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ABSTRACT
The study examined the effects of foreign direct investment on economic growth in Tanzania 1990-2010. There is influx of FDI in Tanzania but its contribution to GDP growth and human development is limited, the FDI attraction like tax holiday bring a hot debate. The study utilized the Descriptive Statistics, Augmented Dickey-Fuller and the Philip Perron tests to examine the properties of the variables. It was also observed that all the variables except GROWTH are not co-integrated. The study also found that GROWTH is co-integrated with the rest of the variables. The ARDL results show that the coefficient of GDP growth lagged once, the rest of the variables, however, appear to be not statistically significant. Furthermore, the results show that GROWTH and exchange rate considered individually Granger cause FDI and the rest of the variables are positively related. However, when considered jointly, the variables jointly appear to Granger cause FDI. In addition, GROWTH appears to Granger cause Exchange rate. Also, no variable appear to Granger cause the foreign debt. We therefore, accept the null hypothesis and conclude that, there is no causality of whatever. As a policy options, the Tanzania’s government should encourage macroeconomic policies that favour and promote the FDIs, and also should be more open to the international markets in light of promoting economic growth and development while at the same time, trying to curb inflation. These findings have led to the conclusion that the overall effects of foreign direct investment on economic growth in Tanzania are a positive one. Tanzania promotes economic growth and suggest that the Tanzanian government embrace policies that aim to attract more foreign investors and create more employment while micro-managing the same to avoid the negative impacts of inflation.
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CHAPTER ONE
1.0 INTRODUCTION 
1.1 Background Information
This chapter gives general the introduction of the study and the background information of the effects of foreign direct investment on economic growth in Tanzania. The research problem, research objectives, significance and scope of the study are clearly indicated. Both theoretical and empirical literature reveal that foreign direct investment (FDI), which is defined as international investment by an entity resident in one economy in the business of an enterprise resident in another economy  that is made with the objective of obtaining a lasting interest (IMF, 1993), can contribute to economic growth. 
In theory, FDI can boost the host country’s economy via capital accumulation by the introduction of new goods and foreign technology, and by enhancing a stock of knowledge in the host country via the transfer of skills (Elboiashi, 2011). FDI generally refers to an investment made to acquire a lasting management interest (normally 10% of voting stock) in a business enterprise in a country other than that of the investor defined according to residency (World Bank, 1996). Ownership of less than 10% is regarded as portfolio investment. Foreign direct investment has grown enormously in the last three decades. For example prior to the recent economic crisis, global FDI has risen to US $ 1,833 billion in 2007 well above the US $ 1,748 billion in 2000(UNCTAD, 2008). 
The production of goods and services by multinational corporations and their foreign affiliates have continued to rise as evidenced by increase in FDI from US $15 trillion in 2007 US $ 18 trillion in 2010 (UNCTAD 2010). The increase in FDI has been singled out   as the most important factor for poverty reduction (Rose and Mwega, 2006). Most developing countries such as Tanzania are interested in FDI a source of capital for industrialization. This is because FDI involves a long term commitment to the host country and contributes significantly to the gross fixed capital formation.

Herzer, Klasen, and Nowak-Lehmann (2008) highlight the fact that FDI plays an important function in host countries’ economic growth by increasing investible capital and technological spillovers. OECD (2002:5) further argues that FDI represents a potential source for sustainable growth and development, given its assumed ability to: (i) Generate technology spillovers; (ii) assist in human capital formation and development; (iii) help host countries to integrate into the global economy trade; (iv) assist in creating a more competitive business environment; and (v) enhance the development of enterprise.

According to Dupasquier and Osakwe (2005), FDI complements domestic savings by bestowing foreign savings. Ndoricimpa (2009:34) further argues that FDI fills the funding gap between local savings and investment requirements, and can also augment the host country’s balance-of-payment receipts. The United Nations Conference on Trade and Development (UNCTAD) also argues that FDI is a more stable source of funding, since it is based on a longer-term view of the recipient country’s growth potential, raw material accessibility, and access to markets (UNCTAD, 1999). As a result of these perceived benefits, individual countries and regional blocs across the world have been actively pursuing policies to attract FDI. Increase in FDI flows has become a global phenomenon. Collier, Dollar and World Bank (2002) noted that the new wave of financial globalisation started in the early 1980s. Global FDI flows grew from US$50 billion in the early 1980s to US$1.5 trillion in 2011. Africa and the Southern African Development Community (SADC) region have also witnessed a substantial increase in FDI inflows. For the SADC1, FDI inflows have grown by almost fifty times in the last three decades; from a mere US$372 million in 1980 to US$18 billion in 2008. Although FDI inflows to SADC decreased to US$8 billion in 2010, there are signs of recovery as the inflows grew by 63% to US$13 billion in 2011(UNCTAD, 2011b and 2012).
Africa in general and SADC in particular, owing to inadequate resources to finance long-term development, have been looking at FDI to boost economic growth and reduce poverty in line with the Millennium Development Goals (MDGs) by 2015. At a continental level, African leaders developed a programme; the New Partnership for Africa’s Development (NEPAD), which is aimed at achieving an estimated 7 per cent annual economic growth rate and reducing by half the proportion of Africans living in poverty by the year 2015 (AU, 2001). To achieve these goals, the AU (2001:37) states that the “the bulk of the needed resources will have to be obtained from outside the continent,” and therefore the continent sets as one of its objectives “to promote foreign direct investment and trade” (AU, 2001:46).

At the regional level, SADC as a regional bloc has been actively pursuing policies and strategies aimed at attracting FDI. SADC developed a Protocol on Trade in 1996 aimed at promoting trade and investment, and recently crafted the Protocol on Finance and Investment, which is aimed at deepening intra-regional trade liberalisation, industrialisation and the promotion of foreign investment (SADC, 1996 and 2001).

Both SADC as a region and its member countries have been active over the last three decades in coming up with policies, strategies and initiatives to boost economic growth and attract FDI. In the 1980s and early 1990s most SADC countries were still coming out of colonialism; hence their policies were mainly focused on import substitution, socialism and command economies, with strong emphasis on the protection of infant industries. As a result, FDI inflows were fairly low during the first two decades. FDI into SADC started to peak in the late 1990s, as governments embarked on privatisation, liberalisation and economic structural-adjustment programmes. These reforms saw the warming up of countries to MNCs, and the setting up of investment-promotion agencies. Some of the policies that were implemented by these countries include: i) The deregulation of the economy; ii) the relaxation of exchange controls; iii) the adoption of 'market-friendly' policies, such as privatisation and trade liberalisation; iv) the protection of foreign investments; v) political stability; vi) participation in multilateral and bilateral trade and investment agreements; and (vii) establishment of special economic zones (SEZs), and related incentives such as tax holidays.

However, Lund (2010:2) highlighted that during the 1960s and 1970s, FDI was highly criticized as being the reason for income inequalities between the developing and developed countries. According to the dependency theory (see Cardoso and Faletto, 1970; Evans, 1979; and Moran, 1978), (i) benefits of FDI are poorly distributed between MNC and host countries, and MNC ‘siphons off’ economic surplus that could have been used to finance local development, (ii) MNCs create distortions in the local economy by crowding out local firms and sometimes changing consumer tastes, and (iii) because of the sheer size, MNCs can exert pressure on the local governments to pursue policies that line up with their parent countries at the detriment of host enterprises. Other potential drawbacks to the use of FDI as a source of capital include the deterioration of the balance of payments, as profits are repatriated and negative impacts are generated on competition in national markets.

On the other hand, recent economic theory suggests that inward FDI to a host country increases the supply of capital for investment leading to increased domestic investment, employment creation, technological transfers and a boost in exports leading to overall economic growth. Both the neoclassical (exogenous) and new endogenous economic growth theories reveal that FDI can contribute to economic growth through direct and indirect impact.  There is a general consensus between the theoretical and empirical literature that FDI inflows play a critical role in explaining the growth of recipient countries (De Mello, 1997, 1999; Buckley, Jeremy and Chengqi, 2002; Akinlo, 2004 and Seetanah and Khadaroo, 2007). According to Nunnenkamp and Spart (2003), developing countries have strongly been recommended by international organisations and external advisors to rely primarily on FDI as a source of external finance. 
It is argued that FDI is superior to other types of capital inflows in stimulating economic growth as it is assumed to be less volatile. FDI, apart from capital, also brings modern technology and know-how into the host country. Hansen and Rand (2005) argue that there seems to be a consensus currently, that there is a positive association between FDI inflows and economic growth, provided that receiving countries have reached a minimum level of educational, technological and/or infrastructure development. However, even if one accepts the positive association, there is still the question of causality. The empirical question is, does FDI cause (long-run) growth and development, or do fast growing economies attract FDI flows as transnational companies search for new market and profit opportunities? Theoretically, neither of the links can be ruled out, and this is probably the reason why the causality issue has been the topic of so many recent studies (Hansen and Rand, 2005).

Generally, there are three causal relationships, namely: (i) FDI causing economic growth, the ‘FDI-led growth’ nexus; (ii) economic growth attracting FDI, which is normally referred to as ‘growth-driven FDI’ and (iii) bi-directional causality, where FDI and growth influence each other. Tanzania for example does not impose minimum capital requirements for FDI entry in general, but makes special incentives conditional upon holding an investment license and investing a minimum of US$ 300,000 (compared to Kenya’s US$ 500,000). Uganda does not require foreign investors to invest minimum amounts but offers the facilitation support of its Investment Authority when investments exceed US$ 100,000. 
Additionally, the minimum capital requirement does not effectively grant protection to national investors in sensitive areas and maximize the benefits of FDI. The size of investment is by no means an indicator of “seriousness” and benefits to the economy since at times large foreign investments may crowd out small national investors’ as much as more modest foreign investments (UNCTAD, 2005). The UNCTAD (2011) data shows that Tanzania and Uganda have made tremendous improvements in their attractiveness for FDI since 1994. Tanzania’s FDI increase has been attributed to the mining sector especially uranium and tanzanite, gas and oil discoveries as well as favourable policies that liberalized both local and foreign investments (Kajara 2010). This suggests that FDI increases with increases in discovery of natural resources. Furthermore, the UNCTAD (2011) figures suggest that economic growth rate of Tanzania and Uganda has exceeded that of Kenya since 1994 when their FDI begun to increase. This may lend credence to the hypothesis that increases in FDI leads to increases in economic growth, but these are not proportional suggesting that other factors also affect growth.
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Figure 1.1: Flows into Tanzania (in selected years, in US$ million)
Source: UNCTAD, 2011
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Figure 1.2: FDI Stock in Tanzania (selected years, in US$ million)
Source: UNCTAD, 2011
1.2 Policies to Attract FDI and Boost Economic Growth in Tanzania

Tanzania’s macroeconomic history is chronicled in Nord, et al. (2009) and Robinson, Gaertner and Papageoriou (2011). The country transited from socialism’s command economy soon after independence in the 1960s to market-oriented developing economy since the 1980s. The three phases of Tanzania’s economic transformation are summarized below:
1.2.1 Ujamaa Socialism and Economic Decline (1967–1985)
 The economy was characterized by state control and ownership and command system, where state owned enterprises drove the economy (URT,2012). This resulted in economic decline, shortage of goods, high inflation, and decrease in exports among other economic ills.

1.2.2 Liberalization and Partial Reforms (1986–1995) 
This was the first phase of recovery and reform. It included the gradually liberalisation of the economy as envisioned under the Economic Recovery Programme (ERP) of 1986(URT, 2012). Under the ERP, a market economic system was introduced through prices adjustments, deregulation of exchange rates, and removal of controls on economic activities by way of privatisation. However, the economy did not grow nor stabilise as envisaged (URT, 2012).

1.2.3 Macroeconomic Stabilisation and Structural Reforms (1996–)

Further reforms included unifying the exchange rate, liberalisation of the financial sector, trade reforms and development of a market- oriented regulatory framework. This resulted in higher economic growth rates and stabilisation of the economy. The country recently adopted a development framework, and long-term social and economic development goals based on a National Vision 2025 and Zanzibar Vision 2020 (URT 2003). Its short to medium term development framework includes the National Poverty Eradication Strategy (NPES), which guides the country’s development and poverty strategies; the National Strategy for Growth and Reduction of Poverty (NSGRP); and the Zanzibar adopted a Strategy for Growth and Reduction of Poverty (ZSGRP).
According to the Bank of Tanzania (2012), the current policies, both monetary and fiscal, are aimed at sustaining macroeconomic stability. Nord et al. (2009) highlight that Tanzania, during its second economic-reform phase, began to implement measures to attract FDI. The country enacted an Investment Promotion Policy in 1990; and it reviewed this in 1996 in an effort to broaden its improvement in the investment climate of the country (UNCTAD, 2002a). Some of the earlier institutional and regulatory reforms included the establishment of the Zanzibar Investment Promotion Agency (ZIPA) in 1986, and the ensuing formation of the Free Economic Zones (FEZs), and the national Investment Promotion Centre (IPC). These are all aimed at the facilitation and management of both domestic investment and FDI.

Some incentives and initiatives under this regime include the lowering and rationalization of tariff rates, and the liberalization of foreign direct investments. The Government of Tanzania also adopted a National Trade Policy in 2003, which advocated the further removal of regulatory and administrative constraints to FDI inflows in the short term, and the expediting of reforms of the legal and regulatory framework, as well as allowing self-regulation by the private sector, as part of long- term measures to create an enabling business environment, and to increase FDI flows (UNCTAD, 2002).

1.3 GDP and FDI Trends in Tanzania

As briefly discussed above, Tanzania is regarded of one of Africa’s ‘success stories’, owing to its almost three decades of positive economic growth. The country entered the 1980s in a recession, recording a 2.38% real GDP growth in 1983 but bounced to 3.38% in the following year. The country’s GDP growth averaging 2.36% in the 1980s, increased to 4.37%, and buoyed to 6.74% in the 2000s. It dipped to 6.04% in 2009 from an impressive 7.38% the previous year, and thereafter it averaged at 6.83% for the next two years. It is important to note that soon after the reforms of 1996 the growth picked to average at more than 6% per annum.

FDI inflows also benefited from the economic reforms. Before 1996 the level of FDI per annum averaged a paltry US$8.8 million. The increase started to be noticeable soon after the adoption of the Investment Promotion Policy in 1992, and its review in 1996-97 coincided with even more inflows. In the late 1990s, FDI inflows stabilised at around US$150 million and then grew to an average of US$355 million in the early 2000s before a sharp acceleration to an average of US$824 million in the late 2000s. By 2011 total FDI inflows stood at US$1.1 billion, which is more than 20 times higher than the pre-1995 reform period. As a percentage of GDP, FDI grew from an average of 0.15% pre-reforms to a peak of 6.5% in 2005 before decreasing to an average of 4.21%. According to Nord, et al. (2009), the country has been successful compared to its peers in sub-Saharan Africa in attracting foreign investments.
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Figure 1.3: GDP and FDI trends in Tanzania (1980-2012)
Source: UNACTAD&WDIs data base
1.3.1Challenges Faced by Tanzania in Attracting FDI and Boosting Economic Growth

The World Bank (2013k) noted that although the country’s economy has been high and relatively stable over the past decades, its sources of growth are confined to a few sectors, and the growth was turning out to be increasingly reliant on government spending, instead of on private investment. The World Bank (2013e) further projected that the country could become a major producer of natural gas in a decade, which could be a major attraction for FDI. However, the bank cautioned that an increase in FDI would only be possible if the country invested in its infrastructure and energy, and also undertook structural reforms, especially aimed at improving the overall business environment
In its Tanzania Policy Review Report, UNCTAD (2002a:1) recommended that Tanzania should replace its 1997 Investment Act–given the current environments, both inside and outside the country. The report also suggested reviews of the country’s commercial and contract laws, labour laws, competition law, and the updating of policies in sectors, such as fishing, mining and tourism.
It has been argued in numerous studies that FDIs contribute positively to economic growth in the host economies. This is particularly true where FDIs bring in investible financial resources and fill the gap between desired investment and domestically mobilized savings, facilitate entry into export markets, and strengthen the export capabilities of the host country resulting in productivity gains, technology transfer, introduction of new processes, managerial skills and knowhow in the domestic markets, employee training, international production networks and access to markets (Caves 1998; Ayanwale, 2007; Borensztein et al, 1998. Findlay (1978) also makes a case for the increase in the rate of technical progress in the host country through a “contagion effect” from the more advanced technology as a result of FDIs. FDIs have also been credited with increase in tax revenues and improvement in management and labour skills in host countries (Todaro and Smith, 2003; Hayami, 2001). Employment creations, human capital development, contribution to international investments are some of the positive effects of FDIs (Jenkins and Thomas, 2002; World Bank, 2002).

1.4 Statement of the Problem
According to Ayanwale (2007), many countries especially developing countries now see FDI as an important element of economic development. FDI is seen as a combination of capital, technology, marketing and management. Many African countries are improving their business climate in order to attract FDI. Tanzania as a country, given its vast natural resource and large market size is a major recipient of FDI in Africa and indeed is one of the top leading African countries that consistently receive FDI. However, the level of FDI attracted by Tanzania is not encouraging (Asiedu, 2003) compared with the resource base and potential need. Ayanwale(2007) argues that out of two  primary channels for FDI effects on economic growth, inflows of physical capital and technology spillovers respectively, it is technology spillovers that have the strongest potential to enhance economic growth in the host country. 
Previous studies on the Foreign Direct Investment (FDI) and economic growth in Nigeria and other countries provided inconclusive evidence. Lall (2002) opined that FDI inflow affects many factors in the economy and these factors in turn affect economic growth. This review shows that the debate on the impact of FDI on economic growth is far from being conclusive. The role of FDI seems to be country specific and can be positive, negative or insignificant, depending on the economic, institutional and technological conditions in the recipient countries.
Borensztein, DeGregorio,  and Lee (1998) find positive threshold effects between FDI and growth, with human capital accumulation in the host country needing to be sufficiently large before countries  can reap  the beneficial  growth effects  of the foreign  inflows. Studies of financial sector FDI effects conclude that growth may expand both through the technology transfer channel and through improved intermediation of capital flows between savers and investment opportunities.  Cross-country growth regressions reach the broader finding that financial development improves economic growth. Demirguc-Kunt and Maksimovic (2002), however, find no evidence that country differences in economic growth can be explained by distinguishing countries by financial structure (that is, bank-based versus market-based structures).

Despite the extensive efforts done to attract FDIs in Tanzania on economic growth, it seems very little attention has been paid to help to attract more FDIs in Tanzania. Although many relevant investment authorities have targeted many developed countries, by extending their services, their coverage has remained minimal and much effort is needed to attract Foreign Direct Investments which at the end will contribute to sustainable economic development of Tanzania. One of the serious impediments is the limited capacity of many investment authorities to cover many countries which can come and invest in Tanzania, Policy framework for FDI and Economic determinants for Foreign Direct Investments i.e. inflation, exchange rate, foreign debt, human capital and GDP. The institutions and investment authorities supporting Foreign Direct Investments are weak, fragmented and uncoordinated. Their services are quite basic; mainly focusing on short term basis. There are hardly any initiatives for targeted, comprehensive and sustained support specifically to facilitate upward mobility of Foreign Direct Investment in Tanzania.

One key feature of today’s globalization drive is conscious encouragement of cross-border investments, especially by Multinational corporations and firms (MNCs). Many countries and continents (especially developing) now see attracting FDI as an important element in their strategy for economic development. This is most probably because FDI is seen as an amalgamation of capital, technology, marketing and management. Sub-Saharan Africa as a region now has to depend very much on FDI for so many reasons,   some of which  are amplified by Asiedu (2001). The preference for FDI stems from its acknowledged advantages (Obwona, 2004). It is in the line of the above argument that this study intends to assess the effects of Foreign Direct Investment (FDI) on economic growth in Tanzania1990-2010
1.5 General Objectives
The objective of the study is to assess the effects of foreign direct investment (FDI) in economic growth in Tanzania for the years 1990-2010
1.5.1 Specific Objectives
The specific objectives are:
i. To examine the relationship between inflation and economic growth
ii. To determine the relationship between exchange rate and economic growth 

iii. To examine the relationship between foreign debt and economic growth.
iv. To examine the relationship between human capital and economic growth

v. To examine the relationship between foreign direct investment and economic growth
1. 6 Research Questions
In order to achieve the research objectives listed above, the study will answer the following questions:

i. What is the relationship between inflation and the economic growth in Tanzania?
ii. To what extent does exchange rates relates to economic growth?
iii. What are the relationships between foreign debts and economic growth?
iv. What is the relationship between human capital and economic growth?
v. To what extent does foreign direct investment relates to economic growth?
1.7 Research Hypothesis

This study will test the following hypotheses;

i. Inflation has a positive relationship with economic growth performance.
ii. Exchange rates has a positive relationship with economic growth performance

iii. Foreign debts have a positive relationship with economic growth performance

iv. Human capital has a positive relationship with economic performance

v. FDI determinants have positive relationship with economic growth 
1.8 Scope of the Study
This study will take place in Tanzania. The time series data will captures from different sources such as World Bank, NBS, BOT and UNCTAD. The scope of data collection will cover the 1990 to 2010.
1.9 Significance of the Study
As indicated above, FDI inflows into Tanzania have increased considerably. However, despite the important role of FDI in economic development, and the increase in FDI inflows into Tanzania in particular, there is a significant dearth of literature on the relationship between FDI and economic growth and policies and strategies to attract FDI and boost economic growth. Most studies focus on the impact of FDI on economic growth, but they do not investigate the direction of causality or chronicle the initiatives and challenges faced by individual countries or regional blocs in attracting multinational companies (MNCs).

Secondly, since the late 1990s, SADC countries including Tanzania have adopted friendly FDI strategies and policies with the hope of stimulating economic growth. Most policy makers in this region have been advocating for more FDIs as one of the strategies to boost national, regional and international economies. However, a search on the economic literature databases could not reveal specific studies that have been conducted to investigate the relation between FDI and economic growth within the SADC region. Some few studies use time series to study individual countries. The study is aimed at adding to the literature and policy debate on the role of FDI in economic growth in Tanzania.
CHAPTER TWO
2.0 LITERATURE REVIEW

2.1 Introduction
In this section we briefly review some of the theoretical and empirical literature on foreign direct investments and the conceptual framework of the study. The section is divided into three parts comprising theoretical literature review, empirical review and conceptual framework.
2.2 Definitions of Key Concepts
2.2.1 Foreign Direct Investment

FDI is an investment made to acquire a lasting management interest (normally 10% of voting stock) in a business enterprise operating in a country other than that of the investor defined according to residency (World Bank, 1996).
2.2.2 Logistics

Logistics is the management of the flow of resources between the point of origin and in order to meet some requirements. The resources managed can be physical items or abstract items.
2.2.3 Infrastructures
Infrastructure is basic physical and organization structure needed for the operation of a society or the services and facilities necessary for an economy to function. The term refers to technical structures that support a society, such as roads, bridges, water supply, telecommunications etc.
2.2.4 Economic Growth
Economic growth can be defined as the increase in the capacity of an economy to produce goods and services compared from one period to another. It is the increase in the amount of the goods and services produced by an economy over time (World Bank, 1996).
2.3 Theoretical Literature Review
The empirical evidence on FDI and economic growth is ambiguous, although in theory FDI is believed to have several positive effects on the economy of the host country (such as productivity gains, technology transfers, the introduction of new processes, managerial skills and know-how, employee training) and in general it is a significant factor in modernizing the host country’s economy and promoting its growth. Especially for the developing countries, the recent global changes in the 1990’s, have led them to look favourably at the various FDI’s because it is believed that they can contribute to the economic development of the host country. Hence, we focus on this subject in our present study to investigate further the effects of FDI on the host country’s growth.
2.3.1 Solow Type Growth Theory

The role of foreign direct investment (FDI) in stimulating economic growth is one of the controversial issues in the development literature. In the standard Solow type growth model, FDI enables host countries to achieve investment that exceeds their own domestic saving and enhances capital formation. According to this theory, the potential beneficial impact of FDI on output growth is confined to the short run. In the long run, given the diminishing marginal returns to physical capital, the recipient economy could converge to the steady state growth rate as if FDI had never taken place leaving no permanent impact on the growth of the economy (De Mello, 14).

Mankiw (2003) applying the Solow growth model argues that private businesses  invest in traditional types of capital such as bulldozers and steel plants and newer types of capital such as computers and robots. On the other hand, government invests in various forms of public capital, called infrastructure, such as roads, bridges and sewer systems. Mankiw further argues that policy makers trying to stimulate growth must confront the issue of what kinds of capital the economy needs most.  In other words, what kind of capital yields the highest marginal products?

2.3.2 Endogenous Growth Theory

On the other hand, endogenous growth models (e.g. Romer, 28; Lucas, 24; and Barro and Sala-i-Martin, 7) that highlight the importance of improvement in technology, efficiency, and productivity suggest that FDI can positively influence the growth rate in so far as it generates increasing returns in production via externalities and production spillovers.

On further theoretical arguments why developing countries may not gain from FDI; Krugman (2006) argues that the transfer of control from domestic to foreign firms may not always be beneficial to the host countries because of the adverse selection problem. FDI undertaken within a crisis situation under “Fire Sale” may transfer ownership of firms from domestic to foreign firms that are less efficient. This concern is particularly important to the developing countries including the Sub Saharan African countries, where, as part of privatization, state owned enterprises are sold to foreign firms simply because foreign firms have more available funds than domestic ones. As pointed out by Salz, Agosin and Mayer (2013) FDI may also “crowd out” domestic firms through unfair competition.  There is also a concern that the enclave nature of many foreign owned firms and their minimal linkage to the rest of the economy could reduce the potential spillover contribution to the national economy. Moreover, the potential subsequent outflow of foreign firms' subsidiary earnings to their parent companies could also cause deterioration in the balance of payments. It  is  also  argued  that  foreign corporations tend to produce  inappropriate  goods  that are  tailored to satisfy the wealthy portion of  the host country’s consumers, thereby  increasing  inequality  and  engaging  in transfer pricing.

2.3.3 Neoclassical Theory

According to neoclassical theory, FDI influences income growth by increasing the amount of capital per person. It spurs long-run growth through such variables as research and development (R&D) and human capital. Through technology transfer to their affiliates and technological spillovers to unaffiliated firms in the host economy, MNCs can speed up the development of new intermediate product varieties, raise product quality, facilitate international collaboration on R&D, and introduce new forms of human capital (Ikiara, 2003).

Bajona & Kehoe (2006) discussed explanations of multinational production based on neoclassical theories of capital movement and trade within the Hecksher-Ohlin framework. However, they criticize these theories on the basis that they were founded on the assumption of existence of perfect factor and goods markets and were therefore unable to provide satisfactory explanation of the nature and pattern of FDI. In the absence of market imperfections, these theories presumed that FDI would not take place. Nevertheless,  they argue  that  the  presence  of  risks  in  investing  abroad  implies that  there  must be  distinct advantages to locating in a particular host country.

2.3.4 Economic Geography Theory

Yarbrough & Yarbrough (2002) discuss recent theoretical models of economic geography that attempt to explain the spatial location of FDI. They assume that the decision of a Trans National Corporation (TNC) on which province to locate investment depends on a set of characteristics of the host province affecting firm’s revenue or costs such as factor endowments, market size, income per capita, skilled labour and availability of public infrastructure, among others.

Aiello et al. (2009) argue that other things being equal, a change in infrastructure expenditure influences the cost faced by the firm in adjusting its current capital stock to the target level. They argue that this is a reasonable assumption, given that the adjustment costs depend not only on the firm’s internal characteristics, but also on external factors, such as the provision of public infrastructure.

2.3.5 The Eclectic Paradigm Theory

The eclectic paradigm of Dunning (1988) provides a framework of three sets of advantages to analyze why, and where, MNEs would invest abroad. This is the famous ownership, location and internalization (OLI) paradigm (or eclectic paradigm). In this context, investment could be; natural (resource) seeking, market seeking, efficiency seeking or strategic asset seeking.

The ownership advantages refer to firm-specific features sometimes called competitive or monopolistic advantages which must be sufficient to compensate for the costs of setting up and operating a foreign value-adding operation, in addition to those faced by indigenous producers. Such features include things like brand, patents, market access, research and development, trademarks and superior technology. These may be deficient in the host country. When foreign firms use such features in exploiting host country opportunities, they employ adverse selection in an imperfect market situation in fostering their activities. Consequently, due to information asymmetry and limitation of the features possessed by host country firms, competition with MNCs is difficult. The ownership specific advantages, being superior, to home country firms, may make foreign investors to crowd out domestic investments (Miberg, 1996).

The locational advantage strand of the eclectic paradigm is concerned with the “where” of production. These include host country-specific characteristics that can influence MNCs to locate an economic activity in that country. They include economic factors such competitive transportation and communications costs, investment incentives, availability of comparatively cheap factors of production, policy issues such tariff barriers, tax regimes, access to local and foreign markets, among other factors (Buckley & Casson, 1998).

The third factor is the internalization advantage which explains ‘why’ a MNE would want to exploit its assets abroad by opening or acquiring a subsidiary versus simply selling or licensing the rights to exploit those assets to a foreign firm. Yarbrough & Yarbrough (2002) report that though this theory has been criticized for only listing the conditions necessary for FDI without explaining its phenomenon, it has widely contributed to international production theory.
2.3.6 Theoretical Model 
In achieving the basic objective of this study, Aloysius Mom Njong (2008) model is adopted to analyze the relationship between economic growth as dependent variable and exchange rates, foreign debts, human capital and FDI determinants as independent variables. The model is used with modification to examine the impact of FDI inflows in economic growth in Tanzania; this is a linear model which is relevant to data that is used in this study. Therefore the model is expressed as; 

X=α0+α1X1+α2X2+α3X3+α4X4 + α5X5+αnXn + μ---------------------------------------- (1) 
The underlying objective of this study is to investigate the effects of foreign direct investment inflows in economic growth in Tanzania for the years 1990-2010. Therefore a multiple regression model in the analysis will be used. Assumption is that economic growth is a function of the following variables: 
GDP= f (FDI, EXCHR, FORDEBT, HUMCAP, INF) --------------------------------- (2) 
Where; FDl-Foreign Direct Investment in economic growth; EXCHR -Exchange rate; GDP Gross Domestic Product, FORDRBT-Foreign Debts, HUMCAP is Human capital and INF-Inflation. Substituting the log to reduce the variation in variables in the above model, it generate the below multiple regression model to be used in this study 

Log GDP = ao+a1logFDl+a2logEXCHR+a3logFORDEBT+a4logHUMCAP+a5logINF+ μ-…. (3) 
Where μ represents an error term 

In principle, it is important to test the order of integration of each variable in a model, to establish whether it is non-stationary and how many times the variable needs to be differenced to derive stationary series (Johansein et al, 2010). There are several ways of testing for the presence of unit root. For the case of this study, emphasis is on the Augmented Dickey-Fuller (ADF). Philip and Perron (1988), propose a non-parametric method of controlling for higher order serial correlation in a series. Contrary to ADF, Philip-Perron test makes a correction to the t-statistic of the dependent variables in the autoregressive process to account for the serial correlation in random term. As with the ADF test, one has to specify whether to include a constant and linear trend, or neither in the test regression. For the PP test, the truncation lag q for the Newey-West correction is specified which is the number of periods of serial correlation to include in the analysis (Johansein et al, 2010& 2011).
In reconciling the pros and cons of the role of MNCs who provide foreign direct investment (FDI) capital Todaro (1985) and Todaro and Smith (2003) asserts that while the above list provides  a range  of conflicting  arguments,  the real debate ultimately centers on different ideological  and  value  judgments about  the  nature  and  meaning  of economic growth  and development and the principal sources from which it springs. However, the only valid conclusion is that foreign private investment may be an important stimulus to economic growth and social development as long as the interest of MNCs and host countries government coincide and that MNCs who provide FDI capital adopt a long-run perspective by adapting their technologies of production to the resources of developing nations.
2.4 Empirical Literature Review
The evidence from a few studies addressing the link between FDI and technology transfer in Africa: Wangwe (1995) covering firms in six African countries: Zimbabwe, Tanzania, Nigeria, Kenya, Ivory Coast, and Mauritius; Biggs and Srivastava (1996) covering Ghana, Zimbabwe, and Kenya; Lundvall et al. (1999); Gershenberg (1997) on Kenya; Phillips et al. (2000)  on Mauritius,  Uganda  and  Kenya  suggests  that  there  may be  limited  technology  transfer and spillovers to the domestic firms. Phillips et al. (2000) report that a 1% increase in FDI/GDP leads to a 0.8% increase in future domestic investment in Africa compared to 1.17% in Latin America. Many exporting firms are found to locate foreign partners and either form joint ventures with them or hire them as agents for specific technology and/or marketing tasks. 
In Mauritius, foreign investment has played a positive role in building local technological capabilities. In some countries, MNCs bought out the local firms affected by competition and monopolized activities. Previous experience either through trade or association with MNCs and foreign technical assistance contribute to export success. In MNC affiliates and firms in which foreign partners play important technological functions, accumulation of indigenous  or local technological  capabilities is limited, except in cases where the affiliate is engaged in activities that the parent is not engaged in (for example, Del Monte of Kenya). Interactions with foreign partners enhance managerial and technological capabilities but only under certain circumstances: when the top managers and entrepreneurs have some previous experience, when the firms are targeting export markets, and when the top positions are not reserved for expatriates.

Several studies have been conducted on the empirical relationship between FDI’s and economic growth. Some of these studies have shown that FDIs positively influence economic growth in the host countries. Dees (1998) in a study on the determinants and effects of foreign direct investments in China found that FDI has been important in explaining China’s economic growth. Similarly, de Mello (1997) also presents a positive correlation between FDIs and economic growth of selected Latin American countries. Barrel and Pain (1999) explored the benefits of FDI of U.S multinational in four European Union countries and find that FDI may affect the host country’s performance positively in the case where there are transfers of technology and knowledge through the FDI to the host economy.
Firm-level studies of specific countries provide contradictory evidence on the role played by FDI in economic growth. For example Wilmore (1986) examining a sample of 282 pairs of firms from 80 industries in Brazil found that FDI had a beneficial impact on growth since foreign firms are more efficient than domestic ones. Moreover, Blomstrom (1986) found that FDI enhances productivity growth of Mexican firms. FDI spillovers that occur when the entry or presence of a foreign investment firm(s) contribute to the productivity or efficiency benefits of indigenous  firms  are  critical  in  defining the impact of FDI on the growth of host nations.
The literature identifies competition, linkages, labour mobility, skills and imitation as the main channels of technological spillovers from FDI to indigenous firms (Blomstrom and Kokko, 1998). We however, note that FDI spillover may either be positive or negative on their impact on economic growth in the host countries. Some empirical studies show positive effects of FDI spillovers on economic growth in the host countries.
Some empirical studies show positive effects of FDI spillovers on economic growth (Caves, 1974) on Australia and Kokko (1994) for Mexico. However, Haddad and Harrison (1993) find no evidence of positive spillovers from FDI in Morocco. The study by Aitken and Harrison (1999) for Venezuelan firms in the period 1979-1989 and Djankov and Hoekman (2000) for the Czech Republic firms report negative spillovers. Hanson (2001) concludes that the evidence that FDI generates positive spillovers for host countries is weak. Microeconomic studies report positive effects of FDI and productivity spillovers; these include studies by Lipsey and Sjöholm, 2004; Black and Gertler, 2008. Most macroeconomic studies generally suggest that FDI exerts a positive impact on economic growth in particular contexts. 
Balasubramannyam et al (1996) and Zhang (2001) find that effects on growth of FDI are more significant in the presence of trade openness and where host country adopted liberalisation. Borensztein et al (1998) argue that FDI is an important channel for the transfer of technology and contributes to economic growth when the country has a highly educated workforce. Blomstrom et al (1994) found that among developing countries, the positive impact of FDI on growth is larger in those countries that exhibit higher levels of per capita income. 
FDI is also beneficial for economic growth when the country has sufficiently developed and sophisticated financial markets (Alfaro et al, 2004). The other factors that enable FDI to positively impact on growth include political and economic stability as well as the quality of institutions and infrastructure which complements FDI (see Oloffsdotter, 1998; Hall and Jones, 1999; Rodrik et al, 2002; Aschauer, 1989 and Tondl and Prüfer, 2007). The literature therefore suggests that openness to trade, human capital, financial market development, public infrastructure and quality of institutions affects a host country’s ability to absorb FDI spillover.
The literature on FDI shows that its impact on economic growth can either be direct or indirect. The indirect impact or spillovers are dependent on the host country’s conditions. Specifically this depends as per capita income, human capital stock, financial sectors level of sophistication, the level of development and quality of public infrastructure, the quality of institutions, trade openness and macroeconomic stability. The empirical evidence however shows that the relationship between FDI and growth is uncertain and varies across host countries. This study proposes to use Tanzanian data to find out whether FDI enhances economic growth in Tanzania.

Using panel data for 25 central and Eastern European and former Soviet transition economies, Campos and Kinoshita (2003) examined the effects of FDI on growth for the period 1990-1998. Their main results indicated that FDI has a significant positive effect on economic growth of each country. Focusing on the factors that explain growth in developing countries, Blomström et al (1994) found that foreign direct investments exerts a positive effect on economic growth but that there seems to be a threshold level of income above which FDI has positive effect on economic growth and below which it does not.
The explanation is that only those countries that have reached a certain income level can absorb new technologies and benefit from technology diffusion, and thus reap the extra advantages that FDI offer. They concur with other studies that suggest human capital as one of the reasons for the differential response to FDI at different levels of income (Borensztein et al, 1998; Bengos and Sanchez-Robles, 2003). However, some studies have found that FDI may not influence long-run economic growth. In a study on the interaction between foreign direct investment, economic freedom and growth, Bengos and Sanchez-Robles (2003) estimated the relationship between FDI and economic growth using panel data for eighteen Latin American countries over the period 1970-1999. They show that FDI had positive and significant impact on economic growth. However, they also found that the host country requires adequate human capital, political and economic stability and liberalized market environment so as to gain from long-term FDI inflows. 
It has also been shown by Ang (2008) that better developed financial systems allow an economy to exploit the benefits of foreign direct investment more efficiently. The author used Thailand as a case study to examine the role of FDI and financial development in the process of economic development. The estimation uses an unrestricted error-correction model to avoid omitted lagged variable bias, and an instrumental variable to correct for endogeneity bias. Using annual firm series data from 1970-2004 the results show that financial development stimulates economic development whereas foreign direct investment impacts negatively on output expansion in the long-run.
However, an increased level of financial development enables Thailand   to gain more from FDI, suggesting that the impact of FDI on output growth can be enhanced through financial development. Some studies indicate that the relationship between the FDI and economic growth is weak and insignificant. Ayanwale (2007) investigating the empirical relationship between non-extractive FDI and economic growth in Nigeria using annual time series and ordinary least squares technique found the relationship between FDI and economic growth to be positive but not significant.
Balasubramanyan et al. (1996) report positive interaction between human capital and FDI. They had earlier found significant results supporting the assumption that FDI is more important for economic growth in export-promoting than import-substituting countries. This implies that the impact of FDI varies across countries and that trade policy can affect the role of FDI in economic growth. In summary, UNCTAD (1999) submits that FDI has either a positive or negative impact on output depending on the variables that are entered alongside it in the test equation. These variables include the initial per capita GDP, education attainment, domestic investment ratio, political instability y, terms of trade, black market exchange rate premiums, and the state of financial development. Examining other variables that could explain the interaction between FDI and growth, Olofsdotter (1998) submits that the beneficiary effects of FDI are stronger in those countries with a higher level of institutional capability. He therefore emphasized the importance of bureaucratic efficiency in enabling FDI effects.
Hymer, suggested that the technological transfer benefits included, among other things, the direct benefits from adopting the product, process and organizational innovations initiated by the parent company which he named as “firm-specific assets”, and the indirect spillover effects on the rest of the economy. Although economists agree regarding the direct benefits of technological transfer on the host country firms, the measurement of indirect spillover effects is shrouded with difficulties. As a result, the evidence is mixed. For example, an extensive review by Blomstorm, Globerman and Kokko, both at aggregate and cases studies levels, finds no strong consensus on the magnitude of spillover effects. 
A study of UK-owned 20 manufacturing industries by Harris and Robinson concludes that “inter-industry spillovers are just as likely to be negative as positive and so there is clear evidence of an overall beneficial effect on UK manufacturing industries resulting from supply side linkages associated with FDI”. Using a World Bank survey of 1500 firms in five Chinese cities, Hale and Long found evidence of positive spillover effects for more technologically advanced firms but none or even negative spillover effects for relatively small firms. From this, they concluded that a well functioning labour market facilitates FDI spillover by creating network externalities among highly skilled workers.

Apergis et al. (2004) used a panel data set covering 27 transitional economies over the period 1991  to 2000  to investigate  the  direction of the relationship between FDI and economic growth in transitional economies by applying what they call the “novel methodology of panel co-integration and causality” because of the belief that there is significant heterogeneity in cross country economic growth so as to allow them estimates presence heterogeneity in the parameters and dynamics across countries. Their findings suggest that FDI has a significant positive relationship with economic growth in the case where all countries are included in the sample. On the other hand, when sample were split into high income countries and countries with successful privatization and those without successful privatization programmes, and the findings are the same.

The impact of FDI on host economies is complex as foreign investors interact with, and thus influence, many local individuals, firms and institutions. Local firms benefit potentially in many ways: learning from example, labour mobility, export market access, improved supply bases, or direct relations as suppliers or customers. However, these effects with the characteristics of the FDI project, in particular its development of local supply networks, its investment in human capital, employee mobility, and the value added in local operations. The impact of FDI varies moreover with the ability of local stakeholders to take advantage of the potential benefits of FDI. In particular, the local regulatory framework has to provide for competitive conditions that are conducive to local entrepreneurship, while avoiding undue market power of the foreign investment firm. Moreover, local individuals and firms need to have the ability to learn from foreign partners.
2.5 Conceptual Framework

It is clear from this brief review that the effects of FDI on growth are dependent on the characteristics of the host country and the sectors where the FDI is directed. Large market size and high incomes may attract market seeking FDI as opposed to small and low income economies. Market- seeking FDI is therefore induced by market access to host countries for attributable to differing economic institutional and technological conditions in the recipient countries. The few country specific studies also indicate that there may be endogenous relationship between FDI and growth which may have to be taken into account if the results are to be robust.
The relationship between FDI and economic growth is situated in growth theory that pronounces the role of improved technology, efficiency and productivity in promoting growth (Lim, 2001). However, the potential contribution of FDI to growth is dependent strictly on the on the circumstances in the recipient or host countries. Certain host country conditions are necessary to facilitate the spill-over effects.
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Figure 2.1: Conceptual Framework
Source: Researcher (2016)
EXCHR–Exchange rates; FDl-Foreign Direct Investment in economic growth; FORDEBT–Tanzania foreign debts; HUMCAP-Human capital, GDP Gross Domestic Product and INF-Inflation.
In this study, we assume in line with standard economic theory that positive inflation rate, exchange rate, foreign debts and human capital to the host country will increase its stock of capital and level of technology and lead to better economic performance. Foreign direct investment will affect economic growth positively through improved technology, efficiency and increased productivity (Lim, 2001). However, as noted in the review of literature, the potential contribution of FDI to growth is strictly dependent on the circumstances in the recipient or host country. 
2.5.6 Inflation
Fisher (1993) has studied about the relationship between inflation and economic growth entitled “role of macroeconomic factor in growth”. In this study, the data set consists of several macroeconomic variables including inflation for 93 countries. He applied a simple alternative to mixed regression. The findings of the study has shown that the channel through which inflation affect economic growth and inflation negatively affects growth by reducing investment, and by reducing rate of productivity growth. 

2.5.2 Exchange Rate
Economists have long known that poorly managed exchange rates can be disastrous for economic growth. Avoiding significant overvaluation of the currency is one of the most robust imperatives that can be gleaned from the diverse experience with economic growth around the world, and one that appears to be strongly supported by cross-country statistical evidence. The results reported in the well-known papers by David Dollar and by Jeffrey Sachs and Andrew Warner on the relationship between outward orientation and economic growth are largely based on indices that capture the degree of overvaluation.

2.5.3 Human Capital
Literature on economic growth models explores directly the quantitative relationship between investments in education and training and the level and growth of per capita GDP. There are a large number of studies, beginning with the classical growth models first developed in the 1950s, through to the so-called endogenous growth models that are still widely applied in many current empirical studies. Both data sets and econometric modelling techniques have developed extensively over recent years and many different model specifications have been proposed and empirically tested.

2.5.4 Foreign Debt
Modigliani (1961), refining contributions by Buchanan (1958) and Meade (1958), argued that the national debt is a burden for next generations, which comes in the form of a reduced flow of income from a lower stock of private capital. Apart from a direct crowding-out effect, he also pointed out to the impact on long-term interest rates, possibly in a non-linear form “if the government operation is of sizable proportions it may significantly drive up (long-term) interest rates since the reduction of private capital will tend to increase its marginal product”. Even when the national debt is generated as a counter-cyclical measure and “in spite of the easiest possible monetary policy with the whole structure of interest rates reduced to its lowest feasible level”, the debt increase will generally not be costless for future generations despite being advantageous to the current generation.
2.5.5 Foreign Direct Investment
Foreign direct investment is a phenomenon resulting from globalization, which involves the integration of the domestic economic system with global markets. It is accomplished through opening up of the local economic sector as well as domestic capital for foreign investors to establish business, within the economy. Historically, technological advancement led to the emergence of better means of transport and communication. These in turn led to the movement of investors beyond political boundaries, especially during the post-colonial period (Pritchard, 1996). 
Even after nations acquired independence, globalization continued to influence trade between investors and foreign countries, whereby the less developed countries were supported by the developed nations to acquire materials and equipment to extract and utilize the available natural resources for economic development (Sacerdoti, 1997). However, the equipment needed the appropriate skills to ensure that less developed countries were able to utilize to their full potential. As economies expanded, trade grew and exchange of goods and services continued to advance. With the less developed economies possessing plenty of raw materials for industries abroad, foreign investment was inevitable, as industries from developed economies sought to establish in the less developed countries where raw materials were available (Sornarajah, 2004).

2.5.6 Gross Domestic Product (GDP)

Economic development is a process whereby an economy's real national income as well as per capita income increases over a long period of time (Colen et al. 2009). Here, the process implies the impact of certain forces which operate over a long period and embody changes in dynamic elements. It contains changes in resource supplies, in the rate of capital formation, in demographic composition, in technology, skills and efficiency, in institutional and organizational set-up. It also implies respective changes in the structure of demand for goods, in the level and pattern of income distribution, in size and composition of population, in consumption habits and living standards, and in the pattern of social relationships and religious dogmas, ideas and institutions. In short, economic development is a process consisting of a long chain of inters- related changes in fundamental factors of supply and in the structure of demand, leading to a rise in the net national product of a country in the long run.
CHAPTER THREE

3.0 RESEARCH METHODOLOGY

3.1 Introduction

This chapter describes the general background of the study. It presents such aspects as the following; introduction research design, area of study, sampling design (size, unit of analysis, frame & technique), types and source of data, validity issues, and data analysis methods.
3.2 Area of Study

The study was carried out in Dar es Salaam region. The study area was selected due to fact that it is one of the big Cities within Tanzania where most FDIs are prominent. 
3.2.1 Research Paradigm 

A central tenet of positivism, which is the paradigm in this study, is that researchers can take a ‘scientific’ perspective when observing social behavior with an objective analysis possible. Bell (2007) caution against assuming positivism and science are synonymous concepts, noting that there are some differences between a positivist philosophy and a scientific approach. They also note that there are some circumstances where an inductive strategy is apparent within positivist research, with “knowledge arrived at through the gathering of facts that provide the basis of laws” (Bell, 2007). Nonetheless, research based on a positivist philosophy tends to be based on deductive theorizing, where a number of propositions are generated for testing, with empirical verification then sought (Ackle, 1968).

3.3 Research Design
This investigation was a descriptive time series correlation study with the values of economic growth as the dependent variable while the inflation, human capital, foreign debts, exchange rates and foreign direct investment are the independent variable. Webb (1966) posits that a time series study is descriptive in nature. This descriptive nature is pertinent when a phenomenon being studied extends over a considerable time period. 
It is the only research design that furnishes a continuous record of fluctuations in study variables over an entire period in which the variables are being studied. This, therefore, justifies the use of the time series analysis for this study since the aim of the study is to assess the effect of foreign direct investment (FDI) inflows determinants on economic growth in Tanzania. Regression analysis was used to find the relationship between variables.
3.4 Population 

The study population comprised of Bank of Tanzania (BoT) and National Bureau of Statistics (NBS) where various time series data for the variables under study were gathered.
3.5  Sampling Design

The data required for this study included the yearly average inflation, foreign debts, exchange rates, foreign direct investment (FDI), human capital and economic growth in Tanzania for 20 years spanning the period January 1990 to December 2010. 

3.6 Type of Data and Method of Collection
The study comprised of secondary data. The secondary data also was obtained through documentary review in which various documents from World Bank, National bureau of Statistics (NBS), Bank of Tanzania (BoT), UNCTAD and records related to the subject matter were reviewed.

3.6.1 Data Collection Method
Documentary Review: This method involved the researcher to pass through various documents for the purpose of reviewing information related to the subject matter. The documents reviewed included; reports and official publications
3.7 Data Analysis

To analyze the effect of foreign direct investment (FDI) inflows determinants on economic growth in Tanzania, the annual data from 1990 to 2010 was used. The FDI inflows determinants and economic growth are often seen as being connected in a cause and effect relationship. As FDI inflows move up or down, economic growth follows in the same direction. The reason why this happens that FDIs inflows are major inputs in the economy, it is used in critical activities such as fueling transportation and machineries and if input cost increases , so should the cost of end products. In this study regression analysis was used because of its mathematical simplicity and its results are also very simple and easy to understand.

3.7.1 Engle-Granger Test for Co-integration

To test for co-integration between two or more non-stationary time series, it simply requires running an OLS regression, saving the residuals and then running the ADF test on the residual to determine if it is stationary. The time series are said to be co-integrated if the residual is itself stationary. In effect the non-stationary I(1) series have cancelled each other out to produce a stationary I(0) residual.
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Where y and x are non-stationary series. To determine if they are co-integrated, a secondary regression is estimated:
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This produces a t-statistic of –5.60. If the critical value for this model is –2.95 (for example), we would reject the null hypothesis of non-stationary time series and conclude the error term was stationary and the two variables are co-integrated.
3.8 Estimation Procedure

Estimating equation (1) using cross country time series data raises some methodological challenges may arise. A major one would be that, there is likely to be correlation between the country specific disturbances and the determinants. Tackling these challenges involved differencing the equation to remove the time variant disturbance. Instrumental variable used to correct for the endogeneity. However, this procedure has many drawbacks that can be overcome by constructing an alternative OLS estimator that combines the level and first difference specifications, using lagged levels of the variables as instruments for the first difference specification.

The second aspect of OLS analysis was used to carry the integration order of each variable used in the empirical models. As a necessary but not sufficient condition for co- integration is that each of the variables must be integrated of the same order and the order of integration must be greater than zero (Johansein et al, 2010). To achieve this, Phillip Perron test which is the non-parameter test, based on Phillips (1987) Z-test, must be used here instead of ADF test, because it is the best as it involves transforming the test statistic to eliminate any autocorrelation in the model. 
The ADF test tends to be more popular but it is parametric in nature. According to Churls (1987), if time series variables are found to be non-stationary at levels, then the next step was to differentiate them until they becomes stationary. Non-stationary in the data is eliminated by differencing. This means that, the null hypothesis of the presence of unit root in the variables was rejected after taking the first difference.
3.9 Testing for Co-Integration 

The main theoretical argument of co-integration analysis is that even if individual variable is non-stationary, the group of variables may drift together. This implies that a linear combination of two or more such variables (time series) can be stationary. Since variables are integrated at the same order, there is the need to test for co-integration relationships. The co-integration test results indicate the presence of long run equilibrium among the time series data. The implications of these results are that, even if individual variables are non-stationary, their linear combination may be stationary. The results obtained reject the null hypothesis of no co-integration among the variables at 5 percent level of significance. This implies that log of GDP, log of Exchange rate, log of FDI from economic sector, log of INF, log of foreign debts and log of Human capital are co-integrated. 
3.9.1 Error Correction Model 

According to Johansein et al, 2010 since there is co-integration among dependent variables and its fundamentals, an error correction model has to be estimated by incorporating the lagged error correction term in the set of repressors. The error correction term is the residual from the static long run regression and it joins the set of differenced non-stationary variables to be estimated to capture both short run and long run dynamics. Following the Engel and Granger theorem, the original model re-parameterized into an error correction model. An error correction term (ECT-1) is introduced in the model and hence the final model ready for regression analysis.
This model is estimated by using Ordinary Least Square (OLS) for time series data covering years from 1990–2010. Thus, an error correction term lagged once (ECT-1), which is the residual from the long run equation of non stationary variables, is included as one of the explanatory variables in the general over parameterized error correction model of determinants of economic growth performance equation. This term capture the long run relationship by attempt to correct deviations from the long run equilibrium path. Its coefficient is interpreted as the speed of adjustment from short run behavior to long run equilibrium. Furthermore the empirical results of the preferred model include the lagged of the error term (ECMt-1). 
3.9.2 The Dickey Fuller and Augmented Dickey Fuller Test
The Dickey-Fuller test performs the Augmented Dickey-Fuller (ADF) test that variable follows a unit-root process. The null hypothesis is that the variable contains a unit root and alternative is that the variable was generated by a stationary process. You may optionally exclude the constant, include a trend term, and include lagged values of the difference of the variable in the regression. Dickey & Fuller (1979) developed procedure for testing whether a variable has a unit root, or equivalently, that the variable follows a random walk.  Hamilton (1994) describes four different cases to which the ADF test can be applied. The null hypothesis is always that the variable has a unit root. They differ in whether the null hypothesis includes a drift term and whether the regression used to obtain the test statistic includes a constant term and time trend. Becketti (2013) provides additional examples showing how to conduct these tests. The true model is assumed to be:

Уt=βo+Уt-1+μt-------------------------------------------------------------------------------- (6)
Where, μt̴̴ ~ iid [o, δu2]
In cases one and two, presumably 0, which is a random walk without drift? In cases three and four, we allow for a drift term by letting be unrestricted. The Dickey-Fuller test involves fitting the model.

Уt=βo + ργt-1 + δt + μt--------------------------------------------------- (7)
By OLS, perhaps 0 or 0 . However, such a regression is likely to be plagued by serial correlation. To control for that, the ADF test instead fits a model of the form:
Δуt =α + βγ-1 + δt + ψ1Δуt-2 +------ψkΔγt-k + ε----------------------- (8)
Where, k is the number of lags specified in the lags option. The non-constant option removes the constant term from this regression, and the trend option includes the time trend t, which by default is not included. Testing 0 is equivalent to testing 1 or equivalently, that t y follows a unit root process. In the random walk with drift model, the best forecast of the series tomorrow is the value of the series today, plus the drift 0 . A first order auto-regression is abbreviated by AR (1), where the “1” indicates that it is the first order. The population AR (1) model for the series t Y is

Уt=βo+β1уt-1+μt--------------------------------------------------------- (9)
The random walk model is a special case of the AR (1) model in which β1=1.In other words, if Yt follows an AR (1) with β1=1, then Yt contains a stochastic trend and is non-stationary. If however, | |and μt is stationary, then the joint distribution of Yt and its lags does not depend on t. The analogues condition for an AR (p) to be stationary is more complicated than the condition | |for an AR (1). Its formal statement involves the roots of the polynomial, 1-β1Ζ-β2Ζ2-β3Ζ3…….-βpΖp (The roots of this polynomial are the solutions to the equation 1-β1Ζ-β2Ζ2-β3Ζ3-……βpΖp=0). For an AR (p) to be stationary, the roots of this polynomial must all be greater than 1 in absolute value.

In the special case of an AR (1), the root is the value of z that solves 1-β1Ζ=0, so its root is Ζ=1/β1.
Thus the statement that the root be greater than 1 in absolute value is equivalent to |β1|<1(Stock and Watson, 2007). If AR (p) has a unit root that equals 1, the series is said to have a unit autoregressive root or, more simply, a unit root. If Yt is stationary (and thus have a unit root), then it contain a stochastic trend. This means the terms “stochastic trend” and “unit root” are being used interchangeably. The Augmented Dickey-Fuller (ADF) test for a unit autoregressive root tests the null hypothesis H0:0 against the one-sided alternative H1:0 in the regression
Δγt=βo+δУt+γ1уt-2+γ2уt-3+----+γpуt-p+μt---------------------------- (10)
Under the null hypothesis, yt has a stochastic trend; under the alternative hypothesis, Yt is stationary. The ADF statistic is the OLS t-statistic testing 0 in Equation (9). If instead the alternative hypothesis is that t Y is stationary around a deterministic linear time trend, then this trend, “t” (the observation number), must be added as an additional regressor, in which case the Dickey-Fuller regression becomes
Δуt=βo+δt+δуt-1+γ1уt-1+γ2уt-2+----+γpуt-p+μt----------------------- (11)
where α is an unknown coefficient and the ADF statistic is the OLS t-statistic testing in Equation (9). The lag length can be estimated using the BIC or AIC. The ADF statistic does not have a normal distribution, even in larger samples (Stock and Watson, 2007). 
CHAPTER FOUR

4.0 DATA ANALYSIS AND DISCUSSION OF THE FINDINGS

4.1 Introduction

The Statistical Package for Social Sciences (SPSS) Version 20 computer package was used for descriptive data analysis. We then provide the DF and ADF unit root test results both when the intercept is included and no trend term and when both are included (i.e., the intercept and trend). In the same chapter we provide the ARDL or “Bounds” testing results for co-integration, again both when we include a trend but no intercept, and when both are included. We then report the ARDL coefficient results and provide their interpretation. 
The chapter also includes the error correction estimation results, the Granger causality results and provides the diagnostic and parameters stability results and their discussion. The number of years under consideration, 1990–2010, were entered in the columns and the number of variables entered into rows. The valid varied analyses between the variables were then executed using the analyze option on the software to give an assortment of output which are presented in the subsequent subheadings below.

4.2 Data Presentation

Table 4.1 below: shows inflation rate, foreign debt, foreign direct investment, exchange rate, human capital and gross domestic product data series from 1990 to 2010. The human capital figures were obtained from number of gross population skilled labor force in Tanzania.

4.2.1 Descriptive Statistics

Table 4.1: Summary of Statistics 
	
	N
	Minimum
	Maximum
	Mean
	Std. Deviation
	Skewness
	Kurtosis

	
	Statistic
	Statistic
	Statistic
	Statistic
	Statistic
	Statistic
	Std. Error
	Statistic
	Std. Error

	Inflation rate (%)
	21
	4.720
	35.730
	1.47700E1
	10.454888
	.761
	.501
	-.820
	.972

	Foreign debt(Billion US$)
	21
	.000
	8.180
	3.39857
	3.429611
	.080
	.501
	-1.995
	.972

	Foreign Direct Investment(Million US$)
	21
	.001
	1813.200
	4.49472E2
	478.250334
	1.555
	.501
	2.366
	.972

	Exchange rate(US$/Tsh)
	21
	195.060
	1409.270
	8.15526E2
	376.171913
	-.109
	.501
	-1.177
	.972

	Human capital(work force)
	21
	.000
	21.860
	9.56619
	9.619396
	.060
	.501
	-2.027
	.972

	Gross Domestic Product (%)
	21
	.580
	8.770
	4.74000
	2.161169
	-.322
	.501
	-.472
	.972

	Valid N (listwise)
	21
	
	
	
	
	
	
	
	


Source: Researcher (2016)
Table 4.1 displays the overall means and standard deviations of variables considered in this study, the variables includes; inflation rate, foreign debts, foreign direct investment, exchange rate, gross domestic product and human capital. The results indicate moderate to high mean values. The highest means were 8.16% for exchange rate, 449.7US$million for FDI, 1.48% for inflation, 9.6 for human capital, 4.7% for GDP and 3.99US$Billion for foreign debt respectively. This finding implies that each explanatory variable (independent variable) has contributed significantly to the variation in economic growth (GDP) (dependent variable) in 1990-2010 periods. The standard deviation for the same variables indicate 10.5% for inflation, 3.4US$Billion for foreign debt, 478.3 Million US$ for foreign direct investment, 376.2Tshs/US$ for exchange rate, 9.6 for human capital and 2.1% for gross domestic product respectively. 
4.3 Inferential Statistics

4.3.1 Research Questions

The researcher used time series data to test the variable and study relationships between variables, Johnson (1998). In order to achieve the given objectives in this study, tentative statements referred to as research hypotheses were tested. The summary of findings obtained was as follows: Recall that the first objective was concerned; to examine the extent to which inflation relates to economic growth. The second objective examined whether exchange rate relates to economic growth. The third objective hinged to examine the extent to which foreign debt relates to economic growth. 
Table 4.2: ADF and Phillips-Perron Tests for Unit Root
	Variable
	ADF Tests Statistics (with intercept and no trend)
	Phillips-Perron Statistics

(with intercept and no trend)

	
	Level
	First Difference
	Level
	First Difference

	GROWTH
	-2.497
	-5.836*
	-2.516
	-5.901*

	LOGFDI
	-1.833
	-6.897*
	-1.528
	-8.385*

	LOGEXCHR
	se
	-4.066**
	-1.332
	-4.120**

	LOGINFL
	-1.ch Finding (2016)
	-8.686*
	-1.630
	-8.035*

	LOGFORDEBT
	-1.779
	-6.886*
	-1.511
	-5.022

	LOGHUMCAP
	-1.88
	-6.714*
	-1.7.11
	-6.213


Source: Research Findings (2016)
Critical Values
	1%
	-3.662
	-3.668
	-3.662
	-3.668

	5%
	-2.964
	-2.966
	-2.964
	-2.966

	10%
	-2.614
	-2.616
	-2.614
	-2.616


Notes:

*=Significance at 1% level; **= Significance at 5% level; and ***= Significance at 10% level

The forth objective examined whether human capital relates to economic growth. The following Table 4.3 provides the findings, analysis and discussion in the context of economic growth rate and inflation, foreign debts, foreign direct investment, exchange rate and human capital; The results in Table 4.2 show that all the data except the foreign debt, inflation, human capital, foreign direct investment are negatively skewed meaning that most values are concentrated on the left of the mean with extreme values to the right, Hence, the data are not normally distributed in this case.
4.4 Augmented Dickey-Fuller and Phillips and Perron Unit Root Tests

Table 4.2 depicts the ADF and PP tests when the variables are tested for unit root with an intercept included but no trend term. The results show that all the variables, at their levels are non stationary and therefore, the null hypothesis of non-stationary is not rejected and we conclude that the variables are actually non- stationary. Again since when the test is conducted at first difference, all the variables become stationary at either 5 percent or 10 percent significance level. This conclusion is based on the comparison between the test statistics and tabulated critical values. This means that the variable/data re-integrated of order one i.e., I (1) (which means they are non-stationary). The null hypothesis of non stationarity is therefore rejected.

When the ADF and PP is conducted on the variables when both the intercept and trend term are included, we obtain slightly different results. As depicted in Table 4.3 above, FDILOG appears to be stationary at its level, while the rests of the variables are non-stationary.  In this case, the null hypothesis of non-stationary cannot be rejected for the rest of the variables except LOGFDI. When the test is conducted on the variables at their first difference, they all appear to be stationary. The level of significance for the variable LOGFDI improves from 5 percent to 1 percent

Now having satisfied ourselves that all variables under consideration are non- stationary at their levels but becomes stationary at their first difference, long-run equilibrium relationship will now be investigated by using the “Bounds” testing approach to co-integration within the ARDL modeling approach. Table 9 gives the results of the Bounds test for co-integration between GROWTH, LOGFDI, LOGEXCHR, LOGINFL, FOREIDEBT and LOGHUMANCAP. Critical values for the F-and t-statistics are presented in the Table 9 below as taken from Pesaran et. al., (2001) to be used in this study.

4.5 The ARDL or “Bounds” Testing Approach to Co-integration

In time series, before running the causality test the variables must be tested for stationarity. For this purpose, in the current study we use the conventional Augmented Dickey-Fuller (ADF) tests. The ARDL bounds test is based on the assumption that the variables are I (0) or I (1). So, before applying this test, we determine the order of integration of all variables using the ADF Unit Root tests. The objective is to ensure that the variables are not integrated of order 2 i.e., I (2) so as determine the order of integration of all variables using the ADF Unit Root tests. The objective is to ensure that the variables are not integrated of order 2 i.e., I (2) so as to avoid spurious regression results. The ADF and the PP Unit Root tests have been done and their results reported in table 4.2.

In the first step of the ARDL analysis we tested for the presence of the long-run relationships in Equation (6). We used a general-to-specific modeling approach guided by the short data span and AIC respectively to select a maximum lag of 3 for the conditional ARDL-VECM. In Bound testing procedure, we estimated an OLS regression “bounds tests” for regression for the first differences part of Equation (8) and then test for the joint significance of the parameters of the lagged variables when added to the first regression. In fact, the OLS regression in first differences is of no direct interest to the “bounds” Co-integration test. The F-statistic tests the joint null hypothesis that the coefficients of the lagged level variables are zero (i.e., no long run relationship exists between them). To execute the ARDL “Bounds” testing approach, each of the variables is treated as a dependent, and the equations are specified as under:

GROWTHt =01  11GROWTHt 1  21 log FDIt 1  31 log EXCHRt 1 41 log INFt 1  51 log FOREIDEBTt 1 61 log HUMANCAPt 1  +1i GROWTHt i  2i  log FDIt i 3i  log EXCHRt i  4i log INFLt i  5i log FOREIDEBTt i  6i log HUMACAPt i 1t---------------------------------(12)
 log FDIt  02  12GROWTHt 1  22 log EXCHRt 1  31 log FOREIGNDEBT 1 41 log INFLATIONt 1 51 log HUMANCAPt 1  1i  log FDIt i  2i GROWTHt i 3i  log EXCHRt i  4i  log INFLt i 5i log FOREIDEBTt i  6i log HUMANCAPt i  2t  ----------------------------------------------------(13)
 log EXCHRt   03  1 3GROWTHt 1  33FDIt i   43 log INFLATIONt 1 +53 log FOREIGNDEBTt i  63 log HUMACAPt   +1i GROWTHt i   2i FDIt i  3i logEXCHR t i   4i log INFLt i  5i log FOREIDEBTt i  6i HUMANCAPt i   3t------------------------------------------------------------------(14)
 log FOREIGDEBTt    04  14GROWTHt 1  24FDIt 1  34 log EXCHRt 1 44 log INFLt 1  1i  log HUMCAPt  i  2i GROWTHt  i 3i FDIt i   4i EXCHRt  i   5i log INFLt  i  4t---------------------------------(15)  
 log INFLt    05  15GROWTHt 1  25 log FDIt 1  35 log EXCHRt 1 35 log FOREIGNDEBTt 1 53 log HUMACAPt +1i  log INFLt i  2i  log GROWTHt i  3i  log FDIt i  4i  log EXCHRt i   5i  log FOREIGNDEBTt i  6i HUMANCAPt i   5t---------------------------------(16)
 log HUMACAPt    06  16GROWTHt 1  26 log FDIt 1  36 log EXCHRt 1 36 log FOREIGNDEBTt 1 +1i  log HUMCAPt i  2i  log GROWTHt i  3i  log FDIt i  4i  log EXCHRt i   5i  log FOREIGNDEBTt i   6t---------------(17)
Table 4.3 reports the results when each of the variables is considered as a dependent variable (normalized) in the ARDL-OLS regressions. At this stage, the calculated F- statistic is compared with the critical values tabulated by Pesaran et.al. (2001). These critical values are calculated for different regressors and whether the model contains an intercept and/or trend. According to Bahmani-Oskooee (2004), these critical values include an upper and a lower bound covering all possible classifications of the variable into I(1) or I(0) or even fractionally integrated.

The null hypothesis of no co-integration is rejected if the calculated F-statistic is bigger than the upper bound critical value, in which case we conclude that the variables are actually co-integrated. If however, that the F-statistic calculated appears to be less than the lower bond critical value, the null hypothesis cannot be rejected and we conclude that the variables are not co-integrated. Finally, if it falls between the lower and the upper bound, then the results is inconclusive. Kremers et.al., (cited in Bahmani-Oskooee (2004) argues that in such as  inconclusive situation an efficiency way of establishing co-integration is by applying the ECM version of the ARDL model.

In Table 4.3 the second column depicts the calculated F  statistics which are I (0) or I (1) at first 95 percent and 99 percent critical values. When compared with the case, we have considered the case where we have an intercept but no trend. 

Table 4.3: The ARDL or “Bounds” Testing Results of Level Variable (with trend but no intercept)
	Dependant Variable
	F-Statistics
	Critical Value Bounds

	
	
	95%
	99%

	
	
	I(0)
	I(1)
	I(0)
	I(1)

	GROWTH
	3.85
	3.219
	3.8
	4.385
	5.615

	LOGFDI
	1.52
	3.219
	3.8
	4.385
	5.615

	LOGEXCHR
	0.653
	3.219
	3.8
	4.385
	5.615

	LOGFOREIGDEBT
	1.137
	3.219
	3.8
	4.385
	5.615

	LOGINFL
	3.079
	3.219
	3.8
	4.385
	5.615

	  HUMCAP
	1.46
	3.2.19
	3.8
	4.385
	5.615


Source: Research Findings (2016)
The results shows that all variables except GROWTH, the null hypothesis of no co-integration cannot be rejected since the calculated F  statistic when LOGFDI,LOGEXCHR, LOGFOREIGDEBT, LOGINFL and LOGHUMANCAP are treated as dependent variables each in turn are smaller than the tabulated critical values. We therefore conclude that, the variables are not co-integrated (i.e., meaning that they don’t have a long run relationship). The Fstatistic for GROWTH is larger than the tabulated critical values, in this case we reject the null of no co-integration, and conclude that there is co-integration (i.e., there exists a long run relationship between growth and the rest of the variables).

However, when we include an intercept and a trend, we see that again the null of no co-integration for GROWTH at the two level of significance (i.e., 95 percent and 99 percent) is rejected and we conclude that GROWTH is actually co-integrated with the rest of the variables. However, for the rest of the variables, we cannot reject the null of no co-integration, and therefore we accept it and conclude that the variables are actually not co-integrated.

Table 4.4: The ARDL or Bounds Testing Results of Level Variable (with trend and intercept)
	Dependent variable
	F-Statistics
	Critical Value Bounds

	
	
	95%
	99%

	
	
	I(0)
	I(1)
	I(0)
	I(1)

	GROWTH
	6.1877
	4.066
	5.119
	5.315
	6.414

	LOGFDI
	3.4397
	4.066
	5.119
	5.315
	6.414

	LOGEXCHR
	3.0437
	4.066
	5.119
	5.315
	6.414

	LOGFOREIGDEBT
	0.9995
	4.066
	5.119
	5.315
	6.414

	LOGINFL
	2.644
	4.066
	5.119
	5.315
	6.414

	HUMANCAP
	3.001
	4.066
	5.119
	5.315
	6.414


Critical values are due Pesaran et. al., (1996)

Table 4.5: ARDL (1,1,2,0,0) selected based on Schwarz Bayesian Criterion
	Regressor
	Coefficient
	Standard Error
	T-Ratio
	Prob.

	GROWTH(-1)
	0.69292*
	0.17147
	4.0411
	0.000

	LOGFDI
	-0.076179
	0.1896
	-0.40179
	0.691

	LOGFDI(-1)
	0.38299**
	0.17459
	2.1936
	0.038

	LOGEXCHR
	2.9832
	2.5829
	1.15501
	0.259

	LOGEXCHR(-1)
	0.2069
	3.8825
	0.053301
	0.958

	LOGEXCHR(-2)
	-4.4315***
	2.4682
	-1.7954
	0.085

	LOGFOREIGDEBT
	-0.21624
	0.63309
	-0.34156
	0.736

	LOGINFL
	-1.4591
	0.89536
	-1.6296
	0.116

	LOGHUMCAP
	-
	0.81665
	-
	0.104

	_CONSTANT
	12.6141
	6.2271
	2.0257
	0.054

	TREND
	-0.11087
	0.095787
	-1.1575
	0.258

	R-Squared
	0.6923
	R-Bar-Squared
	0.58153
	

	S.E of Regression
	1.6148
	F-Stat. F(9,25)
	6.2498[0.000]
	

	Mean of Dependent Variable
	4.7097
	S.D of Dependent Variable
	2.4962
	

	Residual Sum of Squares
	65.1868
	Equation Log-Likelihood
	-60.5463
	

	AIC
	-70.5463
	SBC
	-78.323
	

	DW-statistic
	2.2094
	Durbin's h-statistic
	*NONE*
	


The results in Table 4.5 above show that the coefficient of GROWTH (-1) lagged once has a correct sign (0.69292) and is significantly at 1 percent level. This means that the current growth rate is explained by its own lag. By implications, higher past growth may influence the current growth to be higher. The LOGFDI (-1) is found to positively influencing the current GDP growth and hence FDI inflows should be encouraged. The significance is at 5 percent level, with the coefficient having the correct sign positive sign of 0.38299. 
The coefficient of LOGEXCHR(-2) also appears to influence GDP growth in the long run, has a correct sign and is significant at 10 percent level. The rest of the variables, however, appear to be not statistically significant and the signs of the coefficients are mixed as shown in the table 4.6 above. What is the economic interpretation of the results? More economic discussion is required. Econometric results means nothing if they are not given an economic meaning.

4.6 Error Correction Model for Co-integration Testing

Before estimating the Error Correction Model (ECM) based on the estimated ARDL model, it is customary to identify the lag selection criterion. Upon executing the appropriate commands, the results so obtained are tabulated in Table 4.7. In the current results, the lag order was selected using the Shwarz-Bayesian Criterion (SBC) as depicted in the Table 4.5. Table 4.6 depicts the error correction mechanism (ECM) which represents the speed of adjustment to equilibrium after the shocks. In this kind of modeling, the only meaningful number is the ECM (-1), whose sign is supposed to be negative. From the results we see that the model has the correct negative sign -0.3071 as expected meaning that the model returns to equilibrium at moderately high speed of 30.7 percent.

Table 4.6: Short-Run Results and the Error Correction Representation for ARDL (1, 1, 2, 0, and 0) based on the Schwarz-Bayesian Criterion

Dependent variable=  GROWTH
	Independent
variables
	Coefficients
	Standard
Error
	T-Ratio
[Prob]
	Prob.

	 LOGFDI
	-0.7618
	0.1896
	-0.4018
	0.0910

	 LOGEXCHR
	2.9832
	2.5829
	1.1550
	0.2580

	 LOGEXCHR1
	4.4315
	2.4682
	1.7954
	0.0840

	 LOGFORDEBT
	-0.2162
	0.6331
	-0.3416
	0.0750

	 LOGINFL
	-1.4591
	0.8954
	-1.6296
	0.0150

	 LOGHUMCAP
	-1.377
	0.789
	-1.661
	0.1011

	 CONSTANT
	12.6141
	6.2271
	2.0257
	0.0530

	 TREND
	-0.1109
	0.0958
	-1.1575
	0.2570

	ecm(-1)
	-0.3071
	0.1715
	-1.7908
	0.0850

	

	R-Squared =0.49275
	R-Bar Squared=0.31014

	SE of regression =1.6148
	F-Statistic [7,27] =3.493,prob. [0.009]

	Mean of dependent variable=0.0829
	S.D  of  dependent  variable=1.9441

	Residual sum of squares=65.1868
	Equation log-likelihood =-60.5463

	AIC =-70.5463
	Schwarz Bayesian Criterion =-78.3230

	DW-statistic =2.2094
	


Source: Research Findings (2016)
4.7 Granger Causality Test Results

The Granger causality Wald test results are reported in Table 4.8 below. We make decision on the causality based on the value of the probabilities. Our null hypothesis is that, each variable taken individually does not Granger cause the other (s). If the probability value of any given combination of two variables is less than 5 percent, then we reject the null hypothesis and conclude that Granger causality exists between the two in which case the direction of causality run from the excluded variable to the equation variable (dependent variable).

The results in Table 4.6 above show that LOGFDI, LOGFOREIGDEBT and LOGINFL taken individually Granger cause GROWTH at 5 percent significance level and the direction of causality is  indicated by the arrow in the Table 4.7 below. Also, when taken together, the variables LOGFDI, LOGFOREIGDEBT, LOGINFL jointly Granger causes GROWTH. However, it appears that FOREIGDEBTLOG considered individually does not Granger cause GROWTH. In the second equation, we look at causality of the rest of the variables on LOGFDI. The results show that GROWTH and LOGEXCHR considered individually Granger because FDILOG and the rest of the variables do not. However, when considered jointly, the variables jointly appear to Granger cause LOGFDI.

Table 4.7: Granger Causality Wald Tests
	Equation
	Excluded
	Chi 2
	df
	Prob>Chi2
	Remarks

	GROWTH
	FDILOG
	9.7098
	4
	0.046
	FDILOGGROWTH

	GROWTH
	FORDELOG
	39.249
	4
	0.000
	FORDELOGGROWTH

	GROWTH
	FORDEBTLOG
	3.2846
	4
	0.511
	No causality

	GROWTH
	INFLLOG
	32.506
	4
	0.000
	INFLLOGGROWTH

	GROWTH
	ALL
	80.167
	16
	0.000
	ALLGROWTH

	LOGFDI
	GROWTH
	18.96
	4
	0.001
	GROWTHFDILOG

	LOGFDI
	EXCHRLOG
	50.009
	4
	0.000
	EXCHRLOGFDILOG

	LOGFDI
	FORDLOG
	0.911
	4
	0.923
	FORDEBLOGFDILOG

	LOGFDI
	INFLLOG
	8.9
	4
	0.064
	INFLLOGFDILOG

	LOGFDI
	ALL
	79.82
	16
	0.000
	ALLFDILOG

	LOGEXCHR
	GROWTH
	10.051
	4
	0.040
	GROWTHEXCHRLOG

	LOGEXCHR
	FDILOG
	6.0077
	4
	0.099
	FDILOGEXCHRLOG

	LOGEXCHR
	FORDEBLOG
	1.3254
	4
	0.857
	No causality

	LOGEXCHR
	INFLLOG
	4.1889
	4
	0.081
	No causality

	LOGEXCHR
	ALL
	30.95
	16
	0.014
	ALLEXCHRLOG

	LOGFORDEB
	GROWTH
	8.7934
	4
	0.066
	GROWTHFORDELOG

	LOGFORDEB
	FDILOG
	3.103
	4
	0.541
	No causality

	LOGFORDEB
	EXCHRLOG
	1.7529
	4
	0.781
	No causality

	LOGFORDE
	INFLLOG
	6.3793
	4
	0.173
	No causality

	LOGFORDE
	ALL
	16.239
	16
	0.436
	No causality

	LOGINFL
	GROWTH
	9.1132
	4
	0.058
	GROWTHINFLLOG

	LOGINFL
	FDILOG
	35.323
	4
	0.000
	FDILOGINFLLOG

	LOGINFL
	EXCHRLOG
	7.5212
	4
	0.111
	No causality

	LOGINFL
	FORDLOG
	38.931
	4
	0.000
	FORDELOGINFLLOG

	LOGINFL
	ALL
	132.89
	16
	0.000
	ALLINFLLOG

	LOGHUMCAP
	GROWTH
	9.0011
	4
	0.058
	GROWTHINFLLOG

	LOGHUMCAP
	FDILOG
	36.232
	4
	0.000
	FDILOGINFLLOG

	LOGHUMCAP
	EXCHRLOG
	7.6821
	4
	0.111
	No causality

	LOGHUMCAP
	FORDLOG
	38.8831
	4
	0.000
	FORDELOGINFLLOG

	LOGHUMCAP
	ALL
	132.81
	16
	0.000
	ALLINFLLOG


Note: the  depicts the direction of causality.

Source: Research Findings (2016)
In the third equation, it is only GROWTH that appear to Granger cause LOGEXCHR. When taken together, however, that is when they are considered jointly, they appear to Granger cause LOGEXCHR, since the probability is less than 5%. In the fourth equation, no variable appear to Granger cause the LOGFOREIGDEBT. We therefore, accept the null hypothesis and conclude that, there is no causality of whatever. Looking at equation five, we see that LOGFDI and LOGFOREIGDEBT Granger cause LOGINFL, while GROWTH and LOGEXCHR do not Granger cause LOGINFL. However, when they are considered jointly, they appear to Granger cause LOGINFL.

CHAPTER FIVE
5.0 SUMMARY, CONCLUSION, RECOMMENDATIONSAND POLICY IMPLICATIONS

5.1 Summary
This chapter is summarized in three parts. Part one provides the summary of key findings of the study. The second part draws up some useful policy implications based on the results, whereas, the third part suggests area (s) for further research. The general objective of the study was to investigate the effects of foreign direct investment on economic growth in Tanzania for the years 1990-2010. In theory, FDI inflows, if well managed is envisaged to increase GDP growth rates, so does government spending, although this depend on the nature of spending. In addition, it is postulated that exchange rate may also increase GDP growth although in many empirical studies; inflation is shown to have ambiguous effect on economic growth.

This study employed the ARDL modeling or the “Bound” testing approach to co-integration using time series data for Tanzania for the period from 1990-2010. The GDP growth rate was taken as a dependant variable and used as a proxy for economic growth. In addition, the natural logarithms of FDI, exchange rate, foreign debts, inflation and human capital have been used as independent variables. We have used a combination of the software’s, STATA 12 and MICROFIT 4.1 and SPSS version 20. But MICROFIT was more robust for regression analysis involving time series and more specifically for estimating the ARDL model. From the results and discussion above, we confirm that the parameters are fairly stable and also based on the ECM, the system returns into equilibrium fairly faster once it undergoes disturbances (disequilibrium), at about 30 percent. 
Based on the “Bound” testing results, we have shown that GROWTH is actually co-integrated with the rest of the variables (independent variables). This means that there exist long-run relationships between GDP growth and the rest of the explanatory variables. In addition, the Granger causality test results revealed that most of the causations are consistent with the hypothesis, meaning that explanatory variables (i.e. independent variables) have a predicting power to GDP Growth (i.e. dependent variable) in Tanzania. As a policy options, the Tanzania’s government should encourage macroeconomic policies that favour and promote the FDIs, and also should be more open to the international markets in light of promoting economic growth and development while at the same time trying to curb inflation. This is so because, these variables have an effect /influence on GDP growth rate in Tanzania.

5.2 Conclusions
It has been concluded from this research that given the nature of economic landscape in Tanzania, the need for studying the effects of foreign direct investment inflows determinants on economic growth in Tanzania should not be overemphasized. The study highlighted the fact that due to the opportunities and threats in the over-changing economy globally and locally, the need to address the relationship between GDP growth and the FDI, exchange rate, foreign debt, inflation rate and human capital is imperative. 

5.3 Recommendations 

Going by the findings and conclusions drawn from this study, the following recommendations are suggested. Policies such as opening up of the economy by engaging in more bilateral and multilateral trade agreements, improving the quality of infrastructure by way of channeling more resources to its development especially in marginalized regions of the country in the backdrop of the discovery of oil and gas in Tanzania, and demonstrating more political will in the fight against corruption so as to instill more confidence on foreign investors. 
These policies may enhance the attraction of more investments; create more employment, lower inflation rate thereby increasing economic growth in Tanzania. Tanzania should adopt a proactive approach towards foreign investments promotion and explicitly look for ways to increase its benefits in terms of technology, skills and market access. Under these types of policies, foreign investors are targeted at the industry/firm level in order to meet Tanzania’s specific needs that fit in with its developmental priorities.
5.4 Implications

The framing of effective policies and their implementation is crucial in the effectiveness of the FDI and GDP growth in Tanzania. As was expected international trade appears to have positive effect on economic growth in Tanzania, therefore there is a need to have strong domestic policies that foster international trade and hence economic growth. Policies towards strengthening macroeconomic environment need to be redressed especially those fiscal policies like government spending, since though it can encourage economic growth; this depends very much on the type of spending under discussion. This is so because, if spending is rampant on unproductive activities, at time it may jeopardize economic growth. 
Moreover, strong institutional framework need to be reviewed and policies to attract FDI should be reviewed since empirical evidence do not support the importance of policies like tax incentives including tax cut and tax holidays since these appears to be negatively affecting FDI attraction and hence may be growth deterrence. In terms of Granger causality tests, we have seen that LOGFDI, LOGEXCHR, and LOGINFL when considered individually, Granger cause Growth. This means that, these three variables have predictive power over GROWTH. In terms of policy therefore, the results call for a need continue attracting more FDIs, and become more open to the international trade. However, these policies should be designed in such a manner that would ensure a shared growth and hence development.

5.5 Limitations of the Study

Limitations are the boundaries that restrict the research scope and may cause difficulty in completing the research (Cooper & Schindler, 2002). Obtaining data for the study was problematic in the sense that the National Bureau of Statistics (NBS) reports and Financial review for the various years was only available for a few of the years under study. The central bank website also seems to experience perennial problems that make it inaccessible most of the time. Nonetheless, the data available at the Tanzania Petroleum Investment Centre (TIC) was not in soft form so a lot of time was utilized going through heaps of publications.

The research study was conducted for a sample of 21 years and as such may not be an exact representative of the situation on the ground since a lot has been happening in Tanzania during the duration under consideration such as the SAPs of the 1980s, adoption of multiparty politics in the early 1990s, as well as the global financial crisis of 2009.
5.6 Areas for Further Research

Like in many developing countries, the current study was limited with the data availability and differences between data from different sources. The study was also limited due to lack of data in disaggregated from in which case micro analysis was highly ignored. Recent development in the natural gas and petroleum sector coupled with the discovery of uranium in different places, it is evident that FDI will still be flocking to Tanzania. In addition, there has been a general outcry that FDI have not produced desired results at micro level. One area of research interest we suggest is that of trying to look at the impact of FDI at micro-level, particularly by disaggregating the data into their respective sector. In this way, we will be able to know the sectoral effects of FDI in Tanzania. Another area of study may be to analyze macroeconomic and institutional policy frameworks and to see why the existing one have not brought desired results of FDI in promoting shared growth and reduction of poverty in Tanzania
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APPENDICES
STUDY USED TIME SERIES DATA
	Year
	Inflation (%)
	Foreign debt(Billion US$)
	FDI(Million-US$)
	Exchange rate(Tsh/US$)
	Human capital(Million)


	GDP (%)

	1990
1991
	35.73
	
	0.001
	195.06
	-
	7.04

	1991
1992
	28.75
	
	0.001
	219.16
	-
	2.07

	1992
1993
	21.85
	
	12.2
	297.71
	-
	0.58

	1993
1994
	25.28
	
	20.5
	405.27
	-
	1.21

	1994
1995
	34.03
	
	50.0
	509.63
	-
	1.57

	1995
1996
	27.43
	
	119.9
	574.76
	-
	3.57

	1996
1997
	20.98
	
	150.1
	579.98
	-
	4.54

	1997
1998
	16.09
	
	157.9
	612.12
	-
	3.53

	1998
1999
	17.80
	
	172.3
	664.67
	-
	3.71

	1999
2000
	7.89
	
	516.7
	744.76
	-
	3.53

	2000
2001
	5.92
	7.7
	463.4
	800.41
	13.5
	4.93

	2001
2002
	5.15
	6.8
	549.3
	876.41
	13.5
	5.90

	2002
	5.32
	6.8
	395.6
	966.58
	13.5
	6.89

	2003
	5.30
	6.8
	318.4
	1,038.42
	18.6
	6.36

	2004
	4.72
	6.55
	443.5
	1,089.34
	19.0
	7.20

	2005
	5.03
	7.32
	935.5
	1,128.93
	19.2
	5.75

	2006
	7.25
	8.18
	403.0
	1251.90
	19.4
	5.06

	2007
	7.03
	4.61
	581.5
	1245.04
	20.0
	8.77

	2008
	10.28
	4.38
	1,383.3
	1,196.31
	21.1
	5.59

	2009
	12.14
	5.35
	952.6
	1,320.31
	21.2
	5.39

	2010
	6.20
	6.88
	1,813.2
	1,409.27
	21.9
	6.35

	2011
	12.69
	7.58
	1,229.3
	1,572.12
	24.1
	7.92
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