   0.680   1.073   0.346    1.893  

 Maximum    2.642   24.50   4.011   0.874    1.965  

 Minimum    1.193  -13.08  -6.046  -0.089  1.864  

 Std. D v .    0.346   8.063   2.635   0.217    0.032  

 Sk wn   ss     1.184   0.629  -0.732   0.284    0.700  

 Kurtosis    3.909   4.020   2.861   3.905    2.319  
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 Jarqu - B ra     

  

6.439  

  

 2.517  

  

 1.895  

  

 1.047    

  

2.424  

  robability    0.039   0.283   0.387   0.592    0.297  

   

Tabl   4.9b: Corr lat  ion Matrix  

Growth  

 Growth    1.000          

HC   0.020   1.000        

FDI   0.307   0.523   1.000      

INV   0.020   0.457   0.656   1.000    

 G C   0.446  0.062   0.380   0.27   1.000  

 
  

  

Two (2)  s timation a  roach s  w r    us d t o ca tur   th    ff  ct s of FDI on growth. Th   first on   

involv d a 2 SLS a  roach, wh r    th    r d ict d  valu s  of  quat ion 4.1 w r    us d t o r   r s  nt  FDI 

in th   curr nt m od l ( s     Tabl   4.10a). This was in an att m  t to corr ct f or  ossibl   simultan i ty 

and  nd og n  i ty in th   growth mod l. N on t h l  ss  th   actual valu s  of th   log of FDI inflows w 

r    us d  in th   s c ond  s timation and th   r s ults com ar d ( s     Tabl   4.10b).  

  

Tabl   4.10a: Th    ff  ct  of FDI on Growth (2SLS A  roach)  

              

  

Variabl    

  

 x    

  ct  d  signs 

Co ff ici  nt  

  

Std.  rr or 

  

  t-Statistic  

  

 rob.   

  

  

Inv s tm  nt  

  

INV  

  

+v    

  

0.5802  

  

0.1628 

  

  3.5631  

  

0.002 

  H C   FD I   I N V   G   C   
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GD    r ca   ita  G C  +v    2.2157  0.5886   3.7642  0.001 

FDI inflows a  FDI   -v /+ v    -0.9520  2.4574   -0.3873  0.703 

Human Ca ital  HC  +v    0.0650  0.1737   0.3745  0.713 

Lagg d GD    

Growth   GRW(-1)  

-v    

-0.3828  0.1651   -2.3188  0.034 

Constant  

  C   

  

  -12.689   3.7657   

  -

3.3697   0.002   

R-squar d      0.778752     M an d 

     

 nd  nt  var  1.693694 

Adjust d R -squar d       0.705003     S.D. d     nd  nt  var  0.358131 

S. .  of r gr  ss ion       0.194514     Sum squar d r  s id  0.567535 

Durbin-Watson stat      2.048404     Long-run varianc    0.019192 

              

A:  r d ict d  valu s  of FDI from  quat  ion 4.1  

D    nd  nt   Variabl  : GRW  

Sourc :  Author (2016)  

  

  

  

Tabl   4.10b: Th    ff  ct  of FDI on Growth (Dir ct A   roach)            

   
           

              

  

 Variabl     x   ct  d  signs Co ff ici  nt Std.  rr or  t-Statistic   rob.    

  

Inv s tm  nt  

  

INV  

  

+v    

  

0.4658  

  

0.2118  

  

2.1988  

  

0.044 

GD    r ca   ita  G C  +v    2.3217  0.4347  5.3408  0.000 

FDI inflows b  FDI   -v /+ v    -0.0637  0.0768  -0.8285  0.420 

Human Ca ital  HC  +v    0.1553  0.1572  0.9751  0.345 

Lagg d GD    

Growth   GRW(-1)  

-v    

-0.3935  0.1920  -2.0489  0.050 

Constant  C    0.0015  0.0061  0.2520  0.804 
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R-squar d   

        

0.789216  

  

M an d 

     

  nd  

nt  

 var  

  

1.693694 

Adjust d R -squar d       0.718954  S.D. d     nd  nt  var  0.358131 

S. .  of r gr  ss ion       0.189859  Sum squar d r   s id  0.540695 

Durbin-Watson stat      1.976936  Long-run varianc    0.027549 

                        

B: Actual log valu s  of FDI  

D    nd  nt   Variabl  : GRW  

Sourc :  Author (2016)  

R s ults show that among th   control variabl s  us d  in th   FDI-Growth mod l,  inv s tm nt, GD     r 

ca  ita, and lagg d GD   growth rat   hav   a strong im act on r al GD   growth rat s . 10   rc  nt  incr 

a s   in inv s tm nt  is shown to hav   5.8   rc  ntag    incr a s   in GD  growth in th   first mod l (Tabl    

4.10a); whilst on Tabl   4.10b it obs r v d t o hav   a 4.7% incr a s   in GD  growth. S c ond, it is 

shown that mark t  siz   also im acts on growth. A 10% incr a s   in GD    r  ca ita is shown to hav   

a long run incr a s   in GD  growth rat   by 22% in Tabl   4.10a and 23% in Tabl   4.10b. R s ults 

also confirm d t h   indication of conv rg  nc    in th   GD  growth rat .  Th   co ff ici nt  of lagg d 

GD   growth rat   is n gat iv   and significant at 5% in both mod l s.  In r gr  ss ion Tabl   4.10a th   

co ff ici nt  of lagg d GD   growth rat   corr s  onds to a 0.38   rc  ntag     oints whil   on Tabl   4.10b, 

it corr s  onds to a 0.39   rc  ntag     oints to its long run  qu ilibrium ath. FDI was shown not to 

draw any significant im act on growth in both mod l s. Th   str ngt h of both mod l s is validat d by 

t h   adjust d R -squar s  of 70.5% in th   first mod l  and 71.9% in th   s c ond mod l.  This r s ult is 

no d   artur   from what was found in lit ratur  , t h   r s ults by Ramír z (2000)  indicat d t hat for th     

r iod 1960-1995, FDI Grang r -caus s  growth in M x ico. Th   study also  s tablish d a   ositiv   r lat 

ionshi  b tw    n FD I and growth in both th   short and th   long run r lat ionshi s. In addition, 

Athukorala (2003)  xam in d t h   r lat ionshi  b tw    n FD I and growth using tim   s r i s  data from 



 

   63  

  

th   Sri-Lankan  c onomy. Th    c onom tr ic r s ults show d a   ositiv   and significant r lat ionshi  b 

tw    n FD I and  c onomic growth. Furth rm or , L o ss     t al. (2010)   xam in d t h   linkag   and 

dir ct ional causality b tw    n FD I and growth of t n  Sub-Saharan African countri s  using annual 

tim   s r i s  data from 1970 to  

2007. Th y   m  loy d t h     s aran  t  al. (2001) a  roach to co int grat ion and th   Toda and Yamamoto 

(1995) causality t s t and r al iz d a   ositiv   and significant long run r lat ionshi  b tw    n FD I and 

GD  growth in Angola, Lib r ia, K nya and  South Africa. How v  r, t h y f ound a unidir ct ional 

causality running from FDI to GD  growth. Both Lo ss     t al and  Ogiagah  t al.  hav   th   sam   o 

inion on th   r lat ionshi  b tw    n FD I and growth.  

4.3.4 R s  arc  h Obj ct iv s  4: Th    ff  ct  of FDI Inflows on Infrastructur    

Among various factors as a d t  rm inant of FDI inflows, infrastructur   d v  l o m nt  is wid ly  

consid r  d  as a crucial factor influ nc ing th   d s irability of inv s tm nt l ocation. Th    xam ination 

of th   rol   of infrastructur   d v  l o m nt  is im ortant  articularly for d v  l o ing  c onomi s , such 

as Ghana, sinc   d v  l o ing infrastructur   is on   of th   main  roc ss  s  to attract dom s tic and for 

i gn inv s tm  nts.  

Following th   r v ious a roach s , th   us   of th   FMOLS fram w ork was mad   to ass ss  th    ff  ct  

of FDI inflows on infrastructur .  In  rinci l ,  it was n c  ss ary to ch ck  if a lin ar  combination of 

th   som   of th   non-stationary s r i s  would b   stationary. Th   Lik l ihood Ratio t s ts bas d  on th   

Trac   and th   Maximum  i g n valu   of th   stochastic matrix w r    ch ck  d and  r s ults  r s  nt  d  

on Tabl s  4.11a and 4.11b r s   ct iv ly. B oth t s ts confirm d t h    x ist nc    of two co-int grat ing 

v ct ors b tw    n t h   variabl s .  
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Tabl   4.11a: Coint grat ion Rank T s t (Trac )   

  

          

    

Hy oth s iz d   

     

Trac    

  

0.05    

 No. of C ( s)    

    

i g n valu    

  Statistic   

Critical Valu      

  

rob.**  

    

 Non   *    

  

0.772297    

  

47.10392  

  

 29.79707    0.0002  

 At most 1 *    0.721417    21.94883   15.49471    0.0046  

 At most 2    0.012985    0.222194   3.841466    0.6374  

          

 Trac   t s t indicat s  2 coint grat ing  qn( s) at th   0.05 l v  l   

 * d n ot s  r j  ct ion of th   hy oth s is at th   0.05 l v  l   

 **MacKinnon-Haug-Mich  lis (1999)  -valu s     

          

  

Tabl   4.11b: Coint grat  ion Rank T  st (Maximum  i g n valu )   

          

    

Hy oth s iz d   

     

Max- i g n   

  

0.05    

 No. of C ( s)    

    

i g n valu    

  Statistic   

Critical Valu      

  

rob.**  

  
Non   *  

  
  0.772297  

 
  25.15509  

 
  21.13162  

  
  0.0128  

 At most 1 *    0.721417   21.72664   14.26460    0.0028  

 At most 2    0.012985   0.222194   3.841466    0.6374  

 
 Max- i g n valu   t 

 
s t indicat s  2 coint 

 
grat ing  qn( s) at th 

 
  0.05 l v  l   

 
 

 * d n ot s  r j  ct ion of th  hy oth s is at th   0.05 l  v l   

 **MacKinnon-Haug-Mich  lis (1999)  -valu s     
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Having justifi d t h   us   of th   Fully Modifi d L  a st Squar s  (FMOLS)  roc ss , th   study comm 

nc  d t o mod l t h   FDI-Infrastructur   r lat ionshi . Th    c onom tr ic mod l  of  quat ion 3.6 in th   

cha t r 3 wa s th r  f or   s  c ifi d a s:  

  

  

                                                                                                      ------------------------------- (4.3)  

  
Wh r    Infra is th   log of infrastructur   ( roxi d by t h   numb r  of fix d t  l    hon   subscrib r s and 

acc ss  to quality wat r). FD I r   r s  nt t h   log of FDI inflows. Th   mod l c ontrols for th    ff  ct  

of labour forc ,  Lab; inv s tm nt s, INV; GD  growth rat s , GRW; and tim ,  Y ar . All th   variabl s  

ar   s  c ifi d  in logs.   

Similarly, two (2)  s timation a  roach s  w r    us d t o ca tur   th    ff  ct s of FDI on infrastructur . 

T h   first on   involv d a 2 SLS a  roach, wh r    th    r d ict d  valu s  of  quat ion 4.1 w r    us d t o 

r   r s  nt FD I in th   curr nt m od l ( s     Tabl   4.12a). Again, this was in an att m  t to corr ct f or  

ossibl   simultan i ty and  nd og n  i ty in th   mod l;  i. . ca  turing th    ff  ct s of oth r fact ors which 

may also influ nc    th   l v  l  of infrastructur   but not includ d  in th   mod l ing. Non t h l  ss  th   

actual valu s  of th   log of FDI inflows w r    us d  in th   s c ond  s timation and th   r s ults com ar 

d ( s     Tabl   4.12b). It is im ortant to clarify at this  oint that th    ff  ct  of FDI will b   ass ss  d  

individually on infrastructur   in th   t l  c ommunications (fix d  lin   subscrib r s) and th n acc  ss  

to quality and  ortabl   wat r und  r   ac h a  roach.  

  
R s ults show that FDI inflows hav   a n gat iv   im act on infrastructur .  In th   first mod l, und  r  

both acc ss ibility to wat r and f ix d l in s  subscri tions, th   r s ults r v  al  d a  significant n gat iv    
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ff  ct.  According to ODI (1997),  oor infrastructur   can b   s   n,  how v  r, a s both an obstacl   and 

an o  ortunity for for i gn inv s tm nt. F or th   majority of low-incom   countri s , it is oft n c it d a 

s on   of th   major constraints. But for i gn inv s tors also  oint to th    ot nt ial for attracting 

significant FDI if host gov rnm  nt s   rm it mor   substantial for i gn  artici ation in th   infrastructur   

s ct or. Jordaan (2004) claims that good quality and w ll -d v  l o  d  infrastructur   incr a s s  th    

roductivity  ot nt ial of inv s tm nt s in a country and th r  f or   stimulat s  FDI flows towards th   

country.  

  

 In th   s c ond mod l, und  r t h   dir ct a   roach, r s ults show d t hat for t l  c ommunications th r    

is strong n gat iv   im act (B = -0.238;  < 5%); but its  ff  ct s on wat r  is rath r w  ak  though also 

n gat iv . T his r s ults is rath r  int r  s ting, giv n t h   fact that most FDI Ghana has r c  i v d  in r c  

nt t im s  ar   dir ct  d t o th    xtract iv   industry, and in  articular mining; wh r    th i r activiti s  ar   

sugg s t d t o hav   a d tr im ntal t hird  arty  ff  ct s on th   surrounding communiti s . Again, it is 

shown in both mod l s that th r    ar     rc  ntag    incr a s s  in infrastructur   annually.  

  

  

  

  

Tabl   4.12a: Th    ff  ct  of FDI on Infrastructur   (2SLS A  roach)  

    

Variabl s    

     x   ct  d  

  Sign  

T L  C OMMUNICATION    WAT R    

Co ff ici  

nt  

t- 

Statisti 

c  

Sig.    Co ff ici  

nt   

t- 

Stats  

Si 

g.  
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For i gn Dir ct  

  Inv s tm  

nta  

FDI  -   

v /+ v    

-0.379  -2.269  0.05  7  -0.001  - 

2.29  

0.0 

4  

Inv s tm  nt    +v      0.72  1.873  0.10   

3  

0.001  0.78  0.4 

4  

Y ar      +v      0.127  3.921  0.00   

5  

0.056  2.61  0.0 

2  

Labour    -v      -0.554  -1.642  0.14  4  0.005  5.29  0.0 

0  

 Lagg d GD   growth     -v / v      -0.916  -3.908  0.00  5  -0.003  - 

1.85  

0.0 

9  

 lagg d  infrastructur      +v      0.312  1.877  0.10  2  0.683  12.5  0.0 

0  

Constant   

   

 C  

    

   

-245.8  

  

-3.878  

  

0.00   

6  

    

1.313  

  

5.92  

  

0.0 

0  

  

R-squar d    
 

    0.913        0.999      

 Adjust d R -squar d         0.839        0.999      

S. .  of r gr  ss ion        0.238        0.002      

Durbin-Watson stat        2.559        2.337      

 M an d     nd  nt  var        12.22        4.320      

 S.D. d    nd  nt  var        0.594        0.099      

 Sum squar d r  s id        0.397        5.41 - 05      

 Long-run varianc         0.027        1.75 - 06      

  

  

A:  r d ict d  valu s  of FDI from  quat  ion 4.1  

D    nd  nt  Variabl  : Infrastructur    

Sourc :  Author (2016)  

R s ults show a rang   of b tw    n 0.10%  - 0.12% for t l  c ommunication annually; bas d  on Tabl   

4.12b and Tabl   4.12a dis lays. For wat r,  it is shown that acc ss  to wat r  incr a s s  by th   rang   

of 0.004% to 0.056% y arly. T h   r s ults ar   all significant at l ss  than 5% critical l v  l s. Furth 

rm or   th   r s ults show that   rc  ntag    incr a s s  in labour do s  not draw any  ff  ct  on t l  c 

ommunication infrastructur ; rat h r  on wat r  in both  s timations. For Tabl   4.12a, it is shown that 
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10% incr a s  in labour draws a 0.05% incr a s   in acc ss  to wat r; w h  r a s for Tabl   4.12b, it is 

shown to induc   a 0.7%, significant at l ss  than 1%.  Th   study also found  v id nc    to sugg s t 

that  r v ious growth in infrastructur   has a strong  ositiv   im act on curr nt gr owth in infrastructur 

.  F or t l  c ommunication, it shown that lagg d  infrastructur   induc s  0.3% and  

0.4% incr a s   in curr nt  infrastructur   in Tabl   4.12a and Tabl   4.12b r  s  ct iv  ly.  

Tabl   4.12b: Th    ff  ct  of FDI on Infrastructur   (Dir ct A   roach)  

    

Variabl s     

     x   ct  d  

  Sign  

T L  C OMMUNICATION    WAT R    

Co ff ici  

nt  

t- 

Statisti 

c  

Sig.    Co ff ici  

nt   

t- 

Stats  

Si 

g.  

For i gn Dir ct  

  Inv s tm  

ntb  

FDI  -   

v /+ v    

-0.238  -2.336  

0.04  4  

-0.001  

- 

1.692  

0.1 

1  

Inv s tm  nt    +v      

0.616  1.741  

0.11   

5  0.001  0.543  

0.5 

9  

Y ar      +v      

0.109  4.730  

0.00   

1  0.004  4.669  

0.0 

0  

Labour    -v      

6.091  1.259  

0.23  9  

0.068  3.197  

0.0 

0  

 Lagg d GD   growth     -v / v      

-0.813  -3.380  

0.00  8  

-0.001  

- 

1.065  

0.3 

0  

 lagg d  infrastructur      +v      

0.442  2.979  

0.01   

5  0.751  16.20  

0.0 

0  

Constant   

   

 C  

    

   6.935   4.340   

0.00   

1  

    1.033   5.477     

0.0 

0  

R-squar d    
 

    0.9358        0.999      
 

 Adjust d R -squar d         0.8930        0.999       

S. .  of r gr  ss ion        0.2406        0.002       

Durbin-Watson stat        2.1577        2.321       

 M an d     nd  nt  var        12.049        4.300       

 S.D. d    nd  nt  var        0.7358        0.113       
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 Sum squar d r  s id        0.5213        5.73 - 05      

Long-run varianc          0.0267        1.90 - 06      

  

B:  r d ict d  valu s  of FDI from  quat  ion 4.1  

D    nd  nt  Variabl  : Infrastructur    

Sourc :  Author (2016)  

For wat r acc  ss ibility, r s ults show that it induc s  0.68% incr a s   in curr nt  infrastructur   (in 

Tabl   4.12a) wh r  a s in th   s c ond mod l  it is shown to induc   a 0.75% incr a s   on curr nt  

infrastructur . T h   r s ults on th   long run im act of GD  growth w r    int r  s ting. In both mod l s, 

it is shown that as th    c onomy grows; th   numb r  of fix d l in   subscrib r s d t  r iorat s  at 0.9% 

in th   first mod l and 0.8%  in th   s c ond mod l.  Similar r s ults was found for wat r;  how v  r w 

hilst th   first mod l  show d a  strong n gat iv   im act (B = -0.003;  < 10%), th   s c ond mod l r  v  

al  d t hat th   r lat ionshi  was rath r w  ak. T h   robustn ss  t s ts for th   mod l s w r    all good; 

showing a good fit b tw    n t h   mod l s and th   data. Th   adjust d R -Squar s  also validat d all t h   

mod l s ranging from 83% to 99%.  

4.4 Discussion of r s ults  

This work focus d  on inv s tigating th   causal r lat ionshi s b tw    n   c onomic growth, FDI and 

infrastructur .  First th   r s ults of th   study  rov s  th t   r i gn dir ct  inv s tm nt  is influ nc  d  n gat 

iv ly by  such factors including fluctuations in th   l v  l  of  xc hang   rat s , trad   o  nn  ss  and th    

olitical landsca  . T h   r s ults on trad   o  nn  ss   rovid    v id nc    for th   tariff-jum ing or  x  ort 

substitution hy oth s is which stat s  that as trad   o  nn  ss  contracts, for i gn inv s tors ar   lik ly t 

o s t u   dom s tic subsidiary com ani s  in ord r t o ov rc om   th   im ort r s trictions.   

Again, th   work  rovid d  su  ort for th   r s ults of Schn i d r and Fr  y (1985); a s w ll a s Lor     and 

Guising r (1995) w ho found that for i gn inv s tors and for that matt r FD I inflows ar   lik ly  to 
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hold back or r duc    wh n t h r    is a r a son to sus  ct t hat th    olitical  c onomy is risky. M anw 

hil , t h   study r s ults show that  xc hang   rat   volatility is a major disinc nt iv   to th   choic   of 

th   Ghana as an FDI d s tination as it adds to th   list of financial risks that must b   born   by inv s 

tors.  articularly th   work su  orts a similar study conduct d by  Ogunl y    (2009) using Nig r ia and 

South Africa as a cas   study. Th  author found that  xc hang  rat   volatility has a d l  t  r ious  ff  ct  

on FDI inflows, with FDI inflows aggravating  xc hang   rat   volatility in both countri s . Mor   so, 

studi s  such as Tokunbo and Lloyd (2009) in Nig r ia; Ky r  b oahCol man and T  tt  y (2008)  in 

Ghana; and Kiyota and Urata (2004)  rovid    m  irical  v id nc    to su  ort th   conclusion that  xc 

hang   rat   volatility has a harmful  ff  ct  on FDI inflows. It is th r  f or   r qu ir d  of th   Bank of 

Ghana to  nd  a vor to obtain a stabl    xc hang   rat   in r al  t rm s so that  roduction is  n hanc d t o 

bring about a  ositiv   incr a s   in r al FD I along with int rnal and   xt  rnal balanc    maint nanc  . 

T h   harmful  ff  ct  of an unstabl    xc hang   rat   li s  in th   fact that it could  ot nt ially  r od   inv 

s tors‟    ital and mak s  it difficult to for ca st or  lan.  

Int r  s tingly   rta ining to th   r lat ionshi  b tw    n GD   growth and FDI, th   study r s ults r v  al  

d a un i-dim n sional causality b tw    n t h   two variabl s ; unlik   th   bi-dim n sional r lat ionshi  

sugg s t d  in som    m  irical studi s . S  c ifically it is found that whilst GD  growth has a n gat iv   

and significant im act on FDI; FDI has a w ak but n  gat iv    ff  ct  on growth. Carkovic and L v in   

(2002) for instanc   tri d t o r a ss ss  th   r lat ionshi  b tw    n FD I and  c onomic growth for 72 

countri s  ov r t h     r iod 1960-1995. Th i r r s ults indicat d t hat for both d v  l o  d and d  v  l o 

ing  c onomi s  FDI inflows did not  x  rt an  ind    nd  nt  influ nc    on  c onomic growth. S  c 

ifically th    x og n ous com on nt  of FDI did not  x  rt a r  l iabl    ositiv   im act on  c onomic 

growth,  v  n all owing for th   l v  l  of  ducat ion, th   l v  l  of  c onomic d v  l o m nt, t h   l v  l  of 

financial d v  l o m nt and trad    o  nn  ss  of th   r c i i nt  country. M anw hil , Barr  ll and   ain 
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(1999) conclud d t hat FDI may aff ct t h   host country‟s   rf ormanc    ositiv ly  in cas s  wh r    th 

r    ar   transf r s of t c hnology and knowl dg    through th   FDI to th   host  c onomy. Th   study r 

s ults show that th r    is th    r s  nc    o  “  r  t  st al in ”  ff  ct  in Ghana, wh r    multinational firms  

ush out dom s tic firms without FDI out of th   mark t.    rta ining to th   d t  rm inants of  c onomic 

growth, it is shown by th   r s ults that, inv s tm nt, GD     r ca  ita, and lagg d GD   growth rat   hav   

a strong im act on r al GD   growth rat s . Mor   int r  s tingly, w   found  v id nc    of conv rg  nc    

in th   growth rat   ov r t im .   

Focusing on th    ff  ct  of FDI on infrastructur , t h   study r s ults show that inflows hav   a n gat 

iv   im act on infrastructur ;  in  articular, a strong n gat iv    ff  ct wa s found for fix d l in s  subscri 

tion whilst in t rm s of acc ss  to wat r, a m ix d   ff  ct wa s obs r v d. T his r s ults is rath r  int r  s 

ting, giv n t h   fact that most FDI Ghana has r c  i v d  in r c  nt t im s  ar   dir ct  d t o th    xtract iv   

industry, and in  articular mining; wh r    th i r activiti s  ar   sugg s t d t o hav   a d tr im ntal t hird  

arty  ff  ct s on th   surrounding communiti s .   rta ining to fix d l in s  as  roxy for infrastructur , 

FD I is  x   ct  d t o l ad t o im rov m  nt  in t c hnological d v  l o m nt  – through th   d v  l o m nt  

of ICT and n w  im rov d m  d iums of communication. Sinc   fix d  lin s  ar   mor   analogu   and 

traditional; th   strong n gat iv    ff  ct  is to b    x   ct  d. M  anw hil   for wat r r  s ourc s , whilst a 

n gat iv    ff  ct wa s found, it is shown that in th   dir ct m od l, t h    ff  ct  is w ak w hilst in th   

instrum ntal m od l; a  strong n gat iv   im act was found. This th r  f or   sugg s ts that on th   whol 

,  incr a s s  in for i gn dir ct  inv s tm nt  hav   not l ad t o any im rov m  nt  in wat r acc  ss ibility 

in th   country. Mor    s   c ially giv n t h   background that most of th s    inv s tors ar   s   k ing to 

mak   hug   r turn s on th i r inv s tm nt s, th y may n ot b   so much conc rn  d ab out th    n vironm 

nt  or th   community lif . Ty  ical  xam  l s  ar   th   d l  t  r ious activiti s  of Chin s    o  rat iv s  in 

th   small scal   mining s ct or. It was in vi w  of this that th   gov rnm  nt  of Ghana in July, 2013 



 

   72  

  

task d a j oint  olic , m ilitary and immigration t am  to flush out ill gal m ining o  rat ors which l d 

t o th   arr s t of ov r 270 C hin s    and oth r f or i gn nationals. In Ghana, th   rinci al  n vironm ntal   

robl m s caus d by  small-scal  mining activity ar   m rcury   ollution from gold  roc ss ing, wat r   

ollution and land d gradat ion.   
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 CHA T R F  IV    

 SUMMARY OF FINDINGS, CONCLUSION AND R C OMM NDAT  IONS   

5.1 Introduction  

This  cha t r    r s  nt s  th    summary  of  findings  from  th     r v ious,  conclusion  and  

r c omm ndat ions. As may b   r call  d fr om th    r v ious cha t r, t h   analysis sought to  xam in   

th   im act of for i gn dir ct  inv s tm nt  on growth and infrastructur   in Ghana using a d s cri tiv   

summary of th   annualiz d data fr om 1991 – 2015 and tr nd analy sis of th   k y  variabl s  – FDI, 

growth and infrastructur .   ft  r   t s ting th   stationary  roc ss  of th   obs r v d  variabl s , th y  w r    

th n tran sform d acc ordingly and th n t h    s timations   rf orm d u sing a  ro riat   mod l s.  

This cha t r d  al s with a mor   concis   obs r vation bas d  on th   study.   

  

5.2 Summary of Findings   

B l ow is a summary of findings mad   from th    r v ious cha t r:     

5.2.1 Obj ct iv   1: Th    att rn   of FDI inflows in Ghana ov r t h    ast two d cad   s   

Th   study found a g n  ral   incr a s   in th   inflows of for  ign inv s tm nt   ov r t  h   sam 

l     r iod; how v  r  it is shown that b tw    n 1994 t  o 2002 shar  falls in th   FDI inflows w  r    r 

s  nt.   It how v  r a  ssum d  its st ady r  is   onwards to 2014. Th   study also found that av 

rag     growth rat   for th   25-y ar     r iod was 0.99% far l ss  than th   annual chang   in GD  

growth of 1.66% for th   data s an. Standard d v iation of both th   GD  growth and FDI inflows 
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indicat s  that for th    ast 25 y ar s FDI has b   n m  or   volatil   than th   GD  growth. This r  fl ct 

s th   fact that much variability is obs r v d  in th   annual FDI inflows unlik   in GD  growth.   

  rta ining to infrastructur ,   roxi d by t h   total numb r  of t l    hon  subscrib  rs (fix  d lin )  and 

acc ss  to wat r; a  significant incr m  ntal annual c hang s  is also  v id nt. T h   study found an 

annual growth rat   of 12% for fix d l in   subscrib r s wh r  a s for acc ss  to wat r, r  s ults illustrat   

a 4.2% annual m an. T h   study also found that the annual growth in infrastructur   (fix d l in s  and 

acc ss  to wat r);  in  articular fix d l in   subscrib r s, is mor   than th   growth in FDI inflows and 

GD  growth combin d.    

  

5.2.2 Obj ct iv s  2: Ant c  d  nt s of FDI Inflows into Ghana  

  
An initial analysis was   rf orm d u sing d s cri tiv   and corr lat ion. Th   study found a consid rabl    

annual variation in th    roduction ca acity ( O ), inflation rat ,  int r  s t rat s  and o  nn  ss . R   orting 

th   r s ults of th   corr lat ion analysis r v  al  d t hat th r    is no  robl m  of multicollin ar ity among 

th   variabl s . Though not sugg s ting causality, th   corr lat ion tabl   d   icts a  ositiv   r lat ionshi  

b tw    n FD I inflows, and  roduction ca acity ( O ) and growth. A n gat iv   association was how v  

r  sugg s t d  in its links with  xc hang   rat   fluctuations, inflation, o  nn  ss , int r  s t rat s  and th   

risk factor.  

  
Th   long run FMOLS  s timation show d t hat o  nn  ss , GD  growth rat ,   xc hang   rat   

fluctuations,  olitical risks and  r v ious l v  l  of FDI inflows hav   a strong im act on curr nt  FDI 

inflows at 5% significant l v  l. M  anw hil   th   study found that  roduction ca acity, inflation rat   

and curr nt l  v  l  of int r  s t rat s  did not hav   any im act on curr nt FD I inflows. Th   study also 
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found that high r fluctuat ions in th    xc hang   rat s  hav   a d tr im ntal   ff  ct  on curr nt  inflows. 

Th   co ff ici nt  of -4.439332 of R   indicat s  that any 10% incr a s   in th    xc hang   rat   around 

its m an w ill r s ults in a 44.4% d cl in   in FDI inflows.   

Th  findings also su  ort  d th  tariff-jum ing hy oth  sis which stat s  that for i gn firms which s   k 

t o s r v   local mark t s may d c id   to s t u   subsidiari s  in th   host country if it is difficult to im 

ort th i r  roducts to th   country. Th   study r s ults show that a 10% tight n ing of Gh n ‟s trad   

“windows” r s ults in a 23%  n hanc m  nt  in FDI inflows. Again, th   findings indicat   that th   mor   

risky th    olitical landsca    in Ghana, th   l ss  r t h   amount of inflows r c  i v d.  In  articular as th   

country gravitat s  from non- l  ct ion   r ing y ar t o an  l  ct ion   r ing y ar, t h r    is a significant r 

duct ion in FDI inflows by 0.3%. How v  r, t h   study r s ults show that  r v ious l v  l  of FDI 

inflows hav   a  ositiv    ff  ct  on curr nt l  v  l  of FDI inflows significant at 1%.  

  
Th   study also found that GD  growth has a long run n gat iv   r lat ionshi  with FDI inflows. S  c 

ifically a 10% incr a s   in GD  growth will induc   a mor   than 23% r duct ion in FDI inflows. This 

sugg s ts th   sc nar io o  “  r  t  st al in ”  ff  ct a ssociat d w ith incr a s d FD I; wh r    multinational 

firms  ush out dom s tic firms without FDI out of th   mark t. T h   mod  ‟s  x  lanatory  ow r u sing 

th   adjust d  2 is validat d at ar ound 85   rc  nt. T h   im lication is that 85% of th   variations in 

FDI inflows can b    x  lain d by t h    c onomic and l gal/  olitical factors includ d  in th   r gr  ss 

ion mod l.    

  
  

5.2.3 Obj ct iv s  3: Th    ff  ct  of FDI Inflows on Growth   
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As  art of th   obj ct iv s  of th   study, th    ff  ct  of FDI inflows on r al GD   growth was also inv s 

tigat d. Tw o (2)  s timation a  roach s  w r    us d t o ca tur   th    ff  ct s of FDI on growth. Th   first 

on   involv d a 2 SLS a  roach, wh r    th    r d ict d  valu s  of  quat ion 4.1 (s      r v ious cha t r) w  

r    us d t o r   r s  nt FD I in th   curr nt m od l ( s     Tabl   4.10a). This was in an att m  t to corr ct 

f or ossibl  simultan i ty and nd og n  i ty in th  growth mod l. N on t h  l ss  th   actual valu s  of th   

log of FDI inflows w r    us d  in th   s c ond  s timation and th   r s ults com ar d ( s     Tabl   4.10b).  

Th   study found that among th   control variabl s  us d  in th   FDI-Growth mod l,  inv s tm nt,  GD    

r ca  ita, and lagg d GD   growth rat   hav   a strong im act on r al GD   growth rat s . 10   rc  nt  incr 

a s   in inv s tm nt  is shown to hav   5.8   rc  ntag    incr m  nt s in GD  growth in th   first mod l 

(Tabl    4.10a); whilst on Tabl   4.10b it was obs r v d t o hav   a 4.7% incr a s   in GD  growth.   

Th   study also found that mark t  siz   im acts on growth. A 10% incr a s   in GD    r ca  ita is shown 

to hav   a long run incr a s   in GD  growth rat   by 22% in Tabl   4.10a and 23% in Tabl   4.10b (r 

f  r t o  r v ious cha t r). R  s ults also confirm d t h   indication of conv rg  nc    in th   GD  growth 

rat . T h   co ff ici nt  of lagg d GD   growth rat   is n gat iv   and significant at 5% in both mod l s.  

In r gr  ss ion Tabl   4.10a (r f  r t o  r v ious cha t r) t h   co ff ici nt  of lagg d GD   growth rat   corr 

s  onds to a 0.38   rc  ntag     oints whil   on Tabl   4.10b, it corr s  onds to a 0.39   rc  ntag     oints 

to its long run  qu ilibrium  ath.   

Int r  s tingly, FDI was shown not to draw any significant im act on growth in both mod l s. Th   str 

ngt  h of both mod  ls is validat d by t  h   adjust d R  -squar s  of 70.5% in th   first mod l 

and   

71.9% in th   s c ond mod l.   
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5.2.4 Obj ct iv s  4: Th    ff  ct  of FDI Inflows on Infrastructur    

Following th    r v ious a  roach s , th   us   of th   FMOLS fram w ork was mad   to ass ss  th    ff  

ct  of FDI inflows on infrastructur .    

Th  study found that FDI inflows hav   a n gat iv  im act on infrastructur .  In th   first mod l,  und r 

b oth acc ss ibility to wat r and f ix d l in s  subscri tions, th   r s ults r v  al  d a  significant n gat iv    

ff  ct.  In th   s c ond mod l, und  r t h   dir ct a   roach, r s ults show d t hat for t l  c ommunications, 

th r    is strong n gat iv   im act (B = -0.238;  < 5%); but its  ff  ct s on wat r  is rath r w  ak t hough 

also n gat iv . T his r s ult is rath r  int r  s ting, giv n t h   fact that most FDIs that Ghana has r c  i 

v d  in r c  nt t im s  ar   dir ct  d t o th    xtract iv   industry, and in  articular mining; wh r    th i r 

activiti s  ar   sugg s t d t o hav   a d tr im ntal t hird  arty  ff  ct s on th   surrounding communiti s . 

Again, it is shown in both mod l s that th r    ar     rc  ntag    incr a s s  in infrastructur   annually.  

Th   findings show a rang   of b tw    n 0.10%  - 0.12% for t l  c ommunication annually; bas d  on 

Tabl   4.12b and Tabl   4.12a dis lays (s      r v ious cha t r). F or wat r,  it is shown that acc ss  to 

wat r  incr a s s  by th   rang   of 0.004% to 0.056% y arly. T h   r s ults ar   all significant at l ss  

than 5% critical l v  l s. Furth rm or   th   r s ults show that   rc  ntag    incr a s s  in labour do s  not 

draw any  ff  ct  on t l  c ommunication infrastructur ; rat h r  on wat r  in both  s timations. For 

Tabl   4.12a, it is shown that 10% incr a s   in labour draws a 0.05% incr a s   in acc ss  to wat r;  

wh r  a s for Tabl   4.12b, it is shown to induc   a 0.7%, significant at l ss  than 1%.  Th   study also 

found  v id nc    to sugg s t that  r v ious growth in infrastructur   has a strong  ositiv   im act on curr 

nt gr owth in infrastructur .  F or t l  c ommunication, it showed that lagg d  infrastructur   induc s  

0.3% and 0.4% incr a s   in curr nt  infrastructur   (s     Tabl   4.12a and Tabl   4.12b  

r s   ct iv ly).    
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For wat r acc  ss ibility, th   study found that it induc s  0.68% incr a s   in curr nt  infrastructur   (in 

Tabl   4.12a) wh r  a s in th   s c ond mod l  it is shown to induc   a 0.75% incr a s   on curr nt  

infrastructur .    

Th  r s ults on th   long run im act of GD  growth w r    int r  s ting. In both mod l s, it is shown that 

as th    c onomy grows; th   numb r  of fix d l in   subscrib r s d t  r iorat s  at 0.9% in th   first mod 

l and 0.8%  in th   s c ond mod l.  Similar r s ult was found for wat r;  how v  r w hilst th   first mod 

l  show d a  strong n gat iv   im act (B = -0.003;  < 10%), th   s c ond mod l r  v  al  d t hat th   r lat 

ionshi  was rath r w  ak. T h   robustn ss  t s ts for th   mod l s w r    all good; showing a good fit b 

tw    n t h   mod l s and th   data. Th   adjust d R -Squar s  also validat d all t h   mod l s ranging 

from 83% to 99%.  

  

5.3 Conclusion   

This work focus d  on inv s tigating th   causal r lat ionshi s b tw    n   c onomic growth, FDI and 

infrastructur .  First th   r s ults of th   study  rov s  th t   r i gn dir ct  inv s tm nt  is influ nc  d  n gat 

iv ly by  such factors including fluctuations in th   l v  l  of  xc hang   rat s , trad   o  nn  ss  and th    

olitical landsca  . T h   r s ults on trad   o  nn  ss   rovid    v id nc    for th   tariff-jum ing or  x  ort 

substitution hy oth s is which stat s  that as trad   o  nn  ss  contracts, for i gn inv s tors ar   lik ly t 

o s t u   dom s tic subsidiary com ani s  in ord r t o ov rc om   th   im ort r s trictions.  Again, th   

work  rovid d  su  ort for th   r s ults of Schn i d r and Fr  y (1985); a s w ll a s Lor     and Guising r 

(1995) w ho found that for i gn inv s tors and for that matt r FD I inflows ar   lik ly  to hold back 

or r duc    wh n t h r    is a r a son to sus  ct  that th    olitical  c onomy is risky. M anw hil , t h   

study r s ults show that  xc hang   rat   volatility is a major disinc nt iv   to th   choic   of   Ghana as 
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an FDI d s tination as it adds to th   list of financial risks that must b   born   by inv s tors.  articularly 

th   work su  orts a similar study conduct d by  Ogunl y    (2009) using Nig r ia and South Africa 

as a cas   study. Th   author found that  xc hang   rat   volatility has a d l t  r ious  ff  ct  on FDI 

inflows, with FDI inflows aggravating  xc hang   rat   volatility in both countri s . Mor   so, studi s  

such as Tokunbo and Lloyd (2009) in Nig r ia; Ky r  b oah-Col man  and T tt  y (2008)  in Ghana; 

and Kiyota and Urata (2004)  rovid    m  irical  v id nc    to su  ort th   conclusion that  xc hang   rat   

volatility has a harmful  ff  ct  on FDI inflows.   

On th   r lat ionshi  b tw    n GD   growth and FDI, th   study found a uni-dim n sional causality b 

tw    n t h   two variabl s . S  c ifically it is found that whilst GD  growth has a n gat iv   and 

significant im act on FDI; FDI has a w ak but n  gat iv    ff  ct  on growth. Carkovic and L v in   

(2002) for instanc   tri d t o r a ss ss  th   r lat ionshi  b tw    n FD I and  c onomic growth for 72 

countri s  ov r t h     r iod 1960-1995. Th i r r s ults indicat d t hat for both d v  l o  d and  d v  l o 

ing  c onomi s  FDI inflows did not  x  rt an  ind    nd  nt  influ nc    on  c onomic growth. Th   study 

r s ults show that th r    is th    r s  nc    o  “  r  t  st al in ”  ff  ct  in Ghana, wh r    multinational firms  

ush out dom s tic firms without FDI out of th   mark t.    rta ining to th   d t  rm inants of  c onomic 

growth, it is shown by th   r s ults that, inv s tm nt,  GD    r ca  ita, and lagg d GD   growth rat   hav   

a strong im act on r al GD   growth rat s . Mor   int r  s tingly, w   found  v id nc    of conv rg  nc    

in th   growth rat   ov r t im .   

Focusing on th    ff  ct  of FDI on infrastructur , t h   study r s ults show that inflows hav   a n gat 

iv   im act on infrastructur ;  in  articular, a strong n gat iv    ff  ct wa s found for fix d l in s  subscri 

tion whilst in t rm s of acc ss  to wat r , a mix d   ff  ct wa s obs r v d.    
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5.4 R c omm ndat ions   

In lin   with th   findings abov , t h   r s  arc h r mak  s  th   following r c omm ndat ions:  

  

5.4.1 Correction of Microeconomic Imbalances  

First, th r    is n   d f or gov rnm  nt t o work at corr ct ing macro c onomic imbalanc .  By this, th   

Bank of Ghana and the Ministry of Finance and Economic Planning must  nd  a vour to obtain a 

stabl    xc hang   rat   in r al t  rm s so that  roduction is  n hanc d t o bring about a  ositiv   incr a s   

in r al FD I along with int rnal and   xt  rnal balanc    maint nanc  . T h   harmful  ff  ct  of an unstabl    

xc hang   rat   li s  in th   fact that it could  ot nt ially  r od   inv s tors‟    ital and mak s  it difficult 

to for ca st or  lan. Int r  s t rat s  must  ut und r c ontrol. Mor   im ortant is corr ct ing th   country‟s 

balanc   of  aym nt d  f icit by r duc ing im orts or  romoting  x  orts.   

  

5.4.2 Redirecting of FDI to Growth Inducing Sectors  

To achi v    growth in infrastructur , G ov rnm  nt  should work at  n suring that FDI is attract d t o 

s ct ors of th    c onomy that dir ctly tr ickl s  into growth.  v  n t hough ar a s such as wat r   rovision 

may not b   attractiv   to som   inv s tors, gov rnm  nt c ould ti   th m t o Center for Scientific 

Research (CSR) activiti s  wh n try ing to r n  w l ic n s s  for th s    inv s tors. S ct ors such as 

Agricultur , C omm rc    and  n  rgy  infrastructur   should also b   look d at. A s shown in th   2016 

budg t   s timat s , Agricultur   has   rf orm d w o fully. T h r    is th r  f or   th   n   d t o  nc ourag   

inv s tm nt  into th   s ct or. Th    n  rgy  s ct or has also b   n  in cris s  ov r t h    ast d cad  .  It is th 

r  f or    rud nt t hat gov rnm  nt tak  s  th   bull by th   horn to d r  gulat     ow r  g n  rat ion and 

distribution stag s  of th    n  rgy  su  ly chain.   
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5.4.3 Opening Country Up for More Trade  

To attain a high l v  l  of growth, it is im ortant to o  n t h   country‟s mark t f or mor   trad .  How 

v  r, a car  ful analy sis should b   don   to id nt ify s ct ors that warrant o  nn  ss . It is also im ortant 

that for i gn dir ct  inv s tm nt s ar   chann l  d t o nasc nt  industri s  inst ad  of mark t s with alr ady  

high l v  l s of saturation. Th   sc nar io o  “  r  t  st al in ”  ff  ct a ssociat d w ith incr a s d FD I wh 

r    multinational firm‟   ush out dom s tic firms without FDI out of th   mark t  must also b   corr 

ct  d. T h r    should b   inc nt iv s  for for i gn inv s tors who wish to inv s tm nt  in low growth s ct 
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