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ABSTRACT

By bridging the gap between domestic savings amdsitiment and bringing the latest
technology and management know-how from developedntcies, foreign direct
investment (FDI) can play important role in achrmeyirapid economic growth in the
developing countries. The fact is that FDI moskbys towards the developed countries
and only a small portion of FDI flows to a limitedimber of developing countries. It is
found that countries with larger GDP and high GD&wgh rate and maintain business
friendly environment with abundant modern infrastanal facilities, such as internet
can successfully attract FDI and FDI on the othemd) significantly affect economic
growth of a country. The finding prove that the Fhde openness, infrastructures,
inflation (economic stability) has a positive imp&e the economic growth in Tanzania
However, FDI is contributing lower to economic dieygnent in Tanzania this is
because most of the poor trade facilities and tutginal environment. On the other
hand, trade had a positive and significant effececonomic development There must
be present for the investor's concrete benefitsagmebrtunities in order for the FDI to
have an impact on the economy. Without these, amgystment made would be unable
to yield the results that were desired. Here we tmusderstand that it is the
responsibility of the local government to deviséigqes and strategies in such a manner
that would support the efforts and investments dpeirade. The study come up with
recommendation that, the authorities should paditivconcentrate on maximum
utilization of resources to increase FDI in ordeliricrease GDP growth rate. It needs
effective and encouraging policies from the pubgctor to restore the confidence of the

investors.
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CHAPTER ONE
INTRODUCTION

1.1 Background to the Problem

Foreign Direct Investment (FDI) provides developingtions much needed capital
investments with a view to achieving economic gtowhd development Sagib et al
(2013), Wai-Mun et al (2008), Chakrabarti (20019rdétgn direct investment has taken a
leading role in developing countries especiallyAfrica giving rise to a policy makers
that foreign direct investment has enhanced groartd promotes development in
developing and low income countries (LICS). Welfarel Nurudeen (2010) put it that
foreign direct investment enhances job creatiomagarial skills, transfer of technology

and contribute to economic growth and development.

In the last two decades, foreign direct investm(@&ml) flows have grown rapidly all

over the world. This is because many developingnttees see FDI as an important
element in their strategy for economic developmi@yanwale, 2007). Mergers and
acquisitions including private- to-private transaess as well as acquisitions through
privatization, which increased significantly in @éoping countries became an
increasingly important vehicle for FDI (Kyaw, 2003)his has led to many countries
improving their business climate to attract morel.FID fact, one of the pillars for

launching the new partnership for Africa’s devel@gmn(NEPAD) was to accelerate FDI

inflows to the region (Funke and Nsouli, 2003).



Foreign direct investment in developing countri@s lgrown tremendously because of
large doses of financial, economic and politicahgformation sweeping the developing
countries and LICS. Because of the importance lathcdo FDI, most developing
countries have tried to ease restrictions on foreityect investment. They have
strengthened macroeconomic stability, privatizedtesbwned enterprises, instituted
economic and financial reforms, political reformgthat is embarking on
democratization), capital account/foreign exchatiberalization and grating of tax

incentives

Attention has been turned to FDI, because it istfet it provides a major source of
capital inflows and up to date managerial skill &achnology Antwi et al (2013) further

observe that “it would be difficult to generatestltapital through domestic savings and
even if it were not, it would still be difficult tomport the necessary technology from
abroad, since transfer of technology to firms withprevious experience of using it is

difficult, risky and expensive”.

In 2006, about 40 African including Tanzania coi@st introduced 57 new measures
affecting FDI, of which 49 encouraged inward FDINOTAD, 2007). The increase in
FDI inflows largely reflected relatively high ecan@ growth and strong corporate
performance in many parts of the world (UNCTAD, 8DOReinvested earnings
accounted for about 30% of total FDI inflows asault of increased profits of foreign
affiliates, notably in developing countries. In &, FDI inflows increased from $18

billion in 2004 to $36 billion in 2006. This was @uo increased interest in natural



resources, improved prospects for corporate prafitd a more favorable business

climate.

FDI inflows to the various regions of the world kagrown dramatically in the past 2
decades. The total world FDI inflows, which stood $9 billion in 1982, grew
dramatically to $648 billion in 2004 and reachesl eak of $1,833 billion in 2007
(UNCTAD, 2008). In Africa, FDI inflows amounted &86 billion in 2006, which was
20% higher than the previous record of $30 billior2005 and twice the 2004 value of

$18 billion and rose to a historic value of $53idil in 2007 (UNCTAD, 2008)

The surge was in a large part related to investsnenextractive industries, though it
rose in various service sectors too. Despite,theease in FDI to Africa, this is still less
than 3% of global FDI inflows, the African sharegfobal inflows fell from 3.1% to

2.7% and 2.9% in 2005 and 2007 respectively. ihteresting to note, however, that the
rate of return on FDI in Africa has been risingcairR000 and it is currently at about

12%, which is the highest in the developing world.

According to the UNCTAD reports on FDI inflows ghlly, there has been an increase
inflow of foreign direct investment (FDI) to Tanzanof 12million USD in 1992 to
unprecedented record of 1095million USD in 2011levithe FDI stock amounted to
388million USD in 1990 compared to 7823million U8D2011. The World Investment
Report published in 2012 shows that Tanzania tbheKead in attracting Foreign Direct
Investment (FDI) in the East African region durithg past 1 year, attracting the record

of $1.1 billion Major institutional and legal framerk carried by government since mid



1980’s resulted into an increase inflow of foreiginect investment 10 equivalent to
(TSh1.76 trillion). The same report has highlightedt between June 2011 and June
2012, Tanzania overtook Kenya- the region’s biggasinomy, indicating the high
confidence among foreign investors in Tanzania. Sdmae report has shown that for the
past three years, Tanzania has attracted abowdrd@mg of all FDI flows in the five East

African countries.

Recent data from UNCTAD shows, in 2013 Tanzania b&D 12.7 billion in FDI
stock, eclipsing both Kenya and Uganda which statoal low USD 3.4 billion and USD
8.8 hillion respectively. UNCTAD statistics alsoveal that in 2013, Tanzania attracted
USD 1.9 billion in FDI inflows far outstripping Kga which only received USD 514
million of inflows in the same period. Tanzanianew the top destination for Foreign
Direct Investment (FDI) in the East Africa regiaagcording to the United Nations

Conference on Trade and Development (UNCTAD).

1.2 Statement of the Research Problem
Despite the fact that Tanzania is now receivingdafDI inflows in East Africa, yet its

economic performance is not satisfactory . Tanzengtill among the Heavy indebted
country, according to the UNCTAD data base and WdBank Reports (2012).
Tanzania economy is still faced with various setbasuch as wider spread poverty,

budget deficit and government debts is still iasiag.

In light of expected benefits of FDI Inflows in dzania yet its seems there is

inadequate resource to finance long-term investmérs lack of investible funds is a



big setback to economic growth and this is makingareasingly difficult to achieve the
millennium development goals (MDGSs) by 2015 ashgahe United Nations.

Foreign direct investment is seen as a major soofagetting the required funds for
investments hence most African countries offer miges to encourage FDI (United

Nations, 2005: 2).

Apart from making investible funds available, FDFflow to developing countries is
assumed to produce externalities through technologgsfer and spill-over effect
(Carkovic and Levine, 2002), which have a last Inggeffect on the economy. Due to
this perceived importance to economic growth (esfigan developing countries), for
the best of authors knowledge there is no prevgiudies that has been conducted to
investigate the role of FDI and its determinantS] Bhould be studied and extensive
research work should be done on it so as to has@r elnderstanding of what is the

determinants of FDI and what its contributioniie Economic growth in Tanzania.

1.3 Objective of the Study
1.3.1 General Objective
The general objective of this study is to inveseghe Foreign Direct Investment and its

determinants in contribution of economic growthirahzania.

1.3.2 Specific Objectives
1) To Investigate the contribution of Foreign Direawvéstment to the economic
growth in Tanzania

2) To determine the Impact of Infrastructure to therexnic growth



3) To find out whether the economic stability hasifps impact on Economic
growth

4) To assess the effect of Trade openness (interrshti@ade) to economic growth.

1.4 Research Questions

The study was guided by the following questions

1) What are the contribution of Foreign Direct Investrhin Tanzania to economic
growth in Tanzania?

2) What are the impacts of Infrastructure to the eatun@rowth?

3) Does the economic stability have positive impaceoconomic growth?

4) What are the Impacts of Trade openness (interratittade) to economic

growth?

1.5 Significance of the Study

One among requirement of Open University to graeliaiMBA is to write dissertation,

so the researcher has wiResearch for the award of Master in Finance.

Available literature reveals does not examine tl¢eminants and role of FDI in
economic growth especially in Tanzania. This stthegrefore goes to enrich empirical
literature in this area of FDI. The study will hdpéy, benefit the government by
providing more information in making appropriateipes to encourage inflow of FDI

in the country.



1.6 Scope of the Study

The study focus on the impact of Foreign Direstelstment and its determinant to the
economic growth of Tanzania and secondary datairsatafrom different sources
mainly from World Bank Official Website were useddrder to accomplish the target of

the study.

1.7 Organization of the Study
This study has five chapters each chapter covetiifigrent elements for the purpose of

making sure that the objective of the thesis welldzhieved.

Chapter one of this study covered the introducfmagt whereby under this area more
details concerning with the statement of the probleesearch questions, research
objective, scope of the study, significance of tlesearch and organization of the

research would be explained.

Chapter two of this study concerned with the lit@r@ review regarding the
determinants of foreign direct investment and astdbution in Economic Growth of
Tanzania. This chapter is divided into operatioegn which defines the key terms
which would be used in this research, theoreticait @mnd empirical part of the
determinants of foreign direct investment and dstdbution in Economic Growth of

Tanzania.

Chapter three of this study dealt with researchhodlogy which covered study area,

thesis variables and their measurement researclelrsaimple size, type and source of



data, data analysis methods. Chapter four ofstioidy deal with the presentation of the
finding of the this research, chapter five concetith the, summary, conclusion and

recommendations.



CHAPTER TWO
LITERATURE REVIEW
2.1 Introduction

This section of the study seeks to find out whéierd have written about the subject
matter. The section primarily deals with what othathors have done in regard to this

subject matter. And it involves reading of bookd gurnals.

2.2 Conceptual Definitions
2.2.1 Foreign Direct Investment

The World Trade Organization defines FDI as: “FIBtars when an investor based in
one country (the home country) acquires an assahather country (the host country)
with the intent to manage the asset. The managedier@nsion is what distinguishes
FDI from portfolio investment in foreign stock, bdsand other financial instruments,”
An investment made by a company or entity baseohim country, into a company or
entity based in another country. Foreign directestinents differ substantially from

indirect investments such as portfolio flows, whreverseas institutions invest in
equities listed on a nation's stock exchange. iEatihaking direct investments typically
have a significant degree of influence and contner the company into which the
investment is made. Open economies with skilled kieoces and good growth

prospects tend to attract larger amounts of foreigect investment than closed, highly

regulated economies.

The Balance of Payments Manual (BPM5) publishedth®y International Monetary

Fund (IMF) defines Foreign Direct Investment “asrarestment made to acquire lasting
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interest in enterprises operating outside of trenemy of the investor”. FDI in primary
products may have negative effects on economic tirowhile investment in
manufacturing and the oil sector in Nigeria is kmote have positive effect (Alfaro,

2003).

2.3 Theoretical Literature review

Before diving into the empirical and analyticalaissions about the FDI it is important
to situate the argument within a theoretical cont&kis includes Gap thesis theories,
Modenazation theories, factor that determine inwigod/ of FDI, inflow of foreign

direct investment theories.

2.3.1 Gap Thesis Theory

The ‘Gap Thesis’ theory readily comes to mind. Adaog to Todaro (1977) “foreign
direct investment is typically seen as a way dfnfil in gaps between domestically
available savings, foreign exchange governmentaveskills and the planned level of
resources necessary to achieve development ta@eesof the most popular theories of
the ‘Gap thesis’ is the Harrod-Domar Growth Modehe model was developed by
Harrod (1948) and Domar (1957) quoted by Todar@ Model posits that investment is
pivotal in the process of economic growth. The dfeis based on the fact that
investment creates income and accelerates the gireelicapacity of any economy by
increasing Capital Stock. The model states thaloeg as investment increases, real
income and output will increase. The Harrod-Domavdiel emphasizes the need for
new investments in form additional capital stockwhich FDI readily supplies.

According to the model, there is a direct relatlopetween a country’s savings rate(s)
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and its rate and its rate of output growth (g).edmnically we state that g = s/k where k
means the nation’s capital output ratio. s andegaar explained above. Let us illustrate
by assuming that Nigeria has a growth rate of 8%gapital-output ratio (k) is 3, then

the savings growth rate required is g x k, i.e 8 x 24%p.a. If Nigeria savings rate is

20%p.a, then there is a gap of 4%. Foreign Dimeatstment is required to fill this gap.

2.3.2 Modernization Theory

Sagib N., Masnoon M. and Rafigue (2013) quotinglamis (2009) called
‘modernization and dependency theories’. Moderiopattheory says that since
economic growth requires capital investment, FOI s@rve as the engine of economic
growth. Modernization theory highlights that itisowledge and technological transfers
and capital that are scare in developing countttas. argued by modernization theory
that FDI plays a dual role by contributing to capaccumulation and by increasing total

factor productivity.

The Dependency theory in the opposite directioruesgthat if a nation depends on
foreign direct investment, its economic growth wbfdce a negative impact. The theory
opines that FDI creates monopolies in the indussector which results in under-
utilization of domestic resources. The corollaryhat FDI produces an economy that is
dominated by foreigners and the economy does noa asatter of fact does not

experience organic growth.
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2.3.3 Factors determine inward flow of FDI

Sekkat and Veganzones-Varoudakis (2007) have gdotipe factors determining the
inward flow of FDI into three categories: basic eomic factors, trade and the exchange
market policies, and other aspects of the investrtienate. The basic economic factors
include the difference in the rate of return on i@pacross countries, portfolio
diversification strategy of investors and marketesof the host country. Trade and
foreign exchange policy considerations relate &aldrliberalization and exchange rate
movements and their volatility (Froot and Stein,1PBusiness climate factors relate to
infrastructure (Wheeler and Mody, 1992), labor sosnd availability of skilled
labor/education, incentive factors, political riskgonomic factors (per capital GDP,
GDP growth rate, economic integration, importande transport, commerce and
communication), social factors (degree of urbammaf political stability (the number
of 11constitutional changes in government leadpjshine role of institutions (in terms
of commitments to and enforcement of rules) (Rowt Ahmed, 1979; Schneider and
Frey, 1985), the catalyzing effect of foreign aldafms and Lutz, 2006; Kimura and
Todo, 2010), and the stability of basic macroecaoopolicies (fiscal, monetary, and

social) (Baniak et al, 2005).

2.3.4 Inflow of Foreign Direct Investment (FDI) Thery

According to Azam and Lukam (2008), the Foreigmetektor may be attracted to come
in the host country to invest their capital. Theinmabjective of the host country is to
gain returns on these investment. There is no eitigdory suggesting explaining the
FDI. Numerous researchers put forward a numberadtiles to explaining the inflow

of FDI. They use the Model of their study the lin€egression Model. Many studies
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argued that Inflation, economic policy of host ctvjyntrade openness, market size are

the main determinants of Foreign Direct Inflows)I}-( Asiedu;2002).

Extensive empirical literature on determinantsrofard FDI emphasizes the economic
conditions or fundamentals of the host countri¢atine to the home countries of FDI as
determinants of FDI flows. This literature is iméi with Dunning’s eclectic paradigm

(1993), which suggests that it is the locationataadages of the host countries e.g.,
market size and income levels, skills, infrastroetand political and macroeconomic

stability that determines cross-country patterfof.

Following this approach Nishat and Anjum (1998avé estimated that political
stability, peaceful law and order situation, lewéltechnical labour force and mineral
resources and liberal policies of the governmeimaeted foreign investors in Pakistan.
According to Dunning (2002) finds out that FDI fromore advanced industrialized
countries depends on government policies, transpagevernance and supportive

infrastructure of the host country.

2. 4 Empirical literature review

We now review some empirical studies done on FBloime countries and Tanzania.

2.4.1 Empirical literature review world wide
Sagib, Masnoon and Rafique (2013) recently did ieogh study on the impact of

Foreign Direct Investment on Economic Growth of iBin for the period 1981 to 2010.

They used six variables where GDP is specifiedegeddent variable while FDI, Total
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debt Service, Gross Domestic Savings, Inflationndependent variables. The findings
indicated a negative and significant relationshggiwteen FDI and dependent variable
GDP. Also Debt, Inflation and Trade exhibited négatrelationship with GDP. In

conclusion, they stated that Domestic Investmerit @ more beneficial and that
dependency on FDI should be limited. They recomradritiat the Government should
encourage domestic savings and investment. Thayestiurther studies to incorporate
variables relating to technology transfer and Hurapital. Their view is that some
unnamed variables, such as technology transferHandan capacity, appear to have

moderated the relationship between FDI and the dmmtomy.

Wai-Mun H, Kai-Lin, and Kar-Mun (2008) did their omstudy to establish FDI and
Economic Growth Relationship in Malaysia. Employidgigmented Dickey-Fuller

(ADF) Unit root tests and Phillips-Peron (PP) tasd Ordinary Lest Square (OLS)
regression analysis, they come up with the reshltsving that there is a positive and
significant relationship between FDI and economiowgh in Malaysia. Government
should therefore encourage FDI, but should enc@uaaigption of policies to encourage
domestic producers to adopt the technology broughihrough FDI. The government

should also try to fight corruption and high initat and foreign exchange volatility

UNCTAD (1999) revealed that the big inflows of faye investments in the developing
countries led to the development of local investmhehowever the foreign
companies/firms dominate the local firms in thesgetinat they can provide access to the
input that is not available locally, they have gdechnology and improved management

systems and they expand and diversify productiahexiport capacities.
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Wai-Mun H, Kai-Lin, and Kar-Mun (2008) did their owstudy to establish FDI and
Economic Growth Relationship in Malaysia. Employidgigmented Dickey-Fuller
(ADF) Unit root tests and Phillips-Peron (PP) tasd Ordinary Lest Square (OLS)
regression analysis, they come up with the reslitaving that there is a positive and
significant relationship between FDI and economiowgh in Malaysia. Government
should therefore encourage FDI, but should enc@uaaigption of policies to encourage
domestic producers to adopt the technology broughihrough FDI. The government
should also try to fight corruption and high initat and foreign exchange volatility.
Andreas (2006), Ndikumana and Verick (2008) and hisnC2005) find that FDI has a
positive significant effect on economic growth, @th suggest either a non significant or
a negative effect of FDI on economic growth (Lougamd Razin 2003; Akinlo, 2004;
Ayanwale, 2007; De Mello, (1999). It must be men#d that many studies have been
carried out at the firm, industry and country leyebut in this study, we focus on

developing country level studies

2.4.2 Empirical literature review in Africa

Antwi, Atta-Mills , Atta-Mills and Zhao (2013) diempirical study on the impact of
FDI on economic growth of Ghana. They used simpldirary Least Squares (OLS)
regressions and concluded that FDI has continugdaty a positive significant role in
economic growth of Ghana. They advised that govemrahould encourage the inflow
of FDI which brings with it capital inflow, techmmyjy transfer and creation of
employment. Again as in the case of Malaysia thera negative effect on domestic

producers whose market power is adversely affdayechonopolistic market created by
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foreign investors who brought in FDI. The governtr&mould, therefore, adopt policies

to encourage locals such as joint ventures betfageigners and locals.

Alfaro (2003)suggests that FDI makes positive contributions eokers in the foreign —
owned firms. Tanzania, Kenya and Uganda sample dhatforeign firms are more
productive, bring new management skills, investenloeavily in infrastructure and in

the training and health of their workers, and naenected to the global makers.

In Nigeria, Akinlo (2004) did an empirical study &I and growth in Nigeria. Using
ADF, PP tests and correlation analysis, he condubat FDI in Nigeria has a positive
effect on growth after a considerable lag. His itsssuggest that FDI in extractive oil
sector might not be growth enhancing as much asnédweufacturing sector. His work
also shows that export, labour and human capitalgasitively related to growth. He
advised government to encourage more FDI inflowgroductive sectors especially
manufacturing. His study also highlighted the n&edtem capital flight which has a

serious negative impact of FDI on short runs.

Anyanwu and Erhijakpor (2004) indicate that infrastures economic growth,
openness and significantly increase FDI inflowsAfdca while credit to the private

sector, export processing zones, and capital gainkave significantly negative effect.

Macaulay (2011) did his own study on FDI and thefgenance of the Nigerian
Economy. His work is mainly discussion of past aesk works. However, he came to
the same view that FDI has positive significaneefffof economic growth. Like Akinlo

he observed the negative impact of capital flighé recommended the government
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should encourage inflows of FDI but promote poBcie stem negative effects such as

capital flight and balance of payments disequilibri

Onu (2012) also studies the impact of FDI on Ecaoo@rowth in Nigeria for the

period 1986-2007. He employed multiple regressimaiyasis to determine the impact of
FDI on economic growth in Nigeria. He concludedttRBI is “an engine of economic

growth”. And that “the great potentials of FDI faccelerating the pace of economic
progress of Nigeria cannot be over emphasized. iBecaf the positive and significant
impact of FDI on economic growth it should be ermeged. He recommended that as
part of encouraging inflow of FDI, the governmehbsld overhaul the tax system to

curtail widespread tax evasion and corruption.

2.4.3 Empirical literature review in Tanzania

URT (2001)revealed that underdeveloped infrastructure isnofteinted out as one of
the key constraints to exploiting Tanzania’'s Depatent Potential. The infrastructure
network, therefore, needs to be upgraded to fataliitmprove accessibility to productive

location.

The transport network in Tanzania is geared towaeiging an economy dependent on
the outside world for output markets and importeuts. This has left major gaps in
terms of creating a relatively more cohesive nekwitrat would have fostered the
development of a domestic market for the countst®nomic activities which are
distributed partly following the location of natueedowments (World Bank and URT,

2001).
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Report on Foreign Private Investment in Zanzib&04) examined that FDI factors
assessed under infrastructure are inland transpoegss to seaport, air transportation,
and port operation. Perceptions on all infrastmectiactors were favorable except for
port operations, which remained unchanged. Althouagbkstors’ perceptions on inland
transport show improvement, there is a need foremmaprovements particularly on the
rural and feeder roads. These improvements were tdu&overnment’s efforts in

constructing new roads and undertaking roads nraanige and repairs.

The Zanzibar trade Policy (2004) has revealed tmatinflows of foreign investments

made the Revolutionary Government of Zanzibar keedevelopment of transportation
to be crucial for economic prosperity due to itspartance of moving goods and
services from one point to another. Therefore, mlyer of programs and projects to
develop the transportation network on land, watet air were set up; such programs
include the construction of tarmac roads, improving facilities in the air ports and

both on Unguja and Pemba ports. The implementaifaimose programs and projects

started since 1986/87 and is now on progress.

The study examines transport sector and findsithstvery crucial to the development
of the state economy. Due to the inflow of a numbérforeign investments, the
government reviewed the transport policy of 1986oider to cope with the current
environment and provide more attractiveness toidarenvestors including home

investors (Zanzibar National Transport Policy stuz3o4).
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Kombo, (2006) did his own study on FDI and the perfance of the Tanzania
Economy. His work is mainly discussion of past aesk works. However, he came to

the same view that FDI has positive significaneefffof economic growth.

2.5 Research Gap

From the above literature reviews for the best othars knowledge there is few
empirical study that investigate the determinarft§oceign direct investment and its
contribution in Economic Growth of Tanzania. Thigyuament is also insisted by
Khedoro and Seeturah (2000) that there are vergsctudies done in Africa related to
the determinants of foreign direct investment asdcontribution in Economic Growth
of Tanzania. Therefore there is no documented rels¢hat shows that similar study has

been done in the intended area so data from tindy still bridge the gap.
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2.6 conceptual frame work : FDI and Economic Growh

Independent Variable Dependent
variable
N A
r A r B
Foreign Direct Increase

Investmen employment,

Reduce direct and

indirect cos of \

Trade openness Increase inflow of
foreign product,

Infrastructure

A 4

Economic
growth

A 4

Economic »| Inflation
stability
Labor force » Skilled labor

Figure 1.0 : Summary of variable in relation toEconomic Growth

2.7 Theoretical framework
a) Foreign Direct Investment ( FDI)

The role of FDI to bring economic growth can betifiesd as it is helpful in bringing
new technologies and funds. The new technologiesnnaeways of innovation which
further help in the production process. Many stsidi®s shown that FDI increase

employment opportunities, domestic production, anoductivity as results economic
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growth (Borenzeteiret al, 1998, De Mello 1999, Asiedu, 2002), therefore exect

positive relationship between FDI and economic ghow

b) Infrastructural Development Infrastructure
Frequently pointed out in the literature to be aca@l factor of effecting economic
growth. Extended infrastructure reduces the diaect indirect cost of production. Hazel
and Fan (2002) stressed the importance of infretstre in enhancing productivity in
developing economies. It has been proved in mamjies that he public investment on
infrastructure in rural area as is playing the roieengine for agricultural productivity
growth. Onyeiwwet al (2004) and Asiedu (2002, 200&yplained that rural roads appear
to be the important determinant. Therefore we expesitive relationship with the

economic growth.

c) Trade Openness of the Economy
“Openness” is generally believed to have a faerampact on economic growth
through increasing productivity of the economysibelieved that more open economies
can grow more rapidly through greater access tamreimported intermediate goods,
larger markets, and advanced technologies thatribote to 2 TFP growth. In the
literature, openness of trade is proxies as expo@DP ratio, or export plus import to
GDP ratio, Miller and Upadhay, (2002); Akinlo, (Z)0 Nachega and Fontaine, (2006)
and Njikman et al., (2006)]. The present study ubedsum of agricultural exports and
imports as a percent of agricultural GDPas a primtythe openness of agricultural

economy.



22

d) Macroeconomic Stability

Theorists and policy makers sometimes have commtjotiews on the impact of inflation
on growth and productivity. A positive relationstyptween inflation and TFP can be
expected. On the other hand, inverse relationséiwden inflation and TFP can also be
found. It might be that high and unstable pricesate# economic uncertainties and
discourage investment. Inflation can also encoucagétal flight which adversely affect
the investment and hence TFP growth. Akinlo (20@5a study on macroeconomic
factors and total factor productivity growth in Saharan countries, used inflation as an
indicator for macroeconomic stability. The presstouidy used inflation rate (in percent)
in the model to capture the instability in the emmry, which is considered a necessary
player for TFP growth. Y PerCapita Income In Pakistnon-farm income makes the

larger proportion of the per capita income.

e) Labor Force
Human capital plays important role in the econodaeelopment of a country as well. If
the labor force is skillful then this will help toring prosperity in the country. The
quality of labor force is also important in the oty. Mortensen (2004) emphasized the
role of labor saying that the reforms improve lalperformance and help to reduce
unemployment on one hand and it encourages investimgesearch and development

required for long-term growth, on the other.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction
This chapter provided the methodologically to biéofeed throughout the research. The
chapter covered the research design, area of tly,stlata collection method, data

analysis techniques.

3.2 Research Design

The study adopted a quantitative comparative desigith is all about quantifying
relationships between variables. The aim of quatnt# research was to determine the
relationship between an independent and a deperndgables outcome in a population.
In particular, the study used quantitative reseakesign because it sought to establish

what are the determinants of FDI and how it dffececonomic growth in Tanzania.

3.3 Area of the Study
This study was conducted in Tanzania as we waimdoout the determinants of

Foreign Direct Investment and its contribution toBomic Growth.

3.4 Population of the study
The availability of data of FDI, Infrastructure,caeconomic stability may be obtained
from 1964 to 2014. However the study was selectadpte size from 2000-2014 (14

years)
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3.5 Sample size and sampling Design

3.5.1 Sampling Design
The study employed secondary method to collect datarder to facilitate data
collection process. The advantage of the secordlaeyis that, especially a government

agency has collected the data, incredible amountisne and money went into it. It's
probably highly accurate. The secondary data dassave time and less costly in

collection therefore, the research has relied anrtiethod.

3.5 2 Sample Size
The study select the sample size from 2000-2014sti¥ years because they are more
current and was specific for our study. Furtheemalue to the few data availability

from 1990-2000.

3.6 Data Collection Methods

These studies used secondary data as the datvaaliable from World Bank Website
(2013) from 1990-2014 for the Tanzania economyudiclg FDI inflows, Economic
growth ( GDP), Inflation, Infrastructures and coomitation , Domestic Investment
and other included variables. Thus there is no needse primary data collection
method because sample size is for 14 years whi@vadable from the World bank

Website.

The advantage of the secondary data is that, edlye@ government agency has

collected the data, incredible amounts of time amahey went into it. It's probably
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highly accurate. The secondary data also it sawe tand less costly in collection

therefore, the research has relied on this method.

3.7. Validity Data

The Validity of the data collected of secondaryadfsom World Bank indicators from
the World Bank Website (2013) as the official wébgif the World Bank. We believe
that, especially a government agency has collattediata, incredible amounts of time
and money went into it. It's probably highly acata. Furthermore, the validity of the
data has been conducted through reading the peiitetatures on the same field of our
research so as to understand the correctness ohéhsurement used in the different

variables.

3.8. Reliability of the Data

The data has been proved to be reliable througingethe descriptive statistics and
correlations analysis, unit root test and co irdaégn test of the all variables before
testing the model. Furthermore, the collection atdrom the World Bank indicators as
the official website of World Bank. The measuremehthe data has been taken from
the previous studies and experts for examplesaliening are the indicators of the each
variables used in the model

Where,

LFDI, Represents log of net inflow of Foreign Direct dstment in current US$ for

country

LTRO, Represents trade openness. The sum of export qudtito the ratio of GDP
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LCPI, Represents inflation rate annual percentage asypobxeconomic stability in

country

LINTER, Represents internet, the measurement used is théearuof main lines per

1000 people.

LGCF, Represents gross capital formation to the peagendf GDP in each country i

at time t.

LLBR, Represents labor force which is measured by theeanumber of population
(+15 years) .

&, Represents the error term

3.8 Data Analysis Techniques

The study used regression model in econometries tming the technique of Ordinary
Least Squares method (OLS) that help to determime relationship between
independent Variables and dependent variables. fie¢hod is very helpful to

understand the long run relationship among theatséas.

Ordinary Least Square analysis has applied on blatause it utilizes the data very
efficiently and OLS is easily well understandabtel anterpretable of statistical values.
As OLS is an efficient approach to know the relasioip between dependent and
independent variables keeping other variables eohstnd gives the optimize results (

Danish and Akram, 2014).
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3.9 Model Specifications
The model specifications of our research is derivech the theoretical framework as

explained in previous chapters as follows
GDP = 3, + 5,FDI + B,CPI + 8,TRO+ 3,INTERS + 5,LAB + &,

Where ,
LGDP represent log of per capital income in reSBUfor Country

LFDI, Represents log of net inflow of Foreign Direct dstment in current US$ for

country

LTRO, Represents trade openness. The sum of export audtito the ratio of GDP

LCPI, Represents inflation rate annual percentage asypobxeconomic stability in

country

LINTER, Represents internet, the measurement used is théearuof main lines per

1000 people.

LLBR, Represents labor force which is measured by thieeanumber of population
(+15 years) .

&, Represents the error term

3.10 Unit root test for stationary of data.
Most of the macro economic data has been suggélséedthe problem of unit root
stationary Therefore we are supposed to test onit test in order to ensure that the

results derived from the regression models are fire® spurious results (Datta and
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Kumar, 2011). Before estimating our modified modelthe equation. It was very
important to test out stochastic properties ofwhgables to be estimated. The analysis
was done using the Agumented Dickey-Fuller ( ADFyrmre convenient ADF that is
Augmented Dickey-Fuller and Phillips-Perron uniotrdest. The study proceeded with

the estimation of the model in equation.

3.11 Co integration

Two variables are said to be co-integrated if thewe a long run equilibrium,
relationship between them. If two variables, degemdand an independent, are
individually non-stationary but their residual (cimation) is stationary, the variables
are co-integrated on the long run (Gujarati, 200Fherefore the researchers used the
Johansen co-integration test to test co-integrasioge it is the only test which can
estimate more than one co-integration relationghipe data set contains two or more

time series as well as gives the maximum rank ehtegration.

3.12Serial correlation test

To ensure that our results are free from autocaticel we have tested the serial
correlation using LM test (Lagrange multiple test)has been used in previous studies.
The LM test is particularly useful because it ist mmly suitable for testing for
autocorrelation of any order, but also suitable foodels with or without lagged

dependent variables.
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CHAPTER FOUR
DATA ANALYSIS AND INTERPRETATION

4.1 Introduction
This chapter of the research on the impact of Fidllits determinants on economic

growth of Tanzania covers the finding obtainedafuhe research work.

4.2 Descriptive Statistics
This are used to describe the basic features ofldke in a study. They provide simple
summaries about the sample and the measures. dhaytlie basis of virtually every

guantitative analysis of data

Table 4.1 : Descriptive analysis
LNGDFP LNFDI LNLBR LNTO INTER CPI
Mear 9.78872. 6.66084. 9.93523i 8.47830: 1.68398: 7.92091.
Mediar 9.75839. 6.85112. 9.94875I 8.55416. 1.300001 7.02551.
Maximurr 10.4112. 7.55455! 10.1200 9.30190! 4.40000! 16.0010!
Minimum 9.25184i 5.67476! 9.72372i 7.44161. 0.117109. 4.73580.
Std. Dev 0.40672 0.71375! 0.13452¢ 0.67105! 1.44561! 3.37445!
Skewnes 0.10320. | -0.05381' | -0.13941 | -0.19282: 0.58622 1.14886-
Kurtosis 1.59074: 1.39180: 1.66174i 1.58831! 2.05280 3.23368.

Jarqu-Bere 1.26787. 1.62367! 1.16791. 1.33847 1.41989. 3.33384!
Probability 0.53050! 0.44404. 0.55768: 0.51209: 0.49167. 0.18882
Sun 146.830: 99.9126! 149.028: 127.174 25.25971 118.813
Sum Sq. De\| 2.31597. 7.13224. 0.25336: 6.30442 29.2572! 159.417.

Observation 15 15 15 15 15 15

Sources : World Bank Report
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Table 4.1 presents the descriptive statistics @fvériables under study. The Jarque-Bera
test statistics fails to reject the null hypothesisnormal distribution of each variable
because range from 1.1 to 3, which confirms thatséries are Knormally distributed.
Besides, the numeric of kurtosis for each variabli®und below 3, which indicates the
normality of distribution which range from 1.5 to Bhe figure for skewness for GDP,
INTER and CPI is found to be mild and positivelyegled , for the FDI, LBR TRO is

negatively skewed . The standard deviation of téees is found low when it is

compared to the mean, which indicates a small woefit of variation. In addition, the

range of deviation between the maximum and mininafneach individual series is
found to be reasonable in comparison to the meaally; the mean over median ratio
for each series is seen to be approximately ondchwhepresents normality of

distribution.

4.3 Correlation analysis

Table 4.2 : Correlation Analysis

LNGDP LNFDI LNLBR LNTRO INTER CPI
LNGDP 1 0.92 0.98 0.98 0.96 0.71
LNFDI 0.92 1 0.89 0.90 0.87 0.66
LNLBR 0.98 0.89 1 0.99 0.95 0.65
LNTRO 0.98 0.90 0.99 1 0.93 0.62
INTER 0.96 0.87 0.95 0.93 1 0.68
CPI 0.71 0.66 0.65 0.62 0.68 1
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There is high correlation among the included vaediecause all variable are show
positively relation which are from 0.6 to 0.9. Examthe correlation between FDI and
GDP is positive relation 0.92 and there is is pasirelation between FDI and

CPI(inflation) by 0.71, also there is positive teda between trade and GDP by 0.98,

also correlation between infrastructure and GDposstive relation 0,96

4.4 Unit root test

Most of the macro economic data has been suggtstethe problem of unit root
stationary Therefore we are supposed to test aoittest in order to ensure that the
results derived from the regression models areffoee spurious results (Datta and

Kumar, 2011).
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Table 4.3 : ADF Unit Root Tedor Stationarity .

Level First difference
Intercept plus Intercept plus
intercept probability | trend Probability | Intercept probability trend probability

GDP -0.20153 0.917y -3.283807 0.1126  -3.819B32* 0166 -3.31113* 0.111¢
FDI -0.08218 0.930§ -4.446334 0.01)76 -5.01754* 00R4 -4.77892% 0.0136

LBR -1.56275 0.4741 -0.0765 0.9887 -1.70658 04405 -1.93414* 0.058¢
CPI 0.030723 0.9421 -2.579024 0.2935 -6.37788* 00@8 -2.47031 0.3324

TOP -1.15861 0.66038 -1.322999 0.837 -3.615[5* 1602 -3.1796 0.1343

INTER 3.925077 1 -1.4671f 0.7911 -1.64728 0.4304 3.38075** 0.1058

Notes:
Asteriks* and ** implies a significant level at épercentage (5%) and ten percentage (10%). ADHesp
Augmented Dickey Fuller [13].unit root test



33

The results of unit root tests are presented inekadh.3. The results are presented in two
different forms, of intercept and trend and intpicelhe critical value statistics are

given in response of MacKinnon values. Speciahétia has been given in the process
of lag length selection, so as to ensure the diahoe terms are white noise. In this
consideration, we use the Schwarz Criterion methaed to select the appropriate lag

length which is selected automatically using Eviéws

For example the standard test of ADF fails to dettee structural break that is common
in time series moving average. From this fact, vesume that variables are not
stationary at level or my (0), once it is accefdtadall three tests in both with intercept
and intercept with the trend. Otherwise, for anyfticting results we assume that
variables is not stationary at levels | (0), hemae continue with first differenceThe
same reasons hdmeen given to justify that variables are stationafier first difference
by several studies and used Johansen and Juseliugegration methodSee, Das and

Choudhary, Malik).

In any conflicting results, we also assume thatjabdes are not stationary at levels,
because most of the macroeconomic variables werelfto have a unit root problem at
their level form. The results in Tables 4.3 preséwet results of unit root test in level
form. After considering THE ADF test in both condits of intercept with and without
trend, it is concluded that, all variables are stationary in level form and stationary

after first difference.
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Table 4.4 Results of Johansen and JuseliusuMivariate Co integration Test
B.TANZA | Maximum Eigen| 95% critical Trace test 95% critical
NIA (1) value value value

=0 102.1959* 40.07757 194.2869* 98.75366
= 31.69821 34.87687 90.09098* 69.81889
<2 27.54956 27.58434 58.39278* 47.85613
<3 17.24917 21.13162 30.84322* 29.79707
=4 10.14534 14.26460 13.59404 15.49471
=5 3.448704 3.841466 3.448704 3.841466

4.5 Co integration Test

On other hand, from table 4.4, the results of ¢egration indicate that, max Eigen test
indicate that there is one co integration relatimsmong the variables. However, for

the case of Trace test, indicate that there are #tegrating equations that tied all

variables together in the long run. This impliestthFDI, LINFL, LBR, LTRO,

LINTER, and LCPI has long run impact to the GDP gagita in Tanzania. All variables

are important in affecting the economic growth. Agor policies to one among these

variables would have long run effect to the ecomognowth of Tanzania.
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4.6 Diagnostic test with Serial Correlation

The LM test (Lagrange multiple test) is particlyarseful because it is not only suitable
for testing for autocorrelation of any order, bl#casuitable for models with or without
lagged dependent variables. The following outputoligained and there is strong
evidence for the presence of a serious serial ledive of order 15 based on the

following output.

Breusch-Godfrey Serial Correlation LM Test:

F-statistic 2.238212 Prob. F(2,7) 0.1772

Obs*R-squared 5.850808 Prob. Chi-Squaré(336

Dependent Variable: LNGDP

Method: Least Squares

Date: 07/27/15 Time: 10:46

Sample: 2000 2014

Included observations: 15

HAC standard errors & covariance (Bartlett keriNgwey-West fixed

bandwidth = 3.0000)
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Variable Coefficient  Std. Error t-Statistic Prob.
LNFDI 0.048625 0.023993 2.026662 0.0733
LNLBR 0.479280 0.761600 0.629306 0.5448
LNTRO 0.271372 0.136700 1.985157 0.0784
INTER 0.072222 0.020080 3.596708 0.0058
CPI 0.011746 0.002714 4.328228 0.0019
C 2.187650 6.361895 0.343868 0.7388
R-squared 0.995323 Mean dependent var 9.788722
Adjusted R-squared 0.992724 S.D. dependent var  0.406727
S.E. of regression  0.034694 Akaike info crdari -3.595339
Sum squared resid  0.010833 Schwarz criterion 312319
Log likelihood 32.96504 Hannan-Quinn criter, 53356
F-statistic 383.0224 Durbin-Watson stat 1.63335
Prob(F-statistic) 0.000000 Wald F-statistic 2631

Prob(WaldF-statisti€).000000

4.6.1 General Model Interpretation

The study indicates that with coefficient of Detaration (R2) at 0.99, one can say

variations in GDP can explain 99% of changes in,REde openness, infrastructure,

and Inflation Rate for the period of study. The lizgtion is that 1% is explained by

other factors not covered in the study. The eseohaalue of adjusted R2 is 0.99 show

the goodness of our model The F-statistics (0.@08%) shows the significance of our
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model, confirm that FDI, trade openness, infrastmecand Inflation respond to changes
in GDP. The value of Durbin Watson statistics fependent variable is 1.65 and if the
value lies between 1.5-2.5, it means that ther@iautocorrelation exists in the study.
In our case it is near to 2.00 which means thatetieno autocorrelation exists in our
study and the regression model assumes that emwrattbns are uncorrelated.

Furthermore, the test of LM serial correlation telsow that the model is free from the
problem of autocorrelation as the probability ®sdChi square is above 0.5 such that

0.5>0.05.

4.6.2 Coefficient interpretation
4.6.2.1 Foreign Direct Investment ( FDI)

The coefficients indicate that, increase in FDlomg percentage(units) , would results to
increase economic growth by 0.04 percentage(units. results implies there positive
relationship between the FDI and economic growtie Tresults show that, FDI has a
positive and significant impact on economic develept at the 4 percent level. One
percent increase in FDI inflow in the Tanzania ioagwill result in an increase of 0.04
percent in economic development. The result is ister® with findings of previous
studies such as Borenzetegt al, (1998), De Mello (1999), Asiedu, (2002hat
suggested an increase in FDI will result in ane@ase in economic development. More
recently, Tanzania Economy rely more on FDI wflsince mid of 1990s due to the
relatively slower growth of the domestic sectowéo domestic savings and lower per
capita income. The lower per capita income resnltswer savings rate and investment
in the Tanzania economy . Therefore, at this tineedountry is inevitably have to rely

on FDI as one of the sources for economic growtnde forth, more attractive policies
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to lure investors to Tanzania has to be improvadl lzeing more attractive in foreign

Investors.

4.6.2.2 Trade (TRO)

Theoretically the relationship between trade amshemic development is expected to
be positive. However, the estimated results suggessignificant and positive
relationship between trade and economic developmeihis implies that a one
percent(unit) increase in trade would resultsntréase economic development by as
much as 0.27 percent(unit). A reasonable argurfensuch results is that, the trade
openness increase employment opportunities, privitycnd foreign earnings. Most of
the theoretical and empirical literature on grofabnd that increase in trade openness
support the economic growth. For example, Akif005); Nachega and Fontaine,

(2006) and Njikman et al., (2006).

argued that, trade openness leads to transfecbhology, human, physical capital and
knowledge through export or import. Yet, Rodrigwer Rodrik (2000) and Edwards
(1993) suggest that export policy can stimulatenenuc. Therefore , the government
of Tanzania has to improve the trade environmerduifh reducing taxes and other
incentive so that to encourage more trade opennesse to improve the economic

growth.
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4.6.2.3 Labour Cost (LAB)

This study has found an insignificant relationdbgtween labor and economic growth in
Tanzania. As argued by Solow model, the higherléour the higher the short run
output. However, he did mention that an increaskiliour in the long run would not
have the same effect especially when the supplylues is limited. Furthermore, the
economy in this region is rather land and capit&nsive. Study by Li and Liu (2004)

found an insignificant relationship between laband economic growth as well.

4.6.2.4 Infrastructure facilities

The results suggesting that an increase in infrefstre by one percentage(unit) would
results to increase the economic growth by 0.0¢greage (unit). This implies that, the
infrastctures is an importanta inouts to the ecdngrowth of Tanzania. Infrastructure
is one of the key factors that enhance the econgmwth. A country that is well
equipped with airports, water supply, power suppdpds, telephone, and internet would
be able to minimize the cost of doing businessit®rinvestors and allow them to
maximize the rate of return on their investmentseasikst to increase economic growth.
Some of the studies have used infrastructure indexjndex constructed based on
energy use, telephone line and power consumptiovas used by Onyeiwet al (2004)
and Asiedu (2002, 2004). Due to the unavailabiiitycertain data, the infrastructure
index could not be applied. The uses of interneé per 1000 people was used instead
in this study as a proxy for infrastructure, aséhéeen used by Onyeivet al (2004)
and Asiedu (2002, 2004). Thus the government ofz&aia has to improve more
infrastructure such as roads, internet, telephame dnd ICT development so that to

improve the trade and economic growth in Tanzania.
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4.6.2.5 Inflation

The results show positive relation between inflatesmd economic growth of Tanzania
as inflation encourage productivity and output le@ne percentage(unit) increase in
inflation would results to increase the economiowgh by 0.01. This implies that, a
producer produces more when he saw more rewatdsafuput with high profit and
in this way country’'sGDP increase that is econogriewth. Chowdhury (2001) finds
long run positive relation between GDP growth ratel inflation in four South Asian
countries (Bangladesh, India, Pakistan, Sri Lankhgrefore it is important to adopt the

policy that controlling inflation for promoting esomic growth.

4.7 Discussion of the Finding

The finding obtained on this research shows thabhcrease in FDI by one
percentage(units) , would results to increase emangrowth by 0.04 percentage(units).
The results implies there positive relationshipnestn the FDI and economic growth.
The results show that, FDI has a positive andifsognt impact on economic
development at the 5 percent level. One perceméase in FDI inflow in the Tanzania
region will result in an increase of 0.04 perceneconomic development. The result is
consistent with findings of previous studies susiBarenzeteiret al, (1998), De Mello
(1999), Lumbila (2005), Herzeet al, (2008) and Saminet al (2010) that suggested
an increase in FDI will result in an increase imre@mic development. More recently,
Tanzania Economy Vu et al. (2006) reached simitarctusions casting doubt on the
overall general benefit of FDI inflows. However, their research, FDI into the
manufacturing sector in China and Vietnam was olegkto have a large positive effect

on economic growth.
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The finding obtained on this research shows thatrease in trade openness by one
percent(unit) would results to increase econonmggetbpment by as much as 0.27
percent(unit). The results imply there positiviatienship between trade and economic
growth, Most of the theoretical and empirical lg&mre on growth found that increase in
trade openness support the economic growth. Fongbea Frankel, Romer and Cyrus,
(1996) Grossman and Helpman, (1997) Frankel anddr@@®99) argued that, trade
openness leads to transfer of technology, humagsigdd capital and knowledge
through export or import. Yet, Rodriguez and Rodf#000) and Edwards (1993)

suggest that export policy can stimulate economic.

The results show positive relation between inflatemd economic growth of Tanzania
as inflation encourage productivity and output le@ne percentage (unit) increase in
inflation would results to increase the economiowgh by 0.01. This implies that, a
producer produces more when he saw more rewatdsajutput with high profit and
in this way country’s GDP increase that is econogrowth also Chowdhury (2001)
finds long run positive relation between GDP growdibeand inflation in four South

Asian countries (Bangladesh, India, Pakistan, Snka).
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CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introductions

This study contains four objectives, namely; toreixe the impact of FDI inflows,
infrastructure, economic stability and trade ope&snéo the economic growth in
Tanzania ( 2000-2014). This study therefore goesntich empirical literature in this
area of FDI. The study will hopefully, benefit tlgovernment by providing more
information in making appropriate policies to en@age inflow of FDI in the country .
The study used Ordinary Least Square Method ( QiSE used to estimate the FDI
model in order to capture the long run and to chiéekrobustness of the results. The
FDI-economic development model included the follogvivariables: Foreign direct
investment (FDI), trade (TRD), labour (LAB) and aomic stability ( Inflation).

Ordinary Least Square Method (OLS) was used toyaadhe model.

5.2 Summary of the main findings

It was found that the FDI, trade openness, infuastires, inflation (economic stability)
has a positive impact to the economic growth inZbaia It was found that a one per
cent increase in FDI, trade openness , inflatemdnomic stability) and infrastructure
resulted in 0.07 %, 0.07%, 0.001% , 0.005% in@@&agconomic growth respectively.
The findings are consistent with studies such asdAs(2002), Onyeiwwet al (2004),
Ismail (2009) and Ranjaet al (2011). Labour cost were found to be insignificant
affecting economic growth. These are in line witkvious studies by Onyeiwat el

(2004), Asiedu (2002), Wafuw el (2010) and Rajast al (2011).
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The result reveals one percent increase in FDIltexs in to 0.04 percent increase in
economic growth as well as one percentage incri@asade openness will increase the
economic development by 0.07 percent in Tanzélueever, FDI is contributing
lower to economic development in Tanzania this esdonse most of the poor trade
facilities and institutional environment. On thehet hand, trade had a positive and
significant effect on economic development. Thisplies that a one percent(unit)
increase in trade would results to increase econdevelopment by as much as 0.27
percent(unit). A reasonable argument for suchltesithat, the trade openness increase
employment opportunities, productivity and foreggrnings. Therefore, at this time the
country is inevitably had to rely on FDI as onetloé sources for economic growth.
Hence forth, more attractive policies to lure irees to Tanzania has to be improved

and being more attractive in foreign Investors.

The results suggesting that an increase in infreitre by one percentage(unit) would
results to increase the economic growth by 0.0¢gmeage (unit). This implies that, the
infrastructures is an important inputs to the ecoicagrowth of Tanzania. Infrastructure
is one of the key factors that enhance the econgmwth. A country that is well

equipped with airports, water supply, power suppgds, telephone, and internet would
be able to minimize the cost of doing businessitf®rinvestors and allow them to

maximize the rate of return on their investmentsessilt to increase economic growth.
Thus the government of Tanzania has to improve mdrastructure such as roads,
internet, telephone line and ICT development sotthéanprove the trade and economic

growth in Tanzania.



44

The results show positive relation between inflatesmmd economic growth of Tanzania
as inflation encourage productivity and output le@ne percentage (unit) increase in
inflation would results to increase the economiowgh by 0.01. This implies that, a
producer produces more when he saw more rewardsasutput with high profit and
in this way country’s GDP increase that is econogn@mvth. However, it is important to
adopt the policy that controlling inflation for proting economic growth. Labour was

found to have insignificant relationship with ecario growth

5.3 Implications of the Findings

It was found that the FDI, trade openness, infuastires, inflation (economic stability)
has a positive impact to the economic growth inZBaima However, FDI is contributing
lower to economic development in Tanzania this esdnse most of the poor trade
facilities and institutional environment. On théhet hand, trade had a positive and
significant effect on economic development. A remdide argument for such results is
that, the trade openness increase employment apyies, productivity and foreign
earnings. Therefore, at this time the country evitably had to rely on FDI as one of
the sources for economic growth. Hence forth, nattective policies to lure investors

to Tanzania has to be improved and being morecéitteain foreign Investors.

On other hand, the increase in infrastructure fotimat has positive impact to the
economic growth. This implies that, the infrasttwmes are important inputs to the
economic growth of Tanzania. Infrastructure is oh¢he key factors that enhance the
economic growth. A country that is well equippedhaairports, water supply, power

supply, roads, telephone, and internet would be &bl minimize the cost of doing
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business for its investors and allow them to mazémihe rate of return on their
investments as result to increase economic groWths the government of Tanzania
has to improve more infrastructure such as roaugyriet, telephone line and ICT

development so that to improve the trade and ecangrawth in Tanzania.

The results show positive relation between inflatesmmd economic growth of Tanzania
as inflation encourage productivity and output lev&his implies that, a
producer produces more when he saw more rewardsadutput with high profit and
in this way country’s GDP increase that is econognmvth. However, it is important to
adopt the policy that, controlling inflation forgmoting economic growth. Labor was

found to have insignificant relationship with ecamo growth.

5.4 Conclusions

Investments play a significant role in the economiowth, increment in assets and
infrastructure in any developing country. In anremay, direct investment are indicative
of a positive trend of investment with eventualtgrislates in increase in GDP and
economic growth of the country. This can also beved from the aforementioned
studies in the literature review. All efforts made this regard must keep into

consideration the economic, political and socitlaion of the country.

There must be present for the investor's concretefiis and opportunities in order for
the FDI to have an impact on the economy. Withbasé, any investment made would
be unable to yield the results that were desiresteHve must understand that it is the

responsibility of the local government to devisdéigies and strategies in such a manner
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that would support the efforts and investments dp@emade. For a country like Tanzania,
the need of the hour is to concentrate on infrattre development, human resource
training, encouraging local entrepreneurs to impr@n their trade to international,
creation of a stable macroeconomic environmentearsairing opportunities that would

be conducive for investors and provide momentuthéadevelopmental process.

5.5 Recommendations

Our results are likely to provide an opportunityftame some policy implications. The
regression results confirmed that an increase ih &fial its determinant has positive
impact on growth rate of Tanzania. Hence the aittesrshould positively concentrate
on maximum utilization of resources to increase KDbrder to increase GDP growth
rate. It needs effective and encouraging policitesnfthe public sector to restore the
confidence of the investors. Government shouldroffesiness friendly environment,
improve infrastructure and stability of inflatios & provides pace to attract huge FDI

hence increase economic growth.

5.6 Limitations of the study
The study on impact of FDI and its determinantshi economic growth of Tanzania
was hampered with some problems. Lack of separatagh disaggregate time series

data in FDI inflows such as FDI in manufacturingl @ervice sectors.

The second problem confronted by the researchengltine research period was the
lack of fund for carrying out the research work.yAresearch work requires the

researcher to have funds for proper implementaifdhe research work.
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5.7 Suggested area for further study

The study was based onty looking the impact of FDI and some of its deteant in
economic growth of Tanzania but there are manysaneavhich further research on
FDI's impact on the growth of Tanzania economgdeely needed. The most important
we suggest to investigating whether disaggregated if different sectors such as
manufacturing and service sectors can support #rezdnia economy where human

resource levels are very low
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