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ABSTRACT
We investigated the role played by foreign direct investment in sustainable human development
achievement in Africa. We examined the impact of FDI on Human Development Index (HDI) and
on each of its three dimensions (i.e. health, education, and income) for 52 African countries over
28 years from 1990 to 2017. The Seemingly Unrelated Regression (SUR) estimation was
employed to estimate four models jointly as a system of equations to measure the contribution of
foreign direct investment to human development achievements on the African continent. We
ascertained that FDI has a positive impact on Income Index and a negative impact on other human
development indicators. We also found that countries with developed financial markets turn to
benefit more from FDI than those with less developed financial markets. Thus, the financial sector
is a channel through which FDI passes to better affect all the dimensions of human development.
GDP per capita, Domestic Investment (Gross capital formation), and openness to trade were also
found to positively influence HD and its dimensions in Africa. Empirical evidence was also
established that democratic regimes are favourable environment for the achievement of human
development in Africa. Finally, our findings held that countries with high degree of freedom
performed better in terms of HD achievements than those with low degree of freedom. We
concluded that African countries need targeted economic and social policies as well as developed
financial markets to be able to reap the benefits of FDIs in terms of the achievements of sustainable

human development.

Keywords and Terms: Financial Development, Foreign Direct Investment, Seemingly Unrelated

Regression, Sustainable Human Development.

xi



CHAPTER ONE

INTRODUCTION

1.1 Background of the Study

A decade after the conference on Human Environment held by the United Nations (UN), a great
deal of environmental issues were still not properly taken into consideration. The economic
activities in the countries put pressure on the natural environment year after year. Due to the
apathetic attitudes of many governments towards environmental sustainability, the United Nations
General Assembly proposed a resolution in 1983 that stated; “Process of preparation of the
Environmental Perspective to the Year 2000 and beyond”. This resolution developed to become
“The Brundtland Commission” which comprised of four key missions that put up suggestions to
resolve the problems that burdened the environment with the ramifications of the universal
network. The Brundtland Commission’s report titled “Our Common Future” was published in
1987 which called on the world to reconsider development in a new dimension referred to as
“Sustainable Development (SD)” (United Nations Human Development Report, 1987).

Over the years, sustainable development has enjoyed several definitions in literature and has been
modified in many ways. However, the most commonly cited definition still remains the one
provided in the report published by The Brundtland Commission in 1987 that; “Sustainable
development is development that meets the needs of the present without compromising the ability

of future generations to meet their own needs”.

This proposition was intensely recommended to all the countries in the world as a comprehensive
social, environmental and economic improvement strategy to be assimilated in their development
frameworks as a means to protect the world and preserve the resources for future generations. To

answer this call and heed the recommendations, the international community over the years took



some key steps in the direction of sustainable development consciousness. These include;
protecting the environment by using alternative sources of energy (UNCED Proceedings, 1992),
promoting the right to education and health (ICPD Programme of Action, 1994), and bridging the
gender inequality gap at the Fourth World Conference on Women in 1995, among others

(Yahouedeou, Wu, Omedi, Fan & Zhou, 2018).

The African heads of state in the urge to materialize the Sustainable Development (SD)
achievement in African countries met in Lusaka in 2001 and formed “the New Partnership for
Africa's Development (NEPAD)”. Fundamentally, NEPAD aimed to lead African countries in
sustainable development achievement through its Coordinating Agency (NPCA) which was
responsible for the implementation of the Millennium Development Goals (MDGs) on the African

continent.

The targets of MDGs were set to be completed by the year 2015 in all the member countries. When
reference is made to the SDGs Transition Report of 2016’s MDGs to Agenda 2063, we find that
the African region has obtained some positive outcomes in the achievement of the MDGs. These
positive signs reported include decrease of hunger percentages, decline in gender parity, poverty

reduction, and a rise in access to education.

Notwithstanding these positive outcomes in the implementation of the MDGs, many targets were
still not met according to the report. These include reduction of the rate of child mortality in the
Sub-Sahara Africa, sanitation improvement (70% of Africans still suffer from lack of access to
improved sanitation facility), poverty reduction (41% of Africans still live with less than $1.25 a
day), increase access to education (33 million of out-of-school in primary age are in Sub-Saharan
Africa) and provision of a better living environment still needs to be improved in the African

region. This has necessitated the call for Sustainable Development Goals (SDGs) framework with



the primary objective of covering all the facets of human development and growth that were not
included in the MDGs with the focus on sustainability. The SDGs postulate that Human
Development is an essential point in SD achievement. The HDI computed by UNDP has
commonly been adopted as a measure of these achievements. HDI is multidimensional in nature

and encompasses the education status, the state of health, and the income status.

For Africa to better achieve these sustainable development goals (SDGs), there is a need for
sustainable source of capital to develop the structures and systems to boost productivity and growth
over a long time. FDI has so far proved to be the most stable and promising foreign capital inflows
into developing countries for some years now. According to the 2008 report of the Organisation
for Economic Co-operation and Development (OECD), FDI as an external source of funding for
developing nations has out-performed the Official Development Assistance (ODA) since the 1990s.
Adams (2009) emphasized that; “FDI serves as augmentation of domestic capital and enhancement
of efficiency through the transfer of new technology, marketing and managerial skills, innovation,
and best practices across the world into host countries”. Asiedu (2006) asserted that an increase
in FDI would enhance the achievements of the United Nations’ MDGs by eradicating poverty in
Sub-Sahara Africa by 2015 as well as pave way to materialize the SDGs’ targets in 2030 agenda.
Nsouli and Funke (2003) established that the primary objective of NEPAD was to serve as a

vehicle to drive FDI into the African continent.

FDI can be put into two main categories such as foreign takeovers (or mergers and acquisitions)
and green-field investments. Whereas foreign takeovers refer to the transfer of local assets into a
foreign ownership, the green-field investments has to do with the creating of factories from scratch
or set up corporations in another country other than the country of the investor. It is notable that,

one of the cheapest ways of integrating a host country into the world’s economy is by opening up



to FDI. A supportive business environment and the availability of equal opportunities (in terms of
law enforcements, taxes, etc.) for both foreign and local investors are key in attracting, retaining
and sustaining investments from abroad. Most of the countries on the African continent have
relaxed their trade barriers as a means of enhancing easy participation in certain strategic areas of
their economies by foreign investors. In this light, many African countries have signed many trade
bilateral agreements which aim to enhance free flow of capital into the continent. Some of these
agreements include the African Growth and Opportunity Act (AGOA), the ratification of the
Economic Partnership Agreements between the European Union (EU) and the African, Pacific and
Caribbean (APC) countries, and the hitherto Millennium Development Goal (MDG), now

Sustainable Development Goals (SDGS).

1.2 Statement of the Problem

Sustainable Development is considered as development against environmental negative
externalities due to human being economical behaviour in our society and encourages an integrated
economic, social and environmental politics for a stable development. The concept was officially
introduced to the international community in 1987 through Brundtland Report. To complete
Sustainable Development, countries on the African continent started considering foreign direct
investment as an enabling factor towards its achievements. To prove the fact, several empirical
studies were conducted on different African countries or regions analysing the positive nexus that
exist between Sustainable Development achievements and FDI. Analyses were from different
standpoints; economic, social and environment, and respectively used different dependent

variables as GDP or economic growth, welfare, human capital development and halo or haven



pollution index. For most cases, studies were conclusive that sustainable welfare improvement has

a positive connection with the inflow of Foreign Direct Investment.

To add to the literature on FDI’s contribution to the SD achievements on African continent and
especially from the social standpoint, the present study focused on the less empirically studied
area; the participation of FDI in human development. According to SDGs, Human Development
is a crucial point in SD achievement. Throughout literature, Human Development Index (HDI) has
been the most adopted index in measuring the achievements of human development. As showed
by literature, FDI in most cases was found as a vehicle of social improvement through economic
means (Handlu & Uniwersytetu, 2012; Antwi, Mills, Mills & Zhao, 2013). In fact, literature holds
that FDI is able to economically boost countries real income and tax income and thus result in the
improvement of wellbeing of individuals. These incomes generated from the foreign capital mostly
help policy makers of the countries to achieve their social mandates through the construction of
hospitals and education facilities. To the individual, it leads to creation of jobs which helps in
providing the needed purchasing power to obtain quality health-care, standard education and
training as well as goods necessary in welfare sustenance (Nair-Reichert & Weinhold, 2001;
Nkechi & Okezie, 2013). While some works found that FDI positively impact Sustainable
development (Reiter & Steensma, 2010; Tvaronaviciené & Lankauskiené, 2011; Kardos, 2014;
Ridzuan, Ismail & Che Hamat, 2017), others found a negative impact (Yahouedeou et al., 2018).
Also, the findings of some studies held that FDI has no significant impact on growth and
development (Gui-Diby & Renard, 2015).

Based on these inconclusive findings in the literature, we sought to further investigate the link
between FDI and sustainable human welfare achievement on the continent. Other researchers have

analysed various causal links between FDI and human wellbeing improvement (Soumaré &



Tchana Tchana, 2015), foreign direct investment and economic growth in the presence of strong
institutions (Agbloyor et al., 2016), and FDI and environmental issues (Bokpin, 2017; Tamazian,
Chousa & Vadlamannati, 2009; Khan & Khan, 2018). This study’s stand point is more absorbed
on how foreign direct investment is contributing to sustainable human development on the African
continent. Despite numerous existing empirical studies that have analysed the role of FDI in the
development path of Africa, this study is adding to the ongoing argument on the real role of FDI
in the achievements of Sustainable Human Development in African by considering each of the
aspects of Human Development (HD) (i.e. education, healthy life and income) individually instead
of using the composite index as commonly done in the previous studies. This will enable us to
identify which dimension of the human development received more positive or negative impact
from FDI both in the short and long run. The existing literature points out the complexity of the
issues relating to FDI and Human Development since the latter is multi-dimensional in nature.
There is therefore the need for targeted policies that will regulate the inflow of FDI into each of
these subdivisions of human development under consideration. Targeted FDI has also been argued
as one of the ways by which countries would benefit from FDI inflow to propel economic growth.
Adams (2009) in explaining the absorptive capacity of local firms to aid economic growth,
concluded that sub-Sahara African countries need a targeted approach to FDI to increase economic
growth. This can be achieved through a collaborative effort between Multinational National

Enterprises (MNEs) and government.



1.3 Research Objectives
The core purpose of the current study has to do with examining the role played by Foreign Direct
Investment (FDI) in the achievement of Sustainable Human Development in Africa. The focus of
this work is to:
1. Examine the contributions of FDI in the achievement of the overall human development of
the host country on the African continent.
2. Examine the contributions of FDI in the achievement of the long and healthy life (SDG 3)
in the recipient country on the African continent.
3. Examine the contributions of FDI in the achievement of the quality education (being
knowledgeable (SDG 4)) in the host country on the African continent.
4. Examine the contributions of FDI in the achievement of the standard of living (have a

decent standard of living (SDG 8)) in the recipient countries on the African continent.

1.4 Research Hypotheses

Hypothesis 1: Arise in the inflows of FDI leads to improvement of the overall human development
of the host country.

Hypothesis 2: A rise in the inflows of FDI leads to improvement of a long and healthy life (SDG
3) of the recipient countries.

Hypothesis 3: A rise in the inflows of FDI leads to improvement of quality education (being
knowledgeable (SDG 4)) in the host country.

Hypothesis 4: A rise in the inflows of FDI leads to improvement of the standard of living (have a

decent standard of living (SDG 8)) in the host country.



1.5 Significance of the study

This study provides an empirical analysis on FDI’s role in the achievements of sustainable human
development targets in Africa. We examined the impact of FDI on the various dimensions of
human development improvement in Africa as well as its social influences on sustainable
development achievement in the African region. The result and findings of this research is
beneficial in two key ways:

The policy makers and governments: Since we found that some human development indicators
are positively impacted by FDI while others are negatively impacted, we recommend that African
governments should deploy targeted foreign capital related policies and strategies. These targeted
policies would help to maximise the benefits of FDI inflows in terms of sustainable development
of their citizens and at the same time to minimise the negative impacts.

Academics/Research: This current study has added to the ongoing discussions about the role
played by FDI which are commonly focused on economic growth and poverty reduction. We have
therefore, opened another door for further research into the extent to which FDI impact on every
facet of HD since there has not been any consensus in the literature. This study has thus, expanded
the academic debate on whether or not economic growth is indeed positively impacted by FDI in
Africa, and whether or not that impact necessarily translates into the overall welfare of the people.
The findings of this study pointed out that human welfare is multidimensional and that the impact

of FDI on one dimension differs from another.

1.6 Chapter Disposition

The study was organized into five (5) chapters as outlined below:



Chapter one provides an introductory aspect of the whole study. It comprises the background of
the study, statement of the research problem, objectives of the study, research hypothesis,

significance of the study, and the chapter disposition of the study.

Chapter two mainly reviews the existing theoretical and empirical literature on Foreign Direct
Investment (FDI) and some related subjects. It looks at two of the theories underpinning the study
such as the internationalization theory and the eclectic paradigm by Dunning (1973, 1980, and
1988). The chapter also considers the empirical literature on the concept of Foreign Direct
Investment, the trend of investment in Africa, Foreign Direct Investment and Economic Growth,
FDI and development in Africa, social impact of FDI, and the benefits of FDI in the recipient

countries.

Chapter three centres on the method adopted in the study. It expounded the econometric models
that are adopted by the study for analysing the data. It also discusses the data sources and variable
description as well as their justification. The chapter equally advances the motive of the choice of

the methods of data analysis used.

Chapter Four is used for the analysis of the data and discussion of findings. It presents the
descriptive statistics, the Pearson correlation matrix and the results from the Seemingly Unrelated
Regression (SUREG) estimations. The discussion of all the results were thoroughly done to

address the objectives of the study.

Chapter five focuses on summary, conclusions and policy recommendations. The results
displayed in the preceding section were summarised, various conclusions drawn and relevant

policy recommendations made for stakeholders such as governments in Africa (policy makers)



and foreign investors who are investing in Africa or prospective foreign investors of the African

region.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Chapter Introduction

This chapter provides a comprehensive criticism of related studies in the area of FDI, the wellbeing
and improvement of the lives of the people in the recipient countries. This researcher presents
literature on key concepts, underpinning theories, and empirical studies available in this area by
highlighting their findings and contributions to the ongoing debate on the contributions made by

FDI in the development pursuit in the recipient countries.

2.2 The Concept of Foreign Direct Investment

International investments are often categorised into direct and indirect investments. Indirect
foreign investors move capital through intermediate markets and institutions like capital markets
(stock exchanges, bonds market, and the like) or bank loans. Direct foreign investors, however,
have some direct control of the managerial and financial operations of the company in which they
have invested in another country with a lasting benefit. This is termed Foreign Direct Investment.
FDI is potentially feasible to offer long-term gains to host nations. As per the International
Monetary Fund (IMF); “FDI is defined as the movement of long-term capital, which represents a
long-lasting interest in the production process and control over different kinds of activities, by a
foreign investor into a foreign host country”. This investment comes with numerous advantages to
the host country. Some of the advantages advanced by scholars include increase in capital,
productive assets, building entrepreneurship spirit in citizens of host countries, better skills,
increased export and upgraded marketing expertise, increased access to a wider markets across

borders, transfer of managerial abilities, transfer of advance technologies and innovative skills, the

11



creation of jobs, among other benefits which help to boost economic growth (Moosa, 2002;

Asiedu, 2002; Dunning, 1983).

This study adopts a working definition of FDI as; “a long-term investment in a country other than

that of the investors, and under the direct management and control of the investors”.

2.3 Trend of Investment in Africa

Relative to other continents in the world, Africa is still the least recipient of FDI. According to
Ramire (2000), the top receivers of FDI globally are the economies blessed with abundance of
natural resources. Inflows to Africa peaked in 2008 following the resource boom but have since
seen a consistent decline although some sub-regions saw increases. Total FDI in 2010 to Africa
stood at $55 billion after declining by 9% from the 2009 value. Other developing regions
performed much better than Africa and still continue to. Africa’s share of developing countries’
FDI decreased from 12% in 2009 to 10% in 2010. North Africa alone accounted for about 30% of
Africa’s inflows. Libya saw the largest increase of 40% but this was short-lived due to the political
instability in that country. Ghana and Nigeria were the biggest recipients in 2010 but while Ghana
saw a considerable increase, Nigeria saw a significant decline much larger than Ghana’s increase
and so left the West African sub-region continuing to see a decline in total inflows. West Africa’s
major recipients’ main factor was their oil industries. Ghana was just beginning to receive high
capital and infrastructural investments in its oil industry; on the other hand, Nigeria was
consolidating its leadership in oil production in the region but had adverse threats from the rebels

in its north.

12



Inflows to southern Africa also fell by 24%. The major recipients were South Africa and Angola.
South Africa’s receipts fell by more than 70% to $1.6 billion which was less than a sixth of its
2008 level. Angola also saw a decline of 15%. These falls were against the background of oil
companies such as Shell and BP divesting their downstream operations in more than 22 countries.
Inflows to Central Africa increased in 2010 to about $8 billion and Eastern Africa to $3.7 billion.
Chad, DR Congo, Equatorial Guinea and Gabon who received the largest investments in Central
Africa were all due to oil related investments with some telecoms investment in DR Congo. Flows
to East Africa increased marginally in 2010 after a significant dip in receipts by Madagascar, the
region’s largest recipient of 19%. Uganda and Tanzania continued to maintain a stable level of
FDI inflows. The year 2011 followed the trend of 2010 with the only difference being marginal
increases in FDI inflow in sub-Saharan Africa and large falls in the North. Inflows to Africa stood
at $42.7 billion with countries below the Sahara accounting for 86% ($36.9billion). It is important
to note that the north had traditionally attracted about a third of total inflows. Flows to West Africa
were mainly destined for Ghana and Nigeria who accounted for about 75% of total FDI to West
Africa. West Africa contributed around 44% of entire flows to Sub-Sahara Africa and 38% of total
flows to Africa in 2010 making the west the biggest recipient region in that year after seeing a
growth of 36% (for West Africa).

The bulk of FDI in Central Africa goes to three commodity-rich countries, Congo, Equatorial
Guinea and the Democratic Republic of Congo. Although FDI inflows to Congo went up by large
margins, flows to DR Congo were so weak that it resulted in a drop in the total for the sub-region
by about 10.2% to $8.53 billion. Countries in the southern parts recovered strongly after a 78%
decline in 2010 to double inflow to $6.37 billion in 2011. Inward FDI inflows to Uganda and

Equatorial Guinea were $792 million and $737 million respectively in 2011.

13



In 2012, inflow to the region stood at $50 billion posting an increase of 5% above the 2011 value.
Apart from West and Southern Africa, all other sub-regions saw increases. Egypt was the major
recipient in the north and the region as a whole saw 35% rise in its inflows. Morocco and Tunisia

saw marginal increases.

In 2013, Africa continued to see a growth in its FDI receipts by 4% to $57 billion largely due to
local and foreign market-seeking and infrastructural investments. With a growing size of Africa’s
middle class, significant investments went into consumer-oriented sectors such as food, IT,
tourism, finance, and retail. All sub-regions saw a downward dive in receipts except the Eastern
and Southern African regions. The rise in the south was driven mainly by South Africa and
Mozambique with the region seeing almost twice the 2012 total inflows as investors focused much
on infrastructure. Relatively also, these two regions are politically stable and peaceful compared
to countries in the North, Central and West Africa. Ethiopia and Kenya led the drive in the East as
investors got increasingly interested in the presence of diverse industries in the region. That
notwithstanding, the level of FDI inflows to East Africa in 2013 was less than half of the total
inflows to Africa. The North and West Africa saw declines largely due to political insecurity and
policy uncertainty and falling commaodity prices. Overall, the North and West Africa attracted $15
billion and $14 billion respectively compared to $13 billion and $6.2 billion to the Southern and
Eastern Africa. Thus, even though inflows to West and North Africa fell, strong increases in the
Southern and Eastern Africa caused overall inflows to the continent to rise.

Intra-Africa FDI was led largely by three countries including Kenya, South Africa, and Nigeria.
Intra sub-region flows were not significant in 2013 compared to inter sub-regional flows. For

landlocked and non-oil exporters, FDI remains a major source of foreign capital.
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In 2014, FDI inflows to Africa remained stable at $54 billion with the services sector of the African
economy dominating FDI attraction. That represents about 4% of global FDI in 2014 and 8% of
developing country FDI which is quite low. Asian countries were the biggest gainers among
developing countries. The African economy in 2014 was service driven and manufacturing
continued to decline in the region. The services sector quadrupled between 2001 and 2012.
Countries in the north saw a decline in total FDI flows by 15% to $12 billion while countries below
the Sahara saw a moderate increase of 5% to $42 billion. West Africa attracted $13 billion, a
decline of about 10% due to the outbreak of Ebola, conflicts in Nigeria and Mali and falling
commodity prices on the world market. Countries in the south saw a decline of 2% to $11 billion.
Countries in the East and Central Africa FDI inflows rising by 33% and 7% respectively to $12
billion and $7 billion.

The top 5 recipients of FDI in Africa in 2014 were Egypt, South Africa, Nigeria, Congo, and
Mozambique. Ghana and Morocco were the other countries which together with the top five
received $3 billion and above. In the West African sub-region, only Nigeria and Ghana received
more than $3 billion. Four other countries received between $1 billion and $1.9 billion. More than
half of African countries received less than $1 billion in the year 2014.

Nonetheless, African countries have been performing poorly in terms of FDI outflow (UNCTAD,
2014). This may be partly due to the investment gap on the continent and hence the need to invest
internally. There was a sharp decline of about $3billion (from $16 billion to $13 billion) in FDI
outflow between 2013 and 2014. South Africa, Nigeria, and Kenya remain the top three countries
as far as FDI outflow is concerned over the past five years. The total increase in FDI outflows for

Africa has averaged about 1% of global flows between 2012 and 2014.
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Whereas the global inward FDI flows increased almost 8.8 times, the corresponding figure for
Africa displays an exponential increase of almost 14 times; from an annual average of US$4355.4
million in the 1990-94 period to US$60433.9 million in the 2015-2016 period (see figure 2.1
below). FDI flows to Africa continued to slide in 2017, reaching $42 billion, down 21 per cent
from 2016. The decline was concentrated in the larger commodity exporters. The slump in FDI
flows to Africa was due largely to weak oil prices and lingering effects from the commaodity bust,
as flows contracted in commodity-exporting economies such as Egypt, Mozambique, the Congo,
Nigeria and Angola. Foreign investment to South Africa also contracted, by 41 per cent. FDI

inflows to diversified exporters, led by Ethiopia and Morocco, were relatively more resilient.

Figure 2.1: Africa’s Average Flow of FDI in US$ Millions
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2.4 Review of Theoretical Literature
The global trade and specialization emphasized by the works of Smith (1776), Ricardo (1817), and

Smith & Cannon (1937) were later developed into theories of Foreign Direct Investment. Smith
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and Cannon (1937) asserted that given an amount of labour and capital, a country with more of
these inputs of production would be able to produce more and put for export than its closest
competing country to establish a trading relationship. This is known as the absolute advantage
theory. With Smith’s theory, deficient in explaining the process by which trade can occur between
two countries when one is not producing for sale, Ricardo (1817) comes to offer an in-depth
explanation of Smith’s absolute advantage theory. He explains FDI using a comparative analysis
between two countries producing different products with perfect factor mobility. Ricardo’s
analysis points to the fact that factors of production (labour and capital) are domestically mobile,
but not internationally. Ricardo’s theory also fails to deal with capital flights across borders. His
argument on perfect factor mobility also makes FDI impossible because of perfect market
information.

Kindleberger (1969) comprehensively reviewed theories of foreign direct investment along the
lines expressed by Hymer (1976). He asserts that in a world of pure competition, foreign direct
investment could not exist. Denisia (2010) held that if markets were efficient, with free entry and
exit; then participating in the global economy would be done only through international trade.

In an attempt to extend Ricardo’s (1817) theory of comparative advantage, Mundell (1957)
developed a model encompassing two countries, combining two inputs (capital and labour) to
produce two products. In advancing arguments for international trade, Mundell (1957) asserts that
trade could occur between two countries; with each having a comparative advantage in labour and
capital and producing with two identical production functions. In his analysis, Mundell failed to
establish a theory for FDI because the nature of international investment considered included

portfolio investments which are short-term in nature. This section of the research thus, elaborates

17



the basic concepts of some of the theories that underpin the topic of study which are outlined in

the succeeding subsections.

2.4.1 Internalization theory of FDI

FDI can be described differently with emphasis placed on intermediary technology and inputs
(Buckley & Casson, 1976). According to Henisz (2003), the theory of international investment is
gradually shifting to the determinants of FDI at the industry and firm levels rather than country
level. The multinational corporations (MNCs) has been analysed a wider spectrum advanced by
Coase (1937). The hypothesis they held came to be referred to as the theory of internationalisation
as they focused on this reality concerning the establishment of MNCs. Their proposition of this
theory was dependent on some suggestions which incorporate firms’ benefits in a market that is
flawed and internalisation of business sectors over the world necessitate the setting up of MNCs.
When markets are imperfect, there is a motivation to sidestep them to make some gain. At the
point when internationalisation includes directly establishing corporations across various nations,

then it fundamentally implies FDI.

2.4.2 Eclectic Paradigm of FDI

During the 1970s, the famous and far reaching hypotheses of FDI remained the one propounded
by Dunning which is referred to as the eclectic paradigm. Dunning (1977 & 1979) consolidated
the principle of inconsistent market-based speculations; the oligopolistic and the
internationalisation hypotheses — and included another measurement as location hypothesis to
clarify why firms open outside auxiliaries. Location hypothesis responds to the huge inquiries of

who produces what products or administrations in which areas, and why. Area hypothesis has
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likewise been consistently utilised by scientists in attempting to fathom the components that are
viewed as when setting up an MNC unit. In light of the above mentioned, Dunning (1993)
propounded his theory called the eclectic paradigm or OLI framework. Dunning recommended
that a firm would take part in FDI if three conditions were satisfied, for example, having an
advantage of possession more than other competing firm, having a benefit by internalising these
favourable circumstances as opposed utilising the market to move them to outside firms, and
having some location advantages in utilising a company's proprietorship focal points in a location
either than the investor’s own country.

Dunning (1980) stated that the “OLI triad of variables in determining FDI and MNCs activities
may be likened to a three-legged stool; each leg is supportive of the others, and the stool is only
functional if the three legs are evenly balanced”.

This prototype has contributed immensely in the prevailing debate about FDI by combining a
number of harmonising views by pointing out relevant factors that derive the operations on MNCs.
He advanced this paradigm by integrating several prior theories on FDI. Dunning’s Ownership,
Locational and Internalization (OLI) theory gives credence to monopolistic advantage and firm-
specific theories of imperfect market developed by Kindleberger (1969) and Hymer (1976)
respectively. Makoni (2015) asserted that Dunning’s OLI theoretical framework remains the most
famous and widely used theory of FDI till date. Dunning postulates that, firms entering a foreign
market should possess certain advantages that would lead to producing at a lower cost through
better coordination and experience, which leads to higher profit margins. The company may also
possess certain better assets than firms already operating in the country they may be entering. He

referred to this as Ownership Advantage. Denisia (2010) grouped this advantage into three:
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1. Monopoly advantages which enable firms to monopolise markets because of privileged access

to limited resources through patents, trademarks, etc.

2. Technology that allows a firm to be more innovative in production and,;

3. Benefits from large scale productions which allows MNEs access to huge capital.
These advantages are specific property competencies possessed by firms that enable them to enjoy
higher marginal profit and lower marginal cost relative to their competitors within a market when

they relocate to foreign countries.

Location-specific factors must, therefore, be considered when relocating to foreign economies.
The factors are key to recipients of foreign investments by transnational corporations. The
economic factors to consider includes the cost of transport, telecommunication, and the general
infrastructure level of the country. The specific government decisions that stimulate FDI must also
be considered under political factors. The culture diversity and geographical distance are key
determinants of social influences (Denisia, 2010). Recipients of FDI must possess facilities and
natural resources that would complement the advantages possessed by foreign firms.

Boddewyn (1985) asserts that companies have a higher probability of engaging in FDI and
producing in foreign countries if they enjoy more ownership advantages. The companies would,
therefore, internalise these advantages to become more profitable while producing outside the
country of origin. If companies possess these advantages, then it would be more profitable to enter
foreign markets themselves than leasing, selling patents, and issuing copyrights or giving
franchises. In other words, the ability of a company to enter into Greenfield investment or the
acquisition of an existing company depends hugely on the extent to which investors are able to

control both ownership and location advantages internally compared to leasing production.
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The OLI theory, therefore, emphasises that firms possess different strengths and advantages. They
also face different economic, political and social threats and opportunities. How companies would
simultaneously manage its international presence using the OLI framework is key in determining
the success or otherwise of MNEs. Dunning’s eclectic theory is, therefore, the fundamental theory

for this study.

2.5 Review of Empirical Literature

The concept of Foreign Direct Investment (FDI) has been defined in several ways over time. The
description of FDI that has enjoyed most citations was provided by the Organisation for Economic
Co-operation and Development (OECD). This body held that, “FDI is an investment operated with
at least 10% of shareholding by a direct investor in a direct investment enterprise of a host country
in purpose to have a lasting interest” (OECD, 1996). Throughout literature, FDI has been examined
in relation to several aspects of the economy and wellbeing. Some of these are reviewed in the

succeeding sections.

2.5.1 Empirical studies on FDI and Economic Growth

FDI has been considered to be the path for the growth of most economies be they developed or
developing (Handlu & Uniwersytetu, 2012; Antwi et al., 2013). For example, in developed
countries, the growth in the economies was found to be largely and constructively influenced by
FDI (Ridzuan, Ismail & Che Hamat, 2017), contribute to the increase of best environmental
practices and clean environment promotion (Tamazian, Chousa & Vadlamannati, 2009; Franc,
2015), and increase employment due to work force demand, enhance life expectancy due to better

medical assistance and eradicate poverty (Yahouedeou et al., 2018; Voica, Panait & Haralambie,
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2015). For the African continent, the findings of Ndambendia and Njoupouognigni (2010) showed
solid evidence supporting the assertion that the growth in the economies are driven by FDI inflows
(Handlu & Uniwersytetu, 2012). This aforementioned claim of the contributions of FDI to boosting
growth in economies was backed by Seetanah and Khadaroo (2007). With the purpose of probing
more into this impact of FDI in the past twenty years and its importance in less developed
countries, Handlu and Uniwersytetu employed a linear regression model on data from 34 countries
in the Sub-Saharan African. Their results strongly supported the claim that FDI is a vehicle that
drives the growth in the economies in the sub-Saharan African (Handlu & Uniwersytetu, 2012).
Bezuidenhout (2009) raising concerns of the high official aid to Africa in 2005, stretched the
debate to analyse the impact of official aid and FDI on economic growth, particularly in southern
Africa. He used panel data from 1990-2005 of 17 Southern African countries using GDP per capita
as the dependent variable; he found a negative relationship between FDI and economic growth in
southern Africa (Bezuidenhout, 2009). Ayanwale (2007) used data from 1970 to 2002 to
investigate the impact of manufacturing FDI on Nigeria’s economic growth and made use of the
ordinary least squares and the 2SLS method. They were more in favour of the positive contribution
of FDI on Nigeria’s economic growth and thus, recommended that there is the need for it to be
encouraged. In another study conducted by Nkechi (2013), human capital was used as a vehicle
for FDI inflows improvement and the positive impact of FDI on economic growth in Ghana, found
that sustaining FDI was a positive instrument of economic growth in the long run (Nkechi, 2013).
This was also supported by other studies which used time series data with FDI as dependent
variable from 1980-2010, confirming the robustness of FDI in economic growth in Ghana by
(Antwi et al., 2013). Contrary to these group of authors supporting FDI importance in African

countries’ economic growth, authors such as Frimpong and Abayie (2006) were more of the view
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that such a link never existed. Findings of different empirical studies likewise indicate the
contribution or lack of it by FDI to African countries economic growth which is one key pillar of
sustainable development achievement. Hence, bearing in mind the consensus in the literature on
the view of economic growth as a means to a country’s sustainable development, FDI may be
taken economically as a vehicle for the achievement or not of sustainable development (Idoko,

2015).

2.5.2 FDI, growth, and development in Africa

Africa as a continent is trying to position itself better by putting in place the right policies and
programmes in order to attract FDI flow into the continent. As Gorg and Greenaway (2004) put it,
cross-border investment remains probably the most visible in terms of drivers of globalisation.
UNCTAD (2002) noted that most African countries have moved away from just opening their
economies up to FDI to the current happenings of setting up government agencies with the sole
mandate of marketing investment opportunities in their respective countries to the world. For
instance, the Ghana Investment Promotion Centre (GIPC), the Nigerian Investment Promotion
Commission (NIPC), Liberia National Investment Commission (LNIC), Kenya Investment
Authority (KIA) and the Ugandan Investment Authority among others are government agencies
responsible for rallying both domestic and foreign investors to set up businesses in their respective
countries.

African countries, in addition to institutionalising these investment bodies, also provide numerous
incentives to attract foreign investors from both within the sub-region and overseas. Though most
of these policies by the various governments are in the form of fiscal incentives like tax holidays,

tax rebates, subsidies, exemptions on port duties, etc., financial incentives and rules-based
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incentives are also policies of most of these governments. Financial incentives like guarantees,
loans, and grants are mostly granted to firms with specific technology that are needed to embark
on projects that are essential to governments. Tradable permits, subsidies for pollution control,
environmental permits and the protection of the fundamental rights of workers are some forms of
rules-based incentives. Though these incentives should bring about the need impact in terms of
attracting FDI to host countries, Jauch and Endresen (2002) sees the importance of these
investment incentives as a matter of varied opinions.

Globalisation is one of the important tools that drive trade among countries. The movement of
goods, persons, and companies across continents can chiefly be explained by globalisation.
Though Africans throughout ancient times have a history of boasting of merchants trading in
clothing, leather, minerals and other essential minerals, globalisation has set aside Africans
superiority in terms of trade and industry. With colonialism and the continuous interest of former
colonial masters on the trading activities of African countries, many MNEs sprung up on the
continent securing the respective interests of various countries (Mwilima, 2003). This role is
played by multinationals through direct ownership of businesses, by franchising and being given
the right as the sole buyer of certain produce coming from Africa. This has given rise to the increase
in FDI activities on the continent, though African’s share of FDI still remains low as compared to

other regions of the world (UNCTAD, 2015).

The impact of natural resources in the attraction of FDI has received ample attention in the
literature (Asiedu, 2005; Alsan, Bloom & Canning, 2006; Asiedu, 2006). In his study, Asiedu
(2005) used a panel data for 22 African countries and examined the impact of natural resources
and market size in relation to government policies and institutions, infrastructure on FDI. The main

findings of the study suggest that natural resources and large market size promote FDI. Less
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corruption, educated population, trade openness and infrastructure are equally important for the
attraction of FDI. As a matter of policy, these results required that African countries that are
relatively small in terms of market size with insufficient natural resources would only benefit from
foreign direct investment if they have strong institutions and vibrant economic policies.

Targeted FDI has also been argued as one of the ways by which countries would benefit from FDI
inflow to propel economic growth. Adams (2009) in explaining the absorptive capacity of local
firms to aid economic growth, concluded that sub-Sahara African countries need a targeted
approach to FDI to increase economic growth. This can be achieved through a collaborative effort
between MNEs and government. Gorg and Greenaway (2004), however, could not settle the doubt
in the literature about whether targeted foreign direct investment is a factor for positive growth in
an economy, though they highlight the role played by infrastructural development, favourable
labour condition, a reliable communication system as well as the soundness of the prevailing
macroeconomic climate as important factors for economic growth.

A recent study, foreign direct investment was found not to be one of the factors that derive
industrialisation on the African continent (Gui-Diby & Renard, 2015). This result suggested that
FDI is unable to significantly lead to industrialisation of African countries. The reason for the
failure of FDI to contribute to the industrialisation efforts of African governments is due to the
poor enabling business environment on the continent. The results also indicate that most MNEs
that invest directly in these African countries are resource-seeking in nature and hardly helps
develop local enterprises. Gui-Diby and Renard (2015) therefore suggested that, African policy
makers should design national investment policies aimed at attracting FDI as well as designing

and implementing policies to streamline the activities of MNEs.
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2.5.3 The Social Influence of FDI

Researchers are more concerned with the social impact of FDI on the African continent. Studies
on the impact of FDI on Human capital or welfare improvement on the continent have been
conducted. The overwhelming upsurge of FDI inflows into the African continent necessitated the
analysis of the link between foreign direct investment and human capital or welfare improvement
and its likelihood of supporting sustainable development (Tamer, 2013). Nkechi (2011) in an
empirical study on FDI impact on Ghana’s economic growth, established that, FDI impacted
human capital through capital creation improvement or country quality of capital stock. Ndeffo
(2010) in examining the nexus between foreign direct investment and human capital development
in sub-Saharan Africa. His findings pointed out that FDI contributes to human capital development
through its participation in children education on the continent regardless of the less proportion of
FDI oriented to the sector. Empirical studies divulge the usefulness of FDI in poverty reduction or
welfare improvement on the continent, especially in the Lower-middle, Upper-middle, or High-
income African countries (Tamer, 2013). To keep the consistency of the results on the relationships
hitherto deliberated, few authors have chosen a group of African countries that share the same
geographical and socio-economic realities. In this light Soumare (2015) conducted an empirical
study using several variables among which human development (proxy by welfare measurement)
and FDI were the central variables. The key findings showed that there exist a strong and
significant support of FDI flows to welfare improvement in the North African region.
Technology transfer for immense production is broadly recognised as one of the benefits of FDI.
Dissimilar to developed countries with strict environmental rules, less developed countries have
lithe environmental regulations which make it possible to pollute the environment through

technology transfer. In the face of massive amount of FDI received by the African continent,
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several authors have focused their study on FDI’s environmental impact. For example, Bokpin
(2017) investigated foreign direct investment and Environmental Sustainability nexus on the

African continent.

2.5.4 Benefits of FDI to host countries

Behera (2015) in examining the spill over effects of FDI on manufacturing firms in India, found a
compelling evidence holding that local companies gain from the vertical presence of multinational
companies. But local firms stand the chance to benefit from foreign firms if and only if they possess
the necessary absorptive capacities like infrastructure, technology, and skilled labour.
Interestingly, companies with advanced technology and robust research and development units
stand a greater chance of benefiting from the spill over effects of FDI.

UNCTAD (2015) reports the relative importance of FDI over other forms of international
investments. Though African countries are receiving relatively lower FDI, it remains a very
pertinent source of external development finance for countries because of its greater stability and
its more diverse impact on the development of national economies. Investigating how FDI affects
each aspect of human development like health, education and income aside the overall impact on

economic growth is therefore a worthy project.

2.6 Chapter conclusion

This chapter expounded comprehensively on the existing literature on foreign direct investment
and the wellbeing of the people in host countries. The researcher has presented literature
thematically on the key concepts. Theoretical and empirical literatures have been reviewed in this

section of the study by highlighting previous findings and their contributions.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Chapter Introduction

This chapter expounds on the type of methodology adopted by this study to address the intended
objectives. It provides an in-depth description of the population and the sample size, the source of
data as well as the design of the study which comprises variables and their justification and the

research models used for the estimations.

3.2 Population and Sample

To extend the literature regarding how Foreign Direct Investment (FDI) contributes to human
wellbeing and especially for the promotion of Human Development (HD) in terms of each
dimension of Sustainable Development (SD) achievement in Africa, this present study used a panel
dataset from African countries. The study involved a sample of 52 countries in Africa that had a
reasonable number of data points of the selected variables during the study period. The study made
use of the annual data of these African countries over a period of 28 years ranging from 1990 to
2017. The researcher restricted to this study window because the available data of the dependent

variables only started from 1990 onwards in the UNDP database.

3.3 Research Design and Models
The study used thirteen (13) relevant variables in four (4) comparable empirical models that were

estimated to obtain the optimal outcomes in addressing the objectives. These variables were
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subjected a basic empirical analysis for purposes of testing our research hypotheses in addressing

our stated objectives.

The Seemingly Unrelated Regression (SUREG) model as advanced by Zellner (1962) was adopted
for the estimation of the four models simultaneously as a system of equations. Referencing the
works of Zellner (1962) and Fiebig (2001), the SUREG models contain a number of individual
connections that are interrelated by the way their error terms are related. The dependent variables
of the four equations in this study are influenced by similar shocks and all things considered, their
error terms are expected to be related. The presence of this relationship shall be ascertained using
the correlation matrix of residuals and the Breusch-Pagan test of independence before proceeding
to use SUREG model technique. The inspiration for utilisation of SUREG was to obtain a more
efficient estimation by consolidating data on various conditions. The SUR estimator is a
speculation of a direct relapse model that comprises a few relapse conditions. Every one of these
conditions are having its own dependent variable and conceivably different independent variables
with varied exogenous informative factors. Every model is obviously a standard linear model that
could be examined without others and can be evaluated independently, which is the reason their

relationship is said to be “seemingly” since they appear as though they are not related at all.

Fiebig (2001) held the view that the SUR models could be estimated equation-by-equation
applying an ordinary least squared (OLS) regression. Such estimates are consistent however, they
are not in particular as efficient as the SUR method. This is because the SUR leads to feasible
generalised least squares using a specific form of the variance-covariance matrix.

According to Cameron and Trivedi (2010) the SUR model consists of m linear regression equations

for N individuals. The j equation for individual is:
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Yie = 2,1, Xiej Bij + e, (3.1)

Where Y;, is the tt" observation on the i" dependent variable which is to be explained by the it"
regression equation, X;;; is the tth observation on j* explanatory variable appearing in the i
equation, B;; is the coefficient associated with X;,; at each observation and u;, is the tt" value of
the random error component associated with i*" equation of the model. The number of
observations j is assumed to be large, so as to do the analysis we assume j — oo, since the number
of equations M remains fixed. With all observations stacked, the model for the j" equation can be
written as:

Y, =XiBj+ w; (32)
where, Y; and p; are Mx1 vectors, X; is an M x k; matrix, and j; is a k; x 1 vector.

We then stack the m equations to give the SUR model as:

Y1 xx2 0 -0 B1 M1
y2\_ [ 0 x, .. : Bo J2%)
e O S I

Cameron and Trivedi (2010) pointed out that the SUR model is usually estimated using the feasible
generalized least squares (FGLS) method. This model can be observed as either the simplification
of the general linear model where certain coefficients of matrix are restricted to be equal to zero,
or as the generalisation of the general linear model where the variables on the right side of the

equations are allowed to be different in each of them. In our study, we used SUR model having
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the same group of regressors and different dependent variables in each of the four models. The
models estimated as adopted from Yahouedeou et al. (2018) are displayed below:

HDI;, = a;,FDI;; + a;,L0gGDPPC;; + ay3GCF;; + a;,TRDOP,, + a,sPOLITY?2;, +

alGCLIBit + (l17INFit + (llgFDEVit + (llgFDI * FDEVlt + 01' + Pt + Eit (33)

LEl;; = B21FDIy + [2Lo0gGDPPCy + B23GCF; + B2 ,TRDOP; + [,5POLTY 2 +

P26CLIB;t + L27INFy + BogFDEViy + BogFDI * FDEV,, + @; + 0y + Wit (3.4)

EDUI;; = y31FDI; + y3,LogGDPPCy + y33GCF; + y3,TRDOP;; + y35sPOLITY 2 +

¥36CLIBis + V37INF;y + y3gFDEV; + y39FDI * FDEV;, + U; + py + 3 (3.5)

INCI;; = 8,FDI;y + 8,,GCF;y + 8,3TRDOP;. + 8§,,POLITY2;; + 8,5CLIB;; + 8,4INF;; +
847FDEV;, + 846FDI % FDEV;, + v; + 1, + iy (3.6)
This study sought to estimate the impact of FDI on HDI and each of its three-dimensional indices.
This helps to explain which dimension of HDI drives the overall contribution of FDI on Human
Development improvement on the African continent. The Human Development Index (HDI) and
its dimensions such as Life Expectancy Index (LEI), Education Index (EDUI) and Income Index

(INCI) are the dependent variables representing sustainable human development and the
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independent variable represented by FDI with the various control variables in the four specified
equations.

The research used STATA version 15.0 and Eviews version 10 to do the estimations and the

analysis as outlined in the research design to test all the research hypotheses.

3.3.1 Source of Data and Variables

This current study used the secondary data in the estimations to achieve the test for the hypotheses
outlined in the introductory chapter. The data is obtained from five credible sources which included
the Human Development Index Annual Report from the United Nations Development Programme
(UNDP) database, World Bank’s World Development Indicators (WDI), the Freedom House, the
Polity IV Project, and the World Bank’s Global Financial Development Database. The data on
Human Development Index (HDI), Life Expectancy Index (LEI), Education Index (EDUI), and
Income Index (INCI) were all taken from the UNDP database. The data on Foreign Direct
Investment (FDI), Gross Capital Formation, Trade Openness (TRDOP), Gross Domestic Product
Per Capita (GDPPC), and Inflation (INF) were extracted from the World Bank’s World
Development Indicators (WDI). Also, the data on Civil Liberty (CLIB) and Polity Index
(POLITY?2) were sourced from the Freedom House and the Polity IV Project respectively. Finally,
the data for Financial Development proxied by Private Credit was sourced from World Bank’s
Global Financial Development Database. The data on the selected variables covered the period
from 1990 to 2017 for 52 countries in Africa as indicated earlier. The various variables, their

descriptions and their sources are summarised in table 3.1 below.
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Table 3.1: Variables and their sources

Variables

Variables description

Data sources

Dependent Variables

HDI

Human Development Index

HDI and its Dimensions are all

LEI Life Expectancy Index from the Human Development
EDUI Education Index Report (HDR) of the UNDP
INCI Income Index
Independent Variable

. World Bank’s World Development
FDI Per Capita FDI Indicators (WDI)
Control Variables
LogGDPPC GDP per Capita WDI
GCF Gross Capital Formation per GDP ~ WDI
TRDOP Trade Openness WDI
CLIB Civil Liberty www.FreedomHouse.org
POLITY?2 Polity Index Polity IV Project Report
INF Inflation WDI
FDEV Financial Development World Bank’s Global Financial

Development Database

Source: Author’s compilation (2019)

3.3.2 Variables Justification

DEPENDENT VARIABLES

To analyse how FDI has impacted Sustainable Development (SD) on African continent, a number

of variables can be used to achieve it. For instance, GDP per capita or poverty incidence indicator

are mostly used in studies concerning FDI and welfare relationship analysis. GDP per capita is

limited in that, it only captures the economic side, while the poverty incidence indicator, although

being a better indicator for human well-being improvement analysis, lacks year-on-year long time

data (Yahouedeou et al., 2018). Therefore, for better analysis, the UNDP’s Human Development
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Index (HDI) has been selected as the dependent variable in model 1. In investigating FDI’s
disentangled effects on each aspect of human development as the main motive of this study and
for purposes of targeted policies, the three Dimensions of HDI which are; Life Expectancy Index
(LEI), Education Index (EDUI) and Income Index (INCI) are used as dependent variables in each
of the remaining three (3) models. These are good indicators for human development analysis as
they encompass the very key components of a complete well-being of an individual (i.e. a long
and healthy life, knowledge and a decent standard of living). These indices are created by United
Nations Development Programme (UNDP) as illustrated in figure 3.1 below as an ultimate

criterion for assessing the development of the people in a country.

Figure 3.1: HDI and its dimensions

DIMENSIONS Long and Healthy Life Knowledge A Decent Standard of Living

i Expected Years Mean Years
INDICATORs  Life Expectancy at p

Birth of Schooling  of Schooling GNI Per Capita (PPP3)

DIMENSION

INDEX Life Expectancy Index Education Index GNI Index

Human Development Index (HDI)

Source: Human Development Indices and Indicators: 2018 Statistical Update
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INDEPENDENT VARIABLES

As proposed across the literature, foreign direct investment is a crucial contributor of most
economic growth processes on the African continent. FDI is described by the World Bank’s human
development indicators as; “Foreign direct investments are the net inflows of investment to acquire
a lasting management interest (i.e. 10 percent or more of voting stock) in an enterprise operating
in an economy other than that of the investor. It is the sum of equity capital, reinvestment of
earnings, other long-term capital, and short-term capital as shown in the balance of payments. This
series shows net inflows (new investment inflows less disinvestment) in the reporting economy
from foreign investors”. Taking into account the numerous drivers such as human capital
improvement, better political environments among others, its impacts are often beneficial to the
social, environmental and political development. Thus, FDI can be considered as a direct and
indirect factor of human development, which has a positive impact on human well-being
improvement and HDI improvement. A number of empirical studies on related subject areas
regarding the African continent have used varied form of the FDI variables as independent
variables. For instance, Tamer in his study, used FDI flows per capita, FDI as a percentage of
GDP, ODA flows per capita and ODA as a percentage of GDP (Tamer, 2013). Other studies used
some other measures of FDI. This current study in order to obtain accurate analysis of individual
level estimations, adopted the Per capita net FDI inflows (FDIPC) as the independent variable.
FDI inflows per capita is a better choice because it gives a real estimation of FDI inflows per

person and can better capture the impact of FDI on African country population improvement.
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CONTROL VARIABLES

The control variables considered by this study are economic variables that are able to translate to
economic and social performance that derive the wellbeing of individuals in an economy as well

as relevant institutional variables that affect human development.

Gross Domestic Product per capita (GDPPC): From the World Bank’s world development
indicators, GDPPP can be defined as, “GDP per capita is gross domestic product divided by mid-
year population. GDP is the sum of gross value added by all resident producers in the economy
plus any product taxes and minus any subsidies not included in the value of the products. It is
calculated without making deductions for depreciation of fabricated assets or for depletion and
degradation of natural resources”. It expresses the productivity of a country's workforce in a given
nation expressed per each member of the population. Theoretically, the better the GDPPC, the
better the real income per individual. Hence, the higher the individual’s real income, the higher is
the possibility for the individual to purchase more goods and services to contribute to their well-
being. Hence, GDPPC is expected to have a positive relationship with the dimensions of human

development if higher and negative if low.

Gross Capital Formation (GCF): According to the World Bank’s world development indicators,
GCF can be defined as, “Gross capital formation (formerly gross domestic investment) consists of
outlays on additions to the fixed assets of the economy plus net changes in the level of inventories”.
Fixed assets include land improvements (fences, ditches, drains, and so on); plant, machinery, and
equipment purchases; and the construction of roads, railways, and the like, including schools,
offices, hospitals, private residential dwellings, and commercial and industrial buildings.
Inventories are stocks of goods held by firms to meet temporary or unexpected fluctuations in

production or sales, and work in progress. According to the 1993 SNA, net acquisitions of
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valuables are also considered capital formation”. Based on the analysis above by World Bank,
theoretically, an increase in GCF is able to increase a country’s GDP. To create more capital
formation, the government should receive more taxes. This deprives households of satisfying their
social needs for paying their taxes but at the same time give them better social living environment
because of the reinvestment of the savings mostly towards social fields by the government. Thus,
GCF is used to capture the size of the government investment in the nation. Indeed, it can be
justified by the fact that capital formation is high in governments which constantly invest in their
populations’ well-being enhancement through investment in educational and health-care facilities.

Therefore, the expectation is a positive relationship of GCF with the dimensions of HDI.

Trade Openness (TRDOP): Trade is the aggregate of export and imports of merchandise and
enterprises estimated as a portion of total national output. According to Sikwila (2014), trade
openness improves the balance of payments of a country and favourably secures the repatriation
of profits by MNEs. With an open economy, firms are able to easily import raw materials,
machinery and other inputs for production. Masuku and Dlamini (2009) though found openness to
trade statistically significant to the determinant of FDI in Zimbabwe, concluded that trade
openness alone is inadequate to attract foreign investments. They added that, a good infrastructure
in the form of good communication system, cheaper and reliable energy as well as good road
network linking the industrial area with ports, complements openness of an economy to enhance
the inflow of FDI. The volume of import and export scaled by GDP of the host country is used as
a proxy for trade openness. Following the literature, we hypothesise a positive relationship

between HDI and its dimensions and trade openness.

Civil Liberty (CLIB): Freedom House defined this variable as, “The Civil Liberties index from

the Freedom House evaluate the following: freedom of expression and belief, associational and
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organisational rights, rule of law, and personal autonomy and individual rights. The rating ranges
from 1 (strong liberties) to 7 (no liberties)”. As a result of the realities faced by countries on the
African continent in terms of civil liberties such as the presence of dictatorial regimes, this special
control variable was added; civil liberties rating. Theoretically, Civil Liberties are measured on a
one-to-seven scale as stated above, with one representing the highest degree of freedom and seven
the lowest. It is used to capture the degree of freedom for political activism which is an aspect of
human well-being since a freedom status is aimed at affecting human beings’ mental and physical

conditions. The lower the rating score the better.

Polity Index (POLITY?2): Due to the historical facts in Africa in relation to the differences in
political regimes such as Autocracy, Anocracy or Democracy, another institutional control variable
was added to the models. That is, Polity Index (POLITY2). The "Polity Score" represents the
government regime on a 21-point scale extending from -10 (hereditary monarchy) to +10
(consolidated democracy). For the purposes of this study, negative scores represent autocratic

regimes whereas the positive scores stand for democratic regimes.

Inflation (INF): The World Bank’s world development indicators where we extracted this
variable defined it as, “Inflation as measured by the consumer price index reflects the annual
percentage change in the cost to the average consumer of acquiring a basket of goods and services
that may be fixed or changed at specified intervals, such as yearly. The Laspeyres formula is
generally used”. The inflation rate is included in our models in this study because it affects the

purchasing power of the people and thus the overall welfare and development.

Financial Development (FDEV): This variable is of interest to us because the financial sector is
be a channel through which FDI works to impact human development in the host country. In this

study, financial development is proxied by private credit. The Global Financial Development
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Report described this measure of financial development as the total credit by deposit money banks

and other financial institutions to GDP ratio.

3.4 Chapter conclusion

This chapter has developed the type of methodology adopted by this study. It gave a detailed
explanation of the population and the sample size, the source of data as well as the design of the
study which included variables and their justification and the research model. The findings are
discussed and the relevant conclusions and recommendation made in the subsequent chapters of

this study.
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CHAPTER FOUR

RESULTS AND DISCUSSIONS

4.1 Chapter Introduction

This section discusses the findings of the study using the econometric techniques discussed earlier.
The discussions are boarded on the descriptive statistics, the Pearson correlation matrices of the
various models and a detailed dynamic panel results analysis with much emphasis on the link that
exist between FDI and HDI and each of its three dimensions (health, education and income) in

Africa.

4.2 Descriptive Statistics
The summary statics is illustrated by table 4.1 below. It gives the details of the standard statistical

descriptions of all the variables in a tabular form.

Table 4.1: The Descriptive Statistics

Variable Obs Mean Std.Dev. Min Max
HDI 1305 48 125 199 797
LEI 1456 573 A3 117 .866
EDUI 1306 .398 139 .081 729
INCI 1450 49 .148 114 .861
FDI 1428 77.461 281.181 -914.159 6944.371
LogGDPPC 1437 6.719 1.148 4,175 10.032
GCF 1305 22 157 -.024 2.191
TRDOP 1314 .705 .346 JA11 3.114
POLITY2 1397 .53 5.578 -10 10
CLIB 1453 4.381 1.442 1 7
INF 1290 44.128 691.958 -11.686 23773.13
FDEV 1323 22.672 44.795 .048 906.383

Note: Human Development Index (HDI) is a measure for overall human well-being, Life Expectancy Index (LEI) is
a measure for a long and healthy life, Education Index (EDUI) is a proxy for access to knowledge, Income Index
(INCI) is a measure for a descent standard of living, Foreign Direct Investment (FDI) is the net FDI inflows divided
by the population, Log GDPPC is the logarithm of Gross Domestic Product Per Capita, Gross Capital Formation
(GCF) is a proxy for domestic investment, Trade Openness (TRDOP) is the sum of import and export scaled by GDP,
Polity Index (POLITY2) measures the type of political regime, Civil Liberty Index (CLIB) measures the freedom
status of a country, Inflation (INF) is the consumer price index, Financial Development (FDEV) is private credit as a
percentage of GDP.
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From table 4.1 above, annual data from 52 African countries over 28 years, from 1990 to 2017
was used and summarised for a simple interpretation of the data. The Human Development Index
(HDI) has a mean of 48% and this indicates that the average social and economic development of
African countries is about 48% which is below average of 50%. Hence, socially and economically,
African countries are fairly underdeveloped in general terms. Similarly, the mean scores of the
Education Index (EDUI) and the Income Index (INCI) are 39.8% and 49% respectively. Both of
which fall slightly below the global average of 50% indicating that in terms of quality education
and income, Africa has performed poorly on average comparative to the global score during the
steady period. However, Life Expectancy Index (LEI) is averaged 57.3% being slightly higher
compared with the average worldwide. This average score of LEI illustrates that with regard to a
healthy and long life, Africa performed fairly well. In general, those that performed poorly when
it comes to these four human development indicators had minimum scores such as HDI (19.9%),
LEI (11.7%), EDUI (8.10%) and INCI (11.4%) whereas those that performed highly well had the
maximum scores of HDI (79.7%), LEI (86.6%), EDUI (72.90%) and INCI (86.10%)

The measure of FDI as a Per Capita FDI recorded a mean value of 77.461 with -914.159 and
6944.371 as minimum and maximum respectively. The log GDP Per Capita (GDPPC) was taken
to scale down the figures and normalise the data size. The average log GDPPC is 6.719 and the
maximum and minimum GDPPC are 10.032 and 4.175 respectively.

In Africa, the size of gross capital formation — a proxy for domestic investment has an average
value of 22%. Sierra Leone had the minimum GCF/GDP of about -0.24% in 1997, while Equatorial
Guinea in 1996 recorded the maximum GCF/GDP ratio of about 219.1%.

The mean value of Trade Openness (TRDOP) is 70.5%. This makes African countries relatively

open to international trade and portfolio movement. The least of TRDOP of about 11.1% was
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recorded in Sudan in 1990, while an outrageous openness to trade of about 311.4% been the

maximum was witnessed in Liberia in 2007.

The Polity Index (POLITY?2) gave an average score of 0.53. This mean value, therefore, suggests

that African countries have a weak form of democracy on average.

In terms of the institutional quality, the mean value of the Civil liberties index is 4.38. According
to Freedom House, the higher the index the worse the institutional qualities of countries. The mean
value of 4.38 is thus an indication of the availability of weak institutions on the continent which
makes most African countries partly free.

Inflation is very important to human development especially the standard of living. The average
inflation in African countries during this study window was about 44.13%. Gabon in 1991
recorded the least inflation rate of about -11.69%, while DR Congo witnessed an alarming
maximum inflation rate of about 23,773.13% in the year 1994 probably due to the drastic

depreciation of their currency at the time.

Financial Development (FDEV) measured by Private Credit of deposit money banks and other
financial institutions as a percentage of the GDP is on average 22.67% in the selected African
countries during the study period. Zimbabwe experienced the least level of financial development
ratio of about 0.048% of GDP in 1990 whereas Liberia witnessed the maximum financial
development ratio of about 906.38% in the year 2010. This is not surprising because 2010 was the

year in which Liberia won $4.6 billion in debt relief from the International Monetary Fund (IMF).

4.3 Correlation Matrices of variables
The Pearson correlation matrices for the variables used in the regression models are presented in

table 4.2, table 4.3, table 4.4, and table 4.5 for model 1, model 2, model 3, and model 4 respectively.
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Table 4.2: Pearson Correlation Matrix for Model 1

Variables (1) (2) (3) (4) (5) (6) (7) (8) 9)
(1) HDI 1.000

(2) FDI 0.307* 1.000

(3) LogGDPPC ~ 0.881* 0.381*  1.000

(4) GCF 0.328* 0.245*  0.221*  1.000

(5) TRDOP 0.369* 0.391*  0.392*  0.302* 1.000

(6) POLITY2 0.113* 0.009 0.081*  -0.033 0.132*  1.000

(7) CLIB -0.229*  -0.072* -0.208* -0.005 -0.198* -0.726* 1.000

(8) INF -0.050*** -0.014  -0.068** -0.042 0.051*** -0.014 0.056** 1.000

(9) FDEV 0.200* 0.047*** 0.129*  0.006 0.266*  0.170* -0.155* -0.031 1.000

Note: Human Development Index (HDI) is a measure for overall human well-being, Life Expectancy Index (LEI) is a measure for a long
and healthy life, Education Index (EDUI) is a proxy for access to knowledge, Income Index (INCI) is a measure for a descent standard of
living, Foreign Direct Investment (FDI) is the net FDI inflows divided by the population, Log GDPPC is the logarithm of Gross Domestic
Product Per Capita, Gross Capital Formation (GCF) is a proxy for domestic investment, Trade Openness (TRDOP) is the sum of import
and export scaled by GDP, Polity Index (POLITY2) measures the type of political regime, Civil Liberty Index (CLIB) measures the
freedom status of a country, Inflation (INF) is the consumer price index, Financial Development (FDEV) is private credit as a percentage
of GDP. * 1% significance, ** 5% significance and *** 10% significance levels
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Table 4.3: Pearson Correlation Matrix for Model 2

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9)
(1) LEI 1.000

(2) FDI 0.224*  1.000

(3) LogGDPPC ~ 0.645*  0.381*  1.000

(4) GCF 0.215%*  0.245*  0.221*  1.000

(5) TRDOP 0.272*  0.391*  0.392*  0.302* 1.000

(6) POLITY2 ~ 0.113*  0.009 0.081*  -0.033 0.132*  1.000

(7) CLIB -0.194*  -0.072* -0.208* -0.005 -0.198* -0.726* 1.000

(8) INF -0.064** -0.014  -0.068** -0.042 0.051*** -0.014 0.056** 1.000

(9) FDEV 0.205%  0.047*** 0.129*  0.006 0.266* 0.170* -0.155* -0.031 1.000

Note: Human Development Index (HDI) is a measure for overall human well-being, Life Expectancy Index (LEI) is a measure for a long
and healthy life, Education Index (EDUI) is a proxy for access to knowledge, Income Index (INCI) is a measure for a descent standard of
living, Foreign Direct Investment (FDI) is the net FDI inflows divided by the population, Log GDPPC is the logarithm of Gross Domestic
Product Per Capita, Gross Capital Formation (GCF) is a proxy for domestic investment, Trade Openness (TRDOP) is the sum of import
and export scaled by GDP, Polity Index (POLITY2) measures the type of political regime, Civil Liberty Index (CLIB) measures the
freedom status of a country, Inflation (INF) is the consumer price index, Financial Development (FDEV) is private credit as a percentage
of GDP. * 1% significance, ** 5% significance and *** 10% significance levels
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Table 4.4: Pearson Correlation Matrix for Model 3

Variables (1) (2) (3) (4) (5) (6) (7) (8) 9)
(1) EDUI 1.000
(2) FDI 0.259*  1.000

(3) LogGDPPC  0.739* 0.381*  1.000

(4) GCF 0.228*  0.245* 0.221* 1.000

(5) TRDOP 0.376* 0.391* 0.392* 0.302* 1.000

(6) POLITY2 0.239* 0.009 0.081* -0.033 0.132* 1.000

(7) CLIB -0.281* -0.072* -0.208* -0.005 -0.198* -0.726* 1.000
(8) INF -0.042 -0.014 -0.068** -0.042 0.051*** -0.014 0.056** 1.000
(9) FDEV 0.234*  0.047*** 0.129* 0.006 0.266* 0.170* -0.155* -0.031 1.000

Note: Human Development Index (HDI) is a measure for overall human well-being, Life Expectancy Index (LEI) is a measure for a
long and healthy life, Education Index (EDUI) is a proxy for access to knowledge, Income Index (INCI) is a measure for a descent
standard of living, Foreign Direct Investment (FDI) is the net FDI inflows divided by the population, Log GDPPC is the logarithm of
Gross Domestic Product Per Capita, Gross Capital Formation (GCF) is a proxy for domestic investment, Trade Openness (TRDOP) is
the sum of import and export scaled by GDP, Polity Index (POLITY2) measures the type of political regime, Civil Liberty Index
(CLIB) measures the freedom status of a country, Inflation (INF) is the consumer price index, Financial Development (FDEV) is
private credit as a percentage of GDP. * 1% significance, ** 5% significance and *** 10% significance levels.
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Table 4.5: Pearson Correlation Matrix for Model 4

Variables (1) (2) (3) 4 (5) (6) (7) (8)

(1) INCI 1.000

(2) FDI 0.345* 1.000

(3) GCF 0.243* 0.245*  1.000

(4) TRDOP 0.338* 0.391% 0.302* 1.000

(5) POLITY2  -0.022 0.009 -0.033  0.132*  1.000

(6) CLIB -0.159*  -0.072* -0.005 -0.198* -0.726* 1.000

(7) INF -0.054***  -0.014 -0.042 0.051*** -0.014 0.056** 1.000

(8) FDEV 0.083* 0.047*** 0.006  0.266*  0.170* -0.155* -0.031 1.000

Note: Human Development Index (HDI) is a measure for overall human well-being, Life Expectancy Index (LEI) is a measure
for a long and healthy life, Education Index (EDUI) is a proxy for access to knowledge, Income Index (INCI) is a measure
for a descent standard of living, Foreign Direct Investment (FDI) is the net FDI inflows divided by the population, Log
GDPPC is the logarithm of Gross Domestic Product Per Capita, Gross Capital Formation (GCF) is a proxy for domestic
investment, Trade Openness (TRDOP) is the sum of import and export scaled by GDP, Polity Index (POLITY?2) measures
the type of political regime, Civil Liberty Index (CLIB) measures the freedom status of a country, Inflation (INF) is the
consumer price index, Financial Development (FDEV) is private credit as a percentage of GDP. * 1% significance, ** 5%
significance and *** 10% significance levels

From the correlation coefficients in the tables above, it is quite clear that most of the variables

have weak relationships among themselves, except the correlation coefficient between POLITY?2

Index and the Civil Liberty (CLIB) which is about -0.726. According to Kennedy (2008), if the

correlation coefficient is below 0.80, then the problem of multicollinearity in a regression model

is avoided. Generally, the correlation among the independent variables ranged between -0.005 and

-0.726 as indicated in Tables. The least and weakest negative correlation (-0.005) occurred
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between Gross Capital Formation (GCF) and the Civil Liberty (CLIB), whiles the highest and
strongest negative correlation (-0.726) occurred between the POLITY2 Index and the Civil Liberty
(CLIB) in the matrices for each of the four models.

From table 4.2, the relationship between HDI and FDI, Log of GDPPC, GCF, TRDOP, and
POLITY?2 is positive with a statistical significance of 1%. Also, there is a negative relationship
between HDI and Civil Liberty Index with a statistical significance of 1%. Likewise, there is a
negative relationship between HDI and Inflation with a statistical significance of 10%. In addition,
both Financial Development and the interacted term of FDI with Financial Development have
positive statistical significant correlation at 1% with HDI. These strong significant coefficients of
these variables suggest that they serve as a vehicle that drives HDI in the African continent and

thus, they are the appropriate combination of variables for this model estimation.

Table 4.3 illustrates that, “the relationship between the dependent variable Life Expectancy Index
(LEI) and FDI, Log of GDPPC, GCF, TRDOP, and POLITY2 is positive with a statistical
significance of 1%. Meanwhile, the relationship between LEI and Civil Liberty Index is negative
with statistical significance of 1%. While the relationship between LEI and Inflation is also
negative but with statistical significance of 5%. In the same light, both Financial Development and
the interacted term of FDI with Financial Development have positive statistical significant
correlation at 1% with Life Expectancy Index (LEI). These strong levels of statistical significance
of the coefficient of these variables show that these are the suitable drivers of a long and healthy

life in African.

Table 4.4 shows that, the relationship between the dependent Education Index (EDUI) and FDl,
Log of GDP Per Capita, Gross Capital Formation, Trade Openness, and Polity 2 Index is

statistically significant at 1% and positive. Similarly, the relationship between EDUI and Civil
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Liberty Index is statistically significant at 1% but negative. Whereas the relationship between
EDUI and Inflation is neither statistically significant at 1%, 5% nor 10%. Also, both Financial
Development and the interacted term of FDI with Financial Development have positive statistical
significant correlation at 1% with the quality of education (EDUI). As a result of these strong
significance levels of the correlation coefficients with the exception of inflation, it is clear that

they are the right drivers of improved and quality education of African countries.

From table 4.5, the relationship between the dependent Income Index (INCI) — the proxy for a
decent standard of living and FDI, Log GDPPC, GCF, and Trade Openness is statistically
significant at 1% and positive. However, the relationship between INCI and Civil Liberty Index is
statistically significant at 1% but negative. Also, the relationship between INCI and Inflation is
negative with a statistical significance level of 10%. Expectedly, both Financial Development and
the interacted term of FDI with Financial Development have positive statistical significant
correlation at 1% with income (a descent standard of living). As a result of this strong significant
levels of the coefficients of the variables used, we can conclude that they are the indicators that

influence a decent standard of living in Africa.

4.4 Empirical Results of the SUR Estimations

For purposes of obtaining effectiveness in estimation by consolidating the facts on various
equations as well as to accounts for heteroskedasticity and correlation in the error terms, the
Seemingly Unrelated Regression (SUR) estimation of the four models as a system of equations
was adopted by this study. The disturbance terms of our four models are correlated since the
dependent variables are affected by the same shocks. Thus, we estimated the four equations jointly

as a system of equations.
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4.4.1 Diagnostic Tests for the SUR Estimator
The appropriateness and accuracy or otherwise of the SUR technique adopted is based on the
results of the correlation matrix of residuals and the Breusch-Pagan test provided in table 4.6

below.

Table 4.6: Diagnostic Tests for the SUR Estimator

Correlation matrix of residuals:

HDI LEI EDUI INCI
HDI 1.0000
LEI 0.6851  1.0000

EDUI 0.8276  0.2647 1.0000

INCI 0.1878  0.0519 0.0824 1.0000

Breusch-Pagan test of independence: chi2 (6) = 1200.536, Pr =0.0000

As illustrated in Table 4.6 above, a test was performed to check whether autocorrelation is present
or not by using the correlation matrix of the error terms of the four models. From Correlation
matrix of residuals, we find that, the correlation of the residuals of each pair of two equations is
positive and non-zero. The correlation coefficients of the residuals range from weak positive
correlation of 0.0519 between the residuals of LEI and INCI equations to strong positive
correlation of 0.8276 between the residuals of HDI and EDUI equations. Hence, we reject the null
hypothesis that these correlations are zero and that there is no autocorrelation. We conclude that

the error terms are therefore contemporaneously correlated.
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We also conducted the Breusch—Pagan test of independence. According to Trevor Breusch and
Adrian Pagan (1979), “the Breusch—Pagan test of independence examines the presence of
heteroskedasticity. The Breusch—Pagan test is a chi-squared test with the test statistic distributed
with k degrees of freedom. Theoretically, if the test statistic has a p-value below an appropriate
threshold (e.g. p < 0.05) then, the null hypothesis of homoskedasticity is rejected and
heteroskedasticity assumed. From our test result as shown in Table 4.6, the Breusch—Pagan test
statistic of chi2 (6) = 1200.536 has a P-value = 0.0000. This means the test statistic is significant
at 1% and thus, we reject the null hypothesis of homoskedasticity and conclude that the

heteroskedasticity is present.

We also report the R-Squared which ascertained the fitness of all the four models. Finally, the F
Statistic of each of the four models is significant at 1% as shown in Table 4.7 and Table 4.8 below.
This is evident that the independent variables used in each of the four models are jointly significant

and are appropriate.

Following all the test results analysed above, the Seemingly Unrelated Regression (SUR) estimator
is justified to be the most appropriate technique for the system of equations as it allows us to gain
efficiency in the estimation by combining information on different equations and also accounts for
heteroskedasticity and correlation in the error terms. The results of Seemingly Unrelated

Regression (SUR) Estimation are presented in Table 4.7 and Table 4.8 below.
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Table 4.7: The Unconditional impact of FDI on human development

HDI(1) LEI(2) EDUI(3) INCI(4)
FDI -0.000029%* -0.000056*** -0.000027 0.000193***
(-2.49) (-3.08) (-1.53) (8.56)
FDEV 0.025543%** 0.047100%** 0.023509*** 0.046689***
(11.52) (13.52) (6.83) (10.77)
LogGDPPC 0.075424%%* 0.039319*** 0.075613%**
(36.33) (11.85) (23.13)
GCF 0.171546%** 0.425994*** 0.027860 0.323335%**
(7.13) (11.28) (0.75) (6.58)
TRDOP 0.007105 -0.020079** 0.036136*** 0.050902%**
(1.17) (-2.11) (3.85) (4.11)
POLITY2 0.000642 0.001492%* 0.004622%** -0.007509%**
(1.35) (2.00) (6.28) (-7.66)
CLIB 0.001266 0.013943%** 0.004358 -0.021179%**
(0.64) (4.51) (1.43) (-5.19)
INF -0.000190** -0.000227** -0.000164* -0.000019*
(-2.57) (-1.97) (-1.44) (-0.12)
Constant -0.148789%** 0.051087* -0.233078*** 0.359471%**
(-8.66) (1.88) (-8.70) (13.18)
No. of Obs. 946 946 946 946
R-Squared 0.7769 0.4766 0.5958 0.3493
F Statistic 3057.51%%* 829.91%** 1298.27%** 507.77%**
(P-value) (0.0000) (0.0000) (0.0000) (0.0000)

Note: Human Development Index (HDI) is a measure for overall human well-being, Life Expectancy Index
(LEI) is a measure for a long and healthy life, Education Index (EDUI) is a proxy for access to knowledge,
Income Index (INCI) is a measure for a descent standard of living, Foreign Direct Investment (FDI) is the
net FDI inflows divided by the population, Log GDPPC is the logarithm of Gross Domestic Product Per
Capita, Gross Capital Formation (GCF) is a proxy for domestic investment, Trade Openness (TRDOP) is
the sum of import and export scaled by GDP, Polity Index (POLITY2) measures the type of political
regime, Civil Liberty Index (CLIB) measures the freedom status of a country, Inflation (INF) is the
consumer price index, Financial Development (FDEV) is private credit as a percentage of GDP. ***, **
and * indicate stationary at 1%, 5%, and 10% significance levels, respectively.
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4.4.2 The Unconditional impact of FDI on human development

Table 4.7 above illustrates the unconditional impact of FDI and Financial Development on each
of the human development indicators. In other words there is no interaction between FDI and
Financial Development in the results displayed in table 4.7 above. HDI is Human Development
Index which our proxy for the overall human well-being and is the dependent variable for the first
equation in the system, LEI is Life Expectancy Index the proxy for a long and healthy life which
is the dependent variable of the second equation, EDUI is Education Index representing knowledge
development and is the outcome variable of the third equation, and INCI is Income Index used as

a proxy for a descent standard of living and the dependent variable of the fourth equation.

FDI is net Foreign Direct Investment inflows per capita which is our independent variable of
interest, FDEV is the Financial Development of the host country which is been proxied by private
credit, Log GDPPC is the logarithm of Gross Domestic Product Per Capita which was taken to
normalise the data size, GCF is Gross Capital Formation representing domestic investment,
TRDOP is The volume of import and export scaled by GDP of the host country and is used as a
proxy for trade openness, POLITY2 is the Polity Index used as an indication of the type of political
regime, CLIB is Civil Liberty Index which indicates the freedom status of a country, Lastly, INF

is Inflation as measured by the consumer price index,.

The seemingly unrelated regression results presented in Table 4.7 above indicate that foreign direct
investment net inflows has a statistically significant independent impact on the overall human
development as well as on the dimensions of human development with the exception of education
as shown by the model 3 in table 4.7 above. The results are discussed in details in the succeeding

subsections.
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Foreign Direct Investment Net Inflows (FDI) Per Capita

From model 1, Foreign Direct Investment (FDI) has a negative and statistically significant impact
on HDI in Africa. The result shows that an increase in foreign direct investment net inflow per
capita is associated with a decrease in the human development index score at 5% significance level
all other things being equal. This finding suggests that foreign direct investment inflows worsen
the well-being of the people on the African continent. Similarly, the result of model 2 indicates
that Foreign Direct Investment (FDI) has a negative and statistically significant impact on Life
Expectancy Index (LEI) in Africa. The result suggests that an increase in foreign direct investment
net inflow per capita will lead to a decrease in the life expectancy index score (a long and healthy
life) at 1% significance level, ceteris paribus. This implies that foreign direct investment net
inflows deteriorate the health of an African and shortens his or her life expectancy. In model 3,
Foreign Direct Investment (FDI) has a negative and statistically insignificant impact on Education
Index (EDUI) in Africa. Thus, there is no empirical evidence that FDI unconditionally impacts on
access to education on the African continent. Contrary to the results of the first three models, the
result of model 4 shows that Foreign Direct Investment (FDI) has a positive and statistically
significant impact on Income Index (INCI) in Africa. The result indicates that an increase in
foreign direct investment net inflows per capita is associated with an increase in the income index
score at 1% significance level all other things being equal. This result shown in model 4 of Table
4.7 suggests that foreign direct investment net inflows improves the income levels (a descent

standard of living) of the people on the African continent.

Financial Development (FDEV) proxied by private credit measures the strength of the financial

sector of an economy. Model 1 in Table 4.7 illustrates that, Financial Development (FDEV) has a

53



positive and statistically significant impact on HDI in Africa. The result shows that an increase in
the private credit of a country is associated with an increase in the human development index score
at 1% significance level all other things being equal. This result suggests that an improvement in
the financial sector development leads to an improvement in the wellbeing of the people on the
African continent. Similarly, the result of model 2 indicates that Financial Development (FDEV)
has a positive and statistically significant impact on Life Expectancy Index (LEI) in Africa. The
result points out that an increase in the size of private credit will lead to an increase in the life
expectancy index score (a long and healthy life) at 1% significance level ceteris paribus. This
implies that a stronger financial sector brings about improved health status in Africa and increases
the life expectancy of African countries. Likewise, in model 3, Financial Development (FDEV)
has a positive and statistically significant impact on Education Index (EDUI) in Africa. The result
shows that an improvement of the financial sector will cause the education index score (human
capital development) to increase at 1% significance level holding all other things equal. This
outcome shows that the growth of the financial sector has a beneficial effect on the human capital
development of Africa. Similar to the results of the first three models, the result of model 4 also
shows that Financial Development (FDEV) has a positive and statistically significant impact on
Income Index (INCI) in Africa. The result indicates that an increase in the private credit will result
in an increase in the income index score at 1% significance level all other things being equal. This
result of model 4 as illustrated in Table 4.7 suggests that the more developed the financial sector
of an economy, the high the income levels of the populace (a descent standard of living) on the

African continent.
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Logarithm of Gross Domestic Product per capita (Log GDPPC)

From model 1, Gross Domestic Product per capita (GDPPC) has a positive and statistically
significant impact on Human Development Index (HDI) in Africa. The result shows that an
increase in Gross Domestic Product per capita is associated with an increase in the human
development index score at 1% significance level all other things being equal. Therefore, Gross
Domestic Product per capita and Human Development Index move in the same direction. This
finding suggests that Gross Domestic Product per capita improves the wellbeing of the people on
the African continent. Similarly, the result of model 2 indicates that Gross Domestic Product per
capita has a positive and statistically significant impact on Life Expectancy Index (LEI) in Africa.
The result shows that an increase in Gross Domestic Product per capita will lead to an increase in
the life expectancy index score (a long and healthy life) at 1% significance level ceteris paribus.
This implies that Gross Domestic Product per capita improves the health of an African and
increases his or her life expectancy. Likewise, in model 3, Gross Domestic Product per capita has
a positive and statistically significant impact on Education Index (EDUI) in Africa. The result
shows that an increase in Gross Domestic Product per capita will cause the education index score
(knowledge development) to increase at 1% significance level holding all other things equal. This
outcome shows that Gross Domestic Product per capita promotes the human capital development
(education) of Africa. In sum, the higher the GDPPC in African countries, the better the welfare

of the people of the African continent.

Gross Capital Formation (GCF)

Model 1 in Table 4.7 illustrates that, Gross Capital Formation (GCF) has a positive and statistically

significant impact on HDI in Africa. The result shows that an increase in Gross Capital Formation
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is associated with an increase in the human development index score at 1% significance level all
other things being equal. This result suggests that Gross Capital Formation leads to an
improvement in the wellbeing of the people on the African continent. Similarly, the result of model
2 indicates that Gross Capital Formation (GCF) has a positive and statistically significant impact
on Life Expectancy Index (LEI) in Africa. The result points out that an increase in Gross Capital
Formation will lead to an increase in the life expectancy index score (a long and healthy life) at
1% significance level ceteris paribus. This implies that Gross Capital Formation brings about
improved health status in Africa and increases the life expectancy of African countries. However,
in model 3, Gross Capital Formation (GCF) has a positive and statistically insignificant impact on
Education Index (EDUI) in Africa. The result shows that we do not empirical evidence of impact
of Gross Capital Formation the access to education in Africa. Correspondingly to the results of the
first two models, the result of model 4 also shows that Gross Capital Formation (GCF) has a
positive and statistically significant impact on Income Index (INCI) in Africa. The result indicates
that an increase in Gross Capital Formation will result in an increase in the income index score at
1% significance level all other things being equal. This result of model 4 as illustrated in Table 4.7
suggests that the more the Gross Capital Formation (domestic investments), the high the income

levels of the populace (a descent standard of living) on the African continent.

Trade Openness (TRDOP)

From model 1 as shown in Table 4.7, Trade Openness (TRDOP) has a positive and statistically
insignificant impact on HDI in Africa. The result shows that we have no empirical evidence that
Trade Openness (TRDOP) has an effect on the well-being of the people in Africa. Nonetheless, in

model 3, Trade Openness (TRDOP) has a positive and statistically significant impact on Education
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Index (EDUI) in Africa. The result shows that an increase in Trade Openness (TRDOP) will cause
the education index score (knowledge development) to increase at 5% significance level holding
all other things equal. This outcome shows that the increase in Trade Openness (TRDOP) has
favourable effect on the human capital development of Africa. Similar to the results of the model
3 discussed above, the result of model 4 shows that Trade Openness (TRDOP) equally has a
positive and statistically significant impact on Income Index (INCI) in Africa. The result indicates
that an increase in Trade Openness (TRDOP) is associated with an increase in the income index
score at 1% significance level all other things being equal. This result of model 4 as illustrated in
Table 4.7 also suggests that higher openness to trade positively drives the income levels (a descent
standard of living) of the people on the African continent. Contrary to the results of the other three
models analysed above, the result of model 2 shows that Trade Openness (TRDOP) has a negative
and statistically significant impact on Life Expectancy Index (LEI) in Africa. The result indicates
that an increase in Trade Openness (TRDOP) is associated with a decrease in the life expectancy
index score at 1% significance level all other things being equal. This result of model 2 as
illustrated in Table 4.7 thus suggests that higher openness to trade adversely affects the health
status (a long and healthy life) of the people on the African continent. This can be attributed to the
transfer of communicable diseases, expired consumable goods, and other bad styles of living that

are associated with the free of capital across the borders and are inimical to human health.

Polity Index (POLITY?2)

Polity Index (POLITY?2) is measured in "Polity Score™ of the chosen countries. For the purposes
of this study, lower scores (negative) represent autocratic regimes whereas the higher scores

(positive) stand for democratic regimes. From model 1 as illustrated in Table 4.7, Polity Index
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(POLITY?2) has a positive but statistically insignificant impact on HDI in Africa. This result shows
that there is no empirical evidence of the impact of the type of political regime on the overall
human well-being in our sample African countries during the study period. From model 2 as
illustrated in Table 4.7, Polity Index (POLITY?2) has a positive and statistically significant impact
on LEI in Africa. The result shows that an increase in Polity Index (POLITY?2) is associated with
an increase in the Life Expectancy index score at 5% significance level all other things being equal.
This finding suggests that as the polity score of a country on the African continent increases and
thus, its political regime status moves from either autocracy to democracy or weak form democracy
to strong form democracy, the health status of the people is improved. Hence, this current study
finds that African countries with democratic regimes have higher life expectancy with healthier
people relative to those under the autocratic regimes. Likewise, in model 3, Polity Index
(POLITY2) has a positive and statistically significant impact on Education Index (EDUI) in
Africa. The result shows that an increase in Polity Index (POLITY?2) score will cause the education
index score (knowledge development) to increase at 1% significance level holding all other things
equal. This outcome shows that as the polity score of an African country increases and thereby
moving its political regime status from either autocracy to democracy or weak form democracy to
strong form democracy, the educational status of the people is improved on the African continent.
Thus, African countries with democratic regimes are better placed in terms of human capital
development relative to those under the autocratic regimes. Contradictory to the results of the
aforementioned two models, the result of model 4 shows that Polity Index (POLITY2) has a
negative and statistically significant impact on Income Index (INCI) in Africa. The result indicates
that an increase in Polity Index (POLITY?2) is associated with a decrease in the income index score

at 1% significance level all other things being equal. This result of model 4 as illustrated in Table
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4.7 suggests that as the polity score of a country increase and it moves from being an autocracy to
a democracy or from a weak form democracy to a strong form democracy, the standard of living
of the people proxy by their income levels is worsened on the African continent. In effect, African
countries with democratic regimes are found by this study to have a mediocre standard of living
comparative to those under the autocratic regimes. This is justifiable because under the autocratic
regimes almost all the enterprises are state owned and most people are assured of guaranteed jobs

as compared with the situation under the democratic regimes.

Civil Liberty (CLIB)

The Civil Liberties index is used to capture the degree of freedom for political activism which is
an aspect of human well-being since a freedom status is aimed to affect human beings’ mental and
physical conditions. The Civil Liberties rating ranges from 1 (strong liberties) to 7 (no liberties).
Theoretically, a rate of one represents the highest degree of freedom and seven the lowest. Thus,
the lower the rating score the better. From model 1 as illustrated in Table 4.7, Civil Liberty (CLIB)
score has a positive and statistically insignificant relationship with Human Development Index
(HDI) in Africa. However, the result of model 2 indicates that Civil Liberty (CLIB) has a positive
and statistically significant relationship with Life Expectancy Index (LEI) in Africa. The result
shows that an increase in Civil Liberty (CLIB) score will lead to an increase in the life expectancy
index score (a long and healthy life) at 1% significance level ceteris paribus. This implies that
when the civil liberty rating score of countries on the African continent increases and thus, its level
of freedom decreases or moves from “strong liberties” towards “no liberties”, the life expectancy
index score (a long and healthy life) of the people is favourably affected. In other words, when the

civil liberty rating score is falling (indicating a higher degree of freedom), the health of the people

59



is deteriorated. Hence, the finding of this current study argues that African countries with lower
levels of freedom are characterised by healthier life and longer life expectancy relative to those
with higher levels of freedom. Contravention with the results of the above mentioned models, the
result of model 4 also shows that Civil Liberty (CLIB) equally has a negative and statistically
significant relationship with Income Index (INCI) in Africa. The result indicates that an increase
in Civil Liberty (CLIB) is associated with a decrease in the income index score at 1% significance
level all other things being equal. This result of model 4 as shown in Table 4.7 suggests that as the
civil liberty rating score of a country increase and thereby moves its freedom status from “strong
liberties” towards “no liberties”, the standard of living of the people (i.e. their income levels) is
negatively affected. On the other hand, when the civil liberty rating score is falling (indicating an
increase in the degree of freedom), the people will enjoy a higher descent standard of living as the
income level appreciates. Hence, the result of this current study points out that African countries
with higher levels of freedom are known for an improved descent standard of living when

compared with those with lower levels of freedom.

Inflation (INF) proxied by consumer price index measures the annual percentage change in the
general price level of basket of good and service. It is crucial in this study because the general
price levels of goods and services affect the purchasing power of consumers and thus affects the
wellbeing and development. The lower the inflation rate, the better consumers. From model 1 as
illustrated in Table 4.7, the inflation rate has a negative and statistically significant relationship
with Human Development Index (HDI) in Africa. The result shows that an increase in the inflation
rate is associated with a decrease in the human development index score at 5% significance level

all other things held constant. This finding suggests that as the inflation rate of a country on the
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African continent increases and thus, the purchasing power of consumers fall, the well-being of
the people is worsened. In other words, when the inflation rate is falling (indicating an increase in
the purchasing power), the total well-being of the people is enhanced. Hence, this current study
finds that African countries with higher levels of purchasing power have better human
development status relative to those with lower levels of purchasing power. Similarly, the result
of model 2 indicates that the inflation rate has a negative and statistically significant relationship
with Life Expectancy Index (LEI) in Africa. The result shows that an increase in the inflation rate
is associated with a decrease in the Life Expectancy Index (LEI) score at 5% significance level all
other things held constant. This finding suggests that as the inflation rate of a country on the
African continent increases and thus, the purchasing power of consumers fall, the Life Expectancy
of the people reduces. In other words, when the inflation rate is falling (indicating an increase in
the purchasing power), the health status of the people is enhanced. Hence, this current study finds
that African countries with higher levels of purchasing power have better health status relative to
those with lower levels of purchasing power. Likewise, in model 3, the inflation rate has a negative
and statistically significant relationship with Education Index (EDUI) in Africa. The result shows
that an increase in the inflation rate is associated with a decrease in the education index score at
10% significance level all other things held constant. This finding suggests that as the inflation
rate of a country on the African continent increases and thus, the purchasing power of consumers
fall, the human capital development is worsened. In other words, when the inflation rate is falling
(indicating an increase in the purchasing power), the human capital development of the country is
enhanced. Hence, this current study suggests that African countries with higher levels of
purchasing power have higher quality of human capital relative to those with lower levels of

purchasing power. Consistent with the results of the above mentioned three models, the result of
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model 4 also shows that Inflation Rate (INF) has a negative and statistically significant relationship
with Income Index (INCI) in Africa. The result indicates that an increase in the inflation rate is
associated with a decrease in the income index score at 10% significance level all other things
being equal. This result of model 4 as shown in Table 4.7 suggests that as the inflation rate of a
country increase and thereby reduces the purchasing power of consumers, the standard of living
of the people (i.e. their income levels) is negatively affected. On the other hand, when the inflation
rate is falling (indicating an increase in the purchasing power), the people will enjoy a higher
descent standard of living as their real income level appreciates. Hence, the result of this current
study holds that African countries with higher purchasing power (low inflation) will experience
improved descent standard of living when compared with those with lower purchasing power (high

inflation).

4.4.3 Impact of FDI on human development in the presence of developed financial markets

Due to the fact that FDI may not have an independent impact on human development in the host
country as analysed in the preceding section, we have tried to investigate the impact of FDI on
human development in the presence of developed financial markets. To achieve that, we interacted
FDI with Financial Development (FDI*FDEV). This is of particular interest because the level
financial market development can influence how FDI impacts on human wellbeing in these

recipient countries.

The results in table 4.8 illustrates the marginal impact of foreign direct investment net inflows per
capita on each of the dimensions of human development (i.e. health, education and income) in the

presence of developed financial sectors.
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Table 4.8: Interactive effects between FDI and financial development on human development

HDI(1) LEI(2) EDUI(3) INCI(4)
FDI -0.000049*** -0.000075*** -0.000060***  0.000192***
(-3.93) (-3.80) (-3.14) (7.33)
FDEV 0.027411%** 0.065319%** 0.013515%*  0.060790%**
(6.85) (10.36) (2.20) (7.13)
FDI # FDEV 0.000071*** 0.000054 0.000126%** 0.000096*
(2.87) (1.38) (3.30) (1.77)
LogGDPPC 0.081263*** 0.047468*** 0.081929%**
(42.83) (15.64) (27.78)
GCF 0.124631%** 0.373604*** -0.019900 0.250399%**
(5.74) (10.94) (-0.60) (5.34)
TRDOP 0.006629 -0.019501%* 0.033578***  0.044899%**
(1.14) (-2.13) (3.77) (3.57)
POLITY?2 0.000565 0.001414* 0.004644***  -0.008268***
(1.20) (1.92) (6.47) (-8.13)
CLIB -0.000762 0.009275*** 0.002275 -0.027004%*%*
(-0.41) (3.14) (0.79) (-6.65)
INF -0.000001 -0.000002 -0.000001 -0.000009*
(-0.03) (-0.43) (-0.01) (-1.67)
Constant -0.115322%** 0.119535%** -0.201031%**  0.492678***
(-7.06) (4.61) (-7.97) (20.55)
No. of Obs. 1,026 1,026 1,026 1,026
R-Squared 0.7737 0.4582 0.5943 0.2772
F Statistic 33212.26%** 823.67*** 1390.91%** 393.43%**
(P-value) (0.0000) (0.0000) (0.0000) (0.0000)
Marginal Effect 0.000022 -0.000021 0.000066* 0.000289%**

Note: Human Development Index (HDI) is a measure for overall human well-being, Life Expectancy Index
(LEI) is a measure for a long and healthy life, Education Index (EDUI) is a proxy for access to knowledge,
Income Index (INCI) is a measure for a descent standard of living, Foreign Direct Investment (FDI) is the
net FDI inflows divided by the population, Log GDPPC is the logarithm of Gross Domestic Product Per
Capita, Gross Capital Formation (GCF) is a proxy for domestic investment, Trade Openness (TRDOP) is
the sum of import and export scaled by GDP, Polity Index (POLITY2) measures the type of political regime,
Civil Liberty Index (CLIB) measures the freedom status of a country, Inflation (INF) is the consumer price
index, Financial Development (FDEV) is private credit as a percentage of GDP. *** ** and * indicate
stationary at 1%, 5%, and 10% significance levels, respectively.
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From Table 4.8 above, we display the results of the four models that include the interaction term
between foreign direct investment and financial development. The results therefore include the
marginal effect of FDI when it is conditioned on the level of the financial development of the host
country. From our previous discussions (see Table 4.7), we ascertained that FDI has independent
negative and significant impact on HDI, negative and significant impact on LEI, negative but
insignificant impact on EDUI, and only has a positive and significant impact on INCI
independently. From the results in table 4.8, we find that the impact of FDI interacted with
Financial Development is positive on the four indicators of human development (i.e. HDI, LEI,
EDUI, INCI). We find that marginal effect of FDI on the indicators, conditioned with developed

financial markets are all positive except LEI in model 2 which is still negative but has improved.

The coefficients of the marginal effects of FDI for each of the four Human Development indicator

is as follows:

HDI = -0.000049 + 0.000071(Financial Development) = 0.000022 when Financial Development

is 1 representing Developed Financial Markets

LEI = -0.000075 + 0.000054(Financial Development) = -0.000021 when Financial Development

is 1 representing Developed Financial Markets

EDUI =-0.000060 + 0.000126(Financial Development) = 0.000066 when Financial Development

is 1 representing Developed Financial Markets

INCI = 0.000192 + 0.000096(Financial Development) = 0.000289 when Financial Development

is 1 representing Developed Financial Markets

Comparing the coefficients of the marginal effects of FDI above to the coefficients of the

independent effects of FDI as seen in table 4.7 earlier, we find great improvement in the
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performance of FDI in terms of its impact on human development. This means that FDI inflows
contribute to human development achievement better in countries with developed financial
markets than in countries with less developed financial markets. Independently, FDI has a negative
impact on HDI and EDUI, but in the presence of strong and developed financial markets, the
impact of FDI on each of these two indicators has become positive (see the marginal effects). In
the case of Life Expectancy Index (LEI), the impact of FDI is still negative but has reduced
tremendously. This is an indication that developed financial markets reduce the negative impact
of FDI on Life Expectancy of the people. This is thus, an improvement. Talking about Income
Index (INCI), both the independent impact and the marginal impacts are positive and significant
at 1%. However, the coefficient of the marginal impact is greater than the coefficient of the
independent impact. This shows that developed financial markets increase the positive impact of

FDI on Income Index, which exhibits an improvement.

The results of the control variables are largely similar in both instances.

4.5 Chapter Conclusion

This chapter provided a detailed investigation into the link between FDI and human development
index and each of the three dimensions of human development such as health, education and
income as well as the direction of the impact of FDI on these four development indicators for 52
African countries for a period of 28 years (1990 — 2017). Descriptive statistics and Pearson
correlation matrices are used to summarise the data for easy presentation and analysis. An
empirical analysis of the data has been carried out in this current study. The results from the
seemingly unrelated regression estimation technique showed that, FDI has a negative impact on

Human Development Index, Life Expectancy Index, and Education Index. In the contrary, FDI is
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found to have a positive impact on Income Index. We also found that in the presence of developed
financial markets, the impact of FDI each of the four human development indicators has improved
immensely. The chapter also delved more into other factors in African that can influence human
development achievement including gross domestic product per capita, gross capital formation,
trade openness, the type of government regime (democracy or autocracy), freedom status of the
country, inflation, and the financial sector development. The study found that gross domestic
product per capita has a positive and statistically significant impact on HDI, LEI and EDUI in
Africa. The results also suggest that gross capital formation (domestic investment) has a positive
and statistically significant impact on HDI and each of its three dimensions. Empirical evidence
was also established that democratic regimes are favorable environment for the achievement of
human development in Africa. Similarly, we ascertained that free countries would perform better
in terms of human development achievements than countries that are not free, and countries with
high purchasing power (low inflation) are more likely to do well in terms of human development
achievements. Finally, a growth in the private credit (financial development) is found to have a

positive association with all the dimensions of human development under consideration.
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Chapter Introduction

In this final chapter of our current research, we present a brief summary of the results of the study,
the conclusions obtained from the results of the research work based on the empirical analysis that
has been conducted to assess the effects of FDI on every one of the four human development
dimensions through the use of the seemingly unrelated regressions technique. This section
additionally makes relevant recommendations for policy implementations and also makes

proposals or suggestions to guide future researchers.

5.2 Summary of Key Findings

For confirmation or rejection of the earlier claims about the impact of Foreign Direct Investment
(FDI) on Human Development (HD) in Africa, an analysis of FDI relationship and its role on
Human development achievement is undertaken on the African continent with 52 African nations
for 28 years (1990 — 2017) using FDI as the independent variable and Human Development Index
(HDI), Life Expectancy Index (LEI), Education Index (EDUI), and Income Index (INCI) as
dependent variables, one for each of the four models. Economic variables such as Gross Domestic
Product Per Capita (GDPPC), Gross Capital Formation (GCF), Trade Openness (TRDOP),
Inflation (INF), and Financial Development (FDEV) are used as control variables. For realities of
the political landscape and the varying political regimes on the African continent, two special
politic control variables have been added; Polity Index (POLITY?2) and Civil Liberty rating
(CLIB). These variables have been selected based on the role they play directly or indirectly

through a mechanism to influence human development in Africa. An empirical methodology has
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been applied. The Seemingly Unrelated Regression (SUR) estimator was used to estimate the four
models jointly as a system of equations for the analysis of each of the four human development

indicators. The results from the SUR estimation technique include the following:

We found that, FDI has a negative impact on Human Development Index in Africa. This means a
growth in FDI inflows worsens the overall well-being of the people in Africa. This is not surprising
because most of the foreign direct investment that flow into the African continent do not create a
better environment for human abilities (health and knowledge) enhancement (Yahouedeou et al.,

2018).

We also found that FDI negatively impacts on health Index on the African continent. This finding
suggests that as more and more FDI, the more the health of the people deteriorates and the shorter
their life span. This could be attributed to the externalities associated with FDI such as pollution.
This is consistent with the finding of Herzer and Nunnenkamp (2012). FDI could help improve
health conditions in the host economies if foreign firms not only paid higher wages than domestic
firms but also provided their employees with better social services and safer workplaces. In
addition to such direct effects within firms, economy-wide indirect effects on health could follow
from FDI-induced growth to the extent that higher average incomes result in more demand for
health services. Waldmann (1992) argues that health care is a superior good and should not be
taken for granted. Nevertheless, positive health effects of FDI can be achieved in the presence

robust financial intermediaries.

Similarly, we found that FDI negatively affects Education Index in Africa. This finding points out
that an increase in FDI inflow usually in the extractive industry, attracts the youth into the casual
jobs offered by these MNC:s to the detriment of their education. Thus, FDI inflows inversely affect

human capital development in African. This is particularly the case because foreign direct
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investors are purely profit minded and do not consider their social responsibilities for human
development through participation in education sector facilities construction thus, helping African

governments who sometimes lack financial resources to fulfil these social obligations.

On the contrary, FDI was found to have a positive impact on Income Index. This finding is evident
that FDI inflows in Africa leads to the creation of jobs for the people and thus increase their income
levels. This therefore increase their purchasing power and improves their standard of living. FDI
positively affects economic growth by stimulating domestic investment and facilitating technology

transfer in the host country.

We found great improvement in the performance of FDI in terms of its impact on human
development in the presence of developed financial markets. This means that FDI inflows
contribute to human development achievement better in countries with developed financial
markets than in countries with less developed financial markets. Independently, FDI has a negative
impact on HDI and EDUI, but in the presence of strong and developed financial markets, the
impact of FDI on each of these two indicators has become positive. In the case of Life Expectancy
Index (LEI), the impact of FDI is still negative but has reduced. This is an indication that developed
financial markets reduce the negative impact of FDI on Life Expectancy of the people. When it
comes to the Income Index (INCI), both the independent impact and the marginal impacts are
positive but the marginal impact is greater than the independent impact. This shows that developed

financial markets increase the positive impact of FDI on Income Index.

This study also considered some economic and political factors in Africa that are capable of
influencing human development achievement including GDP per capita, GCF, trade openness, the
type of government regime (democracy or autocracy), freedom status of the country, inflation,

financial development. The study found that GDP per capita is a positive drive for human well-
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being improvement, life expectancy, and education development on the Africa continent. Gross
capital formation (domestic investment) was also found to positively influence human
development and each of its three dimensions in Africa. We also found that more openness to trade
is a vehicle that boost human development achievement, educational status and income levels in
Africa. Empirical evidence was also established that democratic regimes are favourable
environment for the achievement of human development in Africa. We ascertained that free
countries would perform better in terms of human development achievements than countries that
are not free. Finally, our results reveal that in the presence of a strong financial sector, FDI would

positively impact on the achievements of human development.

5.3 Conclusion of the Study

Human Development Index (HDI) is known to be multifaceted comprising income, health and
education which translates to the overall human development status. Our work sought to explore
the relationship between FDI net inflows and overall human well-being as well as each of its
dimensions. The study further estimated the contribution of FDI not only in the achievement of
the overall human well-being status but also on each of its facets such as the health status, the
education level and the income level for policy targeting purposes. Interestingly, our results
showed that FDI positively contributes to improvement in the income level (standard of living).
This positive impact of FDI can be attributed to its economic role in the growth of the real income

of the people, and this agrees with findings of the work of Nkechi (2013).

On the other hand, we found that FDI negatively impacted the life expectancy and education
variables, which therefore translated into its negative impact on the overall welfare index (HDI).

In the presence of a developed financial sector, FDI was found to positively impact on all aspects
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of human development as well as the overall index. Bearing in mind the social aspects of human
development and taken into accounts the health index (LEI), the education Index (EDUI) and the
overall human development index (HDI) in relation to the economic role of FDI, the existing
negative impact of FDI on LEI, EDUI, and HDI in Africa could be justified by the absence of
FDI’s social responsibility (schools and hospitals facilities construction) or the presence of some
FDIs which do not really contribute to the individual and national real income as purported in the
literature. In order words, most of the FDI received by the continent may be industry and services
oriented with lack of the social responsibility aspect which directly contribute to human
development improvement. These findings provide empirical evidence that FDI does not directly
and instantaneously satisfy the health-care, education or social needs of the people on the African
continent. Hence, despite the positive role of FDI towards human development achievements
through the economic means in the presence of a well-developed financial sector, it still needs to
create favourable social conditions for human development promotion in terms of the health and
education on the continent. This is because income is just one aspect of human development and
its improvement alone is not enough to drive the needed impact on the sustainable development
achievement on the African continent as targeted by the SDGs agenda 2030. Also, it is important
to acknowledge that the growth of an economy is just a means to the achievement of human
development and not an end in itself. This probably explains why we found that FDI has a positive
impact on all the aspects of human development in the presence of strong financial systems. This
overall positive impact may only be achieved after FDI inflows pass through the transformation
mechanisms in the host economy financial sector including the banks and the non-bank financial

institutions.
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Finally, concerning FDI participation in the sustainable development goals (SDGs) agenda 2030
achievements on the African continent, this current study using the overall human development
index (HDI) concluded that FDI negatively impacts on social sustainable development
achievement in Africa and thus, on its SDGs achievements. It added that, it would only take
countries with good policies, vigorous economic systems, and strong financial institutions
(developed financial markets) to translate the positive impact of FDI on the growth in income
levels into favourable impact on the social aspects of human well-being. Hence, so as to reap these
positive benefits of FDI in the process of achieving SDGs especially from human development
standpoint, proper measures and targeted policies have to be put in place by the host governments

to influence the FDI inflows in order to derive the intended social benefits.

5.4 Recommendations for Policy Makers

Human development is found to be multidimensional encompassing the health status, the
knowledge development (quality education status), and income status (a decent living standard).
The limited literature on FDI’s social achievement in contributing to human development
motivated the current research to focus on the dimensional role played by FDI in the achievements
of human development. Following from our findings, African countries need to consider targeted
economic and social measures and policies to attract socially oriented FDIs that will contribute
positively to the achievement of sustainable human development. The following recommendations

were proposed:

The host governments should enact and implement a law that will require industrial or services
oriented FDI to give out 10% of their after tax profit to finance social amenity projects in the local

communities where they operate. This will serve as their mandatory corporate social
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responsibilities for human development through their participation in education or health sector

facilities construction.

The host governments should grant tax exemptions to only social-oriented FDIs especially those
pairing with the Sustainable Development Goals that are targeting human development
achievement. These tax exemptions should be granted to companies that are able to furnish the
revenue authority with proper documentation confirming that not less than 30% of their profit
before tax for a particular year under review has been voluntarily channeled to support a worthy
social course in the host country that is able to create a better environment for human abilities

(health, knowledge and better life living) enhancement.

The host government should establish a special purpose agency to monitor FDI activities in the
country. This government agency should be mandated to ensure national accountability of FDI
inflows contribution to human development in the host African country. In this way, African
countries would play an active role in their population human development purposely by creating
pre-conditions to facilitate FDI better achievement on the matter human wellbeing. This
government agency should create periodical evaluation on the human development status in

purpose to have an idea about the social needs of their population.

To prevent the exploitation of the local folks by foreign companies, the host governments should
ensure a minimum wage pairing with social realities of the host countries to be paid by investors.
This will help the economic agent to have an average income to cover it health, his education or
child education and satisfy is others basic need for its well-being satisfaction. The minimum wage

law should strictly enforced by the labour commission of the host country.
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5.5 Limitations and Recommendations for Future Studies

Notwithstanding the empirical methodology used to obtain the present results, it is imperative to
note that the present study had some limitations. The African countries have been studied as a
whole without considering the sub regional differences. Also, the Happiness Index which an
emerging indicator of human wellbeing that is much attention in development economics has not
been included in this current study. Thus, for further studies should attempts to conducted a study
that will investigate the regional impact of FDI in Africa on each of the human development
dimensions used in this current study. Future studies should control for income inequalities in

Africa and also consider the Happiness Index as one of wellbeing indicators.
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