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ABSTRACT

Foreign Direct Investment (FDI) is one amongst the foremost of the most prominent features of the global economy presently. This study conducts an empirical analysis of the determinants of Foreign Direct Investment in Tanzania. The data for this research was collected from World Investment Reports, IMF, World Bank, Tanzania Investment Centre (TIC), National Bureau of Statistics (NBS) and the Bank of Tanzania (BOT); the analysis was just based on time series data for the year 1980-2021. The findings revealed that influence of exchange rate volatilities to the FDI inflow proves that exchange rate and FDI the actual relationship is negative. Similarly, the findings on interest rate also demonstrate that in the short run an increase in the interest rate is related to a fall in the FDI inflow. Again in the long run relationship between the interest rate and the FDI inflow, finding revealed that the interest rate had a positive effect to the inflow of FDI. Lastly, the population growth was found to have a negative effect in the long run. Then again in the short run, the population growth had a negative effect in terms of the first difference. It was recommended that the government make more initiatives at administering the attraction of investors comparable to the neighboring economies and should be more sector-specific strategic investment promotion, advocacy for lower business costs so as to pump the urge to invest among foreign investors.

Keywords: Foreign Direct Investment, Exchange rate, Interest rate, Population Growth.
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CHAPTER ONE

INTRODUCTION
1.1 Introduction

The chapter includes the study's background, which illustrates the underlying principles of the issues being investigated in connection to the economy but also foreign direct investment, which is the center of the study. The chapter also includes a problem statement that identifies the current problem that has to be investigated and its justification. Along with this, it includes the objectives of this research, research questions, significance, and the study scope.

1.2 Background of the Study

Investment is often regarded as a critical driver of economic progress in any country and therefore essentially cultivated among numerous economies (Wang, 2009). The concept of investment is further considered to enhance a much-needed funding to emerging nations in order to help them achieve their economic targets (Saqib, Masnoon & Rafique, 2013). Globally, there are various diversities of investment, including both the public and private investment. However, the contribution of investment to the global economy is massive and very diverse. Such that through investment, economies benefit on employment opportunities created, transfer of technology, access to international markets and product diversity (Lee, et al., 2022). 
These in turn could boost the exportation, creation of foreign reserves and overall boost the international trade dimensions, which in turn does aid the overall growth of the economy. The most common deliverable of global investment is the foreign direct investment (FDI). The emerging of FDI initially signified an overseas investment and international trade activities based on products and services among the industrialized nations (Kinda, 2010). It precisely entailed the actual physical existence of a company from a developed nation establishing its manufacturing in another developed nation. However, currently FDI is considered as a mechanism for the transfer of technology from industrialized to underdeveloped nations and therefore preferred especially among developing economies. 
Globally the trend of FDI has been an immense, such that FDI inflow had a massive rise of 64% in 2021 to USD 1.58 trillion, from less than $1 trillion during the previous year of 2020 (UNCTAD, 2022). Similarly, such massive rise has heavily been linked to the growing merger and acquisition (M&A) markets, fast expansion in international project finance, flexible financing conditions, and big infrastructure stimulus packages (Stiebale & Reize, 2011).
FDI has been crucial in accelerating growth and development in Africa. It has proved to heighten the availability of jobs, encouraging knowledge transfer, making it easier to reach international markets, and offering a variety of goods (Xu et al., 2021). On the other hand, most countries have been battling a range of similar issues, such as how to guarantee that investment conditions and regulations are founded in broad growth plans. In order to draw large quantities of FDI, the policies are also consolidated and coordinated on a global scale. However, there are a variety of factors that negatively affect FDI, particularly in Africa. As a result, there is a notion that investing in Africa is risky (Makoni 2021). However, African economies have gone above and beyond to implement policies that have been adopted by several other advanced economies in order to draw inflows of FDI in order to debunk these myths. Examples of such programs include economic incentives, infrastructure upgrades, the provision of low-cost inputs, financial subsidies, and guarantees for the repatriation of investments and profits (Okafor, Piesse & Webster, 2015).
Despite the global rise in the trend of FDI across the world, African continent has however experienced a staggering trend in the growth of FDI. For instance, according UNCTAD (2022) on the world investment report, the FDI inflow to African economies hit a peak of $83 billion in 2021, although this amount only represented 5.2% of global FDI inflow. Therefore, despite experiencing a growing trend in the inflow of FDI Africa is still not attaining its potential considering the amount of market size and natural resource available in the continent. Similarly, it has been argued that FDI inflow to the continent has not been spread equitably, such that only a bunch of countries appear to have gained significantly from FDI relative to the bulk of African economies (Osma, 2014). According to Yimer (2022) seven of African economies precisely, Angola, Nigeria, Egypt, Tanzania, Ghana, Ethiopia, as well as Kenya tend absorb about 57% of the continent's total FDI inflow, indicating that FDIs are still unevenly allocated across the continent of Africa.
Tanzania has had a tremendous increase in FDI over the previous ten years, with the nation seeing the greatest amount of almost USD 2.09 billion in 2013 (URT, 2016). Most of which come through the mining industry, the oil and gas business, and the basic agricultural products sector that entails coffee production, cashew nuts as well as tobacco. However, the inflow of FDI to the Tanzania’s economy has been radically declining reaching to USD 940 million in 2017 and hitting the rock bottom of about USD 684.5 million in 2020 (World Bank, 2021). 
Such decline is an implication of unattractive investment climate, thus investors opt to invest in rival economies rather than investing into the country. Furthermore, the business and investment climate has significantly worsened during the last few years. According to the World Bank (2021) on the Ease of Doing Business of 2020, Tanzania was placed 141st out of 190 nations, the lowest among its regional counterparts. On the other hand, FDI has been an essential tool for pushing the Tanzania’s economy. Such that FDI generated around 140,415 employment opportunities in 2019, up from 140,256 in 2018, which ranged from professional to nonprofessional employments (URT, 2021).  
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Source: Researcher findings (2023).
Tanzania being one of the craving investment economies has outlined several initiatives so as to enhance and promote more investment and business growth in country. Such efforts often contain a variety of incentives at various business environment situations. For instance, on the capital market, if the company has offered at least 35% of the shares to the public, the corporate tax rate may be lowered from 30% to 25% for three years. Starting from the date of listing, the reduced rate is valid for five years. Such a promotion aims to increase the quantity of available listings (Masunga, Mapesa & Nyalle, 2020). Additionally, in order to influence decisions on where to locate investments, the government also tends to sustain macroeconomic stability and enact investment attractive measures. 

1.3 Statement of the Problem

The flow of FDI has proven to be a resourceful aspect for the economic growth and therefore considered as one of the key ingredients for the sustaining an economy in any country. In context to Tanzania’s economy, the FDI has proven to be major pillar for enhancing the economic progress, employment creation and enhancement of trade as well as technology advancement (Bilame, 2022 & Epaphra, 2018). However, despite such resulting outcomes the flow of FDI is majorly unpredictable especially across economic waves and prevailing global conditions. Similarly, most of the variations in FDI inflow across nations may be attributed to macroeconomic dynamics alongside comparative production costs, and resource availability (Saqib et al., 2013). Hence implying that foreign investors typically prioritize transparency, simplicity, stability, and predictability in the economic condition during the investment process.
On a similar context, over the last ten years, Tanzania's government has made the best initiatives to attract FDI. Despite efforts such as guaranteeing strong political stability, adequate trained labour supply, and an open economy, FDI has been considerably on the decline. In particular, Tanzania has had an unfavorable decline in FDI inflows over the previous seven years, with the amount falling from USD 2.087 billion in 2013 to USD 1.506 billion in 2015 and then further to USD 990.6 million in 2019 and hitting the rock bottom of USD 684.5 million in 2020 (World Bank, 2021). 
Additionally, the percentage of FDI inflows to the GDP in Tanzania has drastically decreased, to the extent that it decreased from 5.66 % in 2010 to 1.1 % in 2020 (World Bank, 2021), which is a massive down turn of the inflow of FDI. Furthermore, the majority of significant investors have chosen to place their money in neighboring economies rather than in Tanzania (e.g., Volkswagen-Rwanda), which lowers the country's overall investment morale.
Despite that the different scholars having highlighted the different determinants on the inflow of FDI in Tanzania, scholars such as Epaphra (2018), Muzurura (2016) as well as Rodríguez-Pose and Cols, (2017), it is not clearly cemented on the triggering determinants for the continuous decline in the inflow of FDI with context to Tanzania. Therefore, this study intends to study the decline in FDI inflow by investigating the empirical determinants of FDI inflow within Tanzania’s economy, over the period from 1980 to 2021.
1.4 Objectives of the Study

1.4.1 General Objective

To investigate the determinants of foreign direct investment inflow in Tanzania.
1.4.2 Specific Objectives

i. To determine the influence of exchange rate volatility to the foreign direct investment inflow within Tanzania

ii. To examine the effect of interest rate to the foreign direct investment inflow within Tanzania 
iii. To investigate the influence of population growth rate to the foreign direct investment inflow within Tanzania

1.5 Research Hypothesis
i.  Exchange rate volatility has a significant effect on foreign direct investment inflow in Tanzania
ii. Interest rate has a significant effect on foreign direct investment inflow in Tanzania
iii. Population growth rate has a effect on foreign direct investment inflow in Tanzania
1.6 Significance of the Study
The results of this study are expected to enhance a massive awareness on the field of foreign direct investment to both investors and stakeholders in the investment sector and economic related issues. Similarly, the findings do reveal the trend of investment on the particular aspect of the foreign direct investment and how it has fluctuated over time. The findings of this particular analysis do also reveal the impact of the present prevailing determinants and how in specific have affected the inflow of foreign direct investors. Therefore, for the policy makers such findings will enhance adjustments and restructuring of the policies regulations and strategies that are related to the macroeconomic issues and government expenditures so as to improve the overall investment climate in the country.
Lastly, in addition to the above significances, the study is of huge importance to the researchers at gaining the analytical skills and experience in research methodology as well as for the successful accomplishment of the Master’s Degree and career development.

1.7 Scope of the Study

This study intended to make a detailed empirical analysis on the determinants of the foreign direct investment in Tanzania. Therefore, the study was conducted specifically on Tanzania, through investigating the macroeconomic determinants of the FDI and how they tend to hamper the fluctuation of FDI in the economy. In precise, the study did focus on exchange rate, interest rate and population alongside the control variable GDP and inflation rate.

1.8 Organization of the Study

This dissertation contains six chapters. Chapter one of the study contains the background, objectives, research questions, the study significance, the scope, as well as organizational section. Following that is the second chapter, titled Literature Review. This chapter presents a wide range of literatures, ideas, and factors related to FDI. This chapter, which goes further, presents the empirical analysis of several literatures. A review of ideas and literature is then given, highlighting any gaps that the study needs to fill. 
Chapter Three's heading is "Research methodology." It provides examples of the research design and outlines the study analysis process. This chapter also includes the study model, variables, and their definitions and measuring techniques. The investigation's findings are then detailed in chapter four. Chapter five, which also discusses the findings, their interpretations, and their implications in relation to the existing body of research, is titled "Discussion of Results." Chapter six provides an explanation of the study summary, conclusion policy recommendations, and potential for further research. The remaining components of the document contain the references.
1.9 Delimitation of the Study
The data required was collected from already published documents hence it was easy to get access of the data and the researcher was not required to prepare questionnaire and interviews and it help to save time.
CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

There are four main sections in this chapter that pertain to the literature review. This chapter includes the definition of terminology that offers the essential definitions for the study's basic concepts. The chapter also offers a theoretical framework where important ideas relevant to the research are explored in connection to the issues under consideration. The chapter also shows the empirical review, in which various works of literature are reviewed based on how they relate to the idea of foreign direct investment. The chapter concludes by describing the conceptual framework and research gap, as well as the main factors; the dependent and independent variables, and the nature of their interactions.

2.2 Definition of Terms

2.2.1 Foreign Direct Investment 
Foreign direct investment (FDI) is referred as a cross-border type of investment whereby investors from one country have a long-term stake in and considerable influence over a corporation from another country (Behname & Soleimani, 2012). The term foreign direct investment typically involves more than just capital. It could also entail providing administration, technology, and equipment. Furthermore, one of the most important characteristics of foreign direct investment is that it gives the investor effective control over the foreign company, or at the very least significant influence over its decision-making. Antwi (2013) explained FDI as a long-term investment reflecting a long-term interest and control in a company located in a different economy other than the investor's (foreign direct investor or parent enterprise). FDI indicates that the investor has a large amount of control over the administration of a company in a different economy. Therefore, ownership is based on the foreign economy and not the host country.

2.2.2 Macroeconomic Variables

A macroeconomic variable, as opposed to a specific population, is the described trend, feature, or condition of a general economic component. A significant economic, environmental, or geopolitical event that has a significant impact on the regional or national economy might be one of the macroeconomic factors (Nkechukwu, et al., 2013). Macroeconomic indicators, or primary signposts, are what signal the economy's present dominant tendency, according to Adaramola (2011). The essence of macroeconomic variables is their depiction throughout the specific economy; hence a macroeconomic variable's current trend means that it represents the macro level economy of a particular region (Talla, 2013). 
Additionally, most macroeconomic indicators are measured in relation to time, e.g., monthly, daily, yearly, and so forth (Nkechukwu, et al., 2013). Consequently, these macroeconomic indicators may be utilized as a gauge of how the economy is doing in relation to a particular economic sector. The macroeconomic variables may be divided into a wide variety of categories, including the money supply, GDP, rate of unemployment, FDI, exports, imports, consumption, and public spending, among others.

2.3 Theoretical Literature Review
2.3.1 Product Life Cycle Theory

In reaction to the Heckscher-Ohlin model’s inability to account for the identified pattern of the international business and trade, Raymond Vernon established the Product Life Cycle Theory (PLC). According to the theory, the place where a product was invented provides all of the parts and components for it early on in its life cycle. Production gradually shifts away from the site of origin once the product is accepted and used on the global markets. In certain cases, the product is imported by the nation where it was invented. 
Vernon (1966) proposed that the phases of the production attained throughout the international product lifecycle of a wide range of products, particularly knowledge-intensive items, had an impact on the pattern of goods exchanged between nations. The proportion among consumption and production may vary spatially depending on the various stages of product life cycle attained. In reaction to market conditions, the future product stage often took place in the most industrialized and innovative nation. In the mature product stage, the product became standardized, manufacturing and consumption expanded in the country that was inventing, there were more economies of scale, and prices were low. Here, the percentage of total sales that are exported increases. At this point, the product is also produced through FDI in other sophisticated and industrialized nations.
The product is solely sold based on price when it is a standard offering. Production is moved towards the developing economies where the labour force was relatively inexpensive as moving to low-cost areas became a more viable option. There have even been instances where the new manufacturing hubs (LDCs) have turned out to be major exporters to the innovative nation and other developed economies. Although this theory did a good job of explaining how industrialized economies outsourced production to nations with cheap labor costs, its applicability has somewhat diminished. The US, which Vernon (1966) used to spread his concept, no longer had a dominant position in terms of FDI, since European, Japanese, and other newly industrialized economies, as well as developing nations' MNEs too, require an explanation (Piggott & Cook, 2006). 
Vernon (1979) avoided the first critique by altering his model to assert that MNEs evolved in order to stop the entry of new enterprises into the market. He went on to specifically identify FDI as being motivated by and determined by the minimization of organizational risk (Vernon, 1994). Vernon, like Hymer, created a model that only addressed a portion of MNE activities. In this case, resource-based, efficiency-seeking, or FDI focused on strategic assets were not explained or attempted to be accounted for by the International PLC theory. However, this theory was the first to offer a dynamic explanation of the factors that influence foreign investment as well as the link between global trade and overseas production. It eventually turned out that the new assumptions it introduced about demand spikes, technological leads and lags, as well as communication and information costs were effective tools for study on international trade and foreign investment (Dunning & Lundan, 2008).
The application of this theory is based on the concept of gradual shift from the original area of production to new areas so as to tackle the global market. In this essence, most of the FDI into the developing economies is performed with a clear intention of covering the new market dimensions that were not accessed before. Therefore, variables such as population tend to be clearly significant aspects in relation to this theory. 

2.3.2 Internalization Theory of FDI

The internalization as a theory was initially put out by Coase (1937), although it was Buckley and Casson (1976) that first included the internalization-specific benefit into the basic analysis of FDI. They made an argument that businesses choose to internalize operations through the FDI whenever transaction expenses are greater than internalization costs. 
The fundamental assumption of internalization theory is that multinational organizations serve as substitutes for market processes for integrating comparable value-added operations across international borders. Therefore, there is a chance that businesses will engage in FDI whenever they believe that the potential net benefits of their shared ownership of domestic and international businesses, as well as the transactions that result from them, may be greater than those provided by external trading relationships. 

On a corresponding perspective, enterprises may not always internalize markets since internalization only happened when predicted profits outweighed expenses. Because of its lack of knowledge with the foreign environment, the company might suffer expenses associated with conducting business overseas, such as political risks and economic risks, which were caused by the "liability of foreignness” (Hymer, 1976; Zaheer, 1995). When the expenses of doing business overseas are high, Casson (2015) proposed that a corporation might choose to license or subcontract manufacturing to an autonomous foreign entity or may manufacture domestically and export to the nation instead. Therefore, the theory generally postulates that the most common trigger for foreign firms to opt for relatively cheap expenses.

Another justification for internalization was the notion of appropriation. It was argued that the main firm-specific advantages that enhance FDI occur in a crucial input market, such as its managerial ability, a patent, or an innovation. Although it did not grant the company any monopolistic rights in the market, this form of advantage allows the company to accrue economic benefit. The corporation decides to engage in FDI since doing so would allow it to maintain ownership and control of its edge while also taking advantage of any possible profits. This argument could help to explain why technology sectors are so prevalent among multinational organization. The theory's position is that host nations should either completely avoid FDI or actively support it (Piggott & Cook, 1999).
The application of this theory is based on the conception that firms to minimize exposure to business risk with incentives to specific asset. The theory also suggests that firms (multinational companies) tend to invest on foreign economies depending on comparative cost benefit analysis between investment returns in the local economy and foreign economy. Therefore, inflow of FDI into the developing economies like Tanzania is due to the fact that there are likely lower comparative costs with higher chances of benefits.
2.3.2 Eclectic (OLI) Paradigm
The eclectic paradigm of investment is also referred as the neoclassical OLI theory, which was developed by Dunning in 1988, with the goal of explaining the variation factors of FDI across the economy (Dunning, 2001). The theory describes how multinational investors choose the foreign markets based on ownership factor (O), location (L) and internalization (I). According to Hymer (1976), FDI will occur only when the relative expense of investing overseas is outweighed by the exploitation of business particular advantage. Therefore, implying that the investors will earn more in comparison to the expected costs of investing. In conclusion, the theory claims that FDI occurs in imperfect markets and that it is merely a strategic decision made at the business level rather than a financial decision made by the capital market. Such imperfections of the market tend to occur when the government intervenes and provide incentives so as to nourish certain sectors or specific investors. 

Dunning (1993) expanded on the idea of the attractiveness of FDI destination by identifying four categories of FDI depending on the purpose for the investment from both the standpoint of the investment entity. Market-seeking FDI was the first kind, and its goal was to fulfill regional and local market opportunities. Because it involves replicating production facilities in the host nation, it was also known as horizontal FDI. This sort of FDI also involved export substitution and perhaps tariff-jumping. The goal of horizontal FDI in this instance was to increase local production in order to better satisfy the local market, so size of the market and future growth in the host nation are indeed important factors. 
Tariffs and transportation costs, which make it difficult to access the local market, also compelled this type of FDI (Demirhan & Masca, 2008). Resource-seeking FDI was the second classification, where foreign companies actively engaged in the manufacturing sector with the intention of exporting, this was particularly prominent. Vertical or export-oriented FDI, in contrast to horizontal FDI, involved moving certain phases of the manufacturing chain to the host nation. The availability of inexpensive labor serves as the main incentive for FDI with an export focus. FDI is naturally drawn to nations having a wealth of natural resource allocation in the resource sectors as oil and natural gas (Dunning & Lundan, 2008).
Efficiency-seeking FDI, which took place when a business could benefit from the shared management of geographically dispersed operations in the context of scale and scope economies, was the third form of FDI. The fourth form of FDI was strategic asset seeking (to obtain research and development, innovation, as well as technological advancements) for activities that favored MNEs, namely knowledge-intensive businesses with high fixed-to-overhead cost ratios and that provided significant scale economies (Dunning & Lundan, 2008). As this was going on, aspects within the location (L) sections of the Eclectic paradigm changed over time. For example, some factors might be structured into further than one segment, and some variables that Dunning displayed as location factors—like cheap labor—have since been reclassified as market-seeking variables. The eclectic paradigm was a significant input to the body of research on FDI since it included various complimentary theories and identified a number of elements that affected the activities of multinational corporations. As a result, it was widely accepted among academics.
According to Jorgenson (2003) FDI is only advantageous if the prerequisites of ownership, location, and internalization (OLI) are satisfied. To begin, the multinational corporations must have a significant ownership advantage over the local enterprise. This might take the shape of specialized organizational or technological knowledge held by the multinational. Government initiatives as well as macroeconomic stability incentive on the advantages of investing in a particular host nation are also crucial. 
The host government may impose restrictions governing the nature of foreign ownership in particular situations. Such limits have the effect of reducing FDI inflows, which will be accompanied by technological advancements. Second, if multinational corporations and other investors may profit from any comparative locational advantage, it must be advantageous for them to manufacture in the host country. According to Tavares-Lehmann, Coelho and Lehmann (2012), macroeconomic stability incentives are classified as a host nation's locational advantages in attracting FDI. As a result, tax incentives that cut tax rates below the investor's home country tax rates or below those of other competing destinations boost the host country's attractiveness to investment. Finally, it should be feasible to carry out the operations in the host nations rather than leasing or purchasing them from other companies.
The application of this theory to the study is based on the emphasis of the macroeconomic stability incentives as one of the location based advantages to enhance the foreign direct investment. The theory postulates that presence of macroeconomic stability can create a competitive edge across rivaling economies and hence attract more FDI as compared to other economies.

2.4 Empirical Literature Review
At this section of the empirical review the study reviews different literatures that were performed on the concept of FDI. Therefore, evaluating different discussions and conclusions made with regard to the determinants and the factors that fluctuates the inflow of FDI over time, at different economies and at different economic circumstances. Since it FDI is regarded as one of the macroeconomic variables, then its fluctuations tends to be drastic depending on different other macroeconomic and sociopolitical factors. For instance a study by Tocar (2018) made an assessment on the determinants of the FDI in Romania. Despite revealing a vast majority of determinant factors for the inflow of FDI that tend to impact the inflow indirectly, the study revealed four main specific aspects that prove significant. The concept of market size, technology and institutional as political factors to be the only significant determinants of FDI inflow. 
Elimam (2017) made a review assessment on the determinants of the FDI in the case of Saudi Arabia. The study analysis was basically based on reviewing of available literatures and making conclusive discussion for the case of Saudi Arabia’s economic state of the FDI. From the findings it was revealed that a country's capacity to attract foreign direct investment depends significantly on its infrastructure, market size, and trade openness. FDI inflow has the potential to be advantageous for both the investing business and the host government. Additionally, it contributes to the nation's social change and economic progress. Several variables, including the rate of growth of the GDP, exports, and imports, have an impact on the inflow of FDI into Saudi Arabia. It is the responsibility of the government to preserve the greatest inflow of FDI since doing so encourages sustainable long-term economic growth through increasing investment in human capital.
Kumar and Sharma (2017) conducted an analysis on the factors affecting the inflow of foreign direct investment among 20 different developing economies within the South East Asia. The study precisely investigated infrastructure, trade openness, market size, the interest rate as well as inflation. The analysis was made through the Hausman test while considering the fixed and random effect models simultaneously. From the findings, it was revealed that based on the sample of the developing nations under investigation, fixed effect estimate shows that size of the potential market, trade openness, rate of interest, and human capital produce significant coefficients in connection to FDI inflow. The results correspondingly show that the biggest factor affecting FDI inflow is market size. thus basing on the results, the study recommend on stabilizing the interest rate as well as inflation as the key triggers while also building capacity for a potential market for the FDI inflow products.
Mistura and Roulet (2019) made an assessment on the determinants of the FDI in the case of 60 different developing economies. Through employing yearly-recorded data from 1997 to 2016 the study performed an augmented gravity model. From the findings the study revealed that According to the findings, measures that loosen FDI restrictions by an average of 10%, as determined by the Index, might boost bilateral inflow of FDI in stocks by an average of 2.1 percent. Even manufacturing sectors, which are normally open to FDI, are adversely impacted by countries' general restrictions. Similarly, there is a stronger positive effect to the inflow of the FDI within the services sector. Limitations on foreign equity and FDI screening procedures are also examined. Therefore applicatory recommendation should be made to ease the restrictions for FDI inflow.
Canh, et al., (2019) made an assessment on 21 different economies across a 10 years period from 2003 to 2013. The study specifically focused on investigating the impact of the domestic economic policy uncertainly and the overall world uncertainty to the inflow of net FDI to these 21 economies. In corresponding to that, the study employed a sequential (two stage) technique of panel data models in performing the study analysis. From the findings it was revealed that initially, the FDI inflows are negatively impacted by the rate of growth of domestic economic policy uncertainty. 
Furthermore, the World Uncertainty, which incorporates the economic policy uncertainties metric for 143 nations, has a favorable effect on FDI inflow to the receiving country when paired with the local economic policy uncertainly level. The results indicate that while local economic policy uncertainty does have a negative impact on FDI inflows, a rise in global (international) economic policy uncertainty might result in an increase in FDI inflows into the nation. The existence of a behavioral bias (anchoring and adjustments) that shows the investors' sensitivity to their capacity to identify a frame with uncertainty allows us to interpret this persistent aversion to global uncertainty.
Nguyen and Cieślik (2020) performed an analysis on the on the determining factors for the flow of FDI considering the case of 38 European economies and with regards to the 24 host economies in the Asian continent. The study employed data from 1995 to 2013 using the Poisson pseudo maximum likelihood estimation model in performing the analysis. From the findings the study revealed that the horizontal FDI is encouraged when the economies of two nations are similar in terms of total income and market size. 
The study also uncover empirical evidence in favours of vertical FDI in Asia, where the availability of trained labor in Asian host nations differs from that in European source countries, and this has a favorable effect for FDI from Europe towards Asia. While trade expenses towards both source as well as the host countries, investment expenses within Asian nations, and fluctuations in exchange rates are adversely connected to FDI. 
In contrast, a shared language, the trade agreements agreement, and a history of colonialism encourage FDI flow from Europe to the Asian economies. Variations in empirical findings are also caused by heterogeneities in the geographical areas, exchange rate systems, governance structures, and Eurozone membership of the host countries. The findings also point to certain potential developments and the government's functions in promoting FDI in both the source and the receiving nations.
2.4.1 Determinants of FDI Inflow in Africa

Muzurura (2016) conducted an assessment on the factors affecting the determinants of FDI in the case of Zimbabwe’s economy. The study employed data from 31 years from 1980 to 2011 through an OLS linear regression. From the results it was revealed that according to estimates and survey findings, Zimbabwe's potential to attract FDI is hampered by factors such as gross fixed capital creation, hyperinflation, trade openness, corruption state of the country, political uncertainty, poor governance, low export competitiveness, and contradictory government policies. According to the study, Zimbabwe should change its macroeconomic policies to build a secure and welcoming investment environment that encourages trade openness, export competitiveness, and domestic investment creation. In order to effectively attract FDI inflows, the nation should also embrace strong economic policies that reduce corruption, political instability, and national risk.
Rodríguez-Pose and Cols (2017) conducted an analysis on the FDI inflow and the determinants impacting it across sub-Saharan Africa. The study employed data from 22 different nations while focusing on the quality of governance among these sub-Saharan countries. Through an OLS linear regression the study focused on variables such as the natural resources, market size, wealth of the population, inflation rate, market openness, political stability, government effectiveness, accountability rule of law as well as the regulatory quality. From the findings, it has been demonstrated that aspects like political stability, effective governance, reduced corruption, expression and accountability, as well as the rule of law are not only more significant elements in determining the FDI than the magnitude of domestic markets, but it also have a long-lasting impact on the ability of African nations to draw FDI. 
Nkoa (2019) conducted an analysis on the impact of the financial development to the inflow of FDI among 52 African economies. The study was performed through an evidence of data from 1995 to 2015 through a Generalized Method of moments (GMM), while keeping a detailed consideration of economies without financial markets in comparison to economies with financial markets. The empirical findings demonstrate the favorable effects of money including quasi-money, banking loans to the private sector, and interest rate liberalization on FDI in nations lacking financial markets. Money and quasi-money, market capitalization, and value transacted on the financial market all favorably affect FDI in nations with financial markets. The study implies that African nations should strengthen their financial reforms in light of the low level of our calculated coefficients.
Asiamah, Ofori and Afful (2019) performed an analysis on the determinants of the inflow of FDI in the economy of Ghana. The study intended to make an in depth analysis on the recorded data of FDI from 1990 to 2015 on annual basis. The study highlighted the casual research design through specifically utilizing the Johansen cointegration approach in the data analysis. In the study findings it was revealed that there was a cointegrating link among the inflow of FDI and its drivers. 
The study also indicated that while the gdp, power generation, and telephone usage had positive impacts on FDI, the inflation rate, currency rate, and interest rate had statistical significant negative impacts on FDI in Ghana. Therefore suggesting that the for the case of developing economies like Ghana proper implementation of macroeconomic policies to curb a rise in the variables such as interest rate, inflation and exchange rate since they were found to be more influential in impacting the inflow of FDI in the economy.
Oro and Alagidede (2021) analysed the influence of petroleum resources and market size towards the inflow of FDI in Africa. Through a time series analysis of data recorded from the mineral and the investment departments the study was performed through an OLS linear regression. In the findings, the results point to mining of mineral ore as the main source of FDI in Africa, underpinned by the presence of relatively cheap labour. Therefore implying that most FDI inflows are triggered mainly by the presence of minerals, which is why FDI inflow in the mining sector is massive in the context African economies.
2.4.2 Determinants of FDI Inflow in Tanzania

Missama (2010) performed an analysis on the factors affecting the inflow of FDI into the agriculture sector in the case of Tanzania. The study was performed on the basis of the OLS linear regression while covering a series of years for the longitudinal study to be accomplished. The study determined the empirical link between macroeconomic factors and FDI flow patterns into the agriculture sector in Tanzania as well as how regulatory and legal policy framework, promotional methods, infrastructures, as well as support services influenced FDI inflows into agriculture. 
Currency exchange rate as well as local currency stability was regarded as being unfavorable for FDI in the agriculture sector by 55%, both exports and imports processes by 37%, as well as the rate of inflation was also deemed unfavorable. On the other side, it was discovered that political stability, together with tax holidays, exemptions, as well as entrepreneurship, but also telecommunication, were a favorable element. Lastly, the FDI inflows into the agriculture sector was found inversely connected to GDP, positively correlated with domestic inflation, inversely correlated with interest rates, and inversely correlated with trade openness of the nation. At the 1% level of significance, all the factors were determined to be significant.
Shawa (2014) conducted an analysis on the determinants of FDI in the case of Tanzania. The study analysis was conducted through an OLS estimation technique to explain the relationship. The study precisely focused on the variable market size, natural resources and development of infrastructure. The findings reveal that the main drivers of FDI into Tanzania are the size of the market, the state of the infrastructure, and the availability of natural resources. It is advised that Tanzania's government increase its efforts to expand the market in order to draw in more FDI. To attract more FDI to the country, additional research on infrastructure development is required. To assure their availability, further natural resource investigation is required. For instance, the country's recent huge gas discovery may have a significant influence on recruiting FDI throughout the near future.
Kingu (2016) conducted an analysis on the determinants of FDI in Tanzania, covering a period of 43 years from 1970 till 2012. The study was performed using a Johansen cointegration test alongside the Engle Granger test. In general, research findings point to the GDP, openness, and inflation rates as the primary predictors of FDI in Tanzania. Additionally, the data show that variables are shifting to long-run equilibrium at a rate of 53% annually. 
Additionally, a structural break over the long term points to steady contributions from these factors to FDI in Tanzania. Therefore, in this context, Tanzania's government should identify GDP, openness, and inflation rates as key factors in luring FDI into the country's economy. But it should be obvious that not only are these factors crucial for figuring out FDI in Tanzania, but they also significantly contribute, according to the modified R-square, since it has 70% of the power to explain FDI influx in Tanzania.
Epaphra (2018) investigated the empirical determinants of FDI inflow in the case Africa continent, while taking into consideration of 48 different Africa based economies, Tanzania inclusive. The study employed data from 1996 to 2016 through a random effect model, while also studying factors such as quality of institutions, governance as among the determinants. In the findings, the main outcome of the study are that FDI in Africa is significantly positively explained by economic openness, GDP per capita, and population growth. Similar to how corruption is reduced, political stability tends to have a favorable impact on FDI inflows into Africa. 
These findings offer some important perceptions into the choices made by practitioners, policymakers, and foreign investors. Therefore, government policy should support more market liberalization in order to draw foreign investment to the nations with less open trade. In a similar spirit, a good FDI strategy in any economy should prioritize increasing production efficiency in order to boost GDP per capita and expand the market. African governments must also raise the bar for their administrations as well as governance, particularly in terms of enhancing political integrity and corruption prevention.
Mtumwa (2019) investigated the impact of exchange rate on the flow FDI in the case of Tanzania. The study was conducted through employing data from 1995 towards 2017, while also employing control variables such as GDP, interest rate, and capital formation as well as inflation rate. The study analysis was performed through an aid of the correlation and the linear regression. In the findings it was revealed that FDI is drawn to Tanzania as a result of the devaluation of the shilling. 
In addition, key factors of FDI within Tanzania include interest rates, capital creation, GDP, and inflation. Therefore suggesting on enhancing a stable economy to provide financial security and reduce risks that are likely to impact the investments from foreigners.
Table 2.1: Synthesis of Reviewed Literature and Study Positioning
	Authors
	Objective
	Variables studied
	Methodology
	Main findings

	Missama (2010)
	To analyse the factors affecting the inflow of FDI into the agriculture sector in the case of Tanzania
	Regulatory and legal policy framework, promotional methods, infrastructures, as well as support services, alongside exchange rate, inflation 
	OLS linear regression
	Exchange rate, inflation and trade openness were found insignificant at impacting FDI. On the other hand, political stability, together with tax holidays, exemptions, as well as entrepreneurship, but also telecommunication, were a favorable element

	Shawa (2014)
	To assess the determinants of FDI in the case of Tanzania
	market size, natural resources and development of infrastructure
	Standard OLS linear regression
	Size of the market, the state of the infrastructure, and the availability of natural resources have a positive impact to the inflow of FDI in the country

	Muzurura (2016)
	To assess the factors affecting the determinants of FDI in the case of Zimbabwe’s economy
	Gross fixed capital creation, hyperinflation, trade openness, corruption state of the country, political uncertainty, poor governance, low export competitiveness, and contradictory government policies
	OLS linear regression
	Factors such as corruption, political instability, and national risk have a negative influence to the inflow of FDI.

	Kingu (2016)
	To assess the factors determining the inflow of FDI in the case of Tanzania
	GDP, trade openness, and inflation rates
	Engle Granger test
	There is a long run sorts of steady contributions from these factors to FDI in Tanzania

	Elimam (2017)
	To evaluate the determinants of the FDI in the case of Saudi Arabia.
	Infrastructure, market size, and trade openness, GDP, exports, and imports
	Standard OLS linear regression
	FDI depends significantly on its infrastructure, market size, and trade openness

	Rodríguez-Pose and Cols (2017)
	Analysing the determinants of FDI in sub-Saharan economies
	Natural resources, market size, wealth of the population, inflation rate, market openness, political stability, government effectiveness
	Standard OLS linear regression
	Political stability, effective governance, reduced corruption, expression and accountability, are significant elements in determining the FDI, but also have a long-lasting impact on the ability of African nations to draw FDI

	Kumar and Sharma (2017)
	To determine the factors affecting the inflow of FDI
	Infrastructure, trade openness, market size, the interest rate as well as inflation
	Hausman test, Fixed and random effect models

	Size of the potential market, trade openness, rate of interest, and human capital produce significant coefficients in connection to FDI inflow. Similarly, the biggest factor affecting FDI inflow is market size

	Epaphra (2018)
	To investigate the determinants of FDI inflow in the case Africa continent
	Quality of institutions, governance economic openness, GDP per capita, and population growth.
	Random effect model
	The Trade openness, GDP per capita, and population growth have a positive effect. 

	Tocar (2018)
	To assess the determinants of the FDI in Romania
	Market size, technology and institutional factors as well as political factors
	Standard OLS linear regression
	Market size and technology have a positive significant effect on the inflow of FDI

	Asiamah, Ofori and Afful (2019)
	Analysing the determinants of FDI in Ghana’s economy 
	GDP, power generation, telephone usage, the inflation rate, currency rate, and interest rate
	Standard OLS linear regression
	GDP, power generation, telephone usage had positive impacts on FDI. Similarly, the inflation rate, currency rate, and interest rate had statistical significant negative impacts on FDI in Ghana

	Mistura and Roulet (2019)
	To examine the determinants of FDI 
	GDP, mergers and acquisitions, FDI restrictions
	Augmented gravity model
	Loosening of FDI restrictions by an average of 10%, as determined by the Index, might boost bilateral inflow of FDI in stocks by an average of 2.1 percent. Similarly, GDP had a positive impact to the FDI inflow.


	Mtumwa (2019)
	To investigate the impact of exchange rate on the flow FDI in the case of Tanzania.
	Exchange rate, and control variables GDP, interest rate, and capital formation as well as inflation rate.
	Pairwise correlation and the OLS linear regression
	The exchange rate has negative significant impact to the FDI but also interest rates, capital creation, GDP, and inflation tend to influence the flow of FDI


	Nkoa (2019)
	To analyse the impact of financial development to the inflow of FDI 
	Money supply, market capitalization, banking loans, and interest rate
	Generalized Method of moments (GMM)
	Money supply, bank loans, and interest rate have an effect on FDI in nations lacking financial markets. On the other hand, Money and quasi-money, market capitalization, and value transacted on the financial market all favorably affect FDI in nations with financial markets

	Canh et al., (2019)
	To investigate the impact of the domestic economic policy uncertainly and the overall world uncertainty to the inflow of net FDI

	Domestic economic policy uncertainly, world uncertainty 

	Sequential (two stage) technique of panel data models
	The FDI inflows are negatively impacted by the rate of growth of domestic economic policy uncertainty. 

	Nguyen and Cieślik (2020)
	Determining factors for the flow of FDI in Asian economies
	Market size, geographical areas, exchange rate systems, governance structures, shared language as well as the trade agreements agreement
	Poisson pseudo maximum likelihood estimation model
	The horizontal FDI is encouraged when the economies of two nations are similar in terms of total income and market size. Additionally, a shared language, the trade agreements alongside the change rate systems, governance structures were fond to directly impact the flow of FDI


	Oro and Alagidede (2021)
	To examine the influence of petroleum resources and market size towards the inflow of FDI in Africa
	Petroleum resources extracted on yearly basis and market size
	An OLS linear regression
	Mining of mineral ore as the main source of FDI in Africa, underpinned by the presence of relatively cheap labour. Therefore implying that most FDI inflows are triggered mainly by the presence of minerals, which is why FDI inflow in the mining sector is massive in the context African economies


2.5 Research Gap

In regards to the reviewed literature both theoretical and the empirical literature from earlier studies, it is clearly identified that the inflow of FDI is impacted by series of macroeconomic factors as well as the institutional factors. Factors such as inflation, market size and trade performance were clearly highlighted as the main triggers (Epaphra, 2018; Muzurura, 2016; Rodríguez-Pose and Cols, 2017). On the other hand, political stability, proper regulatory and legal frameworks have been found to have an indirect impact to the FDI. Such that most stable political and supportive regulatory and legal frameworks were found to draw a massive amount of FDI (Mistura & Roulet, 2019; Tocar, 2018). 
However, despite such findings been clearly drawn majority of the studies were dated from 2019 and years before that within an exception of Oro and Alagidede (2021) that was focused on petroleum resources as the center of the independent variable. Similar, most of the previous studies were studied with time series data recorded on 2017 and years from that, but also most of them had a sample of less than 30, hence not statistically conclusive to make a statement on the determinants of FDI in Tanzania. Lastly, the study highlights a methodological gap that prevails, through utilizing the Error Correction Model (ECM) in order to determine the long run and short run determinants as well as the studying the data recorded from 1980 to 2021, which is a sample greater than 30 and therefore, statistically conclusive.
2.6 Conceptual Framework

A conceptual framework, according to Kothari (2004), is a structure that shows the links between the essential variables in a particular investigation. A logical structure is an analytic procedure with several variants and meanings. It is used to arrange concepts and create conceptual distinctions. A robust theoretical framework captures and applies reality in an easy-to-remember and apply manner. It also displays how a relational context clarifies the researchers' knowledge of a link between the variables believed to be important in a study. Based on the diagram presented below dependent variables are outlined as well as the independent variables. The independent variables include the branched out macroeconomic determinants prevailing within the Tanzania’s economy. Whereas the dependent variable is the recorded foreign direct investment studied for a prolonged time period.
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Dependent Variable
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Figure 2.1: Conceptual Framework
Source: Researcher’s construction (2023).
2.6.1 Description in the Relationship of Variables
2.6.1.1 Exchange Rate

The variable exchange rate is essentially vital macroeconomic component that at which single currency may be exchanged to the other. In this study the variable was the price at which the Tanzania Shilling buys the United States of America Dollar (TZS/USD). Furthermore, the exchange rate is anticipated to have a positive impact to the inflow of FDI such that investors are more likely to invest in a more devalued economic currency.
2.6.1.2  Interest Rate

Interest rates imply a percentage profit that a lender receives in exchange for deferring the use of resources to a later date. In line with this, the interest rate represents the cost a debtor bears to access resources right now. Therefore, higher interest rates may persuade foreign investors to invest into the economy especially those interested in investing in the financial sectors.
2.6.1.3  Inflation rate

The variable inflation rate is an indication of the persistence of price rise in the economy over time. Therefore, the economies with much higher inflation rates are likely to imply unstable economies hence a relatively lower inflow of FDI. Since the inflation rate is considered as the primary indication of the stability of the economy.
2.6.1.4  Population 

Population is regarded as the market size. Such that a massive population in the economy implies a presence of massive market, hence in this study the population growth was investigated on how it impacts and attracts the inflow of FDI.
2.6.1.5  GDP Growth

The GDP growth as a major indicator of the growing economy was studied as a control variable. In most cases the foreign investors are attracted to the trend of the growth of GDP, which is an implication that the return on investments is likely. Hence attracted to invest in the economy.

CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

The third chapter of the research outlines the procedures and approaches that were used to carry it out the study. As a result, there are seven important components in the chapter, which include the research design, which determines the precise design of the study. In a similar vein, the study area does outline the precise subject and angle of the investigation. On either hand, this part emphasizes the study's population and the sample that was examined. The techniques for data gathering and analysis are then described.
3.2 Research Design

Research design refers to the overall method of conducting research that provides a clear and logical roadmap for addressing specified research problems and the purpose through the collection, handling, analysis, and evaluation of the relevant data (Bloomfield & Fisher, 2019). The methods and approaches employed throughout the study design are significantly impacted by the researcher's conceptions regarding the actual structuring of reality and of data, which are frequently moulded by the disciplines of investigation in which the investigator is engaged. 
Similar to this, Kothari (2004) defined research design as the context for matching projected value with the study's objective; the research design is constructed with the aim of addressing study questions. On the other hand, Research design was described by Cooper and Schindler (2011) as a way for defining data collection strategies and data analysis techniques, as well as a strategy for articulating tools and data sources including information linked to research difficulties. Creswell and Plano (2011) contend that research design is actually an investigative tactic employed to gather information for the study's questions. Therefore, it is only the investigations overall plan or approach layout.
This study employed a longitudinal research design in terms of a time series analysis over a range of specified period of time. A longitudinal research design is a type of research design that makes use of repetitive recordings of the very same variables over a range of timescales. In contrast, the study's time series analysis is a quantified research method that looks at the outcomes of observations throughout time. It often involves a subject of concern or study components that are periodically measured or recorded (Bloomfield & Fisher, 2019). Additionally, this design was selected because the variables in the research are of a kind that are reported on a regular basis, such as annually or quarterly and even monthly.
3.3 Study Area

The study area in research refers to the precise areas and focused location where the study is conducted (Kumar, 2018). This precise analysis was conducted in Tanzania, through specifically focusing on macroeconomic variables FDI as the dependent variable as well as the inflation rate, interest rate, exchange rate, GDP together with population that are considered as the major determinants for the fluctuation of the FDI in the case of Tanzania.
3.4 Population and Sample Size
The group of components out of which data can be drawn is referred to as the study's population. This makes it possible to draw statistical inferences or calculate population estimates. In addition to specific components, it may also refer to a set of metrics or values (Kothari, 2004; Kumar, 2018). The word sample, on the other hand, refers to the fraction of populations chosen to reflect the population in estimating and statistical judgments about the overall population (Kumar, 2018). Thus, the sample size represents the actual quantity of the chosen sample. Based on the analysis proposed for this study, a sample comprising 42 years on an annual basis, compiled from 1980 to 2021, was examined. The sample of 42 years from 1980 is studied since; more reliable recorded data began to be well recorded from the particular year on annual basis. 
3.5 Data Collection Methods
The act of acquiring and carefully examining information on specific variables in an organized way allows one to respond to important queries and evaluate outcomes. Data collection is a crucial step in the research process in all academic fields, including the natural and social sciences, the humanities, and business (Feng et al., 2021). The emphasis on accurate and truthful data collection remains the same despite the fact that procedures vary depending on the area. The goal of any data collection effort is to gather high-quality data that can be processed to produce logical and trustworthy answers to the topics being pursued.
Since the study intends to make a detailed analysis basing on the macroeconomic variables related to the FDI within the Tanzania’s economy. Then this analysis used secondary data gathering techniques that have previously been gathered on prior time periods, depending on the details of the examined topics and the study's design. The Bank of Tanzania, the National Bureau of Statistics, and the Ministry of Finance did all provide the information exactly. Furthermore, in obtaining data for the analysis of this study, the study also referenced other reputable institutions, but only for further information that was needed.

3.6 Data Analysis

Data analysis is a technique and a process for categorizing, elucidating, integrating, evaluating, and analyzing data through the use of quantitative and analytical approaches. Data analysis, according to Cooper and Schindler (2011), is the act of cleaning, analysing, and structuring details in order to elicit particular information for certain decisions. Data analysis aims to produce useful knowledge and insight from the collected data. Similarly, the analysis was grouped into two major forms; that are the descriptive analysis and the econometric analysis.
3.6.1 Descriptive Analysis

Descriptive analysis is used to measure and analyze abstract amounts of data or information, particularly when computing mean averages, standard deviations, as well as the lowest and maximum values of calculated data (Mason & Bramble, 1997). To develop an empirical economic link with the economic data and information that was acquired, the descriptive analysis would therefore be carried out. Such analysis was carried out on each individual variable studied, therefore, making interpretation in connection with the implementation of the economic principles and perspectives.
3.6.2 Econometric Analysis

Econometric analysis is the process of applying statistical techniques to economic details in order to provide economic linkages with empirical support. More specifically, it is the quantitative study of real-world economic events that is based on the parallel theoretical development and observation and connected by suitable inference techniques (Gujarati & Porter, 2008). In addressing the determinants of the FDI inflow for the case of Tanzania’s economy, the study intends to employ an analysis through the error correction model (ECM). However, the theoretical model of the study was based on linear model as follows;
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 are the coefficients of the independent variables, Y stands for FDI and the Xs  stands for Exchange rate, Interest rate, Population growth, Inflation rate and GDP growth.
3.6.3 Error Correction Model

An error correction model (ECM) is a type of multiple time series model that is commonly used for data with a long-run familiar stochastic pattern, also known as cointegration. ECMs are a methodologically sound approach that can be used to estimate both the long run and short effects of one data set upon the other. The term error-correction refers to the fact that the error, or alteration from the long-run equilibrium, influences the short-run dynamics of the previous period. Thus, ECMs estimate directly the rate at which the response variable recovers to equilibrium following a change in the other parameters.
The Error Correction Model (ECM) is considered as the gold standard for modeling time series equations. The ECM divides the long run as well as short runs and enables the handling of non-stationary data series. The ECM doesn't make any arbitrary assumptions about how the factors evolve with time, hence considered suitable for studying the long run and short run relationships of variables. The model proposed is highlighted as follows;

∆lnFDI = ϕ 0 + ∑ki=1ϕ1∆lnIntt – i + ∑ki =0ϕ2∆lnExrt − i + ∑ki =0ϕ3∆lnInft − i+ ∑ki =0ϕ4∆lnPopt − i+ ∑ki =0ϕ5∆lnGdpt − i +β1lnIntt-1 + β2lnExrt-1 + β3lnInft-1 + β4lnPop-1 + β5lnGdpt-1 + μt
Where β1˗ β7 are long run coefficients and ϕ1 ˗ ϕ7 are short run coefficients, the rest as of the equations is defined as;

FDI stands for foreign direct investment

Intr stands for Interest rate.

Exr stands for Exchange rate.

Inf stands for Inflation rate.

Pop stands for population growth

Gdp stands for Gross Domestic Product

μ is the error term 
3.7 Diagnostic Checks 

To confirm the authenticity of the data acquired, various relevant time series-based checks were carried out during the analysis process. Such tests would include augmented Dickey Fuller test, which look for the presence of unit roots to determine whether the data gathered are stationary. Similar to this, the RAMSEY reset test for model specification, the Breusch Pagan test to check heteroscedasticity, the Variance Inflation Factor (VIF) test to check data multicollinearity, and the Johansen's cointegration test to check cointegration between the studied variables was all conducted. 
Table 3.1: Measurement Variables and Source Description
	Variable
	Measurement 
	Expected sign
	Source

	FDI inflow
	Tanzanian shillings
	Dependent variable
	National Bureau of statistics 

	Exchange rate
	Tanzanian shillings across the United States Dollar
	Positive 
	Bank of Tanzania

	Interest rate 
	Percentage 
	Negative
	Bank of Tanzania

	Population growth
	Percentage of annual growth
	Positive
	National Bureau of statistics 

	Inflation rate
	Annual percentage
	Negative
	National Bureau of statistics 

	GDP growth
	Annual percentage of growth
	Positive
	National Bureau of statistics 


Source: Researcher (2023).
3.8 Data Validity and Reliability

Before using, integrating, and occasionally processing data, it is necessary to validate the legitimacy and integrity of the underlying data sources. Depending on the requirements or intentions of the target, several sorts of validation may well be performed. For instance, data cleaning is a type of data validation, which is most commonly performed in statistical and analytical studies. Furthermore, data reliability, on the other hand, refers to the consistency and integrity of data and is a critical foundation for determining data certainty within the source of data. One of the main goals of data integrity considerations, which are often used to maintain data quality and dependability, is to prevent data fraud (Kothari, 2004).

In a similar context, the study looked at a number of literatures to confirm that the relevant variables were picked, as well as the tactics used to obtain those results, and that the data was obtained over a lengthy period of time to guarantee that the necessary answers were given. The research also guaranteed that the data are obtained from reputable and credible sources, such as the Ministry of Finance, Bank of Tanzania as well as the National Bureau of Statistics, which are all government institutions, to determine the credibility of the secondary data in this inquiry. In addition, in checking for the validity of the presented models, the diagnostic classification tests such as autocorrelation, cointegration, heteroscedasticity, multicollinearity, and the test for unit root was utilized in the study to determine the reliability and validity of the investigated data and results.

3.9 Ethical Considerations

It is critical for scholars to consider ethics concerns and values in research methodologies, acknowledge prior researchers, keep the public informed, and protect the dignity and wellbeing of human beings (Mason and Bramble, 1997). Anyone who takes part in research must follow ethical guidelines. During the preparation and execution of the study, the researcher did observe all research rules, regulations, and tasks, as detailed in this analysis. In order to get ethical clearance, the researcher did additionally explain how the acquired data in this specific analysis was used. As a result, strict adherence to the requirements for accessing information material would be enforced. In addition, the contributions of other authors were valued.
CHAPTER FOUR

PRESENTATION OF FINDINGS AND DISCUSSION
4.1 Introduction

The findings that were made throughout the data gathering procedure are presented in this chapter. The defined study objectives that guide the study analysis are the basic foundation for the presentations of the findings. Therefore, both the descriptive statistical analysis conducted during the research and the inferential statistical analysis conducted on the data gathered led to the results presented. Such analysis and presentation of the results were carried out in order to exactly meet the study's objectives and respond to its research questions, which were to ascertain the relationship between Tanzania's FDI influx and population growth rates, interest rates, and currency rate volatility.

4.2 Descriptive Analysis

The descriptive analysis on the studied variables was performed to determine the key essential statistical characteristics of the variables. Whereby the study did perform an statistical analysis to determine the mean average of the variables and other essential statistics that highlight the key characteristics of the variables. The central tendency as well as variability among the studied variables has been quantified to verify the description. The data set utilized was ensured to be credible since it was taken from the most reputable and dependable secondary data sources, namely the ministry of finance and BOT. The analysis estimates the observed data divergence from the center using central tendency metrics like mean (weighted average of the series) and standard deviation. The minimum value and maximum value are also established in this section. Table 4.1 lists the established descriptive statistics for each variable.
Table 4.1: Descriptive Statistics

	Variable

	Observations

	Mean

	Std. Dev.

	Min

	Max


	Foreign Direct Investment
	42
	528,804,406.9
	604319263.4
	-8419999.9
	2087261310

	Inflation rate
	42
	15.06645
	10.4417
	3.4475
	35.8268

	GDP growth
	42
	3.849524
	1.563473
	2.1
	6.88

	Exchange rate
	42
	790.1967
	759.1847
	8.197
	2315.45

	Population growth
	42
	2.932272
	0.244121
	2.31754
	3.41277

	Interest rate
	42
	14.07924
	2.028915
	3.0478
	24.625


Source: Researcher findings (2023).
4.2.1 Foreign Direct Investment

From the findings portrayed in Table 4.1, it was revealed in the studied period of 1980 to 2021, the FDI was on average at around USD 528 million, precisely at USD 528,804,406.9 on annual basis. Similarly the findings revealed that the minimum net inflow of FDI was precisely negative -8419999.9, which indicates that during the specific period the amount of FDI outflow was huge than the inflow, hence providing a deficit in the net inflow of FDI. Similarly, the highest amount of FDI studied in the period was 2087261310, which was recorded in 2014. On the other hand the variation in the data of FDI had a standard deviation of 604319263.4 across the period. 
Similarly, from the findings the FDI net inflow reveals a fluctuating trend on the FDI. Such that initially the net inflow of FDI was low, however during the late 1990s and the 2000s onwards, the trend began to rise tremendously. This can precisely be linked to the introduction of the investment policy that was massively supportive to foreign investors. Nevertheless, the net inflow of FDI attained its peak during the 2014 and began drastically declining. 

4.2.2 Inflation Rate

The rate of inflation was studied as one of the key aspects that tend to majorly drive investors to the economy since stable rates of inflation tend to majorly indicate stable economy. From the findings portrayed in the table 4.1, it was revealed that the average rate of inflation over the studied period was 15.07% on annual basis. However, the findings also revealed that the highest rate of inflation was 35.8%, while the lowest being 3.44% on annual basis. On the other hand the variation in the data of inflation rate had a standard deviation of 10.4 across the period.
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Figure 4.1: Trend of Inflation Rate

Source: Researcher findings (2023)
From the findings portrayed on Figure 4.1, findings reveal that majority of the highest inflation rates were recorded before the year 2000, such that the highest rate of inflation was in 1990. However, from 2000 onwards most of the inflation rates were below 15%, with exception of the rate of inflation in 2012 that was precisely at 16%.
4.2.3 GDP Growth

The GDP growth was studied as one of the key ingredients to the determining the net inflow of FDI. From the statistics portrayed in table 4.1, findings reveal that the average GDP growth rate of Tanzania from 1980 to 2021 was 3.85%. Similarly, the findings revealed that the lowest GDP growth rate was 2.1%, while the highest GDP growth rate on annual basis was 6.88%. On the other hand the variation in the data of GDP growth rate had a standard deviation of 1.56 across the period studied.
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Figure 4.2: Trend of GDP Growth Rate
Source: Researcher findings (2023)
From the finding portrayed on Figure 4.2, the trend statistics reveal that the GDP growth rate has been volatile but trending upwards on the annual basis across the studied period. The findings also reveal that the highest attained growth rate was around 2015 at 6.88%. However from that point the rate of GDP growth has been falling reaching to 4.35%.
4.2.4 Exchange Rate

The exchange rate that is the rate of currency exchanges between TZS and the US dollar was studied as one of the essential criteria of macroeconomic factors that tend to impact the inflow of FDI. From the findings, it was revealed that the exchange rate had a mean average of 790.19 across the studied period of 1980 to 2021. From the findings it was revealed that the highest exchange rate was recorded were 2315.5, while the lowest exchange rate was 8.19. On the other hand the variation in the data of exchange rate had a standard deviation of 759.2 across the period studied.
[image: image9.png]Exchange rate

Id

e xrate

[ 0202
[ 8102
[9toz
L¥T02
Leroz
Loroz
/8002
[ 9002
[ %002
A4
[ 0002
[ 866T
[ 966T
[ ¥66T
[ 266T
[ 066T
8861
9861
| 7861
| 2861
0861

2500

2000

1500

1000

500





Figure 4.3: Trend of Exchange Rate

Source: Researcher findings (2023)

From the findings on the trend statistics of the exchange rate, it was found that the exchange rate tends to have a rise trend. Such that the smallest exchange rate was recorded in 1981 and the exchange rate has been at a rising trend ever since, while reaching its highest point in 2021.
4.2.5 Population Growth

The aspect of population was studied as one of the key credentials in enhancing investment. Such fact is more credible due to the fact that majority of investors tend to opt for locations with massive populations. The population tends to be key inputs in terms of labour and also providing massive markets for the investment produce. From the findings it was revealed that the average growth of population across the studied period of 1980 to 2021 was 2.93%. Similarly, the study revealed that the lowest population growth recorded was 2.32%, while the highest ever recorded was 3.4% on annual basis. On the other hand the variation in the data of population growth rate had a standard deviation of 0.244 across the period studied.
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Figure 4.4: Trend of Population Growth 

Source: Researcher findings (2023).
From the findings on the trend statistics of the population growth rate, it was revealed that for majority the population growth was a stable state ranging between 2% and 3.5%, despite fluctuating during the 1990s. Such stability of the population growth can highly be linked with stable healthy practices and enhancing proper family planning policies that tend to control the growth rate of populations.
4.2.6 Interest Rate

The macroeconomic variable interest rate being a key catalyst in the fluctuation of the FDI in the economy was studied across 42 observations from 1980 to 2021. From the findings it was revealed that the average interest across the period was 14.07% on annual basis. Similarly, the findings also revealed that the lowest interest rate was 3%, while the highest interest in the studied period was 24.6%. On the other hand the variation in the data on interest rate had a standard deviation of 2.03 across the period studied.
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Figure 4.5: Trend of Interest Rate

Source: Researcher findings (2023).
From the findings on the trend statistics on the interest rate it was revealed that the interest rate was majorly volatile for most of the studied period. However, the interest rate trend also portray that between 1986 and 1996 the overall trend of interest rate did spike up reaching it’s highest during the year 1996. Thereafter mainly ranging between 15% and 5% for most of later years.
4.3 Stationarity Test

To draw certain generalizations and potentially valid conclusions regarding the overall framework of facts, a study was necessary. A stochastic operation's pre-set record is utilized to make statistical conclusions about the process' complexity. Stationarity, which shows how the rules of probability that govern how the component functions tend to evolve over time, is one of the most fundamental hypotheses. As a consequence, in terms of the constant mean, variance, standard deviation, and autocorrelation, the entire path complements a statistical equilibrium. 
According to Gujarati (2008), t he ability of stationarity to apply statistical inferences to certain time periods is what gives it its fundamental importance. Since non-stationarity is the opposite of stationarity, regression analysis of a given time-series that exhibits non-stationarity typically yields erroneous results also known as spurious regression.

Through the use of STATA software, this study ran augmented Dickey Fuller test to ascertain the degrees of stationarity among the variables under investigation. The dickey fuller was made popular in 1979 with the purpose of determining the stationarity aspects of time-based variables. The unit root of the model's variable, which indicates that the data series is not stable, is the null hypothesis of the dickey-fuller test. Stationarity or trend stationarity is frequently the alternative theory. Nevertheless, depending on the test version utilized, this could change. The values of Z(t) and the Mackinnon p-value for Z(t) are investigated in order to test for stationarity in the dickey Fuller test.
Table 4.2: Stationarity Tests

	Dickey-Fuller test for the unit root

	Variable
	Test statistic
	1% Critical Value
	5% Critical Value
	10% Critical value
	Test Conclusion

	Foreign Direct Investment
	-5.518
	-3.689
	-2.975
	-2.619
	Stationary

	Inflation rate
	-7.199
	-3.648
	-2.958
	-2.612
	Stationary

	GDP growth
	-5.919
	-3.648
	-2.958
	-2.612
	Stationary

	Exchange rate
	-6.291
	-3.648
	-2.958
	-2.612
	Stationary

	Population growth
	-5.836
	-3.648
	-2.958
	-2.612
	Stationary

	Interest rate
	-5.537
	-3.648
	-2.958
	-2.612
	Stationary


Source: Researcher findings (2023).
From the findings portrayed in Table 4.2 it was revealed that all variables were stationary. However, findings in the analysis revealed the variables were initially not stationary, while the variable population growth was stationary at lag 1. However, once the variables were differenced they become stationary. Therefore, the t-statistic value on the FDI, inflation rate, GDP growth rate, exchange rate, population growth rate and the interest rate are quite less than the critical values at 1%, 5% and 10%. As a result, we reject the null hypothesis and conclude that studied variables FDI, inflation rate, GDP growth rate, exchange rate, population growth rate and the interest were stationary and hence suitable for regression analysis on time series basis.
4.4 Cointegration Test

According to economic and econometric theories, the majority of time series-based data will converge as well as fluctuate over the long run equilibrium. The idea of cointegration is helpful in econometrics and statistics for techniques evaluating long-run equilibrium as well as long-run connections in time series data. In order to test for a long-term relationship between the variables, a cointegration analysis was performed. The results showed that the variables are not co-integrated because the trace statistics of all equations are greater than their critical values, which allowed the study to reject the null hypothesis that no cointegration equations exist.
To ascertain the cointegration between the variables, the study used the Johansen cointegration test. Discovering long-run properties or equilibrium across two or more sets of variables is made easier by the Johansen Cointegration Test technique. It aids in identifying situations when two or more stationary time series are cointegrated in a way that might cause them to deviate significantly from equilibrium over time. To ascertain if different time-series data are cointegrated simultaneously, the Johansen analysis resolves the restriction of the Engle-Granger technique of an erroneous test result for more than two time series. Because this test has asymptotic characteristics, it can be even more accurate with a low sample size since a small sample size could lead to unreliable or misleading results. The Trace Test and the Maximum Eigenvalue Test are two more bifurcations of the Johansen Test.
Table 4.3: Johansen Test for Cointegration

	Trend: constant                                                                                     Number of observation = 42

	Sample: 1980 - 2021                                                                                                             Lags = 2

	Maximum rank
	Parms 
	LL
	Eigenvalue 
	Trace statistic
	5% critical value

	0
	42
	-1209.34
	.
	119.7377
	94.15

	1
	53
	-1181.84
	0.74714
	64.7402*
	68.52

	2
	62
	-1167.37
	0.51489
	35.8052
	47.21

	3
	69
	-1156.02
	0.43315
	13.0989
	29.68

	4
	74
	-1151.45
	0.20422
	3.9617
	15.41

	5
	77
	-1149.47
	0.0943
	0
	3.76

	6
	78
	-1149.47
	0
	
	

	Maximum rank
	Parms 
	LL
	Eigenvalue 
	Max statistic
	5% critical value

	0
	42
	-1209.34
	.
	54.9975
	39.37

	1
	53
	-1181.84
	0.74714
	28.935
	33.46

	2
	62
	-1167.37
	0.51489
	22.7062
	27.07

	3
	69
	-1156.02
	0.43315
	9.1372
	20.97

	4
	74
	-1151.45
	0.20422
	3.9617
	14.07

	5
	77
	-1149.47
	0.0943
	0
	3.76

	6
	78
	-1149.47
	0
	
	


Source: Researcher findings (2023).
The Johansen Cointegration evaluation estimates the total number of co-integrating equations relevant to the research variables by contrasting the trace statistics to 5% of essential values. The results of this test are shown in Table 4.3. They show that no cointegration hypothesis is disproved, that at least one cointegrating equation is significant in terms of statistics based on Max Eigen, and that there is at most one cointegrating equation present in terms of statistical data on traces. These results demonstrate that the series used in this study have enduring relationships in the long run.
4.5 Error Correction Model

The empirical findings of the econometric analysis carried out in this study are presented in this subsection of the presentation of findings. An error correction model (ECM) was a method of analysis. The ECM was used in this study because, while population growth was stationary at one lag, several of the variables under investigation were not. The ECM is also the best model for evaluating time series ideas that are discovered to be non-stationary. The ECM is an ordinary least square (OLS) modelling strategy that might be helpful for time series that are non-stationary and mixed-inclusive. Using a generic to specific modelling approach, this model describes data generating processes with an appropriate number of delays. By combining short- and long-run equilibrium dynamics, it does this without erasing long-term information, such as misleading relationships resulting from non-stationary time-series data.

Table 4.4: Error Correction Model Results

	Variables
	Coef.
	Std. Err.
	t
	P>t
	[95% Conf.
	Interval]

	FDI L1.
	-1.46806
	0.300521
	-4.89
	0.000
	-2.09943
	-0.83669

	Long Run
	

	Inflation rate
	0.15219
	0.082365
	1.85
	0.081
	-0.02085
	0.325233

	GDP growth
	1.707068
	0.345673
	4.94
	0.000
	0.980835
	2.4333

	Exchange rate
	-0.11207
	0.20158
	-0.56
	0.585
	-0.53557
	0.311437

	Population growth
	-12.287
	2.155883
	-5.7
	0.000
	-16.8164
	-7.75768

	Interest rate
	0.425445
	0.125324
	3.39
	0.003
	0.162148
	0.688741

	Short Run
	

	FDI LD.
	0.585642
	0.207595
	2.82
	0.011
	0.149501
	1.021783

	Inflation rate D1.
	-0.15946
	0.083008
	-1.92
	0.071
	-0.33385
	0.014936

	Inflation rate LD.
	-0.08457
	0.058769
	-1.44
	0.167
	-0.20804
	0.038895

	GDP growth D1.
	-1.77783
	0.686439
	-2.59
	0.018
	-3.21998
	-0.33568

	Exchange rate D1.
	-1.5317
	1.147095
	-1.34
	0.198
	-3.94166
	0.878258

	Population growth D1.
	-20.8326
	6.962241
	-2.99
	0.008
	-35.4598
	-6.20551

	Population growth LD.
	30.94379
	9.89878
	3.13
	0.006
	10.14723
	51.74036

	Interest rate D1.
	-0.31206
	0.306289
	-1.02
	0.322
	-0.95555
	0.331433

	Interest rate LD.
	-0.75318
	0.224788
	-3.35
	0.004
	-1.22545
	-0.28092

	Constant
	59.02103
	14.96726
	3.94
	0.001
	27.57597
	90.46608

	Number of observations
	42
	

	R-squared
	0.7888
	

	Adj R-squared
	0.6128
	

	Log likelihood
	-41.120634
	

	Root MSE
	1.1146
	


Source: Study findings (2023).
Based on the findings presented on Table 4.4 on the error correction model, the study revealed that the first lag of the FDI was quite significant at impacting the net inflow of FDI. However, such significance had a negative relationship. Therefore interpreted as an increase in the first lag of FDI by 1% leads to a fall in the subsequent FDI in the coming period by 1.4%. Such relationship can further be interpreted that as, holding other factors constant, an increase in the current FDI by 1% will lead to a fall by 1.4% in the FDI in the coming period.
In the long run relationship, the study analysis shows that GDP growth rate, population growth rate and interest rate are significant at the standard 5% level of significance. However, the inflation rate was significant at 10% level of significance, which can also be acceptable with a much bigger sample. On the other hand, during the short run, the GDP growth rate, population growth rate, and interest rate were found significant at the standard 5% level of significance. Additionally, the inflation rate was also significant at 10 % level of significance.
In precise, the positive relationship between the inflation rate and FDI in the long run, can be interpreted as, holding other factors constant an increase in inflation rate by 1% in the long run is related to an increase in the FDI inflow by 0.15%, hence implying a smaller sort of inflation has positive effect to the economy in the long run. In the short run, the negative coefficient of 0.15% in the first difference implies that an increase in the difference of inflation rate by 1% from one period to the other relates to a decrease in the inflow of FDI by 0.15%. Hence indicating despite presence of a positive relation between smaller bits of inflation and FDI in the long run, the macroeconomic factor has devastating effect during the short run.
The GDP growth rate was found positively significant at impacting the inflow of FDI in the long run. Such that, holding other factors constant, an increase in the GDP growth rate by 1% is related to an increase in the inflow of FDI by 1.7%. However, during the short run finding reveal controversies, such that the GDP growth rate has a negative significant effect. Such that an increase in the GDP during the short run by 1% is related to a fall in the FDI inflow by 1.7%, hence implying that during the short run, the immediate effect on the FDI is usually negative. However, as time pass during the long run, were all factors of production tend to vary the effect becomes positive.
The population growth was found to have an overall negative implication in both long run and short run. Such that the population growth was found to have a negative effect in the long run, hence precisely revealing that an increase in the population growth rate by 1% is related to a fall in the FDI by 12.2%. On the other hand in the short run, the population growth had a negative effect in terms of the first difference. Therefore revealing that an increase in the population growth by 1% was related to a fall in the FDI by 20%. Hence revealing that despite majority of multinational companies engaging into the economies with more labour. The case is not so in the case of Tanzania, which is proven by the presence of a negative relationship.
The interest rate was found to have a positive effect in the long run for the inflow of FDI, but a negative influence during the short run. In precise, the findings n the long run reveals that an increase in the interest rate by 1% is related to a rise in the FDI by up 0.4%. On the other hand, in the short run an increase in the short run interest rate by 1% is related to a fall in the FDI inflow by 0.75%. Therefore, indicating that the interest rate is quite beneficial to the FDI during the long run and actually destructive during the short run. Lastly, the variable exchange rate was found to have negative but insignificant relationship in both the long run and short run. Therefore suggesting that as the exchange rates spike up in the economy, the rate and inflow of FDI to the Tanzania’s economy becomes even more diminishing.
4.6 Model Validity Tests
Multiple tests have been carried out to check that the model was correct and conformed to the basic linear assumption. After the model has been regressed, tests for multicollinearity, heteroscedasticity, autocorrelation, and misspecification were performed.
4.6.1 Multicollinearity 

A liner based regression model exhibits multicollinearity if there are strong cross-correlations among several independent variables. When a researcher or analyst tries to determine if each independent variable can be utilized to predict or comprehend the dependent variable in a statistical model, multicollinearity can result in skewed or misleading conclusions. Wider confidence intervals from multicollinearity can often lead to fewer reliable probabilities for the effect of independent variables in a model. Therefore, the independent variables do not have a precise linear relationship, which is one of the main fundamental assumptions in any regression models. When two or more variables that are tightly correlated are present, multicollinearity is an issue. 

Table 4.5: Variance Inflation Factor (VIF) Test
	Variable
	VIF
	1/VIF (TOL)

	Population growth
	

	L1.
	9.23
	0.108342362

	--.
	8.62
	0.116009281

	L2.
	7.81
	0.128040973

	Exchange rate
	

	L1.
	7.01
	0.142653352

	--.
	6.44
	0.155279503

	GDP growth L1.
	6.11
	0.163666121

	Inflation rate
	

	--.
	6.06
	0.165016502

	L1.
	6.04
	0.165562914

	Interest rate L1.
	5.19
	0.192678227

	GDP growth
	4.27
	0.234192037

	FDI L1.
	3.53
	0.283286119

	Interest rate
	3.05
	0.327868852

	FDI L2.
	2.77
	0.36101083

	Inflation rate L2.
	1.94
	0.515463918

	Interest rate L2.
	1.58
	0.632911392

	Mean VIF
	5.31


Source: Study findings (2023).

Based on the information in the VIF table above, it can be concluded that there is no multicollinearity issue because the mean VIF for the variables is less than 10. As a result, the whole set of simulated variables show no sign of multicollinearity. Additionally, multicollinearity is not a problem because the VIF on individual variable levels is less than 10.
4.6.2 Heteroscedasticity 

Heteroscedasticity or uneven variance happens when the idea of homoscedasticity, which simply indicates the presence of constant variance among the disturbance term, is broken. Heteroscedasticity occurs in statistics when the variances of a predicted parameter are not constant when measured across various values of a predictor variable or when compared to prior time periods. The telltale hallmark of heteroscedasticity is a propensity for residual errors to increase with time. The Breusch-Pagan test, commonly referred to as the white test, provides more information on how to evaluate this issue.
Table 4.6: Breusch-Pagan Heteroscedasticity Tests
	Ho: Constant Variances

	Variables: Fitted of FDI

	Chi2 (1)
	1.52

	Prob > Chi2
	0.2175


Source: Study findings (2023).

The chi2 probability statistic implies that there is no heteroscedasticity hence we are unable to reject the null hypothesis (H0), which indicate presence of a constant variance. A constant variance does not exist if P (chi2) is less than 0.05, which means the null hypothesis should be rejected. The null hypothesis is not disproved if P (ch2) is greater than 0.05, hence the variance does not change. P (Chi2) was 0.2175 in Table 4.6's findings, which is greater than 0.05, hence no heteroscedasticity.
4.6.3 Misspecification Test

The model specification test is essential because it validates the precision of the suggested estimate model. According to Gujarat and Porter (2008), a linear regression model must have characteristics of "correctness" in order to be usable for analysis; otherwise, the model will be biased or have model specification error. The concept of "correctness" refers to the model's data being logically verifiable, the variables being captured being relevant in the sense that they explain the dependent variable, the model making economic sense in the sense that it explains the theory already in place, the independent variables not correlating with the error term, and the parameters being stable.
Table 4.7: Ramsey RESET Test

	Ho: The model is correctly specified

	F (5, 42)
	4.29

	Prob > f
	0.435


Source: Study findings (2023).

The p-value of 0.435, which is higher than the usual threshold of 0.05, shows that the model's specification is correctly stated. As a result, there is a high likelihood of accepting the null hypothesis that the model is completely stated and has no missing variables. These results pave the way for a more in-depth assessment and examination of the research's factors.
4.6.4 Autocorrelation

A time series' degree of resemblance to a delayed version of itself across successive time periods is mathematically represented by autocorrelation. Since autocorrelation utilizes the same time series twice once in its initial condition and again with one or more extra time periods it is similar to correlation across multiple time series. Gujarati & Porter (2008) defined autocorrelation as the relationship or connectedness between values of the same variables in several time series.

The investigation indicates a positive link based on the information provided since the Durbin Watson statistic is 4.8. As a result, observations made in the past, for example, have a favourable influence on observations made now.
Table 4.8: Durbin-Watson Test

	Durbin Watson
	

	d statistic (16,
34)
	1.76596


Source: Study findings (2023).

4.7 Discussion of Findings
The discussions offered fully detail and describe the implications and results of the findings in respect to the theories that are already accessible as well as to the body of literature that is currently in existence. Additionally, these remarks are provided in accordance with the study's intended objectives that aimed at examining the relationship between Tanzania's FDI inflow to the population growth rates, interest rates, and the currency exchange rate volatility.
4.7.1 The Influence of Exchange Rate Volatility to the Foreign Direct Investment Inflow 
The influence of the exchange rate volatilities to the inflow of FDI was studied as one of the key specific objectives of the study. Therefore performing an analysis on the variable to determine its resulting implication. From the findings, the study did perform an analysis across 42 years of study, specifically from 1980 to 2021. From the findings it was revealed that the lowest ever recorded exchange rate was 8.197 across the US dollar, which was recorded in 1981. On the other hand, the highest ever recorded was 2315, which was recorded in 2021. Therefore implying that across the studied period, the exchange rate has been experiencing a rising trend with time. 
Similarly, in the representation of the exchange rate and FDI through graphical demonstrations, finding revealed a positive association. Therefore, explaining a presence of a positive association between the two studied macroeconomic factors, which can further imply that as the Tanzania’s currency devalues, then FDI becomes relatively cheap to the external world. This in turn advocates the foreign investors to easily opt to the economy.
On the ECM that intended to precisely study the influence of exchange rate and FDI, especially in both the long run and short run. Findings revealed that presence of a negative relationship on both the long run and short run sections of the model. However, the findings proved to be insignificant at both levels of significance that are the 1%, 5% and 10% levels of significance. Such findings on the influence of exchange rate volatilities to the FDI inflow proves that despite presence of an overall positive association that can be linked with an overall rise in the exchange rate and FDI the actual relationship is negative. 
Therefore implying that majority foreign investors opt for Tanzania as an investment destination since it becomes relatively cheap for them in comparison of monetary value of the Tanzanian shilling across their home currencies. Additionally, the insignificance of the exchange rate is an implication that despite presence of the negative relationship between the exchange rate volatilities and FDI, the findings is still quite inconclusive.
These findings on the relationship between exchange rate and FDI concur to those of Khandare (2016) that revealed presence of a negative relationship between the exchange rate and FDI inflow for the case of India and China, which are among the biggest FDI destinations in the world. Similarly, such findings tend to also concur to those of Zhang and Zhang (2018) that also revealed a presence of an inverse relationship between exchange rate and the FDI inflow. However, on the contrary to the revealed findings a study by Alba, Wang and Park (2010) revealed presence of a positive significant relationship between the FDI inflow and the exchange rate for the case of the United States.
4.7.2 The Effect of Interest Rate to the Foreign Direct Investment Inflow 
The interest rate was studied as one of the essential aspects of economy that tend to have a tremendous effect to a range of macroeconomic factors. Similarly, on one hand the rising interest rates often result in less investment since they raise the cost of lending and necessitate a greater rate of return for investments to be profitable. On the other hand, rise in interest rate tends to motivate investors to invest to the financial institutions through deposits and savings, which in turn generates them profits and hence a positive relationship. 
From the findings, the study did perform an analysis across 42 years of study, specifically from 1980 to 2021. In the revealed analysis it was discovered that across the 42 years the lowest interest rate was 9.1%, while the highest was 24.625%, which was discovered in 1996. Therefore implying for the studied period the interest rate was majorly volatile over the annual basis. On the precise findings that targeted to explain the relationship between the interest rate and FDI inflow across the studied period, findings revealed that the interest rate had negative relationship in the short run. Such that in the short run an increase in the interest rate by 1% is related to a fall in the FDI inflow by 0.75%. On the other hand, in the long run relationship between the interest rate and the FDI inflow, finding revealed that the interest rate had a positive effect to the inflow of FDI. In precise, the findings n the long run reveals that an increase in the interest rate by 1% is related to a rise in the FDI by up 0.4%. 
Therefore implying that within the short run the effect of interest rate is negative since majority of investors tend focus on the resulting benefits, which implies that investors tend more cautious in investing to the economy. However in the long run majority of investors tend to invest through buying of securities to attain the resulting benefits form the interest rate. Similarly such findings can further stipulate that in the long run majority of investors tend to invest into the financial based markets as a result of rise in the interest rates.
Such findings on the short run relationship between the interest rate and FDI inflow tend to concur to those of Siddiqui and Aumeboonsuke (2014) that revealed presence of a negative relationship between the interest rates of Thailand, Malaysia and Indonesia on annual basis. Similarly findings of this analysis on the short run tend to concur to those of Mokuolu (2018) that revealed presence of an inverse relationship between the interest rate and FDI in the short run. In the long run findings by findings tend to concur to those of Boateng, et al., (2015) that revealed presence of a positive long run relationship between the interest rate and FDI inflow.
4.7.3 The Influence of Population Growth Rate to the Foreign Direct Investment Inflow 
The population growth has proven to be an essential aspect of economic growth due to it being a major segment of market and also providing input such as labour to the production process and the investment as a whole. Similarly according to Aziz & Makkawi (2012), a country's huge population has a beneficial impact on the choice to make a foreign investment since it creates a sizable market for the goods and services that multinational corporations supply. 
Consequently, the multinational corporations choose more populous areas with ease due to the resulting services that could be offered by the population. From the findings, the study did perform an analysis across 42 years of study, specifically from 1980 to 2021. It was discovered that the highest population growth rate across the studied period was 3,4% on annual basis, while the lowest population growth rate recorded was 2.32%. Therefore implying that the Tanzania’s economy has been experiencing a quite stable growth of population.
The ECM model that intended to explain the relationship between the population growth and the FDI inflow revealed presence of negative relationship in both the long run and short run relationship. Such that the negative effect in the long run, precisely demonstrate that an increase in the population growth rate by 1% is related to a fall in the FDI by 12.2%. On the other hand in the short run, the population growth had a negative effect in terms of the first difference. Therefore revealing that an increase in the population growth by 1% was related to a fall in the FDI by 20%. Hence revealing that despite majority of multinational companies engaging into the economies with more labour. The case is not so in the case of Tanzania, which is proven by the presence of a negative relationship. Similarly, such negative relationship is an implication that majority of FDIs have do not depend on the population as the key aspects for their growth and expansions.

These findings concur to those of Kumar and Sharma (2018) that revealed presence of a negative relationship between the population growth and the inflow of FDI as well as the economic growth. Therefore, specifically claiming that presence of massive population growth could hamper the growth of investment and other macroeconomic indicators of economic growth.

4.7.4 The Impact of GDP Growth and Inflation Rate to the Foreign Direct Investment Inflow
The economy’s GDP growths alongside the inflation rate are among the most crucial aspects of macroeconomic factors. Such that majority of the factors can highly be affected by the fluctuation of the factors. For instance presence of massive GDP growth indicates majority of business-oriented aspects of the economy are performing well. Therefore, providing higher profit opportunities within the economy, hence creating an attraction of FDI inflow to the specific economy. On the other hand, the presence of inflation rates not only deteriorates the GDP urge of commercialization, but also hampers the purchasing power of individuals in the economy. 
Therefore worsening the individual economies and the whole economy, which in turn discourages investment, especially the FDIs. The two macroeconomic factors were studied as control variables in the analysis, and therefore the analyses were also performed across 42 years of study, specifically from 1980 to 2021. In the findings it was discovered that the highest ever-recorded GDP growth on annual basis was 6.8% while for the inflation rate the highest recorded was 35.8%. On the other hand the lowest ever recorded GDP growth was 2.1%, while for the case of inflation was 3.4% on annual basis. Therefore implying that majorly the GDP has been growing at considerable rate of between 3% and 7%. On the other hand the inflation rate was revealed to be majorly fluctuating especially in the early years.
In the precise relationship between the inflation rate and GDP growth was also studied in the ECM. Findings revealed that the negative coefficient of 0.15% in the first difference implies that an increase in the difference of inflation rate by 1% from one period to the other relates to a decrease in the inflow of FDI by 0.15%. Hence indicating during the short run immediate effect of inflation there tends to result to hampering of the FDI inflow. Therefore, precisely demonstrating that despite presence of a positive relation between smaller bits of inflation and FDI in the long run, the macroeconomic factor has devastating effect during the short run. On the other hand, in the long run the positive relationship between the inflation rate and FDI in the long run, can be interpreted as, holding other factors constant an increase in inflation rate by 1% in the long run is related to an increase in the FDI inflow by 0.15%, hence implying a smaller sort of inflation has positive effect to the economy in the long run. 
Nevertheless, the GDP growth rate was found positively significant at impacting the inflow of FDI in the long run. Such that, holding other factors constant, an increase in the GDP growth rate by 1% is related to an increase in the inflow of FDI by 1.7%. However, during the short run finding reveal controversies, such that the GDP growth rate has a negative significant effect. Such that an increase in the GDP during the short run by 1% is related to a fall in the FDI inflow by 1.7%, hence implying that during the short run, the immediate effect on the FDI is usually negative. 
However, as time pass during the long run, were all factors of production tend to vary the effect becomes positive. Therefore basing on such relationship in the long run it is fair to stipulate that presence of an economic growth will influence majority of business-oriented aspects of the economy to also perform well. Therefore, providing higher profit opportunities within the economy, hence creating an attraction of FDI inflow to the specific economy.
These findings on the on the economic growth alongside the inflation rate fluctuation to the inflow of FDI tend to concur to those of Wijeweera, Villano and Dollery (2010) that revealed presence of a positive effect between the two variables to the inflow of FDI in the economy. Similarly, a study by Almfraji, Almsafir and Yao (2014) on a case of Qatar economy found prevailing positive association between the GDP growth and inflation rate to the inflow of FDI. Therefore concluding that such factors tend to impact the inflow of FDI in a positive way especially in the long run.
CHAPTER FIVE
SUMMARY, CONCLUSIONS AND POLICY IMPLICATION

5.1 Introduction

This chapter presents the summary of the overall findings of the study, conclusions drawn based on the analysis performed in the study as well as the policy implications of the analysis made. All these will all be made basing on the study objective and the revealed findings from the study analysis. Furthermore, the study does perform recommendations to the government and policy markers through the TIC that were the centre of the analysis performed.  On the other hand the study will also display areas that should be focused in the future studies.
5.2 Summary of Findings

The study is performed on a time series basis were by data on the macroeconomic factors were studied across 42 years of study, specifically from 1980 to 2021 on annual basis. On the specific objectives of the study that intended to examine the relationship between Tanzania's FDI inflow to the population growth rates, interest rates, and the currency exchange rate volatility. Finings revealed influence of exchange rate volatilities to the FDI inflow proves that despite presence of an overall positive association that can be linked with an overall rise in the exchange rate and FDI the actual relationship is negative. Similarly, the findings on interest rate also demonstrate that in the short run an increase in the interest rate by 1% is related to a fall in the FDI inflow by 0.75%. 
On the other hand, in the long run relationship between the interest rate and the net FDI inflow, finding revealed that the interest rate had a positive effect to the inflow of FDI. Lastly, the population growth was found to have a negative effect in the long run, precisely demonstrate that an increase in the population growth rate by 1% is related to a fall in the FDI by 12.2%. On the other hand in the short run, the population growth had a negative effect in terms of the first difference. Therefore revealing that an increase in the population growth by 1% was related to a fall in the FDI by 20%. 

5.3 Conclusions

The study was conducted to precisely to investigate the empirical determinants of foreign direct investment inflow within Tanzania’s economy. Therefore specifically focusing on the relationship between Tanzania's FDI inflow to the population growth rates, interest rates, and the currency exchange rate volatility. Based on the findings revealed in the analysis, the study concludes that for the case of Tanzania, the exchange rate volatilities have no sound and practical implications to the inflow of FDI. This is so, since the findings revealed in the study demonstrated that exchange rate had no statistical significant relationship to the inflow of FDI both in the long run and short run relationship. On the other hand, despite two variables (FDI and exchange rate) not having a significant relationship the variables do have a positive association.
The findings also portray that the population growth had a negative association to the inflow of FDI in both long run and the short run. Therefore basing on such finding it is quite reasonable to conclude that most foreign investors do not opt to invest into Tanzania’s economy due to population growth. Similarly in more advanced economies investors tend to venture to invest in such economies due to the resulting benefits of technological perspectives and skilled personnel among the populations. However, for the case of economies that are more populated investors tend to opt them due to the notion of cheap labour. For the case of Tanzania the inverse relationship proves that investors are do less consider the population as a key ingredient for the net FDI inflow.

The interest rate was found to have a positive impact in the long run and a negative relationship in the short run. Therefore, reasonably concluding that investors tend more cautious in investing to the economy especially in the short run. However in the long run majority of investors tend to invest through buying of securities to attain the resulting benefits form the interest rate. Therefore, concluding that for the case of Tanzania, the interest rate has a positive effect to the inflow of FDI to the country.
5.4 Policy Recommendations 

This analysis aimed at investigating the empirical determinants of foreign direct investment inflow within Tanzania’s economy. The study's conclusions, which are consistent with the majority of other works especially in the empirical and theoretical literatures show that there is a diverse relationship between the researched factors and FDI inflow into Tanzania's economy in several ways. In light of these findings, the study does suggest that, in the case of policy makers and agents for policy restructuring like ministries, TIC and BOT action be taken to control the on-going decline in FDI, particularly over the past six years, as well as the volatility of interest rates in order to increase investor confidence.
On a diverse perspective, based on the prior literatures and theoretical insights, the inflow of FDI can be majorly triggered by several other factors apart from those studied in this analysis. Therefore, since FDI is quite an essential aspect for the economic growth, several other factors could be worth considering with intentions of promoting the inflow of FDI in the country. These factors include the government making additional investments in the nation's physical infrastructure (roads, railroads, ports, and irrigation systems) in order to encourage FDI inflow. 
Furthermore, proper effort should be put at providing business delegations with information on investment prospects through websites and other communication channels. There should be more sector-specific strategic investment promotion, as well as advocacy for lower business costs and a return of taxes and the skills development levy to levels seen in other nations. There should be advocacy for changes to labour regulations, particularly those pertaining to hiring and firing practices and import and export practices. Lastly, there should be coordination of marketing initiatives to prevent resource duplication and simplify the business environment.

5.5 Limitations and Areas for further Studies 

For this investigation, secondary data from several institutions was needed. As a result, acquiring the data was not a simple undertaking, especially given how bureaucratic most organizations are. To be exact, researchers could not access the data for free. Therefore, the researcher had to exert extra effort to seek and obtain the data. The researcher was in charge of periodically making phone calls and sending emails to various agencies in order to gather the necessary data, which shows that despite the existence of the bureau of statistics, data is still not readily available.
There was a delay in the researcher's ability to respond to requests for data, particularly from the Bank of Tanzania about the interest rate variable and the Ministry of Finance, TIC, and NBS regarding other macroeconomic indicators under investigation. However, despite being able to get the data, the researcher was unable to finish the study before the university's time frame deadline. Because of this, the study was precisely performed and finished inside the university's extended period.
Additionally, the study precisely focused on the overall FDI inflow to the country, however most times FDI inflow tends to be located by specific sectors. Such that for the case of Tanzania, the most prestigious and nourishing sectors in terms of the FDI include the agriculture sector, mining sector, manufacturing sector and the financial sector. Therefore scholars interested in performing an analysis on the FDI may precisely concentrate on one of the specific sectors along other factors that could hamper or influence its inflow in terms of FDI. Lastly, other scholars may focus on studying similar aspects through primary data sources and therefore investigating the relationships through individual perceptions of the macroeconomic actors and policy makers.
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APPENDICES

Appendix 1: Data used in the Analysis
	Years
	FDI, net inflows (BoP, current US$)
	Interest rate (%)
	Inflation rate
	FDI growth
	GDP growth
	Exchange rate
	Population growth

	1980
	8019999.9
	4.0
	25.8
	12.8
	2.3
	8.2
	3.1

	1981
	4580000.0
	4.0
	35.8
	13.7
	2.1
	8.2
	3.1

	1982
	18920000.0
	4.0
	28.7
	14.0
	2.2
	8.3
	3.1

	1983
	17309999.9
	4.0
	21.8
	13.2
	2.3
	9.3
	3.1

	1984
	1520000.0
	4.0
	25.3
	13.3
	2.4
	11.1
	3.1

	1985
	-8419999.9
	4.0
	34.1
	13.9
	2.4
	15.3
	3.1

	1986
	14510000.0
	4.5
	27.4
	15.2
	2.7
	17.5
	3.1

	1987
	-7490000.0
	8.5
	21.0
	14.3
	2.6
	32.7
	3.0

	1988
	-470000.0
	15.8
	16.1
	12.4
	2.5
	64.3
	3.0

	1989
	3759999.9
	17.5
	12.8
	9.1
	2.5
	99.3
	3.0

	1990
	5839999.9
	17.0
	35.8
	13.7
	2.1
	143.4
	3.1

	1991
	10000.0
	17.6
	28.7
	14.0
	2.2
	115.1
	3.2

	1992
	10000.0
	17.8
	21.8
	13.2
	2.3
	219.2
	3.3

	1993
	12169639.3
	17.0
	25.3
	13.3
	2.4
	179.5
	3.4

	1994
	20457763.5
	17.8
	34.1
	13.9
	2.4
	166.1
	3.4

	1995
	50000895.3
	21.9
	27.4
	15.2
	2.7
	176.0
	3.2

	1996
	119936653.8
	24.6
	21.0
	14.3
	2.6
	205.0
	2.9

	1997
	150066382.0
	13.6
	16.1
	12.4
	2.5
	580.0
	2.6

	1998
	157885063.9
	7.8
	12.8
	9.1
	2.5
	612.1
	2.4

	1999
	172306244.9
	7.8
	7.9
	9.8
	3.0
	664.7
	2.3

	2000
	516700641.7
	7.8
	5.9
	10.7
	3.4
	744.8
	2.3

	2001
	463400858.8
	7.4
	5.1
	11.5
	3.9
	800.4
	2.5

	2002
	549270351.5
	4.8
	5.3
	12.9
	3.4
	876.4
	2.6

	2003
	395567134.0
	3.3
	5.3
	13.6
	4.7
	551.8
	2.7

	2004
	318401298.7
	3.0
	4.7
	13.8
	4.4
	594.0
	2.8

	2005
	442539548.4
	4.2
	5.0
	14.8
	4.4
	650.6
	2.8

	2006
	935520591.7
	4.7
	7.3
	16.5
	4.9
	717.9
	2.8

	2007
	403038991.4
	6.7
	7.0
	17.1
	4.8
	727.6
	2.8

	2008
	581511807.0
	8.7
	10.3
	17.7
	4.7
	852.3
	2.8

	2009
	1383260000.0
	8.3
	12.1
	17.8
	4.6
	1196.3
	2.8

	2010
	952630000.0
	8.0
	6.2
	17.1
	4.6
	1320.3
	2.9

	2011
	1813200000.0
	6.6
	12.7
	15.8
	4.7
	1395.6
	2.9

	2012
	1229361018.4
	6.8
	16.0
	14.9
	5.0
	1557.4
	2.9

	2013
	1799646137.4
	9.5
	7.9
	15.1
	6.5
	1571.7
	3.0

	2014
	2087261309.7
	10.0
	6.1
	15.7
	6.6
	1597.6
	3.0

	2015
	1416088064.8
	9.9
	5.6
	15.7
	6.9
	1949.5
	3.0

	2016
	1506024896.0
	9.9
	5.2
	15.5
	6.5
	1848.6
	3.0

	2017
	864040000.0
	10.5
	5.3
	15.5
	6.1
	1942.0
	3.0

	2018
	937700000.0
	11.2
	3.5
	14.9
	6.1
	2080.4
	3.0

	2019
	971576866.0
	8.2
	3.4
	14.5
	5.9
	2263.8
	3.0

	2020
	684887679.4
	7.1
	7.9
	15.1
	6.5
	2298.8
	3.0

	2021
	1217235252.4
	6.7
	5.0
	14.8
	4.4
	2315.5
	2.9


Exchange Rate 

















FDI INFLOW 





Interest Rate








Population growth Rate








 (Control Variables)


Inflation rate


GDP growth















