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The controversies that trailed whether direct impact of Foreign Direct In-
vestment (EDI) on growth are conditional on a certain intermediating links
or not, has made an inquiry into the likely mediating links in the FpI-
growth space a recurring subject of discourse. While the importance of in-
stitution has prominently featured as playing a vital role on the one hand,
economic freedom (a key institutional component) has consistently been
elected, as a good candidate surrogate on the other hand. It is against this
backdrop this study examines the effect of Fp1 inflow on economic perfor-
mance in the ssA region giving prominence to economic freedom. The
results support the view that economic freedom is germane in influenc-
ing the economic-wide performance in the region but have insignificant
effects on the different sector performances. It is recommended that eco-
nomic freedom be given priority in the region and D1 should be attracted
to other sectors other than the primary sector, as it is the case.
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Introduction

One of the most highly researched subjects in the development finance
literature focuses on what constitutes the key determinants of foreign di-
rect investment (FDI), and the channels through which Fp1 impacts are
transmitted to growth trajectory. While the ensuing arguments on the
former seemed to be fading out rather quickly on the one hand, that
of the latter, on the other hand, kept waxing stronger and gaining more
momentum, particularly within the folds of academic and policymak-
ing bodies alike. The seeming rationale for the sustained attention can
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be premised on three major considerations. First, the impacts of FDI on
growth have, controversially been argued, not to be directly correlated,
thus suggestive of some missing intermediating links in FD1-growth re-
lations. There exists a broad consensus that a country is predisposed to
attracting and reaping the benefits associated with Fp1 but subject to the
country’s initial conditions. Such conditions have been linked to absorp-
tive capacity' of a country in the literature. Azman-Saini, Baharumshah,
and Law (2010) submitted that the growth effect of FD1 might not be
strong in countries with low (or poor) absorptive capacity. In other words,
host countries must have certain qualities that allow them to absorb the
benefits linked to D1 flows. Second, the nature of intricacies involved in
the conjecture underpinning bivariate-multivariate frameworks existing
in FpI1-growth space. Lastly, the need to seek further clarification into the
real causes of growth reinvigorates the debate.

Needless to say, the mechanism through which Fp1 impacts are trans-
mitted still remains open for further discourse and research. Noteworthy
however, is the growing interests on the role of institutions on economic
outcomes. The seminal contribution of Douglas North (1990) has greatly
stimulated research interests on institutions, which by extension, affects
EDI. His epoch-making input marked the beginning of additional strand
of knowledge into Fp1-growth repository. Recent empirics in the devel-
opment finance literature have recognized the useful role of institutions
as crucial in mediating in FDI-growth interactions. Of institutional qual-
ities however, the useful role of economic freedom (£¥)? has been found
critical as constituting one of the reasons that could attract the attention
of foreign investors. It has been widely acknowledged among growth ana-
lysts that a country, which enjoys more EF, tends to attract more FDI in-
flows and growth faster than country that is being denied enjoying same
freedom (see Ayal and Karras (1998), Cebula and Mixon (2012) and Ajide
(2013) for more narratives). Nonetheless, the role of EF has, thus far, been
less recognized or at best receives limited consideration in the empirical
literature. The only exceptions in this regard are studies by Bengoa and
Sanchez-Robles (2003), Azman-Saini, Baharumshah, and Law (2010) and
Tiwari (2011).

It is against this background that the paper is interested in uncovering
the tripartite relationship between FpI-economic performance and EF
for ssa region. Undertaking the study for the region seems reasonable
for the following reasons: (i) The region is beset with poor institutional
frameworks and policies as compared with other competing continents;
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(ii) the proponents of Washington Consensus have attributed the poor
growth records® and weakness of the private sectors of some economies
to lack of economic freedom and (iii) there are a prevalence of exces-
sive government interference in the level of economic activities; this typ-
ically characterizes the mode of governance of most countries within the
region. Arguably, the overbearing influence of government is capable of
stifling growth potentials inherent in the private-led economy. Thus, at-
tracting FDI inflows under these circumstances may be somewhat diffi-
cultif notimpossible, as FD1 seems to thrive on free competitive environ-
ment. The conjecture perhaps meaningless, and hence, lack objectivity if
not subjected to empirical verification.

The rest of the paper is structured as follows. The second section
contains a succinct review of the literature on the economic freedom
and FDI-economic performance linkage. The third attempts stylized
facts about economic freedom and FpI1-economic performance within
the context of ssA countries, while the fourth section describes a Her-
itage Economic Freedom and the fifth presents the empirical model and
dataset. The results are presented and discussed in the sixth section. The
seven and final section succinctly concludes.

Brief Literature Review

The section initially attempts at terse presentation of various mediating
links in FDI-growth interactions as espoused in the empirical literature,
after which delve into a particular strand of literature that situates the use-
tul role of economic freedom in FDI-growth space. The previously men-
tioned is aptly pursued in what follows.

The age-long controversy both in the theoretical* and empirical® lit-
erature as it relates to EDI-growth interaction,® basically centres on con-
tention surrounding the presumed benefits of ED1 spillovers by the re-
cipient country. By implication, the supposed benefits between the two
seemed non-automatic but rather conditional. The direction of benefits
however, is typically linked to the presence of absorptive capacity in the
host environment. By way of confirmation, a huge body of empirical ev-
idence has emerged to either validate or refute the claims using different
mediating channels.

Arguing along the different dimensions of absorptive capacity of the
host country in FDI-growth relations are Blomstrom, Kokko, and Zejan
(1994), that asserted the importance of country’s level and stage of devel-
opment; Balasubramanyam, Salisu, and Sapsford (1996), stressed the use-
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tul role of trade policy of the recipient country; De Mello (1997), focused
on the cruciality of physical capital accumulation; Benhabib and Spiegel
(1994) and Borensztein, Gregorio and Lee (1998) supported the presence
of sound human capital development while Hermes and Lensink (2003),
Alfaro et al. (2004), Durham (2004) and Adeniyi et al. (2012) argued in
favour of recognition as well as institution of a well developed domestic
financial sector.

That apart, the emergence of institutional economics by Douglas
North (1990), has added a new dimension to the mediating links’ dis-
course in FDI-growth repository. Among the adherents that tilted along
institutional lines of reasoning are Knack and Keefer (1995), Demetri-
ades and Law (2006) and Rodrik, Subramanian, and Trebbi (2004). They
extolled the virtues of institutional factor as an important growth recipe
more than any other conditioning variables. Largely, the strand of liter-
ature that creates a role for EF (a vital aspect of institutional quality) in
FDI-growth relation is undoubtedly scarce or at best rudimentary. The
arguably exceptions however, are Bengoa and Sanchez-Robles (2003) and
Azman-Saini, Baharumshah, and Law (2010) and Tiwari (2011).

Bengoa and Sanchez-Robles (2003) explored the interplay between
economic freedom, foreign direct investment and economic growth us-
ing panel data for a sample of 18 Latin American countries over the pe-
riod spanning 1970 through 1999. Their results suggest that DI is posi-
tively correlated with economic growth. They also observed that the host
country requires adequate human capital, economic stability and liber-
alized markets to benefits from long-term capital flows. Azman-Saini,
Baharumshah, and Law (2010) also investigated the systemic link be-
tween economic freedom, foreign direct investment (Fp1) and economic
growth in a panel of 85 countries. The empirical results, based on the
generalized method-of-moment system estimator, reveal that EDI by it-
self has no direct (positive) effect on output growth. Instead, the effect
of FDI is contingent on the level of economic freedom in the host coun-
tries. This means the countries promote greater freedom of economic
activities gain significantly from the presence of multinational corpora-
tions (MNcs). To date, empirical studies on FpI-growth relationship still
largely remain limited particularly with respect to the effects of EF on
FDI spillovers.

Arguably, countries that promote greater freedom of economic activ-
ities are more likely to gain from the presence of MNCs (Azman-Saini,
Baharumshah, and Law 2010). Tiwari (2011) examined the effectiveness
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of foreign aid, foreign direct investment, and economic freedom for se-
lected 28 Asian countries in a panel framework. The model includes for-
eign aid, foreign direct investment, economic freedom, labour force, and
capital stock. The estimation procedure was carried out on pooled annual
time series data for the period 1998-2007. Both static and dynamic panel
data techniques were employed. The results indicated that an increase in
the fiscal freedom, financial freedom and domestic capital stock were sig-
nificant factors positively affecting economic growth. Freedom from cor-
ruption, inflow of foreign direct investment and foreign aid were signif-
icant factors negatively affecting economic growth. Further, they found
that life expectancy played a significant and positive role in economic
growth. Foreign aid had a non-linear impact (negative impact of high aid
flows) upon economic growth.

In light of the foregoing, the study’s contributions to the extant stock of
literature stems from the following angles: first, the mediating role of EF
is examined in relation to FDI-economic performance nexus using both
economic-wide as well as sectoral economic performance measures like:
value-added in the agriculture, manufacturing, and service sectors. The
import of using the latter measure is in twofold: (i) the use of only ag-
gregative economic-wide performance measure have a tendency of mask-
ing sectoral peculiarities inherent in the region. Thus, using sectoral eco-
nomic performance measures typically avert this type of problem (ii) a
clear policy messages becomes easily discernible rather than basing it on
presumptive conclusion of aggregation bias that may have possibly sub-
merged the emanated policy outcomes into the sea of fallacy. Second, de-
spite the scanty nature of an empirical literature on tripartite relationship
involving EF and FDI-growth interactions (even the few ones that have
been conducted are done for other regions)” we are yet unaware of any
study that has specifically examined EF and FDI-economic performance
interactions for ssa region. We use only countries in Sub-Saharan Africa
to capture the unique characteristics of the region and suggest regional-
specific policy interventions. This further lends support to our claim of
being one of the pioneering attempts in this direction at least for the re-
gion.

Data and Methodology

It is assumed that a good proxy for the quality of institutional background
in the host country is the index of economic freedom and institutional
quality has been recognized as one of the cardinal determinant of growth
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empirics and as well, a channel through which FpI can influence eco-
nomic performance, hence a study of this sort is inevitable. The study is
also at variance with previous studies because it examines not only the
effect of FDI and economic freedom on economic growth but also on
different sectoral performance (agricultural sector, manufacturing sector
and the service sector) in the ssa region.

Our empirical model is espoused from the works of De Gregorio
(1992), Sanchez-Robles (1998) and Bengoa and Sachez-Robles (2003) on
the link between Fp1 and Economic Performance when Index of Eco-
nomic Freedom is controlled for in the model. However, these authors
(De Gregorio 1992, Sanchez-Robles 1998) used data until 1985 while Ben-
goa and Sachez-Robles (2003) data ends in 1995 whereas the period con-
sidered in this present study ends in 2010 and it is on the specific case of
SSA region.

The underlying specification is the model of the form:

PCGDPj = @, + @,DIjs + @,FDI;; + @;EFj; + @,OPENX;s

+ @sM2GDPjt + i, (1)

where PcGDP is Per Capita GDP, DI is Domestic Investment measured
as Gross Fixed Capital Formation/GDP ratio minus FDI/GDP ratio, FDI
is Foreign Direct Investment inflow as percentage of GDP, EF is Index
of Economic Freedom, oPENX is Trade Openness measured as Total
Trade/GDP ratio, M2GDP is Financial Development Indicator measured
by broad money supply over GDP. It is quite instructive to mention that
the choice of control variables is guided by previous literature.

The second model presented below examines the impact of Fp1 and
Economic Freedom on different sectoral performance in the ssa region:

Sectoral performance = , + Y,D1it + Y, FDI; + Y;EFj

+ Y, OPENX;; + YsM2GDPj; + Njt, (2)

where sectoral performance is defined by three specific sectoral output
growths in the sub-Saharan Africa region vis-a-vis: Agricultural, Man-
ufacturing, Service sector and Industrial sectors. DI, EF, OPENX and
M2GDP as earlier defined.

The study employed the panel data analysis approach and data for the
study covers the period 1995-2010 for 19 ssA countries® selected based
on data availability and we extracted the data from wp1® and Open Data
for Africa database of ADB."’
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TABLE1 Results on the Impact of Ep1, Economic Freedom on Economic Growth in
SSA

Regressors (1) (2) (3) (4) (5) (6) (7) (8) (9)

Constant 3.50 3.51 3.51 5.52 5.53 5.53 5.08 5.08 5.08
(5.52)* (2.67)** (2.92)*(17.56)* (4.41)* (4.74)* (31.04)* (4.10)* (4.37)*

M2GDP 0.43 0.43 0.43 0.49 0.48 0.49 0.43 0.43 0.43
(8.01)* (11.74)* (11.68)* (7.25)* (12.79)* (12.74)* (11.97)* (12.03)* (11.98)*

DI -0.13 -0.13 -0.13 -0.13 -0.13 -0.13 -0.13 -0.13 -0.13
(-2.45)**(=5.10)* (-5.07)* (-2.07)**(-4.71)* (-4.69)* (-5.16)* (-5.19)* (-5.17)*
FDI 0.01 0.01 0.01 0.01 0.01 0.01 - - -

(1.28)  (2.24)"* (2.23)** (1.08)  (1.69)"**(1.69)***

OPENX 0.16 0.16 0.16 0.18 0.18 0.18 0.17 0.17 0.17
(1.99)** (3.89)* (3.87)* (2.08)** (4.09)* (4.07)* (4.29)* (4.32)* (4.31)*
EF 0.57 0.57 0.57 - - - 0.01 0.01 0.01
(3.59)*  (6.64)* (6.60)* (7.11)* (7.16)* (7.13)*
R? 0.99 - - 0.99 - - 0.99 - -
Hausman - 0.44 0.54 - 0.20 0.23 - 0.54 0.61
Tests (0.99)  (0.99) (0.99)  (0.99) (0.97)  (0.96)

NOTES Dependent variable: GDP per capita. Column headings are as follows: (1) fixed effect,
(2) Swamy-Arora random effect, (3) Nerlove random effect, (4) fixed effect, (5) Swamy-Arora
random effect, (6) Nerlove random effect, (7) fixed effect, (8) Swamy-Arora random effect, (9)
Nerlove random effect. *, **, *** indicate 1%, 5% and 10% level of significance respectively.
t-statistics are presented in parenthesis.

Empirical Analysis

Table 1 presents three different scenarios in which columns (1), (2) and
(3) controlled for foreign direct investment and economic freedom, while
columns (4), (5) and (6) excluded only economic freedom and columns
(7), (8) and (9) are without foreign direct investment respectively. It can
be observed from the table that the coefficients on all the explanatory
variables have the expected a priori signs except for domestic investment
that carries a negative sign thus contradicting theoretical prediction be-
tween it and per capita GpP. Thus, when both Fp1 and economic free-
dom variables are controlled for, we observed that the financial markets
of sub-Saharan African region appeared to be more deepened over the
period of review as indicated by the 1% conventional level of significance.
The result is similar for both fixed and random effects. In terms of relative
effects, the results from both fixed and random effects show thata 10% in-
crease in the ratio of broad money to gross domestic product will increase
per capita GDP (a measure of economic-wide performance) by 4.3% for
both estimators. Many reasons may have contributed to this spectacular
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improvement for the region. However, specific mention must be made of
financial sector reforms’ effects that almost took off about the same time
for most of the countries within the region.

The coefficient on variable of domestic investment has a significant but
negative effect on per capita GpP thus confirming the worsening condi-
tions of the region’s prevailing capital stock. One of the prevalent features
of the region is that of the worsening condition of capital stock, which
came in the wake of persistent crises occasioned by war and other civil
disturbances. Besides, investment in the region is dominated by public
investment which is prone to rent seeking activities which might affect
the desired effect on growth, hence the effect on domestic investment is
not surprising. In fact, virtually every country within ssaA region is in-
volved in one form of crises or the other. Thus, a10% increase in domestic
investment tends to reduce per capita GDP by 1.3%. This is found to be
consistent for both fixed and random effects.

More importantly, the coefficients of foreign direct investment vari-
ables consistently bear the expected theoretical signs in both estimators
but having little and negligible impacts on economic-wide variable. This
is clearly indicated by the magnitude of relative impacts of 1% in both
fixed and random effects. These results are not surprising as most FDI
inflows to the region are directed mostly at extractive industries whose
impacts are rather sectionalized. The result is significant only in random
model but appears insignificant in fixed effects. In addition, the level of
statistical significance also occurs at 5% as indicated in the table. The level
of integration of the region, measured by the degree of openness variable,
has a positive and statistically significant impact on economic-wide per-
formance as 10% increase in trade openness increases the region’s perfor-
mance by 1.6% and this occurs at 1% conventional levels in both estima-
tors.

The coeflicients on economic freedom index are also found to be pos-
itive and statistically significant both in fixed and random effects. The
contribution from economic freedom index is more than any other ex-
planatory variables judging by the magnitude of importance in the rela-
tive effects. For instance, a 10% increase in the overall economic freedom
index tends to increase per capita GDP of the region by 5.7%. This further
underscores the importance of economic freedom as a catalyst of driving
growth. The contribution from each dimension of economic freedom in-
dex may have greatly contributed to this feat for the region.

The results in columns (4), (5) and (6) are not too different when eco-
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TABLE 2 Results on the Impact of Ep1, Economic Freedom on Sectoral Performance

in SSA
Regressors (a) (b) ©
(1) (2) (3) (1) (2) (3) (1) (2) (3)
Constant 2.64 3.10 2.82 0.22 0.12 0.15 2.54 2.22 2.29
(1.47)  (476)* (4.30)* (0.25) (0.23) (0.29)  (3.32)* (6.41)* (6.52)*
M2GDP -0.27 -0.28 -0.27 -0.16 -0.14 -1.14 0.06 0.08 0.07
(-1.67) (-4.12)* (-4.19)* (-1.39) (-2.54)**(-2.67)** (0.74) (2.11)** (1.96)*
DI 0.05 0.05 0.05 —-0.05 -0.06 -0.05 0.04 0.03 0.04
(0.25)  (0.93) (0.32) (-0.66) (-1.44) (-1.39)  (0.42) (1.22) (1.29)
FDI —-0.002 —0.003 —-0.03 -0.008 -0.001 -0.001 0.004 0.003 0.003

(-0.22) (-0.31) (-0.32) (-0.17) (-0.19) (-0.17) (0.04) (0.07) (0.07)

OPENX -0.21  -0.19  -0.20 0.19 0.20 0.20 -0.11  -0.10 -0.10
(-1.03) (-2.70)**(-2.82)** (0.16) (3.43)* (3.34)* (-0.86) (-2.57)**(-2.58)**

EF 0.49 0.37 0.44 0.46 0.48 0.48 0.36 0.42 0.41
(0.96)  (2.34)* (2.85)* (2.19)** (3.76)* (3.76)* (1.66) (4.92)* (4.63)*

R? 0.96 0.94 0.77

Hausman 26.96 11.69 11.78 8.06 8.06 6.18

Tests (0.006) (0.04) (0.04) (0.15) (0.15) (0.29)

NOTES Dependent variables: (a) agricultural value added, (b) manufacturing value added, (c)
service sector value added. Column headings are as follows: (1) fixed effect, (2) Swamy-Arora
random effect, (3) Nerlove random effect. *, **, *** indicate 1%, 5% and 10% level of significance
respectively. ¢-statistics are presented in parenthesis.

nomic freedom index is not accounted for as can be observed from the
table. The manifestation of this could be seen from the decline in the level
of statistical significance of foreign direct investment from 5% to 10%.

In addition, there seems to be no clear difference in results when for-
eign direct investment is not controlled for as presented in column (7),
(8) and (9) respectively. The only noticeable difference occurs at the sub-
stantial level of reduction in the relative effects of economic freedom in-
dex from 0.57% to 0.01%. The import of this result is that omission of
key variable like foreign direct investment in tripartite relationship (in-
volving FDI, economic and economic performance) could exert a greater
influence on economic-wide performance.

Given the results on table 1, is noteworthy to mention that random
effect model is preferably elected based on non-significances of values of
Hausman tests in both estimators.

Unlike the results obtained under economic-wide performance, while
two explanatory variables namely domestic investment and economic
freedom index conform with a priori expectation, others like ratio of
broad money to GDP, foreign direct investment and openness bear con-
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tradictory signs. None of the variables appears as significant under fixed
effects, whereas three explanatory variables were statistically significant
but occur at varying levels under random effects.

Unlike economic-wide performance results in table 1, the ratio of broad
money to GDP and degree of openness exert negative significant impacts
on agricultural sector performance. In terms of relative effects, a 10% in-
crease in the level of financial deepening variable tends to reduce agri-
cultural value added by 2.7% but occurs at highest level of significance of
1%. This can be explained in part by the fact that the financial markets in
SSA region are not financially connected with the sector that is believed
to be operating at smaller scales. Same results in terms of negativity can be
said of the degree of openness but this occurs at 5% level of significance.
By implication, a 10% increase in the degree of trade openness reduces
agricultural value added by 19% to 20% respectively.

Interestingly, economic freedom index appears to be significant at 5%
level. However, Hausman tests support expression of preference for fixed
effects’ results over random effects given the value of its statistical signif-
icance.

The results of manufacturing sector performance present a different
scenario from that of agriculture at least in terms of signs on the variables’
coeflicients. In this case, domestic investment bears a negative a priori ex-
pectation while degree of openness has a positive signs. The financial sec-
tor variable significantly affects manufacturing sector performance while
degree of openness has a significant positive impact. The possible expla-
nation could be likened to the advantages derivable from importation of
both capital and raw material resources require in the production process.
The criterion for estimator selection favours fixed effect model given the
significant value of Hausman tests via Swamy-arora transformation but
the preference changed in favour of random effects under Nerlove trans-
formation as indicated on table 2 (a). Interestingly however is the statis-
tical importance of economic freedom index.

Unlike agriculture and manufacturing sectors, the explanatory vari-
ables bear the hypothesized signs but with the exception of the degree of
openness variable which carries a negative sign in both estimators. Apart
from financial development variable that has a significant positive impact
on service sector performance, both Fp1 and economic freedom index
are also found to be positively correlated with service sector value added.
While economic freedom has a significant positive impact on the one
hand, foreign direct investment impacts do not appear to be significant
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statistically. Just like the case of agriculture, degree of openness seems to
exert negative impact on service sector performance but occurring at 5%
level of significance. In addition, economic freedom variable is statisti-
cally significant at a 1% level of significance.

Conclusion

This study examines the relationship between foreign direct investment
inflow and economic performance while economic freedom is controlled
for in a panel of nineteen sub-Saharan African countries. The selection of
the countries was based on data availability consideration and of which
the study period covers 1995 to 2010. The panel data modelling approach
was adopted for the analysis and both the fixed and random effects mod-
els were estimated.

However, decision on which of the model is considered appropriate is
made by the Hausman test result. Apart from the economic-wide per-
formance measure (proxied by GDP per capita), three different proxies
of economic performance were also adopted namely: agricultural per-
formance measure proxied by agricultural value added, manufacturing
sector performance captured by manufacturing sector value added and
lastly, service sector performance measured by service sector value added
in the ssA region.

The study revealed that Fp1 inflow has a significant positive influence
on a measure of overall economic-wide performance captured by Gpp
per capita in the region when economic freedom is controlled for. How-
ever, the effect was found to be little and negligible and this is unsur-
prising in a region where the bulk of ¥p1 flows are directed at the ex-
tractive sector whose impacts are known to be sectionalized and hence
limited. This may be likened to the nature of inelasticity of the demand
for the products both locally and internationally. On a sectoral basis, FD1
inflow was found to have insignificant effect on agricultural sectoral per-
formance. This could be said to have been due to several factors like non
profitable nature of the sector as compared to other sectors like mining
and extractive industries; smallness and subsistence nature of the sector
at least in the region, which is mostly non commercial both in terms of
its scale and modus operandi; being relegated in terms of usefulness as
compared to other sectors and as well as its relative uncompetitiveness
owing largely to vagaries of the farm produce.

In terms of manufacturing sector performance estimation, the result
was not significantly different from that of agricultural sector. This per-
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haps plausibly explains by the moribund state of manufacturing sector
in the region. FDI was also found to have a positive but insignificant ef-
fect on the service sector performance in the region however; this is not
surprising because the sector is still at its infancy in the region.

Quite interestingly however, economic freedom was found to be ger-
mane in influencing economic performance in all the models. In the
light of the resulting outcomes, it is therefore recommended that policies
aimed at strengthening economic freedom culture being given top prior-
ity on the developmental policy agenda. This can be achieved by accord-
ing every dimensions of economic freedom index utmost importance. In
other word, by ensuring as well as maintaining investment and business
freedoms, making banking industry enjoys both financial and policy in-
dependent devoid of government control, and putting in place law and
regulations prohibiting any forms of flagrant abuses of copyrights, patent
and franchise rights. The region also needs to adopt targeted approach
which places the region in a vantage position at attracting FDI into the
manufacturing and service sector as these sectors are likely to provide
superlative value added to the region’s economy than that of the primary
sector.

Notes

1 A plethora number of studies have examined the absorptive capacity of the
host country via different mediating links which include: domestic econ-
omy’s trade, human capital policies, physical capital accumulation, market
size, natural resource endowment, financial sector development and insti-
tutional factors among others.

2 The two most important definitions of EF are that given by Heritage Foun-
dation and Frazer Institute. The former defined EF as ‘the absence of gov-
ernment coercion or constraint on the production, distribution, or con-
sumption of goods and services beyond the extent necessary for citizens to
protect and maintain liberty itself’ By extension, the highest form of eco-
nomic freedom provides an absolute right of property ownership; fully re-
alized freedoms of movement for labour, capital and goods. The latter con-
ceived EF as: individuals have economic freedom when the property they
acquire without the use of force, fraud, or theft is protected from physical
invasions by others; and they are free to use, exchange, or give their prop-
erty to another as long as their actions do not violate the identical rights of
others (Gwartney, Lawson, and Block 1996).

3 ssa growth records have been described as ‘abysmally disappointing” in
spite of the incipient recovery in growth rates in the last decade, they are
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still far lower to accommodate the desired threshold require to launch the
region on the path of sustainable development.

4 Explore modernization and core-periphery theories of FDI for detail ex-
positions.

5 Some studies in this literature have found that FD1 exerts a positive growth
effect on the recipient countries (De Mello 1999, Chong et al. 2010), while
others have found no such evidence (Ericsson and Irandoust 2001) or even
a negative effect (Moran 1998) on growth.

6 Such studies have neglected regional specific peculiarities. It would amount
to policy misapplication if other continents’ experiences have to be extrap-
olated for a continent with distinct socio-economic and political settings
like ssa.

7 Angola, Botswana, Cote D’Ivoire, Ethiopia, Gabon, Ghana, Guinea, Kenya,
Lesotho, Madagascar, Malawi, Mozambique, Namibia, Senegal, South
Africa, Swaziland, Uganda, Tanzania and Togo.

8 World Development Indicator.

9 African Development Bank.

References

Adeniyi, O., E O. Egwaikhide, A. Oyinlola, and O. Omisakin. 2012. ‘For-
eign Direct Investment, Economic Growth and Financial Sector De-
velopment in Small Open Developing Economies. Economic Analysis
and Policy 42:105-27.

Ajide, K. B. 2013. ‘Economic Freedom, Foreign Direct Investment and
Growth: Empirical Evidence from Nigeria. International Journal of
Economic Issues 6 (2): 143-58.

Alfaro, L., A. Chanda, S. Kalemli-Ozcan, and S. Sayek. 2004. ‘¢D1 and Eco-
nomic Growth: The Role of Local Financial Markets. Journal of Inter-
national Economics 64 (1): 89-112.

Ayal, B. E., and G. Karras. 1998. ‘Components of Economic Freedom and
Growth: An Empirical Study’ Journal of Developing Areas 32 (3): 327-
38.

Azman-Saini, W. N., A. Z. Baharumshah, and S. H. Law. 2010. ‘Foreign
Direct Investment, Economic Freedom and Economic Growth: Inter-
national Evidence’ Economic Modelling 27 (5): 1079-89.

Balasubramanyam, V., M. Salisu, and D. Sapsford. 1996. ‘Foreign Direct
Investment and Growth in P and 1S countries. The Economic Journal
106 (434): 92-105.

Bengoa, M., and B. Sanchez Robles. 2003. ‘Foreign Direct Investment, Eco-
nomic Freedom and Growth: New Evidence from Latin America. Eu-
ropean Journal of Political Economy 19 (3): 529—45.

Volume 13 - Number 1 - Spring 2015



56

Kazeem Bello Ajide and Perekunah Bright Eregha

Benhabib, J., and M. Spiegel. 1994. ‘“The Role of Human Capital in Eco-
nomic Development: Evidence from Aggregate Cross-Country Data’
Journal of Monetary Economics 34:143-73.

Blomstrém, M., A. Kokko and M. Zejan. 1994. ‘Host Country Competi-
tion and Technology Transfer by Multinationals. Weltwirtschaftliches
Archiv 130:521-33.

Borensztein, E., J. Gregorio, and J. Lee. 1998. ‘How Does Foreign Direct
Investment Affect Economic Growth?” Journal of International Eco-
nomics 45 (1): 115-35.

Cebula, R., and E Mixon. 2012. “The Impact of Fiscal and Other Economic
Freedoms on Economic Growth: An Empirical Analysis. International
Advances in Economic Research 18 (2): 139-50.

Chong, C. K., A. Z. Baharumshah, Z. Yusop, and M. S. Habibullah. 2010.
‘Private Capital flows, Stock Market and Economic Growth in Devel-
oped and Developing Countries: A Comparative Analysis. Japan and
the World Economy 22:107-17.

De Gregorio, J. 1992. ‘Economic Growth in Latin America. Journal of De-
velopment Economics 39:58-84.

De Mello, L. R. 1997. ‘Foreign Direct Investment in Developing Countries:
A Selective Survey. Journal of Development Studies 34 (1): 1-34.

Demetriades, P. O., and S. H. Law. 2006. ‘Openness, Institutions and Fi-
nancial Development. wEr Working Papers 12, Birkbeck, University
of London.

Durham, B. J. 2004. ‘Absorptive Capacity and the Effects of Foreign Di-
rect Investment and Equity Foreign Portfolio Investment on Economic
Growth! European Economic Review 48 (2): 285-306.

Ericsson, J., and M. Irandoust. 2001. ‘On the Causality between Foreign Di-
rect Investment and Output: A Comparative Study’ International Trade
Journal 15:1-26.

Gwartney, J., R. Lawson and W. Block. 1996. Economic Freedom of the
World: 1975-1995. Vancouver: The Fraser Institute.

Hermes, N., and R. Lensink. 2003. ‘Foreign Direct Investment, Financial
Development and Economic Growth’ Journal of Development Studies
40 (1): 142-53.

Knack, S., and P. Keefer. 1995. ‘Institutions and Economic Performance:
Cross Country Tests Using Alternative Institutional Measures’ Eco-
nomics and Politics 7 (3): 207-28.

Moran, T. H. 1998. Foreign Direct Investment and Development: The New
Policy Agenda for Developing Countries and Economies in Transition.
Washington, bc: Institute for International Economics.

North, D. C. 1990. Institutions, Institutional Change, and Economic Perfor-
mance. Cambridge: Cambridge University Press.

Managing Global Transitions



Foreign Direct Investment, Economic Freedom and Economic Performance 57

Rodrik, D., A. Subramanian, and F. Trebbi. 2004. ‘Institutions Rule: The
Primacy of Institutions over Geography and Integration in Economic
Development. Journal of Economic Growth 9 (2): 131-65.

Sanchez-Robles, B. 1998. ‘Infrastructure Investment and Growth: Some
Empirical Evidence. Contemporary Economic Policy 16 (1): 98-108.

Tiwari, A. K. 2011. ‘Foreign Aid, Fp1, Economic Freedom and Economic
Growth in Asian Countries’ Global Economy Journal 11 (3): 1-26.

This paper is published under the terms of the Attribution-
@ @ @ @ NonCommercial-NoDerivatives 4.0 International (CC BY-NC-ND 4.0)
BY NC ND

License (http://creativecommons.org/licenses/by-nc-nd/4.0/).

Volume 13 - Number 1 - Spring 2015



