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Abstract

This study sets out to examine the “effect of economic growth and exchange rate on FDI, a
comparative analysis of Nigeria and Ghana between the years 1990 to 2000”. Ghana and Nigeria
were colonized by Britain and gained independence three years apart, that is, In March 6, 1957
Ghana gained her independence which makes her three years older than Nigeria, they are both
members of the commonwealth. This note sets out to beam its search light on the comparative
analysis of the effect of economic growth and exchange rate on FDI of both countries between
1990-2000 when both countries were thirty-three and thirty years old respectively. Coupled with
the fact that both countries are developing economies. Data from World Development Indicators
is used to run an ordinary least square or regression analysis. It was discovered that both economic

growth and exchange rate are not a good predictor of foreign direct investment for both countries.



1. Introduction

Prominence had been given to FDI as the instrument for resources to flow across national borders
to improve economic performance, industrial and international competitiveness, and exports
relationship between countries regionally or across the globe. Retrospectively, Ghana’s FDI,
making a specific reference to 1990 to 2000, had been rising and falling like the wave of an ocean,
same as its Nigeria counterpart. Ghana started with 1.14% and rose to 12.76% in the year 2000. In
between these years, there had been an increase in their FDI beyond the percentage recorded in the
year 2000. For instance, in the years 1994 and 1999, Ghana’s FDI within these years were at its
highest web with 17.9% and 18.74% respectively. On the other side of the coin, Nigeria’s FDI in
the year 1990 started with 4.55% and rose to 8.83%. Although, she had her highest percentage of
FDI in the years 1995 and 1997 with 15.18% and 12.34% respectively.

FDI is a category of cross-border investment associated with a resident in one economy having
control or a significant degree of influence on the management of an enterprise that is resident in
another economy. Ownership of 10 percent or more of the ordinary shares of voting stock is the
criterion for determining the existence of a direct investment relationship which comprises of

agriculture, manufacturing and telecommunication just to mention but a few.
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2. Summary Empirical Analysis

Ordinary least square analysis was carried out to determine the effect of economic growth and
exchange on foreign direct investment. As a basis, the equation below was used Y=bo+bxi+bx .
where Y is the outcome variable (FDI) and x;and x; are the independent variables and the b, which

is the intercept of the equation. The year under scrutiny is 1990 to 2000

A. Ghana

Dependent variable: FDI

Coefficient t statistics Standard error Prob. beta
Exchange rate 2.73e+08 1.68 1.63e+08 0.132 0.5105
Economic growth -5993732 -0.15 3.89e+07 0.881 -0.0470
bo 9.87e+07 0.58 1.71e+08 0.579
R-square 0.2856
Adjusted R 0.0862

From the summary of the regression result presented in the above table, it can be inferred that both
exchange rate and economic growth are not a good predictor of FDI going by the R-square figure
which is 29% (not goodness for fit) . The t statistic shows that there is a positive or direct
relationship between exchange rate and FDI, which means that, as exchange rate is rising, foreign
direct investment is increasing though it might not be in at the same rate. The t statistics also shows
that there is negative or inverse relationship between economic growth and foreign direct
investment (-0.15) which presupposes that when economy growth is increasing, foreign direct
investment is decreasing or declining. However, there is no evidence of significance of these
relationships as the p-values show that there is no statistically significant effect of economic

growth and exchange rate on FDI in Ghana.



B. Nigeria

Dependent variable: FDI

Coefficient t statistics Standard error Prob. beta
Exchange rate -227606 -0.06 3870019 0.955 -0.4950
Economic growth -5.11e+07 -1.61 3.18e+07 0.146 -0.1809
bo 1.31e+09 6.75 1.94e+08 0.000
R-square 0.2446
Adjusted R 0.0557

Similar to Ghana, from the summary of the regression result presented in the above table, it can be
inferred that both exchange rate and economic growth are not a good predictor of FDI in Nigeria,
going by the R-square figure which is 24% (not goodness for fit). The t statistic also shows that
there is negative or inverse relationship between the explanatory variables (economic growth,
exchange rate) and the response variable (FDI) (-0.06 and -1.61) which presupposes that when
economy growth is increasing, foreign direct investment is decreasing or declining and the in same
vein, when the exchange rate for dollar increases, there will be a decrease in FDI. The p-values
show that there is no statistically significant effect of economic growth and exchange rate on FDI

in Nigeria.

3. Conclusion

From the empirical evidence it has been established that both economic growth and exchange rate
are not a good predictor of FDI for both Nigeria and Ghana. To this end, in improving FDI, efforts

should be geared towards other more significant factors which are not part of this research exercise.



4. References

Asiedu, E. (2002), On the determinants of foreign direct investment to developing countries: is Africa
different? World development 30 (1), 107-119

Asiedu, E. (2006), Foreign direct investment in Africa: The role of natural resources, market size,
government policy, institutions and political instability World economy 29 (1), 63-77

Heckman, James J, 1979. "Sample Selection Bias as a Specification Error," Econometrica, Econometric
Society, vol. 47(1), pages 153-161, January.

Hylleberg, S. & Engle, R. F. & Granger, C. W. J. & Yoo, B. S., 1990. "Seasonal integration and
cointegration," Journal of Econometrics, Elsevier, vol. 44(1-2), pages 215-238.

Ibhagui, Oyakhilome, 2017. "How Does Foreign Direct Investment Affect Growth in Sub-Saharan Africa?
New Evidence from Non-threshold and Threshold Analysis," MPRA Paper 85784, University Library of
Munich, Germany.

Ibhagui, O, 2017. "Linking Fiscal Policy and External Competitiveness in Sub-Saharan Africa — Does
Government Spending Drive The Real Exchange Rate in Sub-Saharan Africa,"MPRA Paper 77291,
University Library of Munich

Ibhagui, O. (2017).Value and wealth creation : stylized evidence from Nigeria's listed cement companies

AfricaGrowth Agenda, Volume 2017 Number 4, Oct/Dec 2017, p. 12 — 17

Ibhagui, O., (2018). The Monetary Model of CIP Deviations, Working Paper

Ibhagui, O. 2018. External debt and current account adjustments: The role of trade openness
Journal Cogent Economics and Finance, Vol 6

Ibhagui, O W. & Olokoyo, Felicia O., 2018. "Leverage and firm performance: New evidence on the role of
firm size," The North American Journal of Economics and Finance, Elsevier, vol. 45(C), pages 57-82.

Ibhagui, Oyakhilome W., 2019. "Does the long-run monetary model hold for Sub-Saharan Africa? A time
series and panel-cointegration study," Research in International Business and Finance, Elsevier, vol. 47(C),

pages 279-303

Ibhagui, O., (2019). Eurozone Real Output and Covered Interest Parity Deviations: Can Stronger Real
Output Lessen the Deviations? Working Paper

Kassim, L. 2014. Trade liberalisation and the balance of payments in sub-saharan africa: a pooled mean
group approach. Working Paper


javascript:void(0)
javascript:void(0)
javascript:void(0)
javascript:void(0)
https://ideas.repec.org/a/ecm/emetrp/v47y1979i1p153-61.html
https://ideas.repec.org/s/ecm/emetrp.html
https://ideas.repec.org/a/eee/econom/v44y1990i1-2p215-238.html
https://ideas.repec.org/a/eee/econom/v44y1990i1-2p215-238.html
https://ideas.repec.org/s/eee/econom.html
https://ideas.repec.org/p/pra/mprapa/85784.html
https://ideas.repec.org/p/pra/mprapa/85784.html
https://ideas.repec.org/s/pra/mprapa.html
https://ideas.repec.org/p/pra/mprapa/77291.html
https://ideas.repec.org/p/pra/mprapa/77291.html
https://ideas.repec.org/s/pra/mprapa.html
https://journals.co.za/content/journal/afgrow
https://journals.co.za/content/journal/afgrow_oct_dec_2017
https://ideas.repec.org/a/eee/ecofin/v45y2018icp57-82.html
https://ideas.repec.org/a/eee/ecofin/v45y2018icp57-82.html
https://ideas.repec.org/s/eee/ecofin.html
https://ideas.repec.org/a/eee/riibaf/v47y2019icp279-303.html
https://ideas.repec.org/a/eee/riibaf/v47y2019icp279-303.html
https://ideas.repec.org/s/eee/riibaf.html

Oyakhilome, W I, 2018. Monetary Model of Exchange Rate Determination under Floating and Non-
Floating Regimes, China Finance Review International

Rafael La Porta & Florencio Lopez-de-Silanes & Andrei Shleifer & Robert W. Vishny, 1998. "Law and
Finance," Journal of Political Economy, University of Chicago Press, vol. 106(6)

Ricardo Lagos & Randall Wright, 2005. "A Unified Framework for Monetary Theory and Policy
Analysis," Journal of Political Economy, University of Chicago Press, vol. 113(3), pages 463-484

Romer, Paul M, 1986. "Increasing Returns and Long-run Growth," Journal of Political Economy,
University of Chicago Press, vol. 94(5), pages 1002-1037

Zak, Paul J & Knack, Stephen, 2001. "Trust and Growth," Economic Journal, Royal Economic Society,
vol. 111(470), pages 295-321


https://ideas.repec.org/a/ucp/jpolec/v106y1998i6p1113-1155.html
https://ideas.repec.org/a/ucp/jpolec/v106y1998i6p1113-1155.html
https://ideas.repec.org/s/ucp/jpolec.html
https://ideas.repec.org/a/ucp/jpolec/v113y2005i3p463-484.html
https://ideas.repec.org/a/ucp/jpolec/v113y2005i3p463-484.html
https://ideas.repec.org/s/ucp/jpolec.html
https://ideas.repec.org/a/ucp/jpolec/v94y1986i5p1002-37.html
https://ideas.repec.org/s/ucp/jpolec.html
https://ideas.repec.org/a/ecj/econjl/v111y2001i470p295-321.html
https://ideas.repec.org/s/ecj/econjl.html

