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Abstracts

LINKING FOREIGN DIRECT INVESTMENT AND ECONOMY
DEVELOPMENT IN SIERRA LEONE (1980-2020)

MOSES HRRIS FLOMO
MSc. BANKING AND FINANCE
JUNE, 2023 Page,110

This thesis looks at how foreign direct investment and economic growth in
Sierra Leone changed from 1980 to 2020. Despite possessing huge quantities of
minerals such as iron ore, rutile, and diamonds, as well as vast areas of fertile so
il land for agricultural purposes, Sierra Leone is still considered a developing nation.
As a result, the country is compelled to depend on foreign direct investment and aid
from other countries to sustain its economic activities. Regardless of the fact that the
country holds a vast quantity of land that may be utilized for agricultural purposes
(this is the case), the entry of foreign direct investment (FDI) into a country
generates job opportunities as well as the export of products and services from the
home country. Moreover, this form of investment strengthen s financial institutions
and increases capital mobility throughout the nation. It is not possible to overstate
the importance of foreign direct investment (FDI) in the process of creating
multinational corporations as well as domestic or local industries that are improved
with the goal of increasing exports and creating new jobs in underdeveloped
countries with vast mineral deposits like Sierra Leone. The data for this thesis was
gathered from the World Bank data portal. For analysis, the ARDL and Granger
causality are utilized. The findings reveal that FDI, currency rate, and interest rate
have a beneficial influence on Sierra Leone's economic development both in the
short and long run; however, wide money has a negative impact in the long run
while having a good impact in the short run. To attract FDI and profit from foreign
firms and knowledge transfer, the host nation needs strict regulations protecting
foreign companies and enterprises. The government should assist the private sector
in obtaining funds from inside the nation in order to engage in beneficial enterprises.
A local business environment that promotes healthy competition among domestic
and Foreign Service providers with the purpose of boosting operational effectiveness
to enable the domestic business sector to participate fully in the global economy, the
government should make every effort to raise the degree of openness in foreign
commerce.

Keywords: FDI, Economic growth , Exchange rate, interest rate, Foreign Aid



Ozet

SIERRA LEONE'DE DOGRUDAN YABANCI YATIRIM VE EKONOMIK
GELIiSiMi BAGLAMAK (1980-2020)

MUSA HARRIS FLOMO
MSc. BANKACILIK VE FINANS
HAZIRAN 2023 Sayfa,110

Bu tez, Sierra Leone'deki dogrudan yabanci yatirimin ve ekonomik
bliylimenin 1980'den 2020'ye nasil degistigini inceliyor. Demir cevheri, rutil ve
elmas gibi biiyilkk miktarlarda minerallere ve tarimsal amaglar i¢in genis verimli
topraklara sahip olmasina ragmen, Sierra Leone hala gelismekte olan bir iilke olarak
kabul ediliyor. Sonug olarak, {ilke ekonomik faaliyetlerini siirdiirmek i¢in dogrudan
yabanci yatirnma ve diger iilkelerden gelen yardima bagimli olmak zorunda
kalmaktadir. Ulkenin tarimsal amaglar igin kullanilabilecek ¢ok biiyiik miktarda
topraga sahip olmasia bakilmaksizin (durum budur), bir iilkeye dogrudan yabanci
yatirrmin (DYY) girisi, {iriin ihracatinin yani sira is firsatlar1 yaratir ve ana iilkeden
hizmetler. Ayrica, bu yatirim sekli finansal kurumlar1 giiglendirir ve iilke genelinde
sermaye hareketliligini artirir. gibi genis maden yataklarma sahip az gelismis
tilkelerde ihracati artirmak ve yeni istihdam yaratmak amaciyla gelistirilen yerli veya
yerel sanayilerin yani sira ¢ok uluslu sirketler yaratma siirecinde dogrudan yabanci
yatirrmin (DYY) Onemini abartmak miimkiin degildir. Sierra Leone. Bu tez i¢in
veriler Diinya Bankas1 veri portalindan toplanmistir. Analiz i¢cin ARDL ve Granger
nedenselligi kullanilmistir.Bulgular, DY'Y, doviz kuru ve faiz oraninin hem kisa hem
de uzun vadede Sierra Leone'nin ekonomik gelisimi {izerinde olumlu bir etkiye sahip
oldugunu ortaya koymaktadir; ancak genis paranin kisa vadede iyi bir etkisi olurken
uzun vadede olumsuz bir etkisi vardir. DYY'yi ¢ekmek ve yabanci firmalardan ve
bilgi transferinden kar elde etmek igin, ev sahibi iilkenin yabanci sirketleri ve
isletmeleri koruyan kati diizenlemelere ihtiyaci vardir. Devlet, faydali girisimlerde
bulunmak i¢in 6zel sektore iilke i¢inden fon saglama konusunda yardime1 olmalidir.
Yerli is sektoriiniin kiiresel ekonomiye tam olarak katilmasini saglamak icin
operasyonel etkinligi artirmak amaciyla yerli ve Yabanci Hizmet saglayicilar
arasinda saglikli rekabeti tesvik eden bir yerel is ortami, hiikiimet dis ticarette aciklik

derecesini yiikseltmek i¢in her tiirlii cabay1 gostermelidir. .

Anahtar Kelimeler: DYY, Ekonomik biiylime, D6viz kuru, faiz orani, D1s yardim
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CHAPTERI
Introduction

Although this is not always the case, it is anticipated that FDI will have an
effect on the expansion of a nation's economy, and that this effect is anticipated to be
both positive and considerable Ezeabasili (2014). Sierra Leone is still considered a
developing country despite having vast reserves of minerals such as iron ore, rutile,
and diamonds, as well as vast amounts of rich soil land for agricultural purposes. As
a consequence of this, the nation is forced to rely on foreign direct investment and
assistance from other nations in order to prop up its commercial activity. Despite the
fact that the nation owns large amounts of land that can be used for agricultural
purposes, this is nonetheless the case. According to Duramany-Lakkoh (2020),
foreign direct investment coming in (FDI) into a nation creates employment
possibilities as well as the export of goods and services from the home nation.
Additionally, this type of investment improves banking institutions and the mobility
of capital within the country itself. It is impossible to sufficiently emphasize on the
significance of direct investment from abroad (FDI) in the process of creating
multinational corporations as well as domestic or local industries that are improved
with the goal of increasing exports and creating new jobs in underdeveloped
countries with vast mineral deposits such as Sierra Leone. In countries where the
transfer of knowledge and advanced manufacturing techniques is critical to
supporting local enterprises in becoming better and more productive, An important
source of capital is foreign direct investment. money and resource inflows. This is
especially true in nations where foreign direct investment is a significant source.
Duramany-Lakkoh, (2020). In recent years, Sierra Leone's economic operations and
the country's deficits in the national budget have both been funded in part by
international assistance. Despite the fact that the nation has a considerable stock of
minerals and fertile terrain that might be exploited for agriculture (Duramany-
Lakkoh, E.K. (2021)).

Foreign direct investment, is usually regarded as among the most important
tools for encouraging economic expansion and growth in developing countries,
including Sierra Leone. This is because investment from abroad has the potential to
serve as a growth catalyst by continuing to increase the possibility for developing
countries to integrate into international capital as well as financial streams,

expanding their workforce and transfer bases, generating science and technology



processing capabilities and effectiveness spillover effects to domestic firms, and
establishing portfolio provisions that boost host nations' commercial viability.
Expansion (Olayiwola & Okodua, 2013). The presumption that The Foreign Direct
Investment (FDI) helps contribute to the growth or the slowing of regional sectors for
the purpose of promoting exports has generated resentment against multinational
corporations and their direct investments in a great number of nations. This
viewpoint, on the other hand, started to lose traction as soon as it became obvious
that the rate of savings in these kinds of emerging economies is a great deal lower
than the necessary investments that might cause greater growth rates in the economy.
This realization caused this perspective to begin to lose its footing. As a direct result
of this, there is almost universal consensus that directs investment from abroad (also
known as FDI) is a primary factor in economic growth. FDI plays a catalytic role in
growth because it supplies a large inflow of capital invested in the industries of the
host nation and assists native businesses in becoming more productive by adopting
technologies that are more efficient. This is because FDI plays a catalyst character in
growth.

The majority of developing nations, including Sierra Leone, saw direct
investments from the outside world as their primary source of finance. Investments
made directly from outside are seen as a factor that boosts economic growth. Several
times, international free trade has been referred to as the "engine of growth" that
powered the emergence of today's modern economically prosperous nations over the
decades of the nineteenth and twentieth centuries. This is because of its role in
driving economic development in such countries. This is due to the fact that these
countries' progress was aided by the growth in global trade liberalization. The rapidly
growing commercial sector, notably within the realm of exports, has provided further
impetus for the establishment of large-scale firms in response to the developing
demands of the local community. Exports have a propensity to increase at the
greatest pace in those nations that have trade regimes that are more open, and those
nations have also had the highest growth rate.

Suggests that there is a positive association linking Investments from
overseas directly contribute to a rising economy, the direction of causation between
the two factors has continued to be a topic of debate among academics and
economists alike. This is because economic theory believes there is a strong

relationship between economic development and foreign direct investment. Despite



the fact that financial development has been shown to be positively connected with
investment from other countries, this continues to be the case. It is of the utmost
importance to have a thorough understanding of the sequence of occurrences that led
to the current state of the economy, as this will provide valuable insight into the
variables that the government as well as its departments essential to exert regulator
over in order to accomplish the stages of those variables that are being targeted. This
understanding is of the utmost importance since it offers details on the different
factors that the government as well as its departments have to regulate in order to
accomplish the intended levels of the different factors (Sajid and Sarfraz, 2008). For
example, if it is determined through empirical research that there is a friendly
connection among investment from abroad and economic expansion, then the
government and those in charge of formulating policy will devise methods to entice
foreign investment in order to advance economic development. This is because
economic expansion is directly correlated with the level of foreign direct
investment(FDI). If, on the other hand, it is found that productivity recovery is a
reason for international investment, then the government may choose to enact
policies that hasten the growth of the economy in order to expand the total amount of
investment from overseas sources that flows in. This is done in order to maximize the
amount of money that is brought in by foreign investors. Endogenous growth
theorists have, in recent years, started putting a larger focus on the role that external
influences play in economic development (see Barro, 1991; Barro and Sala-i-Martin,
1995). The advocates of this type of philosophy hold the opinion that factors
including direct investment from abroad help to satisfy the preserving difference in
developing nations (the distinction between saving and investing in one's future) and
support capital development. This difference can be thought of as the distinction
between investing and saving. In contrast to this, investment from abroad makes it
easier to share technological know-how and business skills, as well as create new job
opportunities; all of these aspects contribute to a quicker pace of economic
development in nations that are recipients of FDI. According to the research of this
institution, increases in direct investment from outside sources are positively
correlated with economic growth. A number of empirical investigations, such as
those carried out by Ericsson and Irandoust (2001), Oscar Eddy Kiiza (2007), Sumei
Tang et al. (2008), and Balamurali and Bogahawatte (2008), lend credence to the

proposition that economic expansion is stimulated and caused by investments from



abroad. On the other side, there are scholars who are of the opinion that stronger
economic growth encourages higher flows of direct investment from abroad in the
countries that are home to these investments. They claim that economic growth can
result in a rise in the flow of greater international money, particularly when direct
foreign investment is looking to tap into the consumer market or when earnings
growth leads to economies of scale. Both of these scenarios have the potential to lead
to a rise in the flow of global money. This is due to the fact that the expansion of the
economy might result in an increase in the flow of increasing amounts of money
across international borders. This is because economic growth can lead to an increase
in the flow of greater international money.. This is especially true once foreign direct
investment is trying to seek the global market in a developing nation. This is
particularly true in circumstances in which both of These situations exist
concurrently with one another. In point of fact, studies conducted by academics such
as Veugelers (1991), Trevino et al. (2002), Chowdhury and Mavrotas (2005), and
Obida Gobna Wafure and Abu Nurudeen (2009) have proven that a development in
the influx in the form of direct investment from several other nations is the outcome
of economic progress.

The vast majority of nations that are still in their developmental stages are
becoming increasingly aware that luring The acronym "FDI" wich stands for
investment from outside the country, sometimes known as foreign direct investment,
is an overall plan for the advancement of their economies. It's possible that this is
because direct investment from the outside world is considered a way to consolidate
technical advancement, financial resources, marketing strategies, and management
expertise. According to Oluchukwu et al. (2013), the purposeful reassurance of
cross-border investments, in particular by multinational corporations, is one of the
characteristics of today's drive for internationalization that is the least fascinating.
The spectacular expansion of foreign direct investment (FDI) that the global
economy has been seeing ever since the beginning of the 21st century has captured
the attention of the overwhelming majority of economic analysts.

Because of this, a significant proportion of decision-makers in both developing and
wealthy nations consider FDI a significant driver of economic progress. You are
Mohammed, A. (2012). It is apparent that The possible effects of foreign direct
investment could include influence on essential problems, including deficiencies of

resources, technical know-how, economic ability, capabilities, and the establishment



of linkages with local enterprises, which are all very vital to the economy. Because
of this, officials in emerging nations such as Sierra Leone have made FDIs, or
investments made using money from other countries a lead focus of their attention,
and the nation is not an exception to this trend. The acceleration of Sierra Leone's
economy in recent years has benefited significantly from the assistance provided by
international donors. which might have had a different effect on the nation’s capacity
to draw foreign direct investment (FDI). Duramany-Lakkoh, E.K. (2021) The
epidemic of Ebola in Sierra Leone had a substantial influence on the quantity of
money that comes into the country from other countries, which had been steadily
expanding up until the year 2012. The level of investment flows in 2017 was 129
million US dollars, which was their lowest level since 2010; however, investment
flows improved in 2018 and reached 599 million US dollars, according to UNCTAD.
(2019).

Following numerous years of prohibiting foreign direct investment (FDI),
Sierra Leone, like every other emerging government (Barro and Sala, 1992), is again
attempting to recruit shareholders and is spending enormous amounts of money on
projects to improve its infrastructure in order to seduce foreign companies. These
projects will include a water supply system as well as improvements to the roads and
the electrical infrastructure. According to Duramany-Lakkoh (2021), With the
conclusion of the civil war in the year 2002, Sierra Leone has received a significant
amount of attention on a global scale regarding the promotion of commerce and
investment. This attention has been particularly concentrated on the nation potential
to attract direct investment from overseas. Since the advent of the endogenous
growth theory, there has been a steady increase in the amount of empirical research
looking at the connection with both financial expansion and the development of the
fiscal division, as as well as investments made by foreign governments directly. This
increase in the amount of research has been accompanied by an increase in the
number of studies looking at the connection between the two. This rise has been
happening in spite of the fact that the endogenous growth theory (FDI) has been in
operation throughout this entire time. When it comes to the subject of whether or not
investment from outside the country positively contributes to the expansion of both
the economy and the field of inquiry that has come to be known as the "FDI
literature™ has produced conclusions that are inconsistent with one another. (see, for

example, Balasubramanyam et al., 1996; Borensztein et al., 1998; De Mell7, 1999;



Hansen and Rand, 2006). Studies such as those by Balasubramanyam et al., 1996,
and Borensztein et al., among others, fall within this category. In the meantime, the
empirical findings in the literature on financial growth and development have
become more definitive. According to the findings of the vast majority of research,
There is a positive correlation between the expansion of the financial industry and
the growth of the economy. (e.g., Beck et al., 2000; King and Levine, 1993a; Levine
et al., 2000). This was discovered in the examination done on the expansion and
development of the financial sector.

When successfully completed, the process of attracting foreign direct
investment (FDI) often results in two separate economic rewards. To begin, utilizing
investment from abroad (FDI) as a means of obtaining outside finance is an
alternative for nations whose domestic investments are just so inadequate that they
are unable to support a plan of economic growth. This is because FDI comes from
other countries rather than their own citizens (or where inadequate financial
intermediation has a similar impact). It is widely agreed upon that this is a
particularly important point to think about in the context of economies that are still
growing or that are developing. According to a significant body of research in the
field of economics, the presence of multinational firms from other countries is often
associated with beneficial economic "spillovers" that trickle down to the economy of
the nation that is playing host to the multinational corporations. There are at least
five distinct channels via which the spillovers exert their influence on the system.
The presence of a firm based in another country enables one to achieve the following
aims more effectively: 1) Act as a catalyst for the exchange of expertise and know-
how; 2) Help in the Growth and Restructuring of Enterprises, Particularly in Relation
to Privatization; 3) Contributes Bigger Global Trade; 4) Raise the Level of
Comepetition in the Business Sector; and 5) Help to Support the Formation of Human
Resources in the Nation That Hosts the Investment (De Mello 1997; Todo 2003;
Basu and Guariglia 2007). Second, foreign direct investment (FDI) flows have a
tendency to be more secure when associated to other options. This is because it is
said that FDI flows are much more costly to overturn and less subject to external
shocks than some other forms of international investment, such as foreign portfolio
investment. In other words, FDI flows have a tendency to be more stable. This is

because FDI flows are said to be more stable when compared to other options



because they are said to be more expensive to reverse than other options (Lipsey
1999).

The rise of manufacturing around the globe is being driven by a confluence of
economic and technological reasons. In addition to this, it is gaining steam as a
consequence of the continuous deregulatory process regarding international ties and
direct investment from abroad (FDI). When seen in this light, the emergence of
globalization has provided developing nations with a potential the likes of which
have never been seen before. In other words, this potential is unprecedented. Because
of this potential, these nations are able to speed up the pace at which their economies
are expanding by participating in higher levels of trade and investment. In the 1970s,
the rate at which international trade expanded at a slower pace than the rate at which
direct investments from other countries were made was evident. As a direct
consequence of this, global commerce was far more significant than the great
majority of other significant economic activities taking place on a global scale.
Towards the middle of the 1980s, there was a significant change in this condition.
This was about the time when direct investment from other countries started to show
symptoms of expanding rapidly all over the world. During this time frame, the
significance of direct investment from abroad across the world has grown as a result
of the transfer of technology and the formation of advertising and purchasing
networks for more efficient production and sales on a global scale. This growth is
due to the fact that marketing and purchasing networks allow for more effective
production and sales on a global scale. This is because foreign direct investment
(FDI) makes it possible to have more effective manufacturing and sales (Shujiro
Urata, 1998). Both the nations that receive the advantages of foreign direct
investment (FDI) and the nations that supply the FDI are able to gain from this type
of investment. Foreign direct investment is an investment that is made directly from
one country to another.

Countries that are recipients about investments made by other countries
benefit first from the adoption of fresh technologies as well as greater involvement in
global manufacturing and export channels, while investors from other countries
benefit from increased efficiency in the utilization of their assets and resources.
Foreign direct investment (FDI) flows increased by 24 percent worldwide between
the years 1991 and 2000; however, FDI in developing countries as a group increased
by 20 percent when adjusted for inflation over the same time period (World



Development Report, 2002). Over 3 percent of a nation's (GDP) was subsidized by
foreign direct investment (FDI), which reached a record high in developing
countries. Nevertheless, after reaching a peak in the year 2000, worldwide FDI flows
declined dramatically the following year, in 2001. This decline occurred after the
flows had reached their highest point in the year 2000. According to the 2002 World
Investment Report, capital outflows increased by 55% while capital inflows
decreased by 51%. This was the first time that both inflows and outflows had
decreased since 1991 and 1992, respectively. In 2001, economies in over 12 nations,
including the three biggest economies in the world, slipped into a state of recession.
The primary contributor to the fall in FDI in 2001 was the deceleration that was seen
in the global economy. Even though there was a significant decrease in FDI flows
throughout the world this year, the net FDI flow to developing nations remained
practically the same. The potential for a company to gain a greater profit, which in
turn encourages companies to invest overseas, largely as a result of cheaper labor
costs, is the aspect that ultimately decides whether or not a specific company will
locate its production facilities overseas. Traditional methods to the study of universal
trade and savings started with the assumption that components of output, including
capital and staff, weren't really transacted across international boundaries. This was
the starting point for these old methodologies. Nevertheless, in everyday life,
variables are mobile across international boundaries, and at the very least, since the
19th century, foreign labor migration and foreign investment have played an major
part in the expansion of the global economy (Jayasuriya and Weerakoon, 2000).
While differences in the cost of labor may occasionally play a role in helping to
influence the geographical choices that firms make, this is by no means the whole
story. According to the statistics on foreign direct investment, the majority of FDI is
still directed toward developed nations, specifically the United States, which has
relatively high salaries in comparison to those in developing countries. This is
because the United States is a developed nation with a strong economy. It is
interesting to consider the possibility that a business that makes an investment in a
foreign country, in which it is unfamiliar with both the local market and the
institutions, would often have to bear greater expenses, at least in the beginning. This
is due to the fact that the corporation will need to acquire more knowledge about the
local environment in order to successfully complete such an investment. At the level

of theory, economic analysis presents a variety of distinct explanatory strategies that



attempt to demonstrate why, notwithstanding these downsides, firms may still choose
to invest abroad. These techniques include: As per John Dunning (1977), companies
will engage in foreign direct investment (FDI) when three conditions are met and the
benefits that follow from those conditions are sufficient to outweigh the inherent
drawbacks of having to do business in a different nation. These three benefits are
referred to as the ownership benefits (Hymer, 1960), locational benefits (Vernon,
1966), and international benefits (Buckley and Casson, 1976). The phrase "foreign
direct investment,” more often abbreviated as "FDI"refers to capital that is invested
from outside the country and enters the economy directly. Foreign direct investment
(FDI), also referred to as is widely believed by those who determine policy to boost
the by data from real-world situations. Concerning the topic of referred to more
often as FDI (which stands for "foreign direct investment") and the role it plays in
the expansion of an economy, a substantial amount of academic investigation has
carried out. Even though the researchers employed a diverse selection of study
approaches and their findings occasionally contradicted one another, most scholars
have reached the conclusion that foreign direct investment (FDI) contributes in a
constructive way to the expansion of the economy. One example of research that
explores the effect that external straight savings have on financial development in
developing nations is the study that was carried out by Balasubramanyam and
colleagues in the year 1996. According to his analysis, which makes use of cross-
section data and OLS regressions, foreign direct investment (FDI) has a beneficial
outcome on financial development in host nations that employ an export-promoting
policy, but it doesn't have such an effect on the general economic growth of countries
that employ an importation exchange policy. This conclusion is based on the
observation that FDI does not contribute to the consequence on economic
development in nations that employ an importation exchange policy. He arrives at
this verdict as a result of his research, which showed that (FDI) does, in fact,
contribute to the expansion of the economy in nations that prioritize strategies that
emphasize exports.

Olofsdotter (1998) make available an analysis that and this one are extremely
similar. Using bridge data, she learns that an increase in FDI share price is positively
correlated with growth. while the impact is greater for host countries that have a
superior level of organizational capacity. This finding is significant because it
suggests that nations that are more capable of attracting direct investment from
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abroad will experience more growth. This ability is measured by how well a country
upholds property rights of its residents and by the efficiency with which it manages
its bureaucracy. When De Mello (1999) Using time series and panel data with fixed
effects estimates to analyze a sample of 32 industrialized and emerging nations, he
finds only minimal signs of a positive link between foreign direct investment (FDI)
and economic development. Notwithstanding the fact that the sample includes both
industrialized and developing nations, this is the conclusion that can be drawn. On
the other hand, Zhang (2001) and Choe (2003) Examine how There is a correlation
between the growth of the economy and the rise in the amount of money coming in
from other countries. Zhang draws on data from eleven developing nations ranging
throughout East Asia and South America for his analysis. Zhang (2001),
Cointegration and Granger causality analysis are utilized here, manages to find that
now in five studies, job expansion is augmented by FDI and that home nation
circumstances, including economic system and price stability, are indeed the main
drivers of growth. With such a propensity toward the development having caused
FDI, there isn't much indication that FDI creates receiving country expansion. In
other words, growth tends to cause FDI; however, there is little evidence that FDI
causes economic expansion in the receiving country. In other words, growth is
frequently brought about through direct investments made by foreign companies. If
the rate of economic growth quickens, it may lead to an increase in the amount of
direct financing made by foreign enterprises. Further research was conducted by
Chowdhury and Mavrotas (2003), in which the authors investigated the correlation
between economic expansion and inflows of foreign direct investment (FDI). They
were able to accomplish this by applying a one-of-a-kind econometric strategy that
allowed them to investigate the direction of causation between the two variables,
which in turn enabled them to discover the the way in which the link that is there
between the two variables should be understood. The time span that was covered by
the time series data that were used for this analysis was from 1969 all the way up
until 2000. for each of the following three rising nations:

Chile, Malaysia, and Thailand were all on the list. These nations are all
important beneficiaries of foreign direct investment (FDI), yet their respective
histories of major economic developments, best achievements, and patterns of
economic expansion are very distinct from one another. Their evidence-based results

strongly indicate that GDP did cause FDI inside this particular instance of Chile, but
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not conversely, whereas for both Malaysia and Thailand, there's still significant proof
that there is a gender-fluid cause and effect between both of the two factors. In Chile,
however, their findings strongly suggest that GDP causes FDI, not vice versa.
According to their results, GDP drives foreign direct investment in Chile rather than
the other way around. The fact that a bootstrap test was carried out with the intention
of determining whether or not the result was legitimate is proof that the
aforementioned findings may be trusted. Further, Frimpong and Abayie (2006)
scrutinize the path of causality among two or more variables by analyzing the
fundamental association between foreign direct investment (FDI) and GDP growth in
Ghana even during the pre-SAP and post-SAP periods. This will allow you to
determine whether or not the structural adjustment process (SAP) was actually the
cause of the growth in GDP. Taking all of this into consideration for the
investigation, "GDP growth™ refers to "gross domestic product,” while "FDI" stands
for "foreign direct investment." The researchers also investigate the question of
whether the period of time prior to the installation of the SAP was more
advantageous than the period of time following the implementation of the SAP. We
examined and studied the data that was gathered from a yearly time series that ran
from 1970 all the way up until 2005. According to the findings of the research, There
isn't any relationship between rising levels of foreign direct investment (FDI) and
rising levels of economic growth during either the pre-SAP sample period or the
entire sample period. This holds true for both time periods. On the other hand, the
rise in GDP that occurred after the SAP may be directly attributable to the growth in
the amount of money invested directly from abroad that took place throughout that
time period.

The most important advantage that foreign direct investment (FDI) provides
to emerging nations is that it helps bring and introduce modern technology, abilities,
education, and other important and relevant resources to their economies. This is by
far the most important benefit. FDI also brings other relevant and vital materials
(Hossain & Hossain, 2012). In addition to this, the possibility of gaining a job is an
important benefit offered by the host nation. When foreign companies expand their
operations into a country, they bring with them not only greater levels of technology
but also higher levels of managerial efficiency. It offers developing nations the
potential to compete with international rivals and generate services and commodities

of better quality in the future. This is because emerging countries benefit from this
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capacity. On the other hand, the key factor driving the need for foreign direct
investment is the requirement for large amounts of money to be invested in emerging
countries (FDI). As a consequence of this, foreign direct investment may be of aid to
them in enhancing their quality of life and improving their nation. This may be
accomplished through the creation of more employment and the implementation of
significant projects that need a significant amount of funding. Research conducted in
2001 by Nair-Reichert and Weinhold found that the amount of foriegn direct
investment (FDI) made in underdeveloped nations has increased by 17 percent over
the course of the previous two decades. Throughout the last twenty years,
globalization has served as a crucial factor in supporting the inflow of means of
production around the world. This support has been provided by globalization. This
trend has been made possible by advances in communication and information
technology. When deciding in which specific developing countries to invest their
money, multinational corporations sometimes consult a variety of indices and
metrics. Hence, despite the advancements that have been made when it comes to
employing technologies in the administration and production of these enterprises,
these firms need more advanced technology as well as a workforce that has a high
level of education. Nonetheless, in order to sustain a skilled labor force, these
countries need to provide better possibilities for higher education at all levels. The
qualified job sector is numerous in emerging nations because of their large
populations and large labor forces. In addition to this, a larger amount of financial
resources has to be put aside (ILGUN et al., 2010).

The recipients in terms advantages derived from investments made abroad
gain from the acquisition of technologies and from becoming involved in networks
that affect global manufacturing and commerce as a result of the foreign investors'
effective utilization of their own resources and other assets made possible through
FDI. Foreign direct investment (FDI) flows increased by 25% worldwide between
1991 and 2009, while FDI in developing countries as a group increased by 22% at
constant prices. This growth occurred over the period 1991-2009. (World
Development Report 2010). the proportion of a country's total population that gross
domestic product GDP that is made up of foreign direct investment has recently
reached around 5 percent. Nonetheless, foreign direct investment (also known as
FDI) allows developing countries to get access to a variety of resources, including

financial capital, technological know-how, managerial expertise, an entrepreneurial
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spirit, brands, and markets. These are all really valuable sources of information. They
are essential for developing countries in order for them to industrialize, develop, and
provide job opportunities as part of their fight against the pervasive poverty that
occurs in their country. As a result, the vast majority of emerging countries have
arrived at the realization that foreign direct investment (FDI) has the possibility of
being of great value. As a direct result of this realization, these nations have begun to
engage in asset promotion strategies and have globalized their portfolio regimes in
order to attract a variety of investors. Alterations to the volume and structure of
foreign direct investment (FDI) are possible, as are decreases in the costs of trade
that can be brought about through globalization and regional integration
arrangements. Notwithstanding this, investments in developing countries made
through channels of foreign direct investment (FDI). started picking up during the
middle of the 1990s. This was essentially the result of a gradual loosening of
restrictions on foreign direct investment (FDI) in the majority of these countries, as
well as the adoption of policies that were typically more export-focused.
The significance of direct investment from foreign sources for the growth of the
economy has been a hotly contested matter of discussion in a number of countries,
together with India. The importance of foreign direct investment (also known as FDI)
cannot be overstated. or efforts being made to globalize the economies of the world.
The expansion of worldwide production is being propelled by a combination of
economic and technological factors. In addition to this, it is being pushed forward by
the occurring liberalization of trade policies and foreign direct investment (FDI). One
of the most notable characteristics of the world as it exists today is the circulation of
corporate capital outflows in the form of investment from abroad in developing
nations, particularly during the 1990s. This phenomenon has been going on for quite
some time. During the 1980s, multinational firms (MNCs) established themselves as
significant actors within the globalization process as a whole. Governments in every
country on the planet, whether in wealthy and developing nations, have been
working to entice multinational corporations to invest their foreign direct investment
(FDI) in their respective nations. It's possible that this experience is connected to the
larger backdrop of liberalization, in which the majority of developing and transitional
countries have shifted their tactics to become more market-oriented.

When viewed in this light, globalization presents developing nations like
India with an unrivaled chance to accelerate their economic growth through
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increased levels of trade and investment. Because international commerce expanded
at a faster rate than foreign direct investment (FDI) throughout the 1970s, it was a far
more significant component of the economy on a global scale than the vast majority
of other significant international economic activity at the time. This circumstance
underwent a dramatic shift in the middle of the 1980s, when foreign direct
investment (FDI) all over the world began to show signs of rapid expansion. During
this time period, foreign direct investment has become increasingly significant due to
its ability to facilitate the transfer of technology and the establishment of marketing
and procurement networks, all of which are necessary for effective production and
sales on an international scale (Shujiro Urata, 1998). Foreign direct investment (FDI)
refers to the provision of capital by foreign investors, either directly or indirectly, to
businesses located in a different economy. These investors do so with the intention of
reaping profits as a result of their participation in the management of the business in
which they invest their money. International investors get a proportional share of the
asset ownership in the companies of the host country based on the amount of equity
they have invested. This is the empirical definition of foreign direct investment that
several nations have used in order to differentiate it from the flows of the portfolio.
The International Monetary Fund (IMF) has said that. the following is an accurate
definition of foreign direct investment: "an investment that is undertaken to acquire
an enduring interest in an enterprise operating in a country that is different from that
of the investor.” The ability of the investor to apply a considerable amount of
inspiration over the frequent operations of the corporation is the primary goal of the
investor (IMF, 1977). The procedure through which citizens of one nation (the
source country) purchase the proprietorship of properties in another nation in order to
exercise influence over the production, distribution, and other productive activities of
a corporation located in that nation is mentioned to as foreign direct investment
(FDI) (the host country).

Statement of the problem

Since its independence from the British in 1961, Sierra Leone, a nation that is
rich in inorganic resources including gold, diamonds, bauxite, and iron ore, amongst
many others, has also captivated very little foreign direct investment. This is despite
the reality that Sierra Leone is one of the least wealthy nations in terms of its citizens'
average income per year (FDI). This is due to the country's political unrest, including
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the civil war that took place in the 1990s, as well as its socioeconomic issues.
Although it receives very little or maybe no foreign direct investment (FDI), Sierra
Leone has attracted investors from all around the world. The country's environmental
crisis is exacerbated by investments from overseas direct investors. There has been a
movement in the location of certain polluting sectors from wealthy countries to
developing countries. The automotive industry is the one that has been hit the
hardest. The vast majority of these have been moved to poorer countries, where there
is less of a threat of contamination in their new homes. One of the factors that can
contribute to a currency crisis is direct investment made from overseas. In the year
2000, many nations in Southeast Asia were affected by currency problems brought
on by foreign direct investment (FDI). Exports have decreased, which has led to a
large loss in the worth of the national exchange. This is a direct effect of the
exporters' participation in the inflationary process. As a direct consequence of this,
foreign direct investments (FDIs) started pulling their money out, which led to a
crisis in the currency. A currency crisis is the inevitable outcome of placing undue
dependence on foreign direct investments (FDIs). In every country where the FDIs
have made inroads and adopted a new culture that is foreign to the country, the
native people have gone through a period of cultural assimilation and have
consequently suffered from cultural shock. The dominant culture of the home either
vanishes entirely or experiences significant decline. This can be seen in the
deterioration of the people's value system as well as the social structure and family
dynamics. As a consequence of the hi-fi style of life, there has been a negative
impact on human relationships. Inflation in the country has also been exacerbated by
the presence of foreign direct investments (FDIs). They spent a significant amount of
money on marketing to consumers and advertising. This is done at the expense of the
clients, which ultimately results in an increase in the price. They will also form
cartels in order to gain market power and take advantage of customers. OPEC, the
greatest cartel in the world, is an example of foreign direct investment that exploits

consumers.

Purpose of the study
Direct investment from abroad may contribute to the financial development
of a target country by making the climate more advantageous for local firms and

investors, as well as the local populace and economy. Because nations frequently
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impose their own import charges, international commerce is frequently complicated.
To ensure success in terms of sales and goals, a presence in international markets is
necessary for a number of different economic sectors. FDI is responsible for
simplifying a significant number of these aspects of international business. When
investors establish new businesses in other countries It brings about a rise in both the
amount of available opportunities and the amount of newly created jobs. It is
possible that this may result in an increase in the income and spending power of local
residents, both of which would be advantageous to the economies that are being
targeted. As a result of this, the purpose of this thesis is to conduct research into the
relationship that exists between the growth of the economy and the expansion of the
market. in Sierra Leone and the investment of direct foreign currency from other

countries.

Research questions

1. Is there a connection between direct investments made by foreign governments
and economic growth in Sierra Leone?

2. What is the impact of foreign direct investment on the Sierra Leonean economy?
3. Is there a long-term and short-term link between foreign direct investment and

economic development in Sierra Leone?

Research hypothesis

H1: There is no relationship between FDI and economic growth in Sierra Leone

H2: There is a relationship between FDI and economic growth in Sierra Leone

H1: There is no relationship between real interest rate and economic growth in Sierra
Leone

H2: There is a relationship between real interest rate and economic growth in Sierra
Leone

H1: There is no relationship between real effective exchange rate and economic
growth in Sierra Leone

H2: There is a relationship between real effective exchange rate and economic

growth in Sierra Leone
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Significance of the research

One of the most crucial benefits of FDI is the development of human capital.
The education level and overall amount of human capital in a country are both
increased by the skills that are gained by the workforce through training. Countries
that are recipients of foreign direct investment (FDI) benefit from developing their
human resources while maintaining ownership. The transfer of resources, as well as
the exchange of information, technology, and skills, can be made possible through
the use of direct investment from foreign sources. Investments made directly from
overseas have the ability to bring the revenue-to-cost ratio closer together. As a
direct consequence of increasing their total education and human capital, nations will
be in a position to guarantee that the expenses of production will remain stable and
that their goods will be easier to sell on the market. Countries that are recipients of
foreign direct investment (FDI) benefit from developing their human resources while
maintaining ownership. The transfer of resources, as well as the exchange of
information, technology, and skills, can be made possible through the use of direct
investment from foreign sources. Investments made directly from overseas have the
ability to bring the revenue-to-cost ratio closer together. As a consequence, nations
will be able to guarantee that the costs of production will remain unchanged, and as a
result, items will be easier to sell on the market. It's possible that the infrastructure
and tools provided by foreign investors will help a target nation's workforce become
more productive. One further key advantage of direct investment from abroad is that
it contributes to an increase in the revenue of the nation that receives the investment.
The gain in national income that typically follows an expansion in employment and a
rise in pay is one of the primary drivers of economic growth.
Large corporations frequently pay wages that are higher than the norm in the nation
they are trying to recruit workers from, which can lead to an increase in income. The
study will assist policymakers in better understanding the amount of money coming
into Sierra Leone from other countries as direct investments, and it will also assist
other scholars in conducting additional investigation on the relationship between
foreign direct investment and rising economic activity in other nations. All of this

and more will be included in the study.
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Limitation

This thesis is restricted to establishing a connection link development in
economic activity and investments made by foreign direct investors in Sierra Leone
between the years 1980 and 2020. This thesis makes use of many theories on FDI.
This thesis is restricted to the ARDL model with a total of five variables: foreign
direct investment (FDI), wide money, financial development, exchange rate, and

interest rate.

Definition of terms

Economic development: The process that ensures the overall health and standard of
living of a nation, territory, surrounding community, or individual are strengthened
in conformity with particular purposes and objectives is referred to as economic and
social development (ESD). Despite the fact that the concept has been around in the
Western world for a far longer period of time, the phrase enjoyed widespread usage
in the twentieth and twenty-first centuries. While talking about the advancement of
the economy, additional phrases that are frequently used include "modernization,"
"Westernization," and, most significantly, "industrialization." During the 1960s, the
focus of economic development plans switched from industrialization and
infrastructure to poverty alleviation. Before, economic development plans were
concentrated on industry and infrastructure. (Martha, 1996). [Martha] However, The
phenomenon of increased market productivity and overall gross domestic product is
what's known as economic growth. According to the economist Amartya Sen,
economic development is a process in which growth in the economy is only "one
aspect of the process."” Although economic development is an intervention by the
government designed to increase the well-being of people, economic growth is a
phenomenon of primary data and rises in GDP. Economic development is an
intervention by the government. The growth of both the economy and the economy
both at the same time as a whole are typically the primary concerns of economists,
although the socioeconomic development of communities is also a major focus of
community economic development specialists. additional terms that are frequently
utilized when talking about the advancement of the economy. During the 1960s, the
focus of economic growth strategies switched from industrialization and
infrastructure to poverty alleviation. Before, economic development plans were

concentrated on industry and infrastructure. (Martha, 1996). [Martha] However, The
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phenomenon of increased market productivity and overall gross domestic product is
what's known as economic growth. According to the economist Amartya Sen,
economic development is a process in which growth in the economy is only "one
aspect of the process.” In spite of the fact that economic growth is a governmental
initiative with the goal of enhancing the standard of living of the populace, economic
growth is a phenomenon characterized by increases in GDP and market productivity.
Typically, the key concerns of economists are growth both in terms of individual
businesses and the overall economy. But community economic development
specialists also place a significant emphasis on the socioeconomic development of
communities as a major focus of their work.

Economic growth- An The term “economic growth" refers to any rise or
improvement in the market value of the goods and services generated by an economy
over the course of a given fiscal year. This value is determined by adjusting for
inflation. Usually, statisticians compute such growth as a percentage rate of rise in
tangible national output, or real GDP. To eliminate the distorting impact of
hyperinflation on the pricing of things produced, growth is often judged in actual
terms, i.e., inflation-adjusted terms. Accounting for national income is the method
that is utilized for calculating economic growth. Bjork (1999); 1999 Because it is the
annual percent change in gross domestic product (GDP), economic growth
incorporates all of the positive and negative aspects that are associated with that
indicator. When comparing the rates of economic expansion of different nations, the
ratio of GDP to population (per-capita income) is frequently used.

Exchange rate- The value of one currency, as expressed in terms of another
currency, is referred to as the exchange rate. At this price, currencies can be
exchanged for one another. This is known as the exchange rate. Some exchange rates
are linked or locked to the worth of a particular nation's currency, in contrast to the
majority of exchange rates, which are allowed to vary in reaction to changes in the
supply and demand of the market.

Interest rate The amount of money it will set you back to borrow money or the
amount of money you will earn by saving money is indicated by the interest rate.
Hence, if you're a debtor, the interest rate is the amount of money that you pay in
return for borrowing money, and it is expressed as a percentage of the total amount
that you have borrowed. In other words, the interest rate is the sum of money that

you pay in exchange for borrowing money.
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Foreign direct investment- The phrase "foreign direct investment," or "FDI," refers
to a specific type of overseas funding that indicates a long-term interest on the part of
an investor in a business established in another nation. When we talk about an
investor having a "lasting interest” in a company, we imply that they have a link to
that company that will last for a long time and that they have a significant amount of
say in how that company is managed. This type of interest is formally regarded as
existing when a direct investor controls 10% or more of the electoral power on the
board of trustees (for an incorporated corporation) or the equivalent (for an
unorganized enterprise). Companies that invest in the establishment of a new plant or
office, as well as companies that purchase the existing assets of a foreign company,
are examples of businesses that engage in foreign direct investment (FDI). These
companies seek to augment or replace globalization of commercial activity by
producing (and frequently selling) goods and services in nations other than the

United States one in which the company was initially created.
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CHAPTER Il
Literature review

Theatrical literature
Theories of FDI

The initial concept of foreign direct investment can be considered a derivative
of classical conceptions of global commerce, with its foundations in economics. This
line of thinking has been around for quite some time. It is generally accepted that
David Ricardo’'s comparative advantage thesis was the first attempt to explain why
other countries' governments allow their companies to invest in their countries (FDI).
The early concept of foreign direct investment might be considered a derivative of
classical views of international trade, with its basis in economics. This is because
both concepts have their origins in the same place: this school of thought has been
around for a considerable amount of time. The idea of comparative advantage, which
was developed by David Ricardo, is usually acknowledged to have been the first
attempt to explain foreign direct investment (FDI). The Heckscher-Ohlin (1933)
theory is one of the foundations for the development of the notion of global capital
flows for the purpose of international business. This is due to the fact that countries
have varying amounts of resources at their disposal. It is an expansion of David
Ricardo's comparative advantage theory since it predicts patterns of commerce and
output according to the factor endowments of a region that is trading. In other words,
it determines patterns of trade and output based on a region's comparative advantage.
The fundamental tenet of the concept is that nations would engage in the practice of
exporting goods that make use of the factor(s) of production that they have an
abundance of and that can be purchased for a low price, and they would engage in
the practice of purchasing goods that make use of the factor(s) of production that
they have a deficiency in. Yet, Ricardo's theory is not able to account for foreign
direct investment (FDI) because of the fact that FDI is dependent on two countries,
two goods, and the total movement of components at the local scale. Even foreign
direct investment would be banned under such a system. The microeconomic theory
of worldwide production was first proposed by Stephen Herbert Hymer in the year
1960. 1960, published in 1976). His contributions to the field of FDI studies are
widely considered seminal. According to Hymer, the reasons that lead to the
internationalization of a corporation may be broken down into two distinct groups:

those that are contingent upon the organization's size and possession of particular
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assets, and those that are contingent upon the existence of market failures. Investing
in a foreign country directly, commonly known as FDI is what led Hymer to his
conclusion. can only take place when the rewards of utilizing firm-specific benefits
(FSAs) beyond borders are greater than the additional costs of conducting business
internationally. According to the opinions held by Hymer, multinational corporations
(MNCs) have firm-specific advantages that allow them to profitably operate in other
nations. Notwithstanding this, Hymer found four inconsistencies in what Heledd
Straker wrote in Understanding the Global Company. These are as follows:

1. An older theory suggested that the movement of money was unidirectional, from
industrialized to undeveloped countries. Nevertheless, throughout the war era,
foreign direct investment (FDI) was bidirectional among developed countries. 2. It
was thought that a country may only engage in inbound or outbound foreign direct
investment (FDI). The threshold of outward FDI was discovered to differ between
industry sectors, suggesting that if asset allocation was the factor of FDI, there
shouldn't be any modification, as all enterprises would've been equally capable and
inspired to expand overseas; 4. Furthermore, according to Hymer (1960), as cited by
Aliber (1969), et al., MNEs moved either in or out of position all over territorial
frontiers in industrialized nations, implying that nations received respectively inward
and outward FDI; 5. Hymer observed that MNE. There are flaws in the market, and
companies form multinational corporations due to a competitive advantage, which
they then employ to their advantage in different countries in order to maximize their
output. Il. Some industries, due to the nature of their competition, will put more
pressure on firms to internationalize their operations than others. However, these
benefits must not be granted to enterprises located in the host country under the same
terms and circumstances as firms located in the origin country. Caves (1971) takes
into account product diversity. The most significant factor that makes a difference
According to Caves, foreign direct investment (FDI) can either be horizontal or
conglomerate in nature. There are two other ways to categorize vertical types:
forward and reverse. Vertical foreign direct investment necessitates the regional
decentralization of the company's production chain. This is performed by having
affiliates located in countries with lower costs produce labor-intensive intermediates.
These intermediates are then sent to nations with higher salaries and, occasionally,
even to the parent business itself. Vertical foreign direct investment is typically
referred to as "efficiency-seeking" foreign direct investment (FDI) since the primary
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objective of the investor is to enhance the pricing of the company's output. This is
why vertical FDI is frequently referred to as "efficiency-seeking™ FDI.

There are also two possible variations of vertical FDI. When a company engages in
backward integration FDI into a foreign industry, they gain access to inputs that may
be used in their domestic manufacturing process. Back in the day, the extractive
industries were the ones that brought into most foreign direct investment (FDI) (e.g.,
oil extraction). One type of foreign direct investment is known as forward-looking
FDI, and it occurs when an overseas industry sells the products of a company's
national production process. Instead of exporting from the MNE's home country,
horizontal foreign direct investment (FDI) produces the same product in many
factories, which are then supplied to local markets by affiliate manufacturing. This
category of foreign direct investment is also known as "market seeking” FDI at
times. Generally speaking, horizontal investments driven by market-seeking methods
make up the majority of foreign direct investment (FDI) that drifts into industrialized
nations. As a consequence, these inflows have a propensity to raise the amount of
labor that is required for domestic production in the source nation (Mariotti, S.;
Mutinelli, M.; Piscitello, L., 2003). Horizontal investments are those that include the
reproduction of the full manufacturing process of the home nation in another nation.
This type of investment takes place in international markets. Horizontal foreign
direct investment (FDI) is a conventional type of FDI since it attempts to profit from
a new and enormous market. Vertical foreign direct investment (FDI) seeks to profit
from an existing market (Botric, V.; Skulic, L., 2005). When multinational firms
engage in the exploitation or utilization of natural resources, this is another instance
of FDI in circumstances where the company's presence on the ground is crucial. In a
number of less developed countries, the endowment of oil, gas, minerals, forests, and
waterfalls may be the most significant draw for international investment. Buckley
and Casson are responsible for the development of the internalization theory (1976).
In the body of academic work pertaining to international commerce, the method of
foreign direct investment (FDI) that is based on market imperfections is typically
referred to as "internalization theory." As a result of weaknesses in the market, it
became possible for businesses to conduct transactions among themselves rather than
using external parties. It was more practical to increase profitability by doing
business internally across national borders as opposed to transacting business

between two enterprises based in separate countries. This would be considered
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"external™ business. At this point, it is essential to keep in mind two aspects: first,
businesses would search for the location with the lowest operating costs, and second,
companies would integrate until the costs exceeded the benefits. In point of fact,
however, cost is just one factor that determines success, as companies are also
required to take into account cultural, legal, and several other environmental issues
(Jigme, 2006). The Internalization Hypothesis is flawed due to the fact that it places
an excessive amount of emphasis on industry-specific factors as the primary focal
point of the internalization choice. The hypothesis might not always explain why
entrepreneurs choose to start firms in certain places based on personal preferences
for a certain environment. For example, the hypothesis might not explain why
entrepreneurs choose to develop enterprises in a given area. Some websites might be
more suitable than others for reasons having to do with religion, language, or culture.
Another existing theoretical framework that investigates the origins and
manifestations of internationalization is known as the product life cycle (Vernon,
1966). In the middle of the 1960s, Raymond Vernon was the first person to propose
this idea. According to Vernon, businesses that are first to market with a new product
in their domestic markets frequently engage in foreign direct investment (FDI) in
order to manufacture the product for sale in international markets. According to the
PLC Theory, businesses move through a number of different phases as their
production levels increase over time. The first phase of a merchandise’s life cycle is
the launch phase, followed by growth, maturity, and then decline. A variety of
distinct factors will determine the length of time that a product remains in each of its
stages of development. According to Vernon, international direct investment is
something that companies do at particular points in the lifespan of an item that they
were the first ones to develop.

As stated by the OECD, there are a wide variety of processes and channels
via which There is a possibility that foreign direct investment will have an effect on
the economic growth of a host country. The repercussions of investments made by
foreign direct companies can be both positive and negative. meaning that it may
benefit the economy of the recipient country while also imposing some costs on that
economy (Mencinger, 2003). The transmission of emerging innovations and
expertise, the establishment of human capital, integration into the international
economy, competitive pressures in the host nation, and firm growth and restructuring

are the five primary mechanisms through which The expansion of the economy may
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benefit from the receipt of direct investments from outside investors. Each of these
mechanisms is broken down further into subcategories (OECD, 2002). Yet, it is
possible that several of the processes that have been identified, specifically the first
four, will have an adverse effect on the process of economic development. Moreover,
FDI might complicate the implementation of economic policy. The level of
technology used by a nation may describe the growth rate.. The adoption of
increasingly advanced technologies provided by multinational firms is essential for
economic development in developing countries. (Borensztein et al., 1998).
According to Lim (2001), one of FDI's most important contributions is its
involvement in the equipment transfer from industrialized nations to emerging
nations.

According to Loungani and Razin (2001), this transmission could result in
returns that would not be achievable through the purchase of products and services or
the investment of monetary capital. According to Frindlay (1978), foreign direct
investment is a approach for enhancing the economic performance of a nation by
means of the transmission influence of more advanced technologies provided by
multinational corporations. Foreign direct investment (FDI), according to Saggi
(2002) and Hermes and Lensink (2003), is the most successful strategy for
accelerating economic development since the technology transfer and experience of
multinational corporations contribute to a rise in the productivity of local companies.
The result of technology transfers, according to Varamini and Vu (2007), is
enhanced performance at host enterprises, which contributes to growth in GDP.
There is a correlation between the presence of new technologies brought by
multinational organizations and a reduction in the amount of money spent on
research and development by businesses that receive these breakthroughs.
Berthelemy and Démurger (2000) claim that this will increase the competitiveness of
these companies by reducing the costs associated with their operations. Technology
is voluntarily distributed to the local suppliers of multinational firms in order to
enhance the products such suppliers deliver to the multinational corporations
(Rodriguez-Clare, 1996). In order to enhance not only the quality but also the
quantity of their products, international companies buy, these innovative
technologies are disseminated to employees by means of training, practical
assistance, and other forms of information (OECD, 2002). According to the same

poll, multinational businesses frequently aid their local dealers in the acquisition of
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intermediate products and raw materials, as well as in the restoration of their
facilities. This assistance might also take the form of financial contributions.
According to Blomstrom and Kokko (1998), the most significant benefits that
multinational corporations can provide to industries that experience rapid technical
advancement are new products and new manufacturing procedures. Kottaridi (2005)
continues to identify the links that multinational companies have with local research
bodies as an important source of technology transfer. These local research agencies
include public institutes and universities. Nonetheless, there is a possibility that a
transfer of technology will have unintended repercussions. According to Vissak and
Roolaht (2005), the potential for the host nation to grow dependent on the technology
that is introduced into the country by multinational corporations and other wealthy
nations increases when the technology is brought into the country. The results of this
study suggest that there has been a decline in the level of interest displayed by local
firms in the development of innovative technologies during the course of this study's
time period. 5 Sen (1998) notes that in order to keep a technological advantage over
domestic businesses, international corporations may react badly to research
conducted in the host country. This author also notes that multinational firms only
transfer ineffective technologies when they are attempting to accomplish the same
aim. Under these circumstances, the host nation's dependence on technological
developments occurring on a global scale will be preserved. 2.3 Direct investments
from overseas companies and the cultivation of human resources A second way that
The growth of the economy could be influenced by direct investment from abroad. of
a host nation is by contributing to the expansion of its human resources, or labor
force. It's possible that this path will lead to the development of both positive and
negative outcomes. According to Ozturk (2007), foreign direct investment
encourages productivity expansion in the host nation. This is accomplished by
increasing the host nation's productive capacity through the enhancement of its labor
force, which is accomplished through training. According to Zhang (2001a) The
development of a nation is significantly impacted by foreign direct investment in the
economy since it carries with it considerably skilled individuals in addition to
specialized know-how in the areas of manufacturing and management systems. It has
been said by De Mello (1999),

It is anticipated that foreign direct investment will increase workforce

knowledge by providing training opportunities through the implementation of novel
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production and management techniques. One strategy for boosting the human capital
of the host nation is to provide workers with opportunities to learn new skills by
observing how multinational corporations implement newly developed procedures
(Loungani and Razin, 2001; Alfaro et al., 2004). FDI is a driver for the
implementation of novel machineries in the host nation, which means that the labor
force in the host nation needs to be able to employ these technologies. This was
mentioned earlier. Multinational corporations are frequently motivated to provide the
necessary training and, as a result, create capabilities in the host nation by virtue of
the fact that this capability is lacking (Borensztein et al. 1998). The Organization for
Economic Cooperation and Development reports that local enterprises provide less
training than foreign corporations. This can be explained by the introduction of
cutting-edge technologies, practices, and procedures that cannot be monopolized by
the native population and may limit the applications of these things (Borensztein et
al., 1998). The training that is provided by multinational firms has the potential to
have a significant influence on the economy of the entire country. According to
Hanson (2001), after this step, local businesses would hire the aforementioned
individuals, who would then receive training from global corporations and pass it on
to their respective organizations. According to Lim (2001), numerous staff members
take advantage of new information to start their own businesses after they teach their
previous skills and experiences to the personnel of the new company that they form.
OECD stands for OECD, which stands for the Organization for Economic
Cooperation and Development.

(OECD) (2002) asserts that firms have some of the responsibility for enhancing
training in host countries. This is because corporations may demonstrate to national

governments the necessity of a trained and qualified labor force.

Empirical literature
FDI and growth nexus

Duramany-Lakkoh et al. (2022) explore the influence that foreign direct
investment has on the growth of the Sierra Leonean economy. The whole-time frame
that is being looked at, which begins in 1980 and ends in 2016, encompasses a total
of thirty-seven years. For the most part, researchers come to the conclusion that
foreign direct investment (FDI) has a beneficial effect on the economic development
of a nation’s economy; nevertheless, in this study, we found that FDI does not have
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any association with economic growth in Sierra Leone. The data were analyzed using
empirical techniques, and the findings are based on a regression analysis that was
performed using the data that was available. These are the findings of the
investigation suggest that direct investment from abroad is beneficial. (stock) influx
into Sierra Leone does not have any effect on the development of the nation's
economy. Akadiri et al. (2019) The goal of this study is to analyze the possible
explanations for the association between foreign direct investment (FDI) and
economic growth for 25 African states. Specifically, the focus of this investigation
will be on the continent of Africa. during the period of 1980-2018 using a model that
additionally takes into account trade openness. The data set used in this analysis is
more current panel dataln order to establish whether or not there is a relationship that
Is stable over time, known as cointegration, we used panel bootstrapping
cointegration approaches. These techniques take into consideration the influence of
cross-sectional dependency. When doing predictive analysis among the panel series,
the Granger causality technique is used as the methodology of choice. The results of
our study point to the existence of a nexus between the variables that is characterized
by a long-run equilibrium, and our investigation revealed a two-way chain of
causation among economic growth, trade openness as well as direct investments
from other countries. This study provides policymakers and governments in this
region with new knowledge that can be utilized to reorganize foreign direct
investment (FDI) and trade policies in such a manner that their positive spillover
would spread throughout rural areas and enterprises in the local economy. This will,
in the long run, cause all African countries to experience economic growth and
development that is both sustainable and inclusive. VLATKA BILAS (2019)
investigates the connection that exists between foreign direct investment (FDI) and
the growth of the economy in Croatia over the course of the period from 2000 to
2019, using data collected quarterly. The span of time from the year 2000 to the year
2019 is the primary focus of the analysis. The databases of the Croatian National
Bank and Eurostat were searched in order to gather the data for the study. We looked
at two different combinations of time series: Two logarithms are needed here: (1) the
logarithm of the expansion rate of GDP and the logarithm of FDI; and (2) the
logarithm of the expansion rate of GDP and the logarithm of FDI/GDP. The
investigation that was carried out making use of three different types of cointegration
tests: the Engle-Granger cointegration test, the Johansen cointegration test, and the
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bounds cointegration testing (ARDL model). According to the findings of three
different According to the results of the cointegration tests, there is no link between
the quarterly growth rate of GDP and any of the FDI variables that exist in long-run
equilibrium. Because there is no Granger causation link between these series due to
the absence of a long-run equilibrium association among the growth rate of GDP and
FDI, the two cannot be correlated with one another. In other words, foreign direct
investments do not have an influence that is with according to the growth rate,
statistically significant of Croatia’s GDP during the time under investigation. This
research work has significant repercussions, both in the theoretical and practical
realms. The predominant kind of foreign direct investment (FDI) being brownfield
FDI is one of the hypotheses that might help explain this phenomenon. However,
greenfield foreign direct investment is the sort that has greater beneficial impacts on
the country that receives it; hence, nations should concentrate their efforts on luring
greenfield FDI. Within the context of the relationship between growth in the
economy and the expansion of the economy and investments in foreign direct
investment (FDI), financial expansion is often seen to function as an absorbent
capacity. Therefore, the influence that FDI has on the level of financial growth in a
country is proportionate to the pace of economic growth occurring in that nation at
that particular time. However, the findings of the research that have been conducted
thus far support the "too much finance is harmful to economic growth™ concept,
which asserts that more financial development slows the rate of economic expansion.
Therefore, the issue arises as to how far financial development should be extended in
order to maximize the potential benefits that direct investment from overseas can
bring to the expansion of a country's economy. This study is groundbreaking in that
it reevaluates the role that economic expansion plays in the connection between
increasing levels of foreign direct investment (FDI) and growing the economy. To be
more specific, it accomplishes this goal by including a word that describes the
connection between globalization and foreign direct investment in the nonlinearity of
the influence that financial development has on economic growth over time period
after the Global Financial Crisis of 2007-2008. Using data from the period 2009-
2013 for 65 developing countries, our findings, which contrast the findings from
earlier research, reveal that the nonlinear linking of financial development on
economic growth is a U-shaped curve. This is an interesting discovery since it

contradicts the conclusions from the previous studies. The manner in which
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absorptive capacity's effects operate is nonlinear. This indicates that the rate of
growth can only be sped up by foreign direct investment (FDI) in a country once it
has reached a specific degree of financial advancement. However, even a relatively
low dose can start to have a positive effect. The results of the study indicate that the
level of financial development needs to be improved since it functions as a kind of
absorptive capacity that enables recipient nations to experience the favorable benefits
of foreign direct investment (FDI). This means that the degree of financial
development needs to be increased. Ogege (2019) The major determination of this
research is to examine the influence that changes in inflation, interest rates, and
exchange rates have had on a range of economic development measures in Nigeria.
This research will be carried out by analyzing data collected over the course of one
year.

The index of life expectancy, the index of human development, the index of
consumption per capita, the index of the physical quality of life, and the index of
health and education are all examples of these types of indicators. The descriptive,
correlational, and regression analysis methods were utilized in order to make sense of
the secondary data that was obtained from the CBN statistics bulletins published
between 1981 and 2017. These analyses were carried out on the data. The data from
the empirical study showed that there is a relative influence that macroeconomic
factors have on the economic development indicators for Nigeria. There are
significant repercussions that the various systems of economic quality have on
performance metrics. Inferences drawn from this study suggest that the many
components of economic characteristics exert a variety of influences on the various
metrics of performance. However, It is advised that variables related to economic
development be exploited to create an environment that is advantageous for
investment. These variables include inflation, interest rates, and currency rates.
When attempting to achieve one of its primary goals—namely, inflation in the single
digits—the nation's central bank needs to take into account the level at which
inflation is considered unacceptable. In addition, the government should use stringent
monetary policy measures on occasion in order to keep inflation under control.
Dauda et al. (2019) Not only does it assist to enhance the economy of the host
country, However, this not only aids in the development of the local workforce,
which is why it is a good idea to invite international corporations to set up factories
there. This is due to the fact that the majority of international businesses have a
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tendency to bring in their own experts, who ultimately end up educating the local
workforce on particular new abilities that ultimately result in an improvement in the
capability of the human resources, and therefore, the economy of the host nations.
Because of this, Foreign Direct Investment (FDI) has a chance to play a significant
role in the development of Human Resource Management (HRM) in the nations that
receive it. This is particularly true for economies that are still building their HRM
practices, such as those in developing countries. Additionally, the cash that is created
through FDI may boost the efficient functioning of HRM, which in turn will
motivate organizations to reach the production targets that have been established. In
order to employ and teach local personnel on how to improve job outputs, qualified
foreign Human Resource Experts (HRE) are tasked with this obligation. This article
examined the role that international businesses, particularly Chinese businesses, play
in the growth of Sierra Leone's economy by concentrating not only on the theoretical
underpinnings of human resource management in Sierra Leone but also on its actual
implementations there. In the study, we explored the difficulties that are faced by
international businesses in Sierra Leone, where HRM is still in its infant stages. With
the expectation that everyone involved in the decision-making process and
stakeholders in the nation might begin to see foreign direct investment (FDI) as an
important component for the human, socioeconomic, and cultural development of the
country, this report proposed a number of solutions that are both feasible and
effective for addressing such concerns. Miftahu Idris (2019) This research uses
yearly time series data ranging from 1980 to 2017 to investigate the effect that
varying interest rates have on the pace of economic expansion in Nigeria. This
phenomenon is especially intriguing from a theoretical aspect as well as for the
purpose of gaining an understanding of the processes that govern financial markets.
The vector autoregression (VAR) model and the Granger causality test are used in
order to estimate the model coefficients and quantify the degree to which the
variables in question are connected to one another in a casual manner. The VAR-
based impulse response purpose and its accompanying Vvariance disintegration
estimates reveal that there is a negative link between interest rates and financial
development in Nigeria. This is shown by the fact that the results show the
attendance of this association. In addition, the Granger causality test reveals the
presence of a causal link that operates in equal directions, indicating a connection

between interest rates and overall economic expansion. As a consequence of this, the



32

authorities in charge of monetary policy should devise and put into effect interest rate
policies that encourage investment while also taking into account other factors that
slow the growth of investment. The monetary authorities and policymakers in
Nigeria need to take policy measures that are growth-oriented and have the potential
to propel the economy to greater productivity and sustainable economic development
in order for the country to accomplish the level of development that has been set as a
goal for the country.

Hayat (2014) conducted research to study the connections between
investment from overseas (known as FDI), access to natural resources, and overall
economic expansion are all important factors. In order to analyze how the level of
foreign direct investment (FDI) impacts the rate of economic expansion in the nation
in which it is invested, the study uses a larger sample size of 106 countries as its
subjects. In addition, there is the school of thought that an excess of natural resources
will retard the expansion of the economy. This investigation's objective is to
determine whether or not the accessibility of The available resources from nature
plays a part in how rising economic activity and foreign direct investment are related.
The sample period for this study is 1993-2012. On the other side, the availability of
natural resources is a barrier to the development that is brought about by FDI. The
findings remain the same even after accounting for the possibility of endogeneity.
Olawale and colleagues (2021) conducted research to determine how a nation's
natural resource endowment influences its level of economic performance (or
otherwise). By doing so, some researchers identified organizations (while others
recommended human capital) as a channel via which resource extraction endowment
fosters economic growth. Others suggested the opposite, namely that human capital
is the more important factor. This study's goals can be summarized as follows:
investigate the significance of natural resource endowment, foreign direct investment
(FDI) and financial development in the Middle East and North Africa (MENA)
region. Applying the ARDL methodology to annual data from 1990 to 2017, our
empirical results reveal that natural resource endowment is positively associated with
growth, whereas human capital has both negative and positive effects, with the
negative impact being stronger than the positive impact. In a similar vein, while the
aggregated assessment of institution quality produces a negative estimate, the
disaggregated assessment of institution quality produces a mixed result. In addition,
FDI boosts development in the short term but not in the long term; human capital is
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considered to mitigate the adverse effects of FDI on the development of the MENA
region by 0.01%, while institutions modify the previously demonstrated negative link
between FDI and growth by 0.15%. In conclusion, a positive growth impact is
generated from the interaction of natural reserve endowment and human capital, as
well as a positive coefficient for the interaction role in terms of the quantity and
quality of natural resources and institutions. They explain why the relationship
between growing economic activity and foreign direct investment effect on natural
resource endowment is only 0.01%, whereas institutional quality's effects is 99% has
a 0.23% impact on the positive impact that natural resource endowment has on
economic growth. [Citation needed]

Gherghina et al. (2019) Examine the connection the correlation between the
increase in foreign direct investment (FDI) and the expansion of the economy and the
expansion of the economy. In their research, the authors take into account not just the
sustainable development goals (SDGs) specified in the Sustainable Development
Goals for the 2030 Agenda but also a wide variety of institutional quality indicators.
The empirical findings of building regression panel data models for a selection of 11
Central and Eastern European nations from 2003 to 2016 show that there is evidence
that a non-linear connection exists between FDI and GDP per capita. This is shown
by the fact that there is evidence that a non-linear connection exists between FDI and
GDP per capita. The years 2003 through 2016 make up the time period in question. It
has been established that some factors have a beneficial effect on the progression of
things, such as the management of corruption, the efficiency of government, the
quality of regulations, the authority of the law, in addition to voice and
responsibility. On the other hand, it has been established that factors such as the
absence of violence or terrorism, as well as good governance, do not make a
statistically significant difference in development.

In addition, important growth drivers are the Millennium Development Goals
(MDGs) of ending extreme poverty and inequality in income, expanding access to
quality education, fostering innovation, and enhancing transportation and
information and technology infrastructure. The conclusions are supported, in part, by
the findings of the panel total modifications and the dynamic ordinary least squares.
Panel vectors serve as the foundation for the error-correction model. Granger
causalities provide support for both a short-run one-way causal relationship between
foreign direct investment (FDI) and growth and a long-run two-way causal
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relationship between FDI and growth. In addition, Granger causalities provide
support for a two-way causal relationship between FDI and growth. In addition, over
an extended period of time, unidirectional causal links are established between each
institutional quality measure, expansion of the economy, and increases in foreign
direct investment (FDI). These relationships are causal in nature.

Orji et al. (2021) A study was done on the repercussions of international
direct investment (FDI) on financial development in Nigeria, the largest economy in
Africa, as well as the lengthy link between FDI and the expansion of the economy in
Nigeria from 1981 to 2017. The study was conducted in 2017. The years 1981
through 2017 were comprised in the study's scope. During the course of the
examination, researchers applied both the distributed autoregressive lag modeling
technique as well as the standard least-squares technique. The outcomes of the
empirical research indicate that during the time frame that was taken into account for
the research, it would appear that foreign direct investment (FDI) had a correlation
that was both beneficial and significant with the growth of the economy in Nigeria.
The research came to a conclusion and made the recommendation that the
government of Nigeria develop policies to entice additional foreign direct investment
(FDI) in all of its economic sectors, In order to strengthen infrastructure facilities,
particularly in both the service and manufacturing sectors, increase production of
products in the nation, and increase the size of its labor force. This recommendation
was made after the study came to a conclusion and made the recommendation.
Finally, there is a need to strengthen the educational policy of the nation in order to
expand the supply of skilled labor available in the nation. In order to realize the
objective of boosting the availability of skilled workers in the country, it is required
to carry out these steps. This will provide useful strategies for attracting productive
foreign direct investments to the country, which is the ultimate goal of the
educational policy of the nation.

Baorong and Keita (2022) While the majority of theoretical literature
assumed that foreign capital inflows provided wide advantages to recipient countries,
this premise has lately been called into doubt in Guinea since the accompanying
GDP growth has had a limited influence on social welfare. This empirical analysis
provides a clearer Analysis of the level to which FDI has been a driving force
behind financial development in Guinea from 1990 to 2017,.The investments made

by international companies directly FDI estimates, which stand for foreign direct
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investment are often derived from foreign direct investment net inflows expressed as
a percentage of gross domestic product (GDP), while indices of economic success
are typically derived from the rate of increase in GDP. Presented below is a list. of
the findings and interpretations that can be drawn from this study: Second, there is a
correlation between a significance level of 1% and the favorable and long-lasting
effect that sustained levels of direct investment from overseas have on the rate of
economic expansion in Guinea over the course of a significant amount of time.
According to the findings of this study, there is a correlation between an increase in
the number of 0.45% in annual GDP growth and an increase of 1% in foreign direct
investment as a proportion of total GDP. In addition, the findings of the primary
study on the effects of foreign investment in Africa and other countries that are still
in the process of constructing their economies are consistent with this conclusion,
which shows that this result is in accordance with those findings. Second, the long-
run coefficients and the short-run coefficients tell the same story when interpreted
together. Foreign direct investment (FDI) as a percentage of GDP (L1 and L2)
contributes constructively and significantly to the expansion of the Guinean
economy. Even if there is substantial evidence that FDI has a constructive impact on
the state of the economy in Guinea, the government should evaluate the kind of
foreign investment that should be welcomed in the nation. Even if there is substantial
evidence that FDI has a constructive influence on the economy in Guinea, The
findings of the paper suggest that market or effectiveness investment should be
prioritized over the search for resources without the intention of transforming those
resources. Because of this, the economy of Guinea will experience growth that is
both more robust and richer.

The authors, Asante et al. (2022), conduct empirical investigation on the
interplay and repercussions of international direct investment (FDI) and fraud on
industrial expansion in the region encompassed by the Economic Community of
West African States (ECOWAS). This research estimates its conclusions by
employing the system-GMM estimation, which mixes a system of regression analysis
in difference and in degrees to get over the problem of endogeneity. The panel data
used in this study is from 15 different ECOWAS countries and spans the years 2000
to 2019. The research indicates that while foreign direct investment (FDI) does drive
economic development on its own, efforts to combat corruption have very little direct

impact on growth in the region. The mutually reinforcing effects illustrate how
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foreign direct investment (FDI) and anti-corruption efforts are mutually supportive of
economic development in the ECOWAS region. When there is an improvement in
the control of corruption in the first, fifth, tenth, and twenty-fifth percentiles, the
development benefit of foreign direct investment (FDI) is bigger and stronger. This
study advocates for more openness and a greater level of political support to
vigorously investigate, prosecute, and punish corruption in the ECOWAS area. These
changes are necessary to increase investor trust, boost foreign direct investment
inflows, and maximize the positive effects these inflows have on economic
development. Studies have demonstrated that foreign direct investment (FDI) in host
nations is an significant component of economic growth; yet, relatively little is
known about the ways in which anti-corruption laws influence the connection
between rising economic activity and investments made directly from outside. This
article offers assistance to policymakers by offering actual data in an effort to help
overcome a gap in the existing body of knowledge.

According to Andrew and Co. (2022), Through the utilization of the
autoregressive distributive lag (ARDL) technique methodology to the data for the
period of 1981-2018, the goal of this research is to look into the situation in the long-
term co-integrated connection between both the exchange rate and investment from
abroad with economic growth. This will be accomplished by analyzing the data. It
has been demonstrated that there is a connection, at least in the long run, between the
rate of currency exchange, general financial development, and the increase of direct
investments made by foreign entities in the domestic economy. The research
indicates that direct investment from foreign sources has a favorable effect on the
expansion of the economy and is contributing to it. and adds significantly to the rate
of adjustment, which comes in at 78.46%. The study makes a number of
recommendations, one of which is that the government of Nigeria create an
environment that is favorable to the success of private businesses. The report
indicates that the government should take actions that would increase investor
confidence and make it possible for multinational firms to take part in the economy
of the country. It is strongly recommended that both public and private groups boost
the amount of money they put toward the improvement of the nation's educational
and medical facilities.

Dinh et al. (2019) explored the immediate and long-term implications of this effect

for economies in emerging and developing nations, especially throughout the period



37

of tumultuous economic conditions that coincided with the world economic crisis.
This was particularly significant because it occurred during the period of time when
emerging and developing nations were experiencing the most difficulty. The impacts
that this influence had during this time period were the primary focus of their
attention. As a consequence of this, The purpose of this article is to conduct an
investigation. and present additional and significant quantifiable information on the
influence of foreign direct investment (FDI) on economic development within
developing nations that are classified as having a lower-middle income range from
the years 2000 to 2014. This information pertains to the time period from 2000 to
2014. This information pertains to the time period from 2000 to 2014. For the
purpose of determining whether or not the findings may be relied upon, we will need
several distinct econometric techniques, tests like the panel-based unit root test, the
Johansen cointegration test, and the vector error correction model (VECM) are
examples of these. and the completely modified ordinary least squares model
(FMOLYS), are utilized.

This research came to the conclusion that foreign direct investment (FDI))
maybe an assistance to the acceleration of a nation's overall economic growth over
the course of multiple generations, but it may have the opposite effect in the near
term for the countries that were investigated. The explanation of economic progress
in these countries relies substantially on the interplay of a number of different
macroeconomic factors. On the other hand, a rise in the quantity of cash that is
accessible has an optimistic impact on economic expansion in the short run, whereas
an increase in the total amount of credit that is made available to the private sector
has an adverse impact. A rise in the amount of money available has the consequence
of producing a beneficial outcome. An increase in the overall amount of credit that is
made available to the private sector will result in the production of an effect that is
detrimental. In addition, the total amount of money, the total amount of human
capital, the total amount of domestic investment, and the total amount of domestic
credit for the private sector are all factors that have an effect on the expansion of the
economy over a more extended time frame of time. The conclusions of this study
have provided the governments of these countries with some recommendations for
the course of action that they should take as a result.

There is a relationship between the volume of foreign direct investment (FDI) that a

country receives and the rate of economic expansion in that country. in host nations.
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is a hotly discussed topic, and Sarker and Khan (2020) set out to examine it. They
aimed to determine whether there was a correlation between the two. In spite of the
fact that certain studies have uncovered data suggesting that The term "foreign direct
investment™" (FDI) refers to capital that originates from sources outside the nation.
other studies have uncovered evidence suggesting that this is not the case. The
researchers who looked into the connection between Gross Domestic Product and
Direct Investment from Overseas Companies found evidence of unidirectional and,
in some instances, bidirectional causality as they carried out their investigations. The
enhanced Dickey-Fuller test, the augmented Dickey-Fuller generalized least squares
test, the Kwiatkowski-Phillips-Schmidt-Shin test, and the Lee-Strazicich test for unit
roots were the tests for stationarity that were carried out. The enhanced
autoregressive distributed lag (augmented ARDL) bounds testing method was put
into place so that it could be used to determine whether or not cointegration actually
existed. Researchers turned to the Granger causality hypothesis in order to examine
the trajectory that causation was following and make sense of their findings. An
improved version of the ARDL model found that there is a consistent link between
GDP and foreign direct investment. Also, the findings of the error correction model
and the Granger causality analysis suggested the existence of a unidirectional
causality that travels from GDP to FDI. This was demonstrated by the fact that the
causality went in the opposite direction. This causality was proven by the correlation
between the two variables.

Karimi et al. (2009) carried out a study into the relationship between
international investment and the expansion of the economy. This particular
methodological technique is based on the Toda-Yamamoto test for causality, which
also includes a limit testing component (ARDL). The study looked at data from time
series from 1970 to 2005 and came to the conclusion that there is not enough
evidence to support either a bi-directional causal relationship or a long-run link
involving Malaysia's progress in terms of both financial development and foreign
direct investment (FDI). This conclusion was reached after looking at data from a
time series. This illustrates that In point of fact, investments made directly from
abroad do, have an effect, although a secondary one, on the expansion of the
Malaysian economy.

The investigation examines the correlation between high levels of foreign direct
investment and higher levels of (FDI) and increased levels of economic growth in
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Malaysia that was carried out by Har Wai Mun and colleagues (2008) makes use of
time series data to look at the period of time from 1970 to 2005. Empirical studies
and regressions utilizing ordinary least squares (OLS) are carried out, with yearly
data on Malaysia's economic growth and the country's openness to foreign direct
investment (FDI). from 1970 to 2005 being used. These studies and regressions are
carried out using OLS. This study conducted an analysis of yearly data taken from
the International Financial Data Tables that are produced by the International
Monetary Fund in order to study the connection between higher rates of economic
growth and direct investments from other countries like Malaysia, for example. This
was done In order to find out if there is a connection between the two things, we
need to determine the possibility that there is a connection (the IMF). According to
the results, the I-1 series classification applies to all three of Malaysia's LG series:
LGDP, LGNI, and LFDI. There is a lot of evidence to recommend that there is a
substantial relationship between the expansion of Malaysia's economy and the
amount of money that comes into the country as a result of investments made by
other countries, and this assertion is supported by the fact that there is a meaningful
connection between the two, which has been seen. The actual Gross Domestic
Product (GDP) is directly and favorably impacted by the level of foreign direct
investment (FDI) (RGDP). There is a direct relationship between a one percent rise
in FDI rates and a 0.046072% increase in growth rates. In addition, FDI, which
stands for "foreign direct investment,” has a direct and positive influence on RGNI.
This is due to the fact that a one percent rise in FDI rates results in a 0.04487 percent
gain in growth.

Nisto (2014) examines the significance of foreign direct investment (FDI),
which is more correctly referred to as foreign money. FDI stands for "foreign direct
investment." The influx of foreign direct investment (FDI) often has a positive
impact on the economies that are the recipients of such investment. This effect is
known as the "FDI effect.”" Despite the fact that there is a considerable relationship
between the total amount of overseas investment and the amount of GDP, it is in the
best interest of all states, there was fierce competition for the nation at both the
macroeconomic and microeconomic levels prior to the year 2000. This competition
was caused by the fact that the Romanian economy attracted fewer FDI inflows than
other rising economies. The manifestation is different depending on the location and
region of the host nations, and it is significantly dependent on the quality of the GNI



40

direct investment as well as the volume of it. Obviously, the economies of Romania
or the EU are different, and this article tries to identify if FDI the discovery that there
is a meaningful connection between the two, which was made possible by
observation., specifically GDP growth, in order to appraise if FDI has a beneficial
effect on the growth and development of the Romanian economy.

Exchange rate and growth nexus

Ehigiamusoe and Lean (2019) explore the moderating effect of the actual
currency rate and its fluctuation on the West African finance-growth nexus. In
addition to this, it computes the marginal impacts of financial growth on economic
expansion at varying levels of the actual exchange rate as well as the degree to which
the actual exchange rate fluctuates. This can be done in a number of different
scenarios. According to the findings, the expansion of Over an extended period of
time, the contribution of the banking industry to the pace of expansion of the
economy has been positive. This effect is felt across the economy. Despite this, some
of the benefits of this relationship are mitigated by the real rate of exchange and its
volatility. There is a large amount of variation in the marginal effects that financial
expansion has on the economy, and these effects are dependent not only on the level
in terms of the actual exchange rate but also on its volatility. An increase in the
degree to which a shift in terms of the real exchange rate, this has a moderating
impact on the impact that increased spending and investment has in relation to the
growth of the economy as a whole. In addition to this, we provide proof of the
condition in specific countries located throughout the region. The primary hypothesis
of the research is that growth in the financial sector will not offer the desired
economic advantages unless it is followed by a decrease and stability in real
exchange rates. The report presents policy suggestions based on its results.
Kibe et al. (2022) conduct research on the elements that influence economic
development and find diverse findings in various nations. In order to stimulate and
promote collective development in all spheres of economic activity, as well as the
implementation of macroeconomic strategies and initiatives to increase was
established. This was done in addition to the implementation of macroeconomic
policies and programs to improve the average of living of the individuals of its
member nations. Among other things, focus was placed on mobilizing domestic

financial resources, mobilizing foreign resources, and boosting international
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commerce as a development engine. Nevertheless, it is unclear if these policies are a
cure for the COMESA nations' economic development problems, and economic
expansion in these nations has remained a challenge in all economies. This research
looked at factors that influence economic development, such as investor protection,
grants and loans to the non-public organization, the foreign exchange rate, and
corruption. The research concluded by stating that more providing financial
assistance to the private sector stimulates economic development. This is due to
investors' willingness to invest in riskier ventures while pushing safe borrowers to be
more effective. Currency depreciation may make a country's exports cheaper and its
imports more costly. The financial sector, particularly in the economy's formal
sectors, is crucial in channeling savings into productive investment. The banking
industry is largely considered a critical economic channel for financial
intermediation. Credit given to the private sector boosts a country's productivity.
This study provides new information by evaluating the factors of economic
development in COMESA nations. The findings allow macroeconomists,
policymakers, and central monetary authorities from all countries to get a thorough
understanding of the impact of investor protection, loans to the private institutions,
foreign currency rates, and corruption in stimulating economic development.

Khan (2022) Over an extended period of time, the contribution of the banking
industry to the pace of expansion of the economy has been positive. This effect is felt
across the economy. living in its member nations the nominal rate of exchange,
investment from abroad, and unanticipated event shocks have on the growth of
Bangladesh's economy. Both the augmented Dickey-Fuller and the Phillips-Perron
unit root tests can be utilized in order to ascertain whether or not unit roots are
present. In addition to that, you may use these series of tests in order to determine
whether or not the factors under consideration are stationary. In order to find out
what kind of connection there is between the factors that are independent and the
variable that is being studied the method of analysis known as the ordinary least
squares method is utilized. This method of analysis is employed with the intention of
elucidating the character of the connection between them. The purpose of this
investigation is to find out how the The relationship between independent and
dependent variables is established. According to the findings, the rate of currency
exchange as well as investments made directly from outside the country have each

had a substantial influence on the expansion of the national economy throughout the
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course of the previous few years. On the one hand, unanticipated events such as
COVID-19, natural disasters, and other incidents of a similar nature have a negative
impression on the financial development of Bangladesh. On the other hand, the level
of price increases, foreign direct investment (FDI), and the exchange rate all
contribute to the expansion of Bangladesh's economy in a positive way. The research
may be of assistance to policymakers in determining, developing, and putting into
action viable plans for the expansion of the country's economy.

According to Morina et al. (2020), the currency rate is a crucial component of

the macroeconomic environment that effects both international commerce and the
actual economy of each nation. The growth of international trade produces
conditions that are favorable for fluctuations in currency exchange rates. The
objective of this article is to study the various ways in which actual currency rate
volatility affects economic expansion in the nations that are located in Europe's
Heartland and its Eastern Periphery. In addition, research is conducted to determine
the effects of three distinct channels of impact on economic growth. These channels
differ in how they evaluate the volatility of exchange rates. The nature and impact of
such movements on growth are investigated in this research by using annual data for
fourteen Central and Eastern European nations from 2002 to 2018. The empirical
findings, which were obtained by the application of fixed effects estimates to panel
data, indicate that fluctuations in exchange rates have a substantial depressing effect
on real economic growth. When alternative metrics of indicators of the exchange
rate's degree of volatility include the standard deviation and the z-score. are utilized,
it appears that the conclusions are consistent with those measurements. In order to
stimulate economic growth, the author of this article suggests that policymakers
implement a number of different techniques to keep the exchange rate stable.
Rahim et al. (2021) carried out a study in Southeast Sulawesi, Indonesia, with the
objective of determining whether or not there is a correlation between the use of
gasoline, fluctuations in currency exchange rates, and expansion of the economy as a
whole. We utilized annual data from a time series. that went all the way back to 1988
and went all the way up to 2016. The estimated outcomes of the VAR model and the
Granger causality test reveal that the apparent causal link among fuel use and
financial development is only temporary. More precisely, the Granger causality test
shows that the observed causal link is only between fuel use and economic
development.
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Using time series data and two econometric models—a trivariate VAR and the
ARDL bound test—Arthur and Addai (2022) investigate the dynamic interplay
between foreign direct investment, economic expansion (GDPG), and the actual
exchange rate (RER) in Ghana from 1996 to 2018. Their research covers the period
from 1996 to 2018. Using time series data and two econometric representations—a
trivariate VAR and the ARDL bound test—Arthur and Addai (2022) investigate the
dynamic interplay between expansion of the economy, as well as direct investments
from abroad (GDPG), and the actual exchange rate (RER) in Ghana from 1996 to
2018. Their research covers the period from 1996 to 2018. Their investigation spans
the years 1996 to 2018. The years 1996 through 2018 are encompassed under the
purview of the investigation; however, the most attention is paid to the years 2018
through 2018. In the long run, there does not appear to be any connection between
the components, as indicated by the data. Notwithstanding this, both FDI and RER
contribute to a positive causal shock that is experienced by GDPG. As a result, there
has been a positive response from FDI to the RER shock. Because of the
interdependence of the components, it is suggested that the government adopt
strategies and procedures that would ensure the best possible equilibrium within this
nexus.

Using time series data and two econometric models—a trivariate VAR and
the ARDL bound test—Arthur and Addai (2022) investigate the dynamic interplay
between foreign direct investment (FDI), economic expansion (GDPG), and the
actual currency rate (RER) in Ghana from 1996 to 2018. Their research covers the
period from 1996 to 2018. Their inquiry covers the years 1996 all the way up until
2018. The years 1996 through 2018 are covered under the scope of the study;
however, the years 2018 through 2018 receive the lion's share of the focus and
consideration. According to the findings, there does not appear to be any connection
between the components in the long run. This conclusion is drawn from the data.
These findings were obtained by taking into consideration of the asymmetric
assumption. Changes for the better, such as an increase in how much one unit of cash
is worth in relation to US dollar are observed to result in fewer FDI inflows over the
long term, whereas negative shocks result in bigger incoming foreign direct
investment. Despite this, positive shocks are responsible for the creation of a greater

intensity than negative shocks. in the currency rate. The validity of the long-
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exchange rate for directional causation is demonstrated by the coefficients that make

up the error correction term.
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CHAPTER I11
Methodology

Data

For the goal of conducting a regression analysis, this research makes use of
secondary data. The data that was used for this research was obtained from the
project supported by the Global Bank. The databases of the World Bank are vital
instruments that provide essential management support initiatives and then provide
key relevant data for such operational activities of the Bank. These databases are also
an important source of information for the general public. The utilization of norms
and guidelines that are acknowledged on a global scale leads to the production of a
reliable source of information that is consistent in its presentation. Statistics must not
only be accurate but also applicable if they are to be of any value. They have to be
accurately compiled in accordance with all of the established procedures and
standards. They are also obligated to fulfill the requirements of the users and provide
solutions to the concerns provided by policymakers. In terms of the generation of
data that is reliable and up to these requirements, developing nations confront a
variety of challenges. They frequently find themselves trapped in a virtuous cycle in
which insufficient funding in national statistical frameworks both restricts operations
and produces data of such poor quality that decision makers are hesitant to depend on
them. This is a situation in which they find themselves locked in a vicious cycle.
Because there is not a lot of interest in the data, there are limited resources readily
accessible for the manufacturing of their products and the quality control of those
products. The mission of the World Bank is to empower low-income countries to lift
themselves out of poverty and into a position of sustained economic expansion.
Expenditures on activities related to statistics, the establishment and application of
regulations and structures for data collection, analysis, and distribution, the
strengthening of the global data model, as well as the collection of international data

sets are only some of the many facets of our activity.

Variables

GDP growth-Rate When compared to market standards values and on the basis of
levels of the local money that have remained constant over time, the yearly
percentage increase of GDP Calculations of aggregates are done with prices from
2015 kept unchanged, and results are presented in US dollars. When calculating
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gross domestic product (GDP), it is necessary to first total each individual item
tariffs and then deduct all of the incentives that are not factored into the item values.
This is done so that the final number may be expressed as a percentage. It would
appear that the entire quantity of value that was produced by all of the local
manufacturers and suppliers within an economy is what is meant to be represented by
the term "gross domestic product,” or GDP. While calculating it, nothing is
subtracted to account for factors like the depreciation of generated assets as well as
the depletion and deterioration of other assets of mineral riches. Instead, it is
computed without any such deductions. In other words, none of these considerations
are taken into account in the analysis. "Gross domestic product” is an acronym that
stands for "gross domestic product,” which refers to the total amount of value added
by each and every one of the nation's manufacturers together. GDP stands for "gross
domestic product.” The phrase "worth added" refers to the increase in value that
occurs when the total output of producers is compared to the worth of the
intermediary products and operations that are utilized during the making of. This
comparison results in a difference in value. This distinction is made before the value
that is placed on the fixed assets that are employed in the manufacturing process is
taken into account. Either using basic prices, which do not take into account any
additional taxes that have been placed on the commodities, or using producer prices,
it is required by the United Nations System of National Accounts recommends an
investigation into value added. The term "basic prices"” refers to prices that do not
take into account any additional taxes that may have been levied on the items being
purchased (this includes the net taxes on items paid by manufacturers but does not
include sales or value-added taxes).

These calculations don't factor into consideration the expenses associated
with travel, which are billed individually by manufacturers. The total GDP is often
calculated using purchaser prices. The value contributed by industry is often
calculated in relation to the pricing of the base goods when the value added is
calculated using the prices of the producers. The technique of least squares is
combined with information regarding prices in the currency of a country that have
remained constant in order to calculate growth rates for both the GDP as a whole and
its individual mechanisms. For computing growth rates for various geographies and
income levels, holding all other variables constant price series denominated in US

dollars are often used. The next step is to convert the data, which were previously
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denominated in local currencies, to constant US dollars to use a currency value from
the useful reference year. It is possible to get an idea of how quickly an economy is
growing by tracking the rate at which the quantity of its production or the real
incomes of its citizens change over the course of a predetermined amount of time.
According to the 2008 System of National Accounts (SNA) that was published by
the United Nations, the three possible indicators that can be used The quantity of
gross domestic product (GDP), actual national earnings, and employment rate are the
three factors that are used to determine growth and real net governmental revenue.
These are the three possible indicators that can be used to calculate growth. These are
the figures that were used to compile the 2008 SNA. The total amount of value
created by families, the government, and businesses that participate in the economy
is what is included in the GDP. This value is calculated using constant prices. The
GDP takes into account all of the output that occurs inside a country, regardless of
whether the money is earned by local or international entities.

The term "foreign direct investment™ (net inflow) refers to the net financial
flows of a portfolio that are created specifically with the goal of obtaining a lengthy
managerial involvement in a company that operates within an economy that is
separate from the investor's own economy. This interest would be held in the
business for a longer period of time than the investor would hold it in their own
economy. The term "foreign direct investment” comes from the phrase "direct
investment in a foreign country.” To qualify as having this interest, you need to
possess at least 10 percent of the company voting stock. While determining the
balance of payments, the entire amount of capital reserves, reinvestment of revenues,
additional capital invested for the long run, as well as capital invested for the short
term are all taken into account. One example of an additional type of capital is the
reinvestment of earnings. Other forms of long-term capital are also included in this
category. This series breaks down the net inflows by GDP (new investment inflows
minus disinvestment inflows) the economy reporting them has received from
international investment. Statistics on the International Financial Services Authority
compiles and disseminates balance of payments data; these figures serve as the
foundation for the data on stock flows. The data on investment from abroad are
supplemented by staff estimates provided by the World Bank. These estimates are
drawn from In addition to information from officially recognized sources, The

United Nations Committee on Trade and Development (UNCTAD) provides the



48

data. According to the most recent iteration of the Balance of Payments Manual,
which was published in 2006, which was accepted for publication by the
International Monetary Fund in 2009, the components that make up the international
agreement on the term "foreign direct investment" are as follows: equity stake,
including resource provisioning with equity that offers ascent to influence or control;
investment has indirectly impacted or controlled enterprises; funding in fellow
enterprises; debt (except sukuk); equity stake in a fellow enterprise; equity stake in
an indirectly influenced or controlled enterprise; investment The parameters that can
be used to determine whether or not there is a connection between a cross-border
ownership arrangement and direct investment are outlined in the Direct Investment
Relationships Framework. These criteria are based on the control and influence of
the investment in question. Foreign direct investment also referred to as (FDI), is a
type of international investment that differs from other types of international
investment in that its purpose is to gain effective leadership oversight of or create a
long-term investment in a corporation that is based in another nation. In order to
maintain a long-term stake in a particular investment initiative, it is frequently
necessary to set up warehouses, manufacturing facilities, and other organizations in a
foreign country that are permanent or intended to last for a significant amount of
time. An investor has the option of making a direct investment in the form of a
greenfield investment, which occurs when the investor establishes a new enterprise
in a foreign nation by constructing new operational facilities; a joint venture, which
is when the investor enters into a partnership agreement with a corporation abroad to
establish a new enterprise; or a merger and acquisition, which is when the investor
acquires an already existing enterprise in a foreign country. According to
recommendations made by the International Monetary Fund, in order for investments
to be categorized as foreign direct investment, they need to constitute at least 10
percent of the voting stock (FDI). This requirement is in place so that FDI can be
tracked. In fact, several countries have chosen to set a higher standard for
themselves. Several countries choose not to make public the percentage of their
income that was put back into the economy, and the concept of what constitutes a
long-term loan is understood differently in each nation. "Balance of Payments" is
what "BoP" stands for in this context. The vast bulk of the capital that is invested in
development originates from private sources and might take the form of either stock
or loans. Equity flows are a type of financial transaction that includes both portfolio
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equity and foreign direct investment (FDI). Debt flows can take many forms, and
some examples include the issuance of bonds, the borrowing of money from banks,
and the provision of credit to various vendors. The data on foreign direct investment,
also known as FDI, do not provide a comprehensive picture of direct investment in
an economy. The numbers on foreign direct investment (FDI) that are included in the
balance of payments do not take into account the money that was raised locally.
Money that was raised domestically is a substantial source of investment finance in a
number of developing economies. In addition, non-equity cross-border activities
within a unit, such as the transportation of goods and services, are not accounted for
in the figures for foreign direct investment. The amount of global personal financial
flows that was announce by the World Bank is different from the amount that was
published by other sources because of discrepancies in the data in the categorization
of economies as well as the method that was used to modify and disaggregate the
information that was provided. The World Bank reported a higher number of global
private financial flows than other sources did. When it comes to the topic of debt
financing, the way in which particular trade installments and some offshore issuances
are analyzed can also result in modifications. This is especially important to keep in
mind because of the significance of the topic. The data for each nation's equity flows
are displayed here, and those numbers cover every country for which there are
statistics.

Interest rate-The term "real interest rate" refers to the lending rate subsequent to the
GDP deflator has been used to adjust it for inflation. Yet, the terms and
circumstances that are tied to loan rates vary from nation to nation, which makes it
difficult to compare them. A disparity in the status and position of creditors and
debtors can give rise to a wide range of interest rates in an economy. These rates are
a reflection of the numerous competitive circumstances, the terms that regulate
Savings and mortgages, and the variations with regard to the standing and position of
creditors and borrowers. In other words, these rates are a product of the market. In
many types of economies, the interest rate is typically determined by legislation or an
official decree. Sometimes, though, the rate is simply determined by market forces. If
a country has If the nominal rates that are stated do not represent the actual rates, or
if the markets are flawed, it may be challenging to collect data on borrowing costs
that accurately represent real market transactions. This may be the case in countries
where such data is difficult to obtain. This may be the case in countries where
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effective rates do not reflect reported nominal rates. This can be the case in countries
where there are actual transactions taking place on the market.

This may make it difficult to find interest rate statistics. The International
Monetary Fund (IMF) compiles data on interest rates on deposits and loans as a
proxy for the rates of interest that banks give to their local clients as a representative
sample. Nevertheless, the terms and circumstances that are tied to these rates vary
from country to country, which makes it difficult to compare them. Before real
interest rates can be calculated, nominal interest rates must first be adjusted
downward by an amount equal to an estimation of the rate of inflation in the
economy. Real interest rates can then be calculated. If the real interest rate is
negative, this indicates that there will be a gradual decrease in the value of the
principal over the course of the investment. The following is the formula that will be
used to determine rates of interest based on real money: | P) / (1 + P) where | stands
for the country's benchmark interest rate. on loans and P represents the inflation rate.
I P) /(1 + P) (as measured by the GDP deflator). In 2009, the International Monetary
Fund (IMF) started providing monetary statistics in a new format for nations that
submitted according to the guidelines laid out in its Manual of Monetary and
Financial Statistics 2000. This new format was implemented for nations around the
world.

This new presentation is applicable to countries that have been reporting data
since 2000. The format stays the same for nations that publish their statistics in line
with the International Financial Statistics (IFS). Both the banking system's net
domestic credit as well as the system's net foreign assets are included as part of the
banking system's assets. That portion of credit which has been made available to the
private sector and the general administration is factored into the calculation of net
domestic credit. Additionally, credit that has been extended to the non-financial
government institution as holdings of both short-term and long-term sovereign debt
as well as credit that has been extended in the form of loans to state enterprises is
also factored into the calculation of net domestic credit. This figure does not take into
account any liabilities due to either the public or private institutions, which take the
amount of money that is maintained through deposits within the banking system.
These liabilities are shown as a negative number. In addition, the total amount of
credit extended within the country to nonbank financial companies and banking
institutions is factored into the total. Domestic credit is the primary mechanism that
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is used in the process of regulating variations in the money supply, with lending from
central banks to the respective national governments often playing the most
significant role. Changing the cost of the recapitalization infrastructure that the
central bank provides to banks, adjusting the rate of interest in the market through
operations in the open market. Examples of ways in which Financing for privately
held companies is subject to regulation by the central bank, institutions include
setting ceilings on the amount of credit that banks can provide to the private sector,
attempting to control the credit available through changes in the bank reserves that
are levied on banks, and trying to control the amount of credit that can be provided to
the private sector. The real rate of interest is an essential variable in a wide variety of
different economic theories because it helps to explain a wide range of economic
occurrences such as the business cycle, economic bubbles, and capital flight are
examples of economic phenomena. This is due to the fact that the real interest rate
contributes to the explanation of these and other economic phenomena.

Assuming that there is no change in any of the other parameters, the real interest rate
will rise when there is a high demand for credit, also known as a strong demand for
credit. This will cause a shift in the money supply away from consumption and
toward savings. When the rate of interest that is actually being offered is low, there
will be a change in the demand for savings away from investments and toward

consumption and investments.

Variables Description

# Variables Abbreviation | Measurement source

1 Foreign direct | FDI (% of GDP) World Bank
investment, net inflows

2 Gross domestic | GDP (annual %) World Bank
product growth

3 Real exchange rate REER (2010=100) World Bank

4 Real interest rate RIR (%) World Bank

Model specification
"Model definition™ is the process of determining which independent variables

ought to be included in a regression equation and which ones ought not to be
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included. In general, a regression model's specifications should be based more on
theoretical than on empirical or methodological factors. This is because The issues of
theory are more conceptual than those of empirical or methodological
research.considerations. The procedure of selecting which of a set of variables will
be utilized in a model is referred to as the "model specification” (MacCallum, 1995).
Throughout the process of model definition, there is a conflict between the desire to
include all important variables and the need to conserve statistical power. In order to
produce models that are both as precise and as simple as is humanly feasible, a
variety of techniques for specifying models have been created. In ARDL, the most
popular way is to employ p-values, whereas information criterion is the method that
is most often used by data scientists. In most cases, the p-value technique results in
models that are simpler, in the sense that they include fewer variables. The research
questions that may be addressed and the conclusions that can be drawn from them
are determined by the variables that are included in a model. The primary purpose of
this research is to, among other things. ascertain and explore the part that direct
investment plays in the economy from overseas plays in the development of the
economy in Sierra Leone. The primary argument that is presented in this piece is that
a rise in the total amount of foreign direct investment that is taking place in a nation
like Sierra Leone is one of the key factors responsible for the expansion of the
economy. of that nation. We have developed the following model in the form of an
equation in order to explore the effect that investments from other countries have on
the economy development in conjunction with other aspects like the current
exchange rate among others, rate of interest. Specifically, we want to look at how
these factors interact with each other and with foreign direct investment.

GDP, = By + B1FDI, + B,REER, + B3RIR, + &
Whereas:
GDP stand for gross domestic product annually
FDI stand for foreign direct investment net inflow
REER stands for real effective exchange rate
RIR stands for real interest rate
T stands for the time interval
€ Stand for error term

S stand for the constant of the perimeter
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Descriptive statistic

Regarding its function as a count noun, the term "descriptive statistic” refers
to a type of summary statistic that statistically characterizes or summarizes
characteristics of a collection of information. According to Prem S. (1995), the term
"descriptive statistics" may also be employed as a mass noun, despite the fact that the
term refers to the way of employing and evaluating such data. In contrast to
inferential statistics, the objective of descriptive statistics, which are often referred to
as inductive statistics, is to provide a summary of a sample, as opposed to using the
information to gain insight into the population that the data sample is considered to
represent. into the population that the sample of data comes from. This is in contrast
to the goal of inferential statistics, which is to gain insight into the population that the
sample of data is thought to represent. This is in contrast to the purpose of inductive
statistics, which is to get knowledge about the population that the data sample is
believed to reflect. This is due to the fact that the purpose of inferential statistics is to
derive conclusions about the population based on the data obtained from the sample.
In the discipline of statistics, this aspect of statistics is what differentiates inferential
statistics from descriptive statistics. Descriptive statistics focus on the data itself.
This often implies that, unlike inferential descriptive statistics are statistics that are
not generated based on probability theory, and they are frequently nonparametric
statisticsIn contrast, inferential statistics are derived from the theory of probability,
whereas the preceding were developed independently. This is in contrast to
inferential statistics, which are frequently used to draw conclusions. Statistics that are
used to draw conclusions from other types of data are known as inferential statistics.
Dodge, Y. (2003). Descriptive statistics are almost always included as well, even
when inferential statistics are taken into consideration to derive the major
conclusions of a data research. This is because inferential statistics are more complex
than descriptive statistics. For example, There is typically a table included in
documents that reports on human participants. This table provides data regarding the
general sample size, initially offered in significant subgroups (such as for each
treatment or exposure group), and population or diagnostic features. These
characteristics can include the mean lifespan of the subjects, the percentage the
percentage of participants of every sex who were diagnosed with relevant co-
morbidities, and so on. and so on. In addition, there is typically a column that

provides information on whether or not the study was conducted in a controlled



54

environment. Two types of measurements that are frequently utilized throughout the
operation of defining data sets are known as measurements of central tendency as
well as variability or dispersion. Central tendency measures and variability or
dispersion measures are both sorts of measures. Variability can be measured in a
variety of ways, together with the standard deviation, which is sometimes referred to
as the variance, as well as the minimum and maximum values of the variables, in
addition to their kurtosis and skewness values. All of these are examples of different
ways to quantify variability. The average, the median, and the most common
example are only three of the ways in which central tendency can be measured. Other
examples include the mode and the range. In the computations that are used to
measure variability, both the lowest and highest possible values of the variables are

taken into account.

Unit root tests

a time series element is subjected to a test for unit roots, during which it is
determined whether or not the variable is non-stationary and whether or not it retains
a unit root unit. It is believed that the correlation matrix is understood to be
equivalent to the existence of a unit root, while the alternative hypothesis can take
the form of either being stationary, trending stationary, or having an explosive
underlying cause, based on the specific kind of examination that is being carried out.
The assumption that is always made is known as the null hypothesis. Both the
Augmented Dickey-Fuller test and the serial correlation technique can be used
interchangeably without any problems. The Dickey-Fuller test is limited in its ability
to handle more complex models than its counterpart, the ADF test, which also
possesses a greater amount of power. Both the Augmented Dickey-Fuller test and the
serial correlation technique can be used interchangeably without any problems. In
comparison to the ADF test, which is able to handle more complicated models, the
Dickey-Fuller test has capabilities that are more restricted and therefore less useful.
In the field of statistics, One kind of test that can be done to determine the unit root is
known as the Phillips—Perron test. The names Peter C. B. Phillips and Pierre Perron
were chosen to honor them through this examination. It is used for experiment In the
field of time series analysis, the null hypothesis asserts that an integrated time series
is completed in the wrong sequence. Another way to say this is that it is used to test
the null hypothesis. In the year 1988, statisticians Peter C.B. Phillips and Pierre
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Perron came up with the idea for the Phillips-Perron (PP) unit root test. In spite of the
fact that the PP unit root test and the ADF test are extremely similar to one another,
the primary difference between the two is in the approach that is taken by each test
toward the analysis of serial correlation. In contrast to the PP test, which completely
ignores the prospect of any kind of serial correlation, the ADF makes use of a
parametric autoregression in order to approximate the structure of the errors. This
allows for a more accurate representation of the data. In spite of the fact that the two
tests are dissimilar from one another in a number of ways, the findings of both of

them nearly never indicate to a different conclusion.

ARDL Bound

The ARDL limits experiment methodology is a method of co-integration
testing that was advanced by Pesaran et al. (2001) to test whether or not the variables
in question have a connection that exists over the course of time. The determination
of this methodology is to decide whether or not the variables in question have a
connection that exists over the course of time. The goal of this approach is to
establish whether or not the many aspects under consideration have a connection that
is stable over the passage of time. When compared to the more traditional
cointegration tests, this process, which may be described as a relatively new method,
provides a number of significant benefits. These positive aspects can be grouped into
the following three categories: The method is utilized initially irrespective of whether
the series being considered are | (0) or I. This is because the procedure is universal.
This is due to the fact that the method can be used in any circumstance (1,2). The
ARDL bounds testing can be used to derive the unconstrained error correction model
(UECM), which therefore may also be achieved by employing a straightforward
linear transformation as a means of acquiring it. This can be done through a
procedure that consists of two steps. This model exhibits signs of dynamic behavior
both in the near-term and the longer-term future. Both of these time horizons are
considered. The findings of the empirical research indicate that the approach is
preferable since it generates consistent results despite needing to work with a small
sample size. This is the inference that one is able to make in light of the findings
presented in the investigation. We would obtain the conclusion If the variables are
1(0) and that there is no possibility of co-integration if the variables continue to be as
they are estimated F-statistic were to fall below the lower constraint. This would
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mean that co-integration would not even be a possibility. In order for us to arrive at
this assumption, the anticipated value of the F-statistic will need to be less than or
equal to the lower limit. It is conceivable for us to reach the assumption that there is
co-integration in the data if the F-statistic is greater than the upper limit. In this case,
we would be able to do so. The results of the test are indecisive if the F-statistic lies
anywhere inside the bounds of the range that was defined for it. In other words, the

results of the test are inconclusive.

ARDL model

When there is a requirement to conduct an economic scenario analysis, the
Autoregressive Distributed Lag Models (ARDL) model plays a significant role. Each
change in one of an economy's variables has with it the possibility of bringing about
changes in another economic variable at some point in the future. This change in a
variable does not reflect instantly; rather, its effects will be seen throughout all
subsequent time periods. A company's brand image may be affected not just by
macroeconomic factors but also by other variables, such as whether or not it made a
profit or a loss during the previous fiscal year. An ARDL (autoregressive-distributed
lag) is an infinite-lag distributed model. The concept of auto regression shows that in
addition to being, it is also described by the xt, the yt is also explained by its own lag.
This is what the name "autoregressive™ refers to. The equation for the ARDL can be
written out as follows: (m, n):

AITLGDPt =y + ﬁllnGDPt_l + ﬁzInFDIt_l + ﬁ4InREERt_1 + ﬁsInRIRt_l
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Residual diagnostic
Serial correlation

When applying models that are similar to regression to actual data series, the
Breusch—Godfrey test is a useful tool for determining whether or not certain
modeling assumptions, such as those about the relationship between variables, are
valid. Breusch, T. S. (1978), and Godfrey, L. G. (1978). In particular, it investigates
the question of whether or not the framework for the model that has been proposed
takes into account the possibility of a sequential correlation that has not yet been
discovered. If such a link were discovered to exist, it would imply that earlier tests
have yielded wrong results or that estimates of the model parameters have been
acquired that are not as accurate as they may be. Both of these scenarios would point
to the need for further investigation. It's possible to use the test with some different
regression models in order to investigate circumstances During which values were
assigned to the variables that were dependent that are lagging behind are
incorporated into the model's representation for subsequent observations in the
capacity of independent variables. This occurs when the model is applied to
subsequent observations. There is a good chance that econometric models will have a
structure that is comparable to this one.

The Breusch—-Godfrey test is a test that determines the extent to which the
errors in a linear regression are autocorrelated with each other. This test is performed
by comparing the results of two linear regressions. The findings of the two different
tests can be compared to accomplish this goal. After collecting the residuals from the
model that is being investigated in the regression analysis, they are then utilized to
generate a test statistic, which is then used on the model. Finally, the model is
evaluated. Through the use of this method, the residuals can be put to use. The
hypothesis of no effect, often known as the null hypothesis, is built on the
assumption that there is not a single order up to p that exhibits a serial correlation.
This is known as the "zero hypothesis." The form of correlation known as serial
correlation has several subtypes, with this being the most fundamental one. Due to
the fact that the examination is predicated on the concept of Lagrange multiplier
testing, you might also hear it This type of test for serial correlation is called an LM
test. This is the case due to the fact that the LM test is founded on the concept of
Lagrange multiplier testing. This is because of the relationship between Lagrange
multiplier testing and serial correlation. This is because the Lagrange multiplier
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testing concept forms the basis of the test. Steven G. (2011) Tests such as the
Durbin—Watson test and the Ljung—Box test are two examples of the kinds of
assessments that could be utilized in an evaluation of this nature. However, in
comparison to the test that uses the Durbin—-Watson statistic, which is sometimes
referred to as Durbin's h statistic, this test is much more comprehensive. It is only
applicable for evaluating the potential of employing an autoregressive model of the
first order (such as AR(1)) for the inaccuracies in the regression and only applies to
nonstochastic regressors. Durbin is credited with developing the statistic known as
the Durbin—Watson statistic, often known as Durbin's h statistic. Even though it does
not have any of these limits, the BG test is statistically much more effective than
Durbin's h statistic. This is the case despite the fact that it does not have any of these

limits.

Normality test

The Jarque-Bera test is a goodness-of-fit test that determines the extent to
which the skewness and kurtosis of sample data are in accordance with a normal
circulation. The test was named after the two researchers who developed it. The test
takes its name from the two researchers who were responsible for developing it. The
Jarque-Bera test statistic always returns a positive value; however, if the data from
the sample do not follow what is known as a normal distribution, this number must
be a large distance from zero in order for it to be considered conclusive. Examine the
degree to which it fits in appropriately with other similar items. The Jarque-Bera test
is a goodness-of-fit test that assesses the skewness and kurtosis of sample data to
check and see if the data follow a normal distribution and report your findings. This
test is used in order to establish the validity of the data if they are comparable to a
normal circulation. This test was conceived up by Jarque and Bera, who are credited
with its creation. The Jarque-Bera test statistic will invariably produce a value that is
positive; however, if this value is not very close to zero, this suggests that the data in
the population do not follow a distribution that is considered to be normal. If this
value is very close to zero, however, this suggests that the data in the population

adhere to a normal distribution.
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Heteroskedacity

The Jarque-Bera test is a goodness-of-fit test that examines whether or not the
skewness and kurtosis of sample data are compatible with a normal distribution. The
results of this test are used to draw conclusions about the data. The names of the two
researchers who were responsible for developing the test are incorporated into the
title of the test. The Jarque-Bera test statistic always yields a positive value; however,
if the sample data do not follow a normal distribution, this number needs to be a
significant distance away from zero in order for it to be regarded as conclusive.
Investigate the extent to which it fits in a suitable manner. The Jarque-Bera test is
indeed a goodness-of-fit test that evaluates the skewness and kurtosis of sample data
to determine whether or not the data conform to a normal distribution. This test is
used to examine whether or not the data adhere to a normal distribution. With this
test, one can evaluate whether or not the data follow a normal distribution by seeing
how closely they match up. Jarque and Bera are the ones who are credited with the
conception of this test because it was their idea. However, if this number is not very
close to zero, this shows that the data in the population do not adhere to a normal
circulation. The Jarque-Bera test statistic will invariably produce a result that is
positive. The fact that this number is close to zero indicates that the data in the

population follows a normal distribution.

Granger causality test

The Granger causality test is a type of statistical procedure that was initially
introduced to the scientific community in the year 1969. Its inception may be traced
back to that year. The objective of this step is to establish whether or not one time
series may be utilized effectively in the prediction of another. Granger (1969). On the
other hand, Clive Granger proposed that one's ability to forecast the values of a time
series that could be possible utilizing previous values of a different time series may
be used as a test to determine whether or not there is a causal relationship in
economics. Normal regression analyses reflect "mere"” correlations; however, Clive
Granger made the argument that there is a way to test whether or not a certain
economic theory is causal. Yet, Clive Granger claimed that causality in economics
might be proven Dby testing one's capacity to predict future values. Normal
regressions show "mere™ correlations. Regressions, as a matter of course, reflect

correlations, which are sometimes referred to as "mere" correlations. On the other
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side, Clive Granger proposed that one's capacity to predict the potential outcomes of
a time series may be used as a test to determine whether or not there is causality in
the field of economics. Regressions reflect "simple™ correlations. This was founded
on the concept that one's capability to forecast the values that will be recorded in a
time series in the future might be measured in some way. Granger conceived of this
tactic as a means of resolving the issue that regressions, in most cases, merely reflect
correlations. Because of the profound philosophical nature of the subject of "true
causality" as well as the post hoc ergo propter hoc fallacy, which is the idea that one
thing coming before another may be used as evidence of causality, it is impossible to
definitively answer this question econometricians claim that the Granger test can
only find "predictive causality.” This is because the question of "true causality has a
profoundly philosophical meaning. To put it another way, the fallacy is based on the
hypothesis that the occurrence of one event before another can be used as evidence to
prove that the first thing caused the second thing. This is due to the fact that the
subject of "real causation” requires a significant amount of philosophical
consideration. This fallacy makes the incorrect assumption that the occurrence of one
event before the occurrence of another may be used to infer causality. Francis X.
(2007) It is a misconception to refer to Granger-causality just by the word
"causality,” when this phenomenon is more accurately referred to as “precedence"
cas Granger himself stated years later, in 1977. Paul (1977). The question that is
investigated by the Granger causality is not whether X is to blame for Y, but rather

whether X is able to accurately anticipate Y. James D. (1994).

Stability test

The cumulative sum test is used to identify gradual shifts away from the
integrity of the coefficients of regression, on the other hand, while the cumulative
sum of squares test is used to identify quick shifts away from the integrity of the
regression coefficients. Both tests are used for the purpose of determining whether or
not there is a significant difference between the two sets of regression coefficientsin
order to carry out an investigation about the stability of parameters, the cumulative
sum (CUSUM) of standardized residuals as well as the cumulative sum of squares
(CUSUMSAQ) test are both applied (Pesaran & Pesaran, 1997). The cumulative sum
test is used to identify gradual shifts away from the consistency of the regression

coefficients, while the cumulative sum of squares test is used to determine the
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significance of the used to identify quick shifts away from the consistency of the
regression coefficients. Both of these tests are utilized for the purpose of determining

whether or not there is a significant change in the regression coefficients.
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CHAPTER IV
Results and interpretation

Descriptive statistics

In the sense of a count noun, the term "descriptive statistic" refers to a type of
summary statistic that numerically characterizes or summarizes characteristics of a
collection of information. According to Prem S. (1995), the term ™descriptive
statistics” may also be employed as a mass noun, despite the fact that the term
"descriptive statistics” refers to the way of employing and evaluating such data In
comparison to inferential statistics, which are also known as inductive Instead of
using the data to gain knowledge concerning the population that the sample is
presumed to be representative of statistics, specifically descriptive statistics, are used
to summarize a sample. Inferential statistics and inductive statistics are both referred
to as descriptive statistics. This is because It is for this reason that descriptive
statistics are compiled to describe the characteristics of the sample itself. This is due
to the fact that the purpose of inferential statistics is to derive conclusions about the
population based on the data obtained from the sample. In the discipline of statistics,
this aspect of statistics is what differentiates inferential statistics from descriptive
statistics. Descriptive statistics focus on the data itself. This typically suggests that,
unlike inferential statistics, descriptive Statistics are not derived from probability
theory, and the majority of the time they are nonparametric statistics. This is in
contrast to inferential statistics, which are frequently used to draw conclusions. On
the other hand, this stands in contrast to inferential statistics, which are constructed
using probability theory as their foundation. This is in contrast to inferential
statistics, which are frequently used to draw conclusions. Statistics that are used to

draw conclusions from other types of data are known as inferential statistics. Table

4.1 descriptive statistic

Variables GDP FDI REER RIR
Mean 2.478 3.062 167.278 | 0.344
Median 3.464 2.119 123.241 | 3.475
Maximum 26.417 32.301 562.582 | 27.145
Minimum -20.598 | -28.624 | 91.353 -51.617
Std.Dev. 8.329 8.004 114.456 | 17.477
skewness -0.155 -0.122 2.164 -1.052
kurtosis 5.342 11.333 6.653 3.675




Jarque-Bera 9.541 118.754 | 54.834 8.675
Probability 0.008 0.000 0.000 0.015
Sum 101.626 | 125.560 | 6858.397 | 14.144
Sum Sqg. Dev. 2775.177 | 2562.954 | 524010.0 | 12219.04
Observation 41 41 41 41
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Source: This study

GDP has a mean of 2.478, making it the second-lowest in this category; FD |
likewise has a mean of 3.062, making it the third-lowest. The highest GDP for the
time period covered by this research is 26.417, while the least is -20.598. Foreign
direct investment, on the other hand, may reach a maximum of 32.301 while falling
to a minimum of -28.62. The mean value of the exchange rate is at its highest level,
which is 167.278. The challenge of characterizing the location and variability of a
data collection is a basic step in many different types of statistical analysis. Skewness
and kurtosis are two additional characteristics that may be applied to the data. A
measure of symmetry, or more accurately, the absence of symmetry, is referred to as
skewness. If a distribution, or data set, appears the same to both the left and the right
of the center point, then we say that it is symmetric. The kurtosis of a set of data is a
measurement that indicates whether or not the data have heavy tails or light tails in
comparison to a normal distribution. Data sets that have a high kurtosis are more
likely to contain heavy tails, often known as outliers. Data sets that have a low
kurtosis often have light tails, which means there are no outliers in the data. The most

extreme scenario would be one with a uniform distribution.

Unit root tests

With the intention of establishing whether or not a time series variable is non-
stationary, as well as the presence or absence of a unit root for the variable, a test for
unit roots is applied to the variable in question using the time series. The basic
definition of The existence of a unit root is the other possibility, while the presence
of a unit root is the null hypothesis depending on the test, may be either stationary,
trend stagnant, or explosive. The presence of a unit root is the general definition of
the null hypothesis. The presence of a unit root is the defining characteristic of the
null hypothesis, while the alternative hypothesis can take one of three possible forms:
explosive, stagnant, or stationary. The hypothesis of no effect, often known as the
null hypothesis, is always treated as a given and serves as the default assumption.

Both the enhanced Dickey-Fuller test and the serial correlation approach are
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compatible with one another. Not only does the ADF test have more power than the
Dickey-Fuller test, but it is also capable of dealing with models that are more
complicated. Both the enhanced Dickey-Fuller test and the serial correlation
approach are compatible with one another. In contrast to the ADF test, which is able
to handle models with a higher level of complexity, the Dickey-Fuller test has a
greater number of restrictions. The area of statistics makes use of a specific kind of
test known as the Phillips-Perron test, which is a unit root test. Perron and Peter C. B.
Phillips are credited with having carried out this investigation. In time series
analysis, the null hypothesis asserts that a time series will always have the same
value but does not follow a specific order, is therefore tested using this technique. In
the year 1988, The Phillips-Perron (PP) unit root test was developed by statistics
professors Peter C.B. Phillips and Pierre Perron. Today, this test bears their names.
In spite of the fact that the PP unit root test and the ADF test share a number of
similarities, the primary distinction between the two lies in the treatment of serial
correlation by the respective tests. In order to provide an approximation of the error
structure, An example of a parametric auto regression can be seen in the ADF. This
IS in contrast to the PP test, which disregards the idea that there could be any kind of
serial correlation. In spite of the fact that the two procedures are distinct from one
another, it can almost always be said that the results of both validate the same

conclusion.

Table 4.2 the unit root tests

ADF unit root test PP unit root test
Variables | Level 1st Order Level 1st Order
difference difference
GDP 0.1723 0.0045 (1) 0.0000 -0- 1(0)
REER 0.3949 0.0004 I(1) 0.0097 -0- 1(0)
RIR 0.0047 -0- 1(0) 0.0006 -0- 1(0)
FDI 0.3059 0.0234 (1) 0.0017 -0- 1(0)

Source: This study
The outcomes of the ADF and PP unit root tests are shown in Table 4.2 below. These
tests are being used in this study to determine the unit root. According to the

findings, the GDP is stationary at the first difference when analyzed using the ADF




65

unit root tests, whereas it is stationary at level when analyzed using the PP unit root
test. When it comes to unit root testing, both the ADF and the PP find that broad
money is stationary at the first difference. The real effective exchange rate is
stationary at level for the ADF's unit root test, while it is stationary at the first
difference for the PP unit root test. According to the results of the ADF and PP unit
root tests, the level of the real interest rate is stable over time. The unit root test for
ADF shows that foreign direct investment is stationary at first difference, but the unit
root test for PP shows that it is stationary at level. Because of the data shown above,
we are able to do regression analysis for this thesis using the ARDL model.

ARDL bound test

Pesaran et al. (2001) developed the ARDL limits testing strategy, which is a
way of doing co-integration, In order to find out whether or not the factors under
investigation have a link that persists over time. This technique, which isn't as
widespread as other co-integration tests, has a number of significant advantages over
the others that make it superior in a number of ways. To begin, the approach is used
even if the series being considered is 1(0) or I. This is because the method is not
dependent on the kind of series (1). The unconstrained error correction model
(UECM) can be obtained from the ARDL bounds testing by the utilization of a
straightforward linear transformation. This can be accomplished in two stages. This
model accounts for both in the immediate and the more distant future dynamics of
the system. Last but not least, the results of the empirical studies indicate that the
method is superior and generates dependable results even when working with a
limited number of participants in the study. We would get the conclusion that the
variables are 1(0) and that co-integration is not feasible since the estimated F-statistic
would have to go below the lower limit for us to reach that result. This would lead us
to believe that co-integration is not possible. It is possible to draw the assumption If
there is co-integration, the F-statistic is higher than the upper limit, and if there is a
correlation between the variables, Last but not least, the results of the test are
inconclusive if the F-statistic is found to lie within any of the borders.
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Table 4.3 ARDL bhound test

Model Lag. | F-Statistics | Decision
GDP, FDI, REER, BM,RIR (1,4,2,1,0) 8.641484*** | Co-Integration Exist
Bond Critical Value
1 (0) (1)

Sign. 10% 2.2 3.09

5% 2.56 3.49

2.5% 2.88 3.87

1% 3.29 4.37

Source: this study

The outcome of the ARDL bound is shown in Table 4.3, which demonstrates how
strongly correlated the dependent and independent variables are over the long term.
The results demonstrate that, at the 5% level of significance, the f-statistics value
exceeds both the lower and upper bound limits. We discovered the parameter level of
the long-term estimations of our model using Pesaran et al. (2001). The AIC criteria
are used to pick the ARDL model (1, 4, 2, 1, 0). The long-term estimates' results,
which are displayed in the table, indicate that the null hypothesis that there is no
long-term relationship can be rejected because the Ficher statistic, which is
calculated as GDP (FDI, REER, and RIR) = 8.641484, exceeds the upper bound for
the various significance thresholds (1%, 5%, and 10%). We come to the conclusion

that the many variables in our model have a long-term connection with one another.

ARDL long

Table 4.4 ARDL long run test

Variables Coef. Std.Error t.statistic Prob.
D(FDI) 0.349 0.161 2.173 0.039
D(REER(-1) | -0.151 0.043 -3.347 0.001
D(RIR) 0.418 0.102 4.104 0.0004

The findings presented in Table 4.4 indicate that there is a positive relationship
between FDI and GDP growth in the long run in Sierra Leone. The coefficient value
for this relationship is 0.334, which indicates that an increase of 1% in FDI in Sierra
Leone will result in an increase of 0.334% in economic growth. This conclusion is
consistent with the findings of Duramany-Lakkoh et al. (2022), who investigated the
effect of foreign direct investment (FDI) on the expansion of the Sierra Leonean

economy. The whole time frame that is being looked at, which begins in 1980 and
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ends in 2016, encompasses a total of 37 years. For the most part, researchers come to
the conclusion that foreign direct investment (FDI) has a beneficial effect on the
economic development of a nation's economy; nevertheless, in this study, we found
that FDI does not have any association with economic growth in Sierra Leone. The
data were analyzed using empirical techniques, and the findings are based on a
regression analysis that was performed using the data that was available. According
to the findings of this study, foreign direct investment (stock) influx into Sierra
Leone does not have any effect on the expansion of the country's economy.

The real effective exchange in this thesis shows that there is a negative effect on
Sierra Leone's economic growth. This finding is consistent with what Jackson et al.
discovered: the real-effective exchange of this theory has a detrimental impact on the
development of Sierra Leone's economic growth. This thesis's real effective
exchange (2021) In order to satisfy the aims of the study, the auto-regressive
distributed lag model was adopted. According to the findings, inflation has a positive
effect on the operation of the banking sector, while exchange rates have a negative
impact that spreads across the economy. Since inflationary pressures are a
widespread phenomenon that affects macroeconomic stability and often has an
influence on commercial bank performance, it is advised that the monetary
authorities and government authorities collaborate to combat exchange rate pressure.
This is because inflationary pressures often have an influence on commercial bank
performance. As a result, it will be desirable for the banking sector in Sierra Leone to
execute its job, which is to advocate for continuing economic development and
prosperity. The rate of broad money hurts Sierra Leone's economic growth, while

interest rates help the country as a whole.

ARDL SHORT

Table 4.5 ARDL short run

Variables Coef. Std.Error t.statistic Prob.
D(FDI) 0.389 0.150 2.581 0.0150
D(REER(-1) -0.127 0.035 -3.601 0.0013
RIR 0.408 0.112 3.621 0.0012
ECM -0.898 0.105 -8.498 0.0000
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Table 4.5 shows the short-term results, which show that FDI has a positive effect on
Sierra Leone's economic growth. This outcome is also In accordance with Agbloyor
et al. (2018), this study explores how foreign direct investment (FDI), institutions,
and economic development interact in diverse sub-Saharan African nation contexts.
To analyze the empirical relations, we use a two-step extended technique of moments
estimator with Weidmeijer corrected standard errors and orthogonal deviations. We
cannot find evidence that FDI fosters growth in the whole sample. Moreover, we
cannot detect a significant correlation between institutions and economic expansion.
Ultimately, there is no clear evidence that institutions can influence how FDI affects
economic growth in a positive way. Again, we find no significant correlation
between FDI and economic growth in the subsample that does not include nations
with sophisticated financial markets. Yet, we discover evidence that suggests
institutions directly contribute to economic progress. Moreover, it seems that the link
between FDI and economic development is positively affected by institutional
quality. Lastly, we discover a direct and favorable association between FDI and
economic development in the sample that does not include nations with a wealth of
natural resources. Also, we discover a connection between institutions and economic
expansion. Yet, it seems that FDI's growth-enhancing impacts diminish as
institutions' quality rises. The main takeaway from our analysis is that while
designing policies to benefit from FDI in order to achieve better economic outcomes,
nations should take into account their particular realities. Wiley Periodicals, Inc.,
2016.

Residual diagnostic

The Breusch-Godfrey test can be used to figure out if certain modeling
assumptions were made correctly when models that are similar to regression are used
to observable data series. Breusch, T. S., and Godfrey, L. G. (1978). It specifically
looks at whether there is a serial connection that has not been taken into
consideration in the structure of the suggested model. If such a link were to be
discovered, it would be a sign that prior tests had produced inaccurate results or that
less-than-ideal estimates of the model parameters had been acquired. The test can be
applied to particular regression models in order to analyze instances in which the
values of the dependent variables' lags are being considered and represented by the
model as independent variables for subsequent observations. This is done by
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comparing the results of the test with the original data. In econometric models, you'll
frequently see an arrangement similar to this one. The Breusch-Godfrey test is a test
that determines whether or not there is autocorrelation between the mistakes that are
produced by a regression model. The residuals that were generated by the model are
what will be examined in the subsequent step of the regression analysis being
investigated serve as the input for the generation of a test statistic. In this process, the
residuals play an important role. The theory that there is no correlation of any order
in a serial fashion up to p constitutes the null hypothesis. This is the starting point for
testing alternative hypotheses. Due to the fact that it is founded on the concept of
Lagrange multiplier testing, you might also come across the test being known as the
LM test for serial correlation. Tests such as the Ljung-Box test and the Durbin-
Watson test may also be utilized in order to carry out an examination comparable to
that described in Theodore G. (2011). The Durbin-Watson statistic, which is also
commonly referred to as Durbin's h statistic, is only legitimate for nonstochastic
regression analysis and for evaluating the likelihood of using a first-order
autocorrelation function (such as AR (1)) for the regression errors. This is because
the Durbin-Watson statistic evaluates the possibility of a first-order autoregressive
model for the statistical errors. In contrast, this test is more open-ended than the
previous one. The Durbin-Watson statistic, which is also referred to as the "Durbin’s
h statistic,” was developed by Durbin. The BG test is statistically far stronger than
Durbin's h statistic, despite the fact that these constraints were not present in the
study. The Jarque-Bera test is used to evaluate the skewness and kurtosis of sample
data to determine whether or not they are compatible with a regular distribution. It is
a test for the appropriateness of the fit. The names of the two researchers who were
responsible for developing the test are included in the name of the test. If the Jarque-
Bera test statistic is considerably different from zero, this specifies the fact that the
data from the sample do not follow a normal distribution and are always positive.
Moreover, this suggests that the sample data are not representative of the population.
Check to see if the fit is appropriate. The Jarque-Bera test determines whether or not
the skewness and kurtosis of sample data are comparable to those of a normal
distribution. This comparison is made by comparing the sample data to a normal
distribution. It is a test for the appropriateness of the fit. This test was developed by
Jarque and Bera. If the Jarque-Bera test statistic is not extremely close to zero, this

indicates indicating there is not a normal distribution present in the data coming from
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the sample. Nonetheless, the Jarque-Bera test statistic will always produce a positive
result. In order to identify whether or not a regression model displays
heteroscedasticity, the Breusch-Pagan test is applied to the data. If the p-value of the
test is lower than a previously established significance threshold—for example, if it
is lower than 0.05—then the null hypothesis is refuted, which leads us to the
conclusion that the regression analysis has heteroscedasticity. Reject the null
hypothesis and draw the conclusion that heteroscedasticity is present if the Chi-
square test statistics with p (the number of predictors) freedom degree falls below
some threshold for relevance, such as =.05, for example.

Table 4.6 residual diagnostic

Tests Statistic P value Results interpretation
Serial correlation 0.805 0.3722 No serial correlation
Normality 2.848 0.2406 Normal distribution

Heteroskedasticity 0.047 0.9992 No serial correlation

Source: This study
The diagnostic tests show that there is no serial correlation up to two, that there is no

heteroskedasticity, and that the residuals follow a normal distribution.

Granger causality test

The Granger causality test is a particular type of statistical hypothesis test that
was developed at the beginning of the 20th century presented for the first time in
19609. It investigates the Granger hypothesis to see whether or not it is correct. One
may make the case that the year in question was the point at which it began. At this
point in the process, we are going for the purpose of determining whether or not a
single time series can be used successfully in the prediction of alternative time series
by determining whether or not the two can be predicted using the same model.
Granger (1969). Clive Granger proposed that the capacity of a person to make
accurate projections regarding the upcoming values of a time series using the prior
values of another time series might be used as a criterion with the purpose of
establishing whether or not there is a connection of causation between various
economic ideas. Clive Granger stated that the concept of cause and effect in

economics might be evaluated, contrary to the findings of normal regression studies,



71

which only represent "mere" correlations. Normal regressions only show "mere"
correlations, but Clive Granger advanced the idea that economics should be based on
causality might be confirmed by evaluating one's ability to foresee future value
changes. This is in contrast to the traditional method of using normal regressions.
Only correlations are accounted for in normal regressions. On the other hand,
regressions represent "mere™ correlations, which is a key distinction. Clive Granger
proposed that one's capacity to speculate on the values that will be observed in the
future of a time series may be used to determine whether or not there is causation in
the field of economics. The results of regressions, as a matter of course, reflect
"mere" correlations. This was based on the idea that the capability of a person to
accurately forecast the values of a time series in the future could be quantified in
some way. This thought was the basis for this. Granger came up with this strategy as
a method of finding a solution to the problem that regressions, in the majority of
instances, merely reflect "mere" correlations.

Table 4:7 Granger causality test

Null Hypothesis: Obs F-Statistic | Prob.
FDI does not Granger Cause GDP | 39 2.54684 0.0932
GDP does not Granger Cause FDI 0.43427 0.6513
REERdoes not Granger Cause GDP | 39 0.15835 0.8542
GDP does not Granger Cause REER 0.21543 0.8073
RIR does not Granger Cause GDP | 39 0.29011 0.7500
GDP does not Granger Cause RIR 0.62728 0.5401
REER does not Granger Cause FDI | 39 3.36598 0.0464*
FDI does not Granger Cause REER 6.23567 0.0049*
RIR does not Granger Cause FDI 39 0.68755 0.5097
FDI does not Granger Cause RIR 1.71477 0.1952
RIR does not Granger Cause REER | 39 0.04386 0.9571
REER does not Granger Cause RIR 12.9977 6.005

At the 5% level of significance, the results of the Granger causality test are shown in
Table 4.7. The results reveal that there is a bidirectional causal relationship between
foreign direct investment and the real effective exchange rate. This indicates that the

two variables reinforce each other.
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Stability tests

The cumulative sum test and the cumulative sum of squares test both examine
the consistency of the regression coefficients, but the cumulative sum test looks for
sudden shifts in the consistency of the regression coefficients, whereas the
cumulative sum test looks for gradual shifts in the consistency of the regression
coefficients. The data is compared using both of these tests. Pesaran and Pesaran
(1997) In order to assess the degree to which the parameters are stable, run the
analysis known as the cumulative sum of squares test (CUSUMSQ) in conjunction
with the cumulative sum of recursive residuals test (CUSUM) The cumulative sum
test investigates whether or not there are sudden changes in the consistency of the
regression coefficients, whereas the cumulative sum of squares test investigates
whether or not there are gradual changes in the consistency of the regression

coefficients. The data is compared using both of these tests.

Figure 4.1 CUSUM test
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Figure 4.1 CUSUM of square test
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The results of the stability test for this thesis may be seen in Figures 4.1 and 4.2. The
structural stability of the models is investigated by utilizing the CUSUM and
CUSUM of Squares tests on the recursive residuals. The fact that the model is stable,
consistent, and dependable is shown by the fact that the findings are not beyond the
critical boundaries at the 5% level of significance. The plots of the CUSUM and
CUSUMSQ statistics provide evidence that the long-run coefficients as well as all of
the short-run coefficients in ECM are stable and have an effect on growth across the
sample period of 1980-2020.
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CHAPTER V
Overview, conclusion and recommendations

Overview

Foreign direct investment is a big source of money and other resources
coming into a country, especially in places where the transfer of knowledge and
advanced manufacturing techniques is important for helping local businesses get
better and more productive. Duramany-Lakkoh, (2020). In recent years, Sierra
Leone's economic operations and the country's deficits in the national budget have
both been funded in part by international assistance. In spite of the fact that the
country possesses a sizeable mineral reserve as well as fertile land that has the
potential to be utilized for agricultural purposes (Duramany-Lakkoh, E.K. (2021)),
the economy is in a state of stagnation. FDI, which stands for "foreign direct
investment,” is often seen as one of the most critical tactics for encouraging
economic growth and development in developing nations like Sierra Leone. This is
because FDI can act as a bridge between domestic and international capital markets.
Capital investment and portfolio investment are the two distinct subtypes of FDI that
can be distinguished from one another. This is because foreign direct investment
(also known as FDI) is a significant factor has the potential to serve as a growth
catalyst in the following ways: by trying to increase the opportunity for developing
nations to integrate into global financial and capital flows; by boosting employment
and export bases; by producing technical capability-building and efficiency
repercussions to domestic enterprises; by attracting foreign direct investment (FDI);
and by establishing investment arrangements that boost the economic growth
potential of host countries (Olayiwola & Okodua, 2007). (Olayiwola & Okodua,
2007). In a great number of nations, people have developed an antagonistic attitude
toward multinational corporations and their direct investments as a result of the
widespread opinion that FDI plays a part in stifling the development of domestic
industries in order to boost exports. This position, on the other hand, started to lose
steam as it became obvious that the rate of savings in such developing countries is
much lower than the amount of investments that would result in better economic
development rates. This led to a decline in the popularity of this viewpoint. As a
consequence of this, there is widespread agreement among economists that (FDI) is
one of the primary issues that contribute to financial development. This is due to the
fact that FDI functions as a driver of development by supplying a much-needed
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influx of financial resources for investment in the sectors of the host nation and
supporting local firms in becoming more productive through the use of technology
that is more efficient. Although this is not always the case, it is reasonable to
anticipate that FDI will have an influence on the economic development of a nation
and that this influence will be both positive and considerable. Nevertheless, there is
no guarantee that this will be the case. Ezeabasili (2014). Despite having huge
resources of minerals such as iron ore, rutile, and diamonds, as well as vast areas of
fertile land for agricultural purposes, Because of its low GDP and high level of
poverty, Sierra Leone is reliant on foreign direct investment and assistance from
other nations in order to keep its economy functioning. This is the circumstance
regardless of the fact that the nation possesses vast amounts of arable land in suitable
locations for farming. FDI input into a country generates prospects for employment,
merchandise, and services being exported from the host country, as well as
improvements to financial firms and capital mobility inside the country itself,
according to Duramany-Lakkoh (2020) It is not possible to place sufficient weight on
the gravity of the matter. of direct investment from abroad (FDI). in the process of
creating multinational corporations as well as domestic or local industries that are
improved with the goal of increasing exports and creating new jobs in
underdeveloped countries with vast mineral deposits such as Sierra Leone. For the
purpose of conducting regression analysis. This research takes use of previously
collected data; the data that was used for this research was taken from the database of
the Global Bank. Databases are vital instruments for supporting crucial management
decisions and providing significant statistical information for the operational
activities of the World Bank. These databases are maintained and managed by the
World Bank. A reliable and consistent source of information is produced as a result
of applying norms and criteria that are acknowledged on a local, national, and
international basis. For the purpose of conducting regression analysis, this study
makes more use of secondary data; the data that was used for this research was taken
from the database of the Global Bank. Databases are vital instruments for supporting
crucial management decisions and providing significant statistical information for the
operational activities of the World Bank. These databases are maintained and
managed by the World Bank. A reliable and consistent source of data can be
produced through the application of standards and rules that are recognized on a
worldwide scale. Statistics must be both accurate and appropriate if they are to be
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useful. They must be meticulously prepared in compliance with all established
processes and standards. They are also responsible for meeting the needs of users and
responding to policymakers' concerns. Developing countries have a number of
obstacles in terms of generating data that is reliable and satisfies these needs. They
are frequently caught in a virtuous cycle that consists of restricted investment within
the framework of national statistical systems, which both imposes constraints on
actions and produces new data of such poor quality that policymakers are unwilling
to rely on them. Often, they are unable to escape this cycle. For the purpose of this
thesis, It was determined to use both ADF and PP unit root testing. An investigation
known as a unit root test is carried out on a time series variable in order to establish
whether or not the variable is non-stationary and whether or not it possesses a unit
root. The existence of a unit root in a formula is used as a broad definition for the
null hypothesis. The alternative hypothesis, on the other hand, could refer to a
stationary trend, an explosive root, or a stationary root, based on the particular
examination that was performed. The hypothesis of nothing. is always taken as given
and used as the default assumption. Both the enhanced Dickey-Fuller test and the
serial correlation technique can be used interchangeably without causing any
problems. The Dickey-Fuller test is considered to be less powerful than the ADF test
since the ADF test is able to handle more complex models. Both the enhanced
Dickey-Fuller test and the serial correlation technique can be used interchangeably
without causing any problems. The capabilities of the Dickey-Fuller test are
significantly more limited than those of the ADF test, which is able to deal with more
complex models. The area of statistics makes use of a specific kind of test known as
the Phillips-Perron test, which is a unit root test. The names Peter C. B. Phillips and
Pierre Perron have been given to this test in their honor. To put it another way, it is
used in time series analysis to test the null hypothesis, which asserts that a time series
is not in the correct order. Peter C.B. Phillips and Pierre Perron, Both Phillips and
Perron were statisticians at the time, and they came up with the notion for the PP unit
root test in the year 1988. Pesaran et al. (2001) came up with a cointegration method
that they called the ARDL limits testing methodology. Its purpose is to establish
whether or not the factors under investigation are connected in the long run.
Compared to typical cointegration testing, this relatively new technique has a
number of major advantages. When it comes to doing an analysis of potential
outcomes for the economy, the autoregressive distributed lag model (ARDL) is a
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useful tool. Any change in one of an economy's variables has the potential to cause
changes in another at some point in the future. This change in a variable does not
take effect immediately; rather, its impacts are felt throughout all succeeding time
periods. A company's brand image may be influenced not just by macroeconomic
issues but also by other factors, such as whether it earned a profit or a loss in the
preceding fiscal year. An ARDL (autoregressive-distributed lag) model is a
distributed model with infinite lag. The idea of autoregression implies that the yt is
explained by its own lag in addition to being characterized by the xt. The following
Is what the research showed as its conclusions: The results of the experiments to
determine the unit roots of the ADF and PP are shown in Table 4.2 below. In the
course of this investigation, various procedures are utilized in order to pinpoint the
location of the unit root. When the ADF unit root tests are utilized for evaluation, it
is discovered that the GDP is stationary at the first difference; however, when the PP
unit root tests are utilized, the GDP is found to be stationary at level. When it comes
to doing unit root testing, the ADF and the PP both get to the conclusion that broad
money is stationary at the first difference. When the ADF unit root test is used, the
actual effective exchange rate remains stationary at 1. On the other hand, when the
PP unit root test is applied, the actual effective exchange rate remains stationary at
the first difference. According to the results of the ADF and PP unit root tests, the
level of the real interest rate has remained stable over the course of time. [Citation
needed] The results of the test to determine whether or not ADF has a unit root
indicate that foreign direct investment (FDI) is stable at the first difference; however,
according to the unit root test for PP, foreign direct investment is stationary at level.
We can undertake regression analysis for this thesis utilizing the ARDL model
because of the data presented above. The ARDL bound result is provided in Table
4.3, This indicates the extent to which the dependent variable and the independent
variable are related to one another intertwined over the course of time. According to
the data, the f-statistics value exceeds both the lower and upper bound constraints at
the 5% level of significance. This is the case even though the significance level is
only 5%. We were able to identify the parameter level of our model's long-term
estimates by utilizing Pesaran et al. (2001). The AIC criterion was used to decide to
go with the ARDL model (1, 4, 2, 1, 0). As can be seen in the table, the findings of
the long-term estimations indicate that the null hypothesis that there is no long-term
link may be rejected. This is due to the fact that the Ficher statistic, calculated as
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GDP (FDI, REER, BM, and RIR) = 8.641484, exceeds the upper bound for the
various significance thresholds (1%, 5%, and 10%). We conclude that the various
variables in our model have a long-term relationship with one another. The data
reported in Table 4.4 demonstrate that There is a favorable association between the
increase in foreign direct investment and the growth of Sierra Leone's gross domestic
product over the long run. The coefficient value for this connection is 0.334, which
indicates that an increase of one percentage point in FDI in Sierra Leone would result
in an increase of 0.334% in economic growth there. This result is consistent with the
findings that were obtained by Duramany-Lakkoh et al. (2022), who examined the
influence of foreign direct investment, sometimes known as FDI, on the growth of
the Sierra Leonean economy. The entire time frame that is being contemplated spans
37 years, beginning in 1980 and coming to an end in the year 2016. The vast
majority of researchers in the academic community come to the realization that
increased levels of foreign direct investment (FDI) are associated with faster rates of
economic expansion in a country. Despite this, our investigation revealed that FDI
does not have any connection to the expansion of the economy in Sierra Leone. The
data was analyzed using empirical methods, and the findings were drawn after a
regression analysis was carried out utilizing the readily available information.
According to the results of the study, international direct investments are beneficial.
(stock) in Sierra Leone does not contribute in any way to the expansion of the
country's economy. This thesis's actual effective exchange reveals that there is a
detrimental impact on Sierra Leone's Economic growth. This result is in line with
what was expected. what Jackson et al. discovered: the real-effective exchange of
this hypothesis has a negative impact on the economic growth of Sierra Leone. The
genuine effective exchange in this theory (2021) It was done using the auto-
regressive distributed lag model. achieve the study's objectives. According to the
results, inflation has a favorable influence on banking sector operations, while
exchange rates have a negative impact that extends across the economy. Since
inflationary pressures are a common phenomenon that affects macroeconomic
stability and often has an impact on commercial bank performance, it is
recommended that monetary and political authorities work together to resist
exchange rate pressure. This is due to the fact that inflationary pressures often have
an impact on commercial bank performance. As a consequence, it will be desirable

for Sierra Leone's banking industry to do its job, which is to advocate for continued
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economic progress and prosperity. The wide money rate is detrimental to Sierra
Leone's economic progress, whereas interest rates benefit the economy as a whole.
Table 4.5 displays the short-term outcomes, which suggest that FDI boosts Sierra
Leone's economic development. This outcome is also true. According to Agbloyor et
al. (2018), This study's objective is to scrutinize the relationships among foreign
direct investment (FDI), institutional frameworks, and economic expansion in a
number of different contexts across the sub-Saharan African nation-states. In order to
conduct an analysis of the empirical relationships, we make use of a two-step
extended technique of the moments estimator. This technique integrates both
Weidmeijer-corrected standard errors and orthogonal deviations in its calculations.
We looked over the entire sample, but we were unable to find any evidence that FDI
contributes to economic growth. As a result, we are unable to identify a considerable
link exists between institutions and economic growth. Last but not least, there is no
compelling evidence that institutions can have a favorable impact on how FDI
contributes to increased economic growth. In a similar vein, when we eliminate
countries from the subsample that have established financial markets, we find that
there is no relevant link connecting economic development and foreign direct
investment. This finding is consistent with what we saw earlier. Nevertheless, the
evidence implies that institutions make a direct contribution to economic growth.
[Citation needed] [Citation needed] It would appear that the level of institutional
strength is also a factor in the connection between international direct investment and
the expansion of the economy. This is something that can be deduced from the
evidence that has been presented. In conclusion, we have determined that foreign
direct investment (FDI) and economic growth are directly and favorably related and
economic growth in a sample that does not include nations that have an abundance of
natural resources. This association is found in countries that do not have an
abundance of natural resources. This association is found in a sample that does not
include countries that have an abundance of natural resources. In addition to this, we
build a connection between institutions and the expansion of the economy.
Nonetheless, it would appear that the positive impacts of FDI on economic growth
diminish as the level of institutional development increases. The most important
takeaway from our research is that nations must take into account their particular
situations when formulating policies designed to maximize the advantages of FDI

(foreign direct investment) in order to achieve superior economic outcomes. 2016
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Wiley Periodicals, Inc., all rights reserved. The diagnostic tests reveal that there is no
heteroskedasticity, no serial correlation up to two, and that the residuals have a
normal distribution. Additionally, the tests reveal that there is no serial correlation up
to two. The outcomes of running the Granger causality test at a significance level of
5% are detailed in the following table, which can be found below. According to the
findings, The actual effective exchange rate and foreign direct investment are related
to one another in a way that may be described as causative. and this connection acts
in both directions. This connection functions in both directions because it functions
in both directions simultaneously. This provides further support for the concept. that
the two variables serve as a mutual pillar of support for one another. In addition, the
finding indicates, at a significance level of 5%, that there is a bidirectional causal
relationship between wide money and the real effective exchange rate; this further
reveals that both variables influence one another. The real effective The rate at which
one nation's currency can be exchanged for the currency of another nation is referred
to as the exchange rate. The true interest rate is currently the cause of the wide
money supply, whereas the wide money supply does not cause the real interest rate.
This unidirectional causal relationship between the wide money supply and the real
interest rate brings us to our last point, which is that the wide money supply does not
cause the real interest rate. The outcomes of this thesis's stability test are depicted in
Figures 4.1 and 4.2, respectively. The CUSUM and CUSUM of Squares tests are
applied to the recursive residuals in order to ascertain the findings. This is done for
the purpose of determining whether or not the models have a structurally sound
foundation. At the 5% level of significance, the fact that the data do not go beyond
the critical boundaries shows that the model is stable, trustworthy, and predictable.
[More citation is required] The plots of the CUSUM and CUSUMSQ statistics show
that the long-run coefficients in ECM, as well as all of the short-run coefficients, are
stable and have an influence on growth across the 19802020 sample period. This is
shown by the fact that all of The sign of the coefficients for the short run is the same
as the sign of the coefficients for the long run. The fact that the signs of all of the
short-run and long-run coefficients are the same is referred to as sign equality is

evidence that this is the case.
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Conclusion

This thesis examines the changes that have occurred in Sierra Leone's
progress toward economic advancement is facilitated by direct investments from
abroad between the years 1980 and 2020. FDI is a significant source of money and
other resources entering a nation, particularly in areas where the transfer of
knowledge and modern manufacturing processes are critical to assisting local
businesses in becoming better and more productive. FDI is an important source of
money and other resources entering a nation. Duramany-Lakkoh, (2020). (2020).
Over the past few years, Sierra Leone has come to rely heavily on assistance from
other countries in order to keep its economic activities and federal budget deficits
afloat. (Duramany-Lakkoh, E.K. (2021) argues that despite the fact that the, this
continues to be the case nation boasts a sizable mineral reserve as well as fertile
territory that may be put to agricultural use. The World Bank data site is the source
for data collection for this research. The ARDL is the method used to analyze the
data. It is generally accepted that one of the most successful ways to encourage
growth and development in the economy of developing nations like Sierra Leone is
through the use of FDI stands for "foreign direct investment,” which is an acronym.
In conclusion, the research demonstrates that the ARDL-bound result is presented in
Table 4.3. This result illustrates how tightly the both the independent and dependent
variables are connected over the course of time. The findings indicate that the value
of the f-statistics surpasses both the lower and upper bound constraints when using a
significance threshold of 5%. With the help of Pesaran et al. (2001), we were able to
compute the parameter level of our model's long-term estimates. The ARDL model is
selected based on the criteria established by the AIC (1, 4, 2, 1, 0). The table
demonstrates that it is possible to disprove the null hypothesis that long-term
association because the Ficher statistic, computed as GDP (FDI, REER, BM, and
RIR) = 8.641484, exceeds the upper limit for the respective significance criteria (1%,
5%, and 10%). This is demonstrated by the fact that the table contains the value
8.641484.

We have reached the conclusion that the variables in our model have a
relationship with one another that is persistent across time. According to the data
presented in Table 4.4, there’s a a beneficial relationship exists between foreign
direct investment and the expansion of Sierra Leone's GDP over the long run. This
link has a coefficient value of 0.349, which shows that a rise of 1% in FDI in Sierra
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Leone leads to a rise of 0.349% in economic development. This outcome is in
agreement with the results that were discovered by Duramany-Lakkoh et al. (2022),
who looked into how foreign direct investment affected Sierra Leone's economic
growth. The entirety of the investigated time span, which starts in 1980 and goes all
the way through 2016, is a total of 37 years. In spite of the widespread consensus
among academics that investments made directly from overseas (known as FDI) have
a positive impact on the expansion of a country's economy, our investigation
revealed that FDI played no role in the expansion of Sierra Leone's economy. An
empirical review was performed on the data, and the findings are based on a
regression analysis that was carried out utilizing the data that was available.
According to the conclusions of the study, foreign direct investment (stock) in Sierra
Leone does not contribute in any way to the overall growth of the economy in the
country. The real effective exchange that is shown in this thesis reveals that there is a
detrimental impact on the financial development of Sierra Leone. This outcome is in
line with what Jackson et al. revealed, which is that the hypothesis's legitimate
exchange has a negative influence on the economic development of Sierra Leone.
Under the premise of this proposal, a genuine and fruitful exchange (2021) would be
feasible. It was determined to be best to use the auto-regressive distributed lag model
so that the objectives of the study could be accomplished. According to the findings,
inflation is found to have a positive influence on the operations of the banking sector,
whereas exchange rates are found to have a negative impact that is felt throughout
the economy. Since inflationary pressures are a regular event that affect
macroeconomic stability and often have an influence on commercial bank
performance, monetary and political authorities should collaborate to oppose
exchange rate pressure. This is because inflationary pressures often have an influence
on commercial bank performance. As a result, Sierra Leone's banking sector will be
encouraged to fulfill its duty, which is to lobby for sustained economic development
and prosperity. Sierra Leone's economic growth is hampered by the broad money
rate, while interest rates assist the economy as a whole. Table 4.5 shows the short-
term results, which indicate that FDI helps Sierra Leone's economic growth. This is
the end result. also This study, according to Agbloyor et al. (2018), examines how
foreign direct investment (FDI), institutions, and trade and industry expansion
interact in a variety of circumstances throughout Sub-Saharan African nations. We
employ a two-step extended technique of the moments estimator along with
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Weidmeijer-corrected confidence intervals and orthogonal deviations in order to
conduct an analysis of the empirical connections. We looked at the entire sample and
found no evidence that Increasing levels of foreign direct investment (FDI) are
beneficial to economic growth. As a direct consequence of this, there is no
significant correlation between institutions and the expansion of the economy. In the
end, there is no convincing evidence to suggest that institutions can alter the manner
in which FDI contributes to economic progress. In a similar vein, we do not discover
any substantial link between economic growth and foreign direct investment (FDI)
progress in the subsample that consists of nations that have developed financial
markets. Nevertheless, the evidence suggests that institutions have a direct influence
on the success of the economy. Also, it would seem that the strength of the
institutions plays a part in the connection between international capital flows and
economic expansion. This is something that needs further investigation. Last but not
least, when we take out of our sample the nations that are blessed with an abundance
of natural resources, we discover that there is a direct and constructive association
concerning foreign direct investment and the advancement of an economy. In
addition, we establish a link between the growth of institutions and the growth of the
economy. Yet, it seems that the growth-promoting impacts of FDI diminish as
institutional quality increases. The main takeaway from our research is that nations
must examine their specific conditions when establishing strategies to benefit from
FDI in order to obtain better economic benefits. Wiley Periodicals, Inc., 2016. The
results of the diagnostic tests show that there is no association in a serial fashion up
to two, that there is no heteroskedasticity, and that the normal distribution can be
assumed to exist for the residuals. The outcomes of running the Granger causality
test with a significance threshold of 5% are shown in Table 4.7 below. According to
the outcomes, there is a relationship that can be attributed to cause and effect
between foreign direct investment and the real effective rate of exchange.
Furthermore, this relationship is bidirectional, meaning that it can go in either
direction. This indicates that the two variables are working together to form a
positive feedback loop. In addition, at the 5% level of significance, the data indicates
bidirectional causality between broad money and the actual effective exchange rate,
which implies that both variables influence one another. This is the case because the
data suggests that there is some kind of connection between the two variables; in
other words, there is a correlation. The root of the problem is the true interest rate. of
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broad money, but broad money is not the cause of the real interest rate. This is an
example of unidirectional causation, which means that the real interest rate causes
broad money but that broad money does not cause the real interest rate. Figures 4.1
and 4.2 illustrate the results that were obtained from the stability test for this thesis.
On the basis of the recursive residuals, the CUSUM and CUSUM of Squares tests are
utilized in order to investigate the structural soundness of the models. The fact that
the data do not fall outside of the critical bounds when evaluated at a significance
level of 5% demonstrates that the model is reliable, consistent, and capable of
making accurate forecasts. According to the CUSUM and CUSUMSQ charts, the
long-run coefficients in ECM, as well as all of the short-run coefficients, are stable
and have an effect on growth across the 1980-2020 sample period. This is indicated
by the fact that all of the short-run coefficients have the same value is known as the
identity property.

Recommendations

In order to attract foreign direct investment (FDI) and benefit from the
transfer of technology by foreign companies, the country that is hosting the
investment should have stringent policies that protect foreign investment for foreign
businesses and firms. It is the responsibility of the government to facilitate the
private sector's efforts to raise capital from domestic sources in order to finance
economically beneficial endeavors. A local business climate that encourages healthy
competition between domestic and international businesses in the provision of
services, with the objective of increasing operational efficacy. It is necessary for the
domestic commercial sector to participate in the global economy in order for it to do
so in its entirety, It is imperative that the government does everything in its power to
increase the degree of openness that exists in international trade. It has been
demonstrated that a nation’s degree of openness to trade is a important factor in
calculating the amount of investment from overseas direct corporations that it
receives. More liberalization of financial markets should be pursued by the
government as a means of attracting foreign direct investment (FDI). In addition, the
elimination or significant reduction of trade barriers on a global and regional scale
makes the participating nations more appealing to foreign direct investment (FDI);
Sierra Leone should do more to promote the admission and expansion of foreign

companies. The government should make every effort to promote openness on all
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macroeconomic concerns, the elimination of corruption in all sectors of the economy,
and the strengthening of foreign investors' faith in the economy as a whole are some
of the things that need to be addressed. in order to attract more investment. Although
the success of the host country's economy is a significant element that enhances
investor confidence, our research revealed that this aspect did not meet the criteria
necessary to be considered significant. In spite of the fact that the small size of the
sample may be to blame for this finding, it is not something that should be
disregarded. The government ought to look into ways that it might increase domestic
production as well as the amount of employment that is now accessible, because
doing so would be beneficial to the economy as a whole and would warrant
investigation. Energy and infrastructure are considered by a number of academics to
be key variables in foreign direct investment (FDI) flows in developing nations like
Sierra Leone. The government ought to do this work to enhance these sectors in
order to raise output and attract more investorsAnother significant factor that plays a
significant role in determining investment choices in the majority of countries is
inflation. As a consequence of this, the government ought to work through the
ministry of finance and the central bank in an effort to The inflation rate should be
kept in a single-digitrange at all times the level that is most conducive to
encouraging investment in an economy. Because the majority of economists feel that
foreign direct investment (FDI) is negatively impacted when exchange rates are
volatile, The goal of fiscal policy should be to maintain some level of control over
the currency exchange rate in the financial market. This should be done in order to
minimize higher exchange rate volatility. The goal of monetary policy should be to
keep interest rates below levels that would encourage foreign direct investment
(FDI).

Therefore, it is essential for the government of Sierra Leone to have an
understanding of the significance about investments made by other countries and to
work toward an improvement in the country's business climate by creating an
environment that is secure and inviting to investors. Because of this, the government
was needed to create policies that are free of bias and to produce a business climate
that can enormously attract investors to put their money into the country. The
administration is urged to heed recommendations to speed up the execution of

changes that would increase the country's GDP, as well as to begin massive
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infrastructure development and bring inflation under control through the use of

stricter monetary policy.
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