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Abstract  

It has been observed by previous studies that foreign direct investment play a 

determinant role in the growth of an economy both in developed and developing 

countries. It has equally been established that entrepreneurship is key to the long-run 

growth enjoyed in most developed countries. The idea behind this thesis is to 

investigate whether foreign investments in harmony with entrepreneurial spirit in the 

host countries would play a more significant role. The aim is therefore, to search for 

the effect of the interaction between foreign direct investment inflow and the 

entrepreneurship on the economic growth in the sub-Saharan African region. A cross-

sectional regression of data from 2005 to 2013, over a sample of 37 countries is 

carried out, where Institutional and macroeconomic indicators are held as control 

variables. A sketch of possible reasons behind the bad economic situation is 

illustrated in the beginning, followed by the empirical analysis. The empirical analysis 

made using OLS regression shows FDI to be significantly positive, while the 

entrepreneurship proxy variable turns out to react unexpectedly. This is not in 

harmony with the Grossman and Helpman innovation based growth model used in the 

thesis. Nevertheless, the regression finds a negative but not significant effect of the 

interaction between FDI and entrepreneurship on economic growth. Institution 

sensitive variables and macroeconomics variables show expected impact on economic 

growth. The ease of doing business, rule of law, external debt ratio and government 

expenditure are proven to enhance economic growth. 

  

Key words: foreign direct investment, entrepreneurship, economic growth, sub-

Saharan Africa     

 

  



i 

 

Table of contents  

1. Introduction      1 

1.1 Background     1 

1.2 Objective of the study     4 

1.3 Problem statement     4 

1.4 Methodology     5 

1.5 Limitation      5 

1.6 Structure of the thesis     6 

2. Definitions     6 

3. Previous studies     8 

4. Theoretical discussion      11 

4.1 Theories of growth     11 

4.2 Theory of FDI     12 

4.3 Grossman – Helpman growth theory    13 

4.4 Summary      15 

5. Empirical analysis     16  

5.1 Motivation     16 

5.2 Regression model      17 

5.2 Symbols and definition of variables    18 

5.3 Data and regression analysis    24 

5.4 Interpretation of the result    26 

6. Concluding note     29 

7. References      31 

8. Appendix       34 

 



ii 

 

Graphs, tables and other figures  

Graph 1.1 FDI inflow USA vs. SSA     3 

Table 5.1 Regression variables    18 

Table 5.2 Summary statistics    23 

Table 5.3 Regression result    24 

Table 8.1 Countries in the sample    30 

Table 8.2 Average data      33 

Graph 8.1 Average rate of growth    34 

Graph 8.2 Cost to set up a business    35 

Table 8.3 Correlation matrix    36 

        

       

 

 

 

 

 

 

 

 

 

 

 

 

 



1 

 

1. Introduction 

Production in a given economy results from the combination of factors that include 

labor, capital and land. Basically, any additional input to any of the factors affects the 

aggregate production in a positive way. In that sense, foreign direct investment inflow 

is an ingredient to promote production and thereby economic growth. One among 

multiple ways for foreign direct investment (FDI) to boost the aggregate production, 

is to grow the volume of disposable capital, for potential entrepreneurs in the 

destination country, if the right tools are in place. The other way linkage is also 

possible, i.e. appropriate platform for local entrepreneurs to appear and act in the 

country of destination, can upgrade the effect of FDI on aggregate production. An 

investigation of the latter interaction and consequently its contribution to economic 

growth is the purpose of this thesis. In the genesis of my thesis I find it appropriate to 

give a background of the economic growth, as well as FDI inflows to the sub-Saharan 

Africa region (SSA).   

1.1 Background  

The global economy has been experiencing a sustainable growth in general, despite 

some cyclical headwinds. The rate of growth of the Gross Domestic production 

(GDP) is unevenly spread across the globe; countries in different regions and 

continents have performed differently. For instance, the USA has grown at an average 

rate of 3.4 percent between 1960 and 2000, whereas the mean per annum growth of 

sub-Saharan Africa in the same period was only 0.6 percent (Barro & Sara-i-Martin 

2004). Although this 2.5 percent differential may seem trivial, it has huge 

consequences over time. Likewise the per capita income growth only counted for 1 

percent between 1960 and 2012, partly due to a galloping demographic growth of 3.8 

percent (World Bank). Among other reasons behind the enormous differences in 

productivity, is the combination of capital stock, labor and level of technology, but 

also the role of the entrepreneur in the respective economies. Therefore FDI is the 

channel that allows for mobility of capital and technology between countries (Barro 

1991). Generally, countries located below the Sahara desert have performed worst in 

this area too. They have shined for their incapacity to attract and retain FDI. In fact, 

the share of FDI to sub-Saharan Africa has stagnated to a level of 1 to 2 percent under 

the postcolonial era, only to grow to a modest 5 percent in the 2000’s (World Bank). 
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On the entrepreneur level motivated by self-economic profit, entrepreneurs seized 

opportunities and started business ventures with the help and protection of an 

adequate legal and institutional frame in the US (Fried and Taner 2009). This self-

profit drives more people into business, creates competition and therefore better deals 

for the customers. In other words, interest of the society as a whole is a consequence 

of self-economic profit1. Inversely, where legal protection is insufficient and 

institutional cadre is obsolete, private enterprise will be limited and people will rather 

tend to be employed. Since this form of activity is more or less secured. The role of 

decision makers in the sub-Saharan Africa in setting up proper legislation to promote 

entrepreneurship has been extremely poor compared to other regions of the world. 

A number of reasons behind the poor situation the region finds itself in are worth to 

be underlined. Political instability is often mentioned as a drawback to economic 

growth. The high incidence of wars and military implications in political processes 

are typical causes of instability. For instance, 203 successful and attempted military 

coups occurred in sub-Saharan Africa between 1960 and 2010 (Ncube and Ben Barka 

2012).  

Macroeconomic instability is another reason and is generally characterized by the 

currency crashes, high inflation, and budget deficit (Dupasquier & Osakwe 2006). 

Historical facts from slave trade to colonization and systematic looting whose 

negative impacts on growth rates have been calculated (Nunn 2007). Although Nunn 

stresses that the findings cannot be considered as conclusive evidence, his study’s 

conclusions speak for negative relationship between the number of slaves exported 

from a given country and its economic performance.  

Scholars raise the lack of economic diversification and low absorptive capacity as a 

consistent reason for why economies fail to attract and retain FDI (Adams 2009). In 

fact, only 4 of 10 children of age to attend secondary school actually attend school 

(World Bank).  

Finally, there are institutional aspects which contribute negatively to the creation of 

an environment propitious to investment and entrepreneurship. These are; the 

                                                 

1 Adam Smith’s invisible hand 
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omnipresence of corruption in all sectors of life and the obstacles to entry for new 

firms in the region’s economies. Not a single African country ever appeared on the 20 

best scorers on the Transparency International’s corruption perception index, since the 

non-governmental organization started to include developing countries in 1997 ( 

transparency). The cost of entry for new firms is seen as an obstacle too. Indeed, the 

ratio of the cost of entry to 1997 GDP per capita was found to be higher in Africa than 

in Asia. It reaches 133.4 percent in a country like Burkina Faso. (Dupasquier & 

Osakwe 2006)  

Broadly, this thesis investigates whether the FDI inflow added to a suitable climate 

for entrepreneurial might impact positively the economic growth in economies 

forming my sample of study.  

Graph 1.1 FDI inflows US versus SSA 

 

Table 1.1 displays foreign direct investment net inflow in United States and in sub-Saharan Africa 

between 1990 and 2009 expressed in trillion of American dollars. As best, US economy attracted 

foreign direct investment valued close to 350 trillion, while sub-Saharan Africa achieved at most 40 

trillion dollars. Nonetheless the tendency is on the rise as FDI inflows in sub-Saharan Africa doubled 

between 2005 and 2008     
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1.2 Objective of the study 

FDI is an important part of the private investment driving economic growth in 

developed countries. Entrepreneurship whether seen as a revolutionary finding or as 

an approach to management that can apply to a firm, is key to economic development 

as well. It contributes through job creation and know-how spillover. Sources. 

Investigate not only if it is the case in SSA for each variable separately but also 

interaction between them. The aim of this work is to study the contribution of the 

interaction between the FDI inflows and the entrepreneurship to the economic growth 

of countries located south of the Sahara desert. I will discuss whether changes in the 

entrepreneurship level are important in the way foreign direct investment leverage 

economic growth.  

1.3 Problem statement 

Does an interaction between foreign direct investment and entrepreneurship 

contribute to economic growth in sub-Saharan Africa?  

1.4 Methodology  

An ordinary least square analysis of the cross-sectional data will be conducted. The 

empirical analysis regards the real per capita growth rate which will be related to three 

kinds of independent variables. The first variables are related to entrepreneurship, FDI 

and the interaction between these two. The second are related to the institutional and 

legal framework together with those tied to the environment in the business sphere, 

both depending particularly on decision makers’ will and choice. The third variables 

are linked to the economic health, which are the so-called macroeconomics indicators 

of the nation in consideration. Technically, the regression will be carried out as 

follows: rate of per capita GDP growth is considered as the variable to define, 

whereas the ratio of FDI to GDP and the cost to start a business will constitute the 

variables of interest in the first model. In the second model, the interaction between 

the above mentioned independent variables will come into the regression. A 

mathematical equation of the interaction effect between FDI and entrepreneurship is 

provided at the end of this section. Model number three will bring the climate of 

conducting business and the magnitude of corporate tax into action, i.e. the ease of 

doing business, corporate tax as a percentage of the net profits and the rule of law. 



5 

 

The fourth and final model, will take in account the way the economy is managed on 

an aggregate level. The variables in the fourth model are: the initial GDP per capita, 

the gross domestic capital formation, the external debt to GNI and the government 

expenditures.  



Z
X

Y

ENTRPRFDIENTRPRFDIgrowthGDP

ZXZXY

31

)*(321

*











  

 

 

1.5 Limitation  

The thesis is limited in time and space. SSA is a geographical space comprised of 47 

or 49 countries located south of the Sahara desert, depending on either both Sudan 

and Djibouti are included. Culturally and linguistically they are located in north-

Africa, but from a geographical point of view which was the criteria I retained, they 

are part of the sub-Saharan Africa. Some observations pertaining namely Burundi, 

Cape Verde, Djibouti, Equatorial Guinea, Guinea Bissau, Liberia, Namibia, Sao Tome 

and Principe, Somalia, South-Sudan, Sudan and Zambia had to be in the process, 

which automatically reduced the number of observations to 37. From a time 

perspective I covered the period from 2005 through to 2013 for all the variables 

except two2, partly because of deficiency in reliable data from the sources and limited 

time allocated to the research. Since entrepreneurship is difficult to define and even 

more difficult to compute, similarly to the literature, another variable (the cost to set 

up a business), has been used as proxy for entrepreneurship. However, one has to bear 

in mind that the proxy variable will not be able to count for the otherwise numerous 

informal business activities, as they are very difficult to quantify (Munemo 2014). I 

do not expect to draw absolute exhaustive conclusions at the end of the study, since I 

                                                 

2Ease of doing business data available from 2009 & initial per capita GDP reference year 2005 
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am aware of that business friendly environment cannot give birth to numerous start-

ups alone but adequate financial institutions are required too.  

1.6 Structure of the thesis 

At this point a description of the skeleton of the thesis is required. The next section 

will consist of definitions of key concepts namely foreign direct investment, 

entrepreneurship and economic growth. Section three is one of previous studies 

related to my hypothesis, here empirical findings as for the impact of the FDI on 

economic growth will be reviewed. Section four will be about theoretical discussion, 

innovation-based growth model by Grossman and Helpman as well as a theory about 

FDI will be talked about. Empirical analysis and data constitute the fifth section, it 

will approach and motivate the type of regression used, different variables and data 

considered in the study. Interpretations of the result are also expressed here. Eventual 

problems and difficulties experienced during the process will be discussed. Section 

six is of concluding notes, here, results of the analysis are presented and the answer to 

the problem statement discussed. The references and the appendix are found at the 

end of the thesis under section seven and eight respectively. 

 

2. Definitions 

Mainly used concepts throughout the thesis are: economic growth, foreign direct 

investment and entrepreneurship. 

2.1 Economic growth   

Economic growth involves increasing the capacity of an economy to satisfy the wants 

and needs of its inhabitants i.e. the growth in human welfare (Van den Berg). Since 

there is no agreement on exactly how to measure the individual welfare, economic 

growth is rather defined as an increase in the capacity of an economy to produce 

goods and services, from one period in time to another, generally a year. Economic 

growth can be measured in nominal terms, where inflation is taken in account or in 

real terms where it is adjusted for inflation. However, more arguments among 

economic scholars and practitioners refute the use of the per capita economic growth 

as a measurement of a country’s welfare.  
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2.2. FDI 

FDI is defined by the Organization for Economic Co-operation and Development 

(OECD), as a cross-border lasting investment by a resident enterprise (direct investor) 

into an enterprise resident of another economy (OECD fact-book 2013). The objective 

is to establish a long-term relationship between the direct investor and the enterprise 

while gaining a degree of influence in decision making over the latter. The elementary 

principle is at least the control of 10 percent of voting power. According to the same 

organization, elements of control and long-run relationships constitute the main 

distinction between FDI and portfolio investments that are generally short-term and 

passive investments. Generally, an automatic control of a firm occurs as soon as one 

controls either the technology or the management. 

In the economic jargon, the direct investor’s country of residence is referred to as the 

source country while the residence country of the receiving enterprise is called the 

host country. Furthermore, an enterprise that has facilities and assets in another 

country is defined as a multinational enterprise (MNE). 

2.3 Entrepreneurship 

Entrepreneurship is a difficult concept to define for scholars and when they do; 

definitions differ depending on the scholars’ field of specialty. According to Peneder 

(Peneder 2009), researchers in business strategy would define the entrepreneur 

through a behavioral perspective while scholars in economics would rather focus on 

the entrepreneur role to change the economic environment for the better. Nevertheless 

the most complete definition in my view is that of Casson (Casson 1982) “an 

entrepreneur is someone who specializes in taking judgmental decisions about 

coordination of scare resources”. Here judgmental decisions are those adding 

something positive to the already existing order, be it innovation of a new 

product/service or a new way to organize production. Entrepreneurs create wealth for 

themselves and provide job opportunities; and by doing so, they not only improve the 

wellbeing of the employees but also extend the tax base for the authority. In a society 

where institutions provide space and protection to free enterprise, long-run economic 

growth is an evident outcome. The Grossman & Helpman theory explained in the 
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theoretical section shows how such legal environment is a key tool in the emergency 

of an endogenous growth. 

 

3. Previous studies 

Empirical evidence as for the effect of FDI on domestic production and growth is 

mixed. Studies have shown positive relationships between FDI and economic growth, 

although at different levels. Both robust and less robust evidence for FDI having a 

positive impact on growth, have been found. In fact De Mello (1999) and Ehimare 

(2011) found both a positive but non-significant effect of FDI on economic growth, 

whereas Gui-Diby (2014) found a positive impact of the FDI on African countries’ 

economic growth. Similarly Munemo (2014) concluded that FDI plays a positive role 

seen in a combination with entrepreneurship.  

A review of the empirical literature shows that De Mello (1999) in a study entitled 

foreign direct investment-led growth: evidence time-series and panel data, analyzed a 

sample of both OECD and non-OECD countries in the period 1970-90 using time-

series and panel data for FDI contribution to economic growth. Surprisingly he found 

that FDI accounts for a positive impact in non-OECD countries or laggard countries 

in technology, as he labels them. He admits that, the clear-cut difference of this 

impact observed within these countries may be attributed to country-specific factors. 

These are among, political stability and political risk that could not be captured in a 

time-series and panel data.  

Likewise, Ehimare (2011) using an ordinary least square model analyzed the 

influence of growth determinant variables, the balance of payment, inflation, 

exchange rate on FDI inflow to Nigeria between 1970 and 2001 and also the input of 

FDI on the growth of Nigeria’s economy. He came to the conclusion that FDI had a 

positive but statistically insignificant effect on GDP. He also noticed that inflation had 

no significant impact on FDI, while exchange rates had a positive impact in attracting 

foreign direct investments. Similarly to Akinlo’s previous findings in 2004 (Akinlo 

2004), Ehimare acknowledged that foreign direct investment’s privileged destination 

was the oil industry. Finally the study recommends institutional reforms in order for 

Nigeria to attract FDI to other economic sectors.  
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Literature about FDI and domestic investment has been reviewed as well. Keshava ( 

Keshava 2008), in an attempt to measure the input of FDI on economic growth, he 

proceeded with a comparative analysis of the effect of FDI together with gross 

domestic investment, human capital and labor force on India’s and China’s 

economies. He found both variables to be positive, but domestic investment turns out 

to be more effective than FDI in promoting growth. In fact, the model of the study 

shows that a 1 percent increase in gross domestic investment leads to a 0.5 percent 

growth of gross domestic product (GDP), while a 1 percent increase in FDI brings 

about 0.12 percent increase in GDP.  

Gui-Diby (2014), basing on a panel data for a sample of 50 African countries, studied 

the potential significant impact of the FDI on economic growth for the period 1980-

2009 dividing it in several periods of five years each. Thus making the number of 

observations total 300. Beyond using the logarithmic value of the gross domestic 

production per capita, converted to purchasing power parity (PPP) at 2005 constant 

prices as the dependent variable. The ratio of the foreign direct investment to GDP at 

current prices as the independent variable of interest; he considered the government 

consumption in percentage of PPP-converted GDP at current prices, the logarithm of 

the population size, the gross secondary school enrollment ratio and a proxy variable 

representing the domestic level of investment as control variables. The results of the 

study underlines a positive and significant impact of FDI on economic growth for the 

entire period, but observed a negative effect during the period 1980 to 1994 due 

essentially to weak economic links between the multinational enterprises (MNE) and 

local firms and the latter’s low capacity to raise the necessary capital to launch 

production; and a positive leverage from 1995 to 2009 that can be explained 

particularly by the improvement of the business environment.  

Starting from the assumption that creation of new businesses is a prominent element 

of entrepreneurship, a panel data study between 2004 and 2009 investigated a sample 

of 92 countries over the impact of cost of starting a business, corporate taxes and 

governance on the number of new entries (Klapper and Love 2010). The result of the 

empirical effort to define exactly how much the reduction of the cost impacts 

positively on new entries, shows that a 40 percent reduction in the cost of procedures 

doesn’t impact significantly the number of new entrants. Also that economies with 
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less friendly business climate need larger reforms to boost activities in the private 

sector through firm creation and thereby enhancing economic growth (Munemo 

2011).  

Equally, Munemo (2014) demonstrated how the effect of FDI on domestic capital 

formation is double-faced and is conditional to the number of regulations to entry. 

Using an ordinary least square estimation over a sample of 137 heterogeneous 

countries during the period 2000-2009, he came to the conclusion that, FDI inflows 

lead to crowding-out on domestic investment in countries with the highest and most 

costly entry regulations, while a crowding-in effect was observed in the opposite case, 

hence enhancing domestic investment and stimulating growth. Furthermore he 

observed a negative relationship between the measure of entry regulations and the 

GDP per capita of the observed countries. While the overall average cost of starting a 

business as a ratio to GDI per capita is of 11.25% in the OECD countries and non-

OECD high-income countries, it climbs to 62.94 % in the middle-income countries 

and peaks to 219.39 for countries in the bottom quartile of GDP per capita. In the 

empirical part of the study, domestic capital building constitutes the dependent 

variable, focal independent variables which are; the FDI to GDP and the official cost 

of business start-up procedures as a percentage of the GDI per capita used as a proxy 

for the level of entrepreneurship, while the cost of capital and inflation are the 

controlled independent variables.  

In general, numerous studies about the outcome of FDI on economic growth, have 

been conducted leading to mixed result. However, until recently few of them had 

observed the sub-Saharan Africa region. The reason behind this is, the region has 

experienced a modest and at times shrinking growth for a number of decades.  

After the review of the literature regarding the FDI impact on economic growth in 

accordance with the theoretical tools about FDI and economic growth available, I opt 

to contribute by investigating the effect of the interaction between FDI and the 

entrepreneurship on the economic growth of the countries in sub-Saharan Africa. By 

the means of entrepreneurship-led growth model by Grossman and Helpman, I will 

illustrate how the number of entrepreneurs affects positively the aggregate production. 

Therefore, it is crucial for the economies in the region to create suitable environment 

for enterprise creation and development. Using statistical interaction, I will try to 
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seize FDI input on national production as a function of the level of entrepreneurial 

spirit. In accordance with previous research, the present will combine a theoretical 

discussion with an empirical analysis. The approach in this thesis resembles neither 

De Mellos (1999) nor Ehimare’s (2011) as explained above. It is rather related to Gui-

Diby’s, in that it treats countries in the similar geographical area, almost all belonging 

to the same category of least developed countries (LDC). It resembles even more a 

previous study by Munemo’s (2011) and Klapper and Love’s (2010), since it takes in 

account the business start-up regulations as the independent variable of interest. 

However, my approach deviates from Munemo’s as he uses two supplementary 

indicators in addition to the cost of procedures to start a business. Namely; number of 

days and number of procedures needed to start a business. 

  

4. Theoretical discussion 

Under the theoretical discussion section, I will briefly approach economic theories 

related to FDI and growth. These are: the Dunning eclectic theory and the Grossman 

and Helpman endogenous growth theory. Prior to that, differences between exogenous 

and endogenous stream on growth are touched on. Furthermore, I will indicate 

through the Grossman and Helpman innovation-based growth model, how a dynamic 

private sector characterized by entrepreneurial activities and creativity can attract and 

retain foreign direct investments. 

4.1 Growth theories  

There are two main schools of thoughts among academia when it comes to economic 

growth of nations. First to appear was the neoclassical view of long-run growth 

introduced by Robert Solow and Trevor Swan in 1956 (the Solow-Swan model). The 

assumption behind the model is that economic growth is driven by factors outside the 

production function. Some of the basic features of the model are the aggregate 

savings, diminishing returns and exogenous technology. Saving constitutes capital 

accumulation of a nation and countries with lower capital-worker ratio that will enjoy 

faster growth in production per worker than those with higher capital-worker ratio. 

Nonetheless, the return of additional capital per worker will tend to diminish and the 

economy will fall back to its initial state once the number of workers has reached a 
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certain point. Solow-Swan analysis does insist that, solely utilizing technology to 

improve labor productivity will yield a long-run growth to the economy.  

Endogenous growth models did appear as scholars were unsatisfied by the theories of 

exogenous determinants. New growth theory as it is otherwise known, holds that, 

investment in human capital and knowledge is key to long-run economic growth of a 

nation.  Additionally, the hypothesis widens the notion of capital by including the 

human capital and therefore erasing the concept of diminishing return of capital as 

implied in the exogenous model.  

4.2 The Eclectic theory of FDI 

FDI belongs to the international economics branch. It was not until after the Second 

World War that FDI acquired an important role in international economics and the 

theories about FDI started to emerge. Though several researchers have tried to explain 

the phenomenon of FDI, to the best of my knowledge I cannot imply there is a 

generally accepted theory. 

Following is an often-used theory introduced by J Dunning 1993, whereby he tries to 

harmonize a macroeconomic theory of trade with a microeconomic theory of firm 

behavior of the FDI. The fundamentals for apprehending FDI, rely on understanding 

that FDI is extracted from various economics fields. In fact, Dunning’s theory is seen 

as mixture of theories such as the factors endowment theory (Heckscher and Ohlin 

1933) and the monopolistic theory (Hymer 1976). The theory aims to explain what 

advantages MNE have in investing in markets abroad instead of exporting home 

produced goods. This is based on three factors namely; ownership advantage, the 

localization advantage and the internationalization advantage. (OLI theory) 

A firm deciding to invest abroad owns a specific asset (O stands for ownership in 

OLI) that enables the firm to have minimum costs or charge higher prices hence 

generating greater economic profits vis a vis domestic firms. The ownership can be 

tangible such as technology, or intangible as in the case of organizational capacities or 

reputation. The ownership can be replicated in different countries without losing its 

value and competitors cannot copy or get access to it in a short term, thus conferring 

monopolistic rents to the MNE (Penrose 1995). The monopolistic advantage is to 
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compensate the investor for sunk costs when production installation is involved and 

eventual political risks (Voss 2011).  

The second condition for satisfaction when MNE are choosing FDI destination, given 

the first one is satisfied, is the location advantage. According to Dunning, the host 

country has to possess immobile natural endowments that make import less efficient. 

Seen from a MNE perspective, location aspect consists of factors such as abundance 

of raw materials that is intensively used in production; the proximity to either national 

or regional big market or eventual qualified labor at low cost . The location argument 

can also be expressed in terms of special taxes by the government to attract investors.  

Advantages previously mentioned can only be enjoyed if the MNE is present on the 

market (Dunning 2001)  

Internationalization, (I in OLI), the final step in the theory, consists in the MNE 

weighing the pros and the cons of investing abroad trough a formal FDI versus 

licensing a local firm in terms of costs at first and then later in terms of opportunism 

from the local firms’ side ( Markussen 1995). The MNE has to reveal details that 

otherwise are kept secret while entering licensing contract with a local firm to use its 

specific asset and produce a product under the MNE brand. This constitutes an 

incitement for the licensee firm to depart from the understanding, copy the product 

and start compete with the MNE.  FDI is preferred to licensing in event of a product 

requiring high engineering and managerial skill, it has equally proven to be preferred 

on the long-run while licensing is more popular for short-run ventures (Kersting 

2002).  

4.3 Innovation-based growth by Grossman and Helpman 

A model of endogenous growth developed by Grossman and Helpman (Grossman & 

Helpman 1993). The two industrial organization economists elaborated a simple 

economic model that consider research and development as an ordinary economic 

activity in a competitive consumer group industry producing one intermediary good 

through innovation, the latter can take three different forms. Innovation can induce 

emergence of a new product/service that revolutionize the industry; it can imply 

upgrading of an already existing product/service, meaning the old product becomes 
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obsolete ; or innovation can be just a new more effective way to organize production. 

In every case, innovation demands investments in research and technology.  

The model assumes innovation can procure monopolistic power to the innovator 

enterprise far ahead on the technological front. Only under this market condition 

where the entrant firm is a price setter as opposed to price taker in a perfect 

competition, innovator will sell at more than total production cost so that it can cover 

for the sunk cost invested in R&D (Grossman and Helpman 1993). It would be the 

same in the case of upgrading a product and new effective ways to produce. For 

example when a better version of an already existing product is devised, the new 

technology leader would enjoy oligopolistic power and cash in a profit as a result of it 

(Grossman and Helpman 1993).  

The cost of investment depends on two factors, the technological aspiration and the 

prevailing regulations in the industry. The last mentioned factor being most relevant 

for my thesis than the other. A well-functioning legal system that grants property 

rights will provide the innovator with a monopolistic profit until a new firm enters the 

market through innovation and enjoy the same gains in turn. New ideas would not be 

commercialized by either the incumbent or the other firms on the market in an inert 

organization (Acs and Szerb 2006). As a result of a combination of the two features, 

the innovator will then take the initiative to invest since he/she expects a return 

superior to that of the incumbent firms. Investments in research that bring about 

successful products and economic profit at firm level will engender a spillover effect 

and attract even more investments at macro level. More effective product may be used 

efficiently in the production process and lower the cost of production on firm and 

national level. Even though innovations are uneven across industries; different 

industries do enjoy different innovation periods; the outcome of institutions allowing 

for innovation is that aggregate production grows as well (Grossman and Helpman 

1993). Grossman and Helpman lay weight on growth as an outcome of investment in 

R&D by profit-seeking individuals and legal frameworks provided by political 

decision makers. They even demonstrate how long-run growth is genuinely generated 

by assumptions inside to the model.  

A country where the rule of law is deficient characterized by lack of clear legislation 

concerning regulations to enter; ambiguous rules as how and where to sort out 
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business disagreement and high cost of procedure to set up business; such a country is 

expected to drive out local entrepreneurs and discourage the inflow of foreign direct 

investment. An economy with numerous barriers to entry is condemned to grow at a 

very low pace.  

4.4 Summary  

To sum it up, the review of endogenous growth theory attests that long-run growth is 

logical consequence of innovation. In the model, innovation is seen as a new different 

way to settle factors of production rather than necessarily a scientific outbreak. The 

reason for the innovator to enter the venture is aspiration to future economic profit. 

The inherent trigger to the entire process is the existence of an institutional and legal 

cadre in the economy in question. The FDI theory considered here states multinational 

enterprises consider three main conditions (OLI) to make their investment. From the 

three conditions in the model, Ownership and Internationalization are more related to 

the growth model. Ownership of a technology has to be proven by a patent and 

protected by the law; the satisfaction in a given country depends on the prevailing 

conditions. Strong consideration of property right would form a solid fulfillment 

towards the Internalization condition. My insistence on the importance of FDI inflows 

in particular and capital investment in general in the thesis should not be interpreted 

as capital accumulation is the main ingredient for long-run economic growth. Instead 

I stress that home grown entrepreneurial spirit is the main element of sustainable 

growth through innovation and job creation. Foreign capitals are attracted to a vibrant 

private sector revealed by business creation, thus level at which FDI impacts long-run 

economic growth of a country is function to the level of entrepreneurship. In other 

words they have together a dual positive impact on national production and grow. 
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5. Empirical analysis and data 

5.1 Motivation for the choice of variables   

I proceed with a comment on the motivations behind the choice of independent 

variables in the regression. Variables have been pulled in three different categories;  

1. FDI and entrepreneurship.  

2. Institution-related variables.  

3. Macroeconomic-oriented variables.   

The first group takes the variable of interest FDI, the measure of entrepreneurship and 

the interaction between these two. Both variables are retained as they prove to be of 

capital importance in the growth process elsewhere. They are the main variables in the 

regression. The interaction’s purpose is to seize the leverage of FDI on economic 

growth as a result of the magnitude of the entrepreneurial spirit. Here measured by the 

cost of procedure to start up a business3. 

The second type of variables were chosen with the intention to capture how 

determinant policies put in place are responsible of stimulating entrepreneurship and 

attracting foreign capitals with final goal to accelerate economic growth. A country’s 

rule of law index shows at what extent private property is protected and the ease of 

doing business illustrates how the regulatory environment is conducive to starting a 

local firm. 

Variables falling under this third category were retained because international 

investors could rely on some macroeconomic indicators while making their 

investments decisions. For instance, high levels of external debt of a given country 

send signals of risk for default to investors. Consistent capital formation inside an 

economy can be interpreted as a presence of a functioning financial sector and high 

level of return by foreign investors. Additionally, good stock of domestic capital can 

provide finding to local entrepreneurs.     

                                                 

3 variable used as proxy and reason provided below 
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The last two mentioned types of variables are generally seen as the characteristics of a 

well-functioning market economy. 

5.2 Regression model 

The econometric analysis will be performed with the help of an ordinary least square 

and I find a cross-sectional regression most suitable to capture the differences 

between observations represented here by countries. Following is the equation of the 

regression:  

GDP per capita growthi = α+β1FDIi+β2ENTPRi+β3 (FDI*ENTPR) +β4 EASEi 

+β5TAXi+β6LAWi+β7logGDPinitial+β8KAPi+β9EXTi+β10GOVi+ɛ 

5.3 Symbols and definitions of variables 

5.3.1 Symbols of variables  

GDP growth= GDP per capita growth 

α= intercept 

βx= correlation coefficient 

FDI= foreign direct investment 

ENTPR= entrepreneurship index 

EASE= the ease of doing business index 

TAX= corporate tax rate 

LAW= rule of law 

GDP initial= initial GDP 

KAP= domestic capital formation 

EXT= external debt  

GOV= government expenditure   

ɛ= error term 
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Table 5.1 Regression variables sources and expected signs 

Symbol Description Source Expected sign 

GDP growth GDP per capita growth  World Bank Dependent 

variable 

FDI Foreign direct investment World Bank + 

ENTPR Entrepreneurship index World Bank + 

FDI*ENTRP 

EASE 

Interaction  

Ease of doing business index 

World Bank 

Doing business 

+ 

+ 

TAX Corporate tax World Bank - 

LAW Rule of law World Bank Group + 

GDP initial Initial GDP World Bank - 

KAP  Domestic fixed capital 

formation 

World Bank + 

EXT External government debt World Bank - 

GOV Government expenditure World Bank + 

 

5.3.2 Definition of variables  

Different time frames are involved for the variables, for per capita GDP growth, FDI 

as a percentage of GDP, capital formation, external debt and government expenditure 

data utilized is from 2005 to 2013, but because of lack of data used for balance of 

payment this variable was dropped and will not be discussed onwards. The cost of 

business start-up procedure that is used as a proxy for the entrepreneurship has data 

documented for the same timeframe as above. Regarding institutional indicators, the 

rule of law and political stability, the period between 2005 and 2013 is covered. As 

for the ease of doing business ranking, available data goes from 2009 onwards, I 

opted to include data from 2014 in order to have larger specimen. In order to compare 

countries to each other in one period of time, I had to calculate an average value for 

all variables above. 
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Dependent variable 

Per capita GDP growth (GDP growth) 

Measured as the total production of goods and services within a country (GDP) 

divided by the country’s inhabitant. (World Bank). It shows, in other words, the 

relative performance of the economy, a rise in per capita GDP points out growth in 

the economy. Change in per capita GDP is conditioned by changes in independent 

variables on the right-hand side of the equation. Hence, it is necessary to have it as a 

dependent variable 

Independent variables 

FDI as a percentage of GDP (FDI) 

Foreign direct investment is the net inflow of investment (at least 10 % of the voting 

stock) in an enterprise operating in an economy other than that of the investor (World 

Bank). The ratio is used here (the share of FDI in the GDP) to capture the relative 

value of FDI to each country rather than its absolute value.  FDI to GDP is expected 

to have a positive impact on the dependent variable (Campbell 2012). Throughout this 

thesis, only net FDI inflow to host countries, meaning the value of inwards direct 

investment by non-resident is dealt with. FDI is generally defined as Horizontal or 

Vertical FDI. It can be also be distinguished according to the type of operation into 

Mergers and Acquisition or Greenfield. 

Entrepreneurship measure (ENTRPR) 

As a result of lack of enough data concerning African countries when it comes to the 

entrepreneurship index, I referred to Munemo (2014) and opted for the cost of 

procedures to start business divided to the gross domestic income per capita as a 

proxy of entrepreneurship (World Bank). The measure does not include bribes related 

to business creation at all. According to Munemo (Munemo 2014), above a certain 

level of cost of starting a business, FDI crowd out the domestic capital formation and 

logically cut down the growth of the domestic production. In other words a negative 

sign between the cost of procedure to start a business and per capita GDP growth is to 

anticipate.  
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Interaction between variables (FDI*ENTRPR)  

Interaction between two variables means that the impact of one independent variable 

on the dependent one is conditioned to the level of the other independent variable. In 

my case the interaction is between the ratio of the FDI to GDP and the cost of 

procedures to start a business, the whole point of using interaction is to capture the 

effect of FDI on GDP growth which is contingent to the cost of starting a business4 

Institutional indicators  

Ease of doing business (EASE) 

This index ranges economies from 1 to 189, where the economy coming first is best 

ranked and the regulatory environment is the most business friendly one. The index 

compounds an average of rankings of 41 variables from ten various topics. The topics 

aim to evaluate how ease is to start a business, to get a construction permit, to get 

electricity, to register property, to get a credit, it asses as well how the minority 

investors are protected, and taxes are paid, the ease of trading across border and how 

insolvency are resolved. Every topics ranking is in turn an average rankings on its 

components indicators. (World Bank). From the initially global ranking, I had to 

construct a ranking with SSA countries. Country with highest score comes first in the 

standing. For economy with a population of more than a hundred millions, most 

populated city is used as a proxy, meaning that the score of Lagos is employed instead 

of that of Nigeria. 

Total tax rate (TAX) 

The total tax rate includes the amount of taxes and mandatory contributions payable 

by business after deductions and exemptions as a percentage of commercial profit. 

Tax withheld (e.g. personal income tax) or collected to tax authority (e.g. value added 

tax) do not belong here (Doingbusiness)  

 

 

                                                 

4 As mathematically explained in figure 3.1 
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The rule of law index (LAW) 

Listed under the world governance indicators, the rule of law index is defined as a 

system characterized by following features: the executive, the public servants as well 

as individuals and private entities can be held accountable by competent and 

independent representatives who are sufficient in number.; the laws are clear, 

published and applied evenly, the process by which laws are enacted, administrated 

and enforced is fair and efficient. (Worldjusticeproject). The index is a set of 48 

indicators pulled together around nine factors such as the constraints of the 

government, the absence of corruption, the openness of the government and the 

guaranty of fundamental rights to name a few.  The score ranges between -2.5 and 

2.5, whereby the higher score a country gets the more rule of law prevails in the 

country. Different components composing the index may have different relationship 

to rate of growth, but the rule of law as a whole expected to promote investment both 

local and foreign and thereby enhance economic growth (Haagard & Tiede 2010).  

The rule of law index as provided in international country risk guide firstly 

introduced by Knack and Keefer would have been a better instrument since it pools 

together political, economic and social risk at once. Unfortunately data was not 

available for most of the observations in my sample.    

Macroeconomic indicators 

External debt to GNI (EXT) 

Total external debt as a share of the gross national income. External debt is total debt 

owed to nonresidents both private and government institutions. In our case study it is 

denominated in foreign currency (US dollar or Euro) and is function of exchange rate 

fluctuation between home currency and the currency in which the debt is 

denominated. The gross national income (GNI) is the GDP extended by the net 

income received from overseas (World Bank). A high ratio signals an economy in 

distress and huge debt service, thus not attractive to foreign investors and may 

therefore harm the economic growth of the country, a negative relation towards the 

dependent variable is therefore expected (Fonchamnyo 2009) 
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Initial GDP per capita (GDP initial) 

2005 is taken as initial year, the log form is used to seize the catching up effect that is 

that the economy with the lowest per capita GDP will grow more rapidly than the one 

with highest per capita GDP (Barro & Sala-i-Martin 2004). An independent variable 

in log form with a dependent variable in linear form, so called semi-log form, induces 

a percentage change in initial per capita GDP will bring a level variation in GDP 

growth in opposed direction. The assumption is a reverse relationship between the 

initial GDP level and the average growth of it, i.e. the lower initial per capita GDP the 

higher the rate of growth (Studenmund 2011) 

Gross fixed capital formation (KAP) 

Or gross domestic investment as it was formerly known, is comprised of land 

improvement, plant, machinery, equipment purchase, the building of schools, roads, 

hospitals, private residences, commercial and industrial buildings as well ( World 

Bank). The dependent variable is expected to fluctuate in the same direction as the 

ratio of investment over the GDP (Barro & Sala-i-Martin 2004) 

Government expenditure (GOV) 

General government consumption incorporates government current cost to purchase 

all goods and services including compensation for employees. It counts for 

government expenditure on national defense and security buy the exception of those 

part of the government capital formation (World Bank) 

5.3 data and regression analysis 

From the Summary statistics table, unequal level of per capita GDP growth with a 

max of 10.8 percent and minimum of barely 1 percent. Similarly for FDI as a 

percentage of GDP, the share of FDI attraction fluctuates between a maximum of 19.6 

and -2.2 percent. Negative FDI inflow means that the country experiences more FDI 

outflow than inflow 
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Table 5.2 Summary statistics  

Variable Mean Median Minimum Maximum Std. Dev. 

GDP growth 4.83774 4.77778 0.888889 10.7778 2.23640 

FDI 4.88589 3.00000 -2.22222 19.5556 4.84687 

ENTRPR 124.477 96.6667 4.22222 495.363 103.896 

FDI*ENTRPR 522.145 333.432 -649.630 3027.22 690.234 

EASE 49.0559 47.8000 31.2000 74.7000 10.3403 

TAX 69.4655 45.1111 15.5556 287.444 65.8432 

LAW - 0.693385 - 0.643178 -1.74106 0.922165 0.596354 

GDP initial 2.18141 2.50243 0.232234 2.99211 0.869378 

KAP 22.1439 23.0000 11.5556 33.7778 6.42065 

EXT 41.8919 32.6667 4.55556 164.333 28.3743 

GOV 14.3973 13.7778 6.33333 32.8889 6.00156 
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Table 5.3 Regression result  

Dependent variable: per capita GDP growth (Average 2005-2013) 

 

Models  1 2 3 4 

Independent 

variables  

Estimated 

Coefficient 

Estimated 

Coefficient 

Estimated 

Coefficient 

Estimated 

Coefficient 

Const 4.68549*** 

(0.760685) 

3.87178*** 

(0.916893) 

0.440614 

(4.24167) 

-7.65739 

 (4.87335) 

FDI 0.0098673 

(0.080313) 

0.167369 

(0.129778) 

0.182639 

(0.128954) 

0.429362*** 

(0.14724) 

ENTRPR 0.000835844 

(0.00374869) 

0.00804709 

(0.00598359) 

0.019254** 

(0.00741912) 

0.0264597*** 

(0.00703595) 

FDI*ENTRPR  - 0.00163453 

(0.00107025) 

- 0.00117132 

(0.00112863) 

- 0.00248174** 

(0.00107363) 

EASE   0.0647023 

(0.0675263) 

0.136733** 

(0.0634615) 

TAX   - 0.0142533* 

(0.0082084) 

- 0.00625165 

(0.00753545) 

LAW   0.669509 

(1.12411) 

-1.07795 

(1.18149) 

Log GDP initial    - 0.108153 

 (0.400849) 

KAP    0.121611* 

(0.0696645) 

EXT    - 0.0511722*** 

(0.0163867) 

GOV    0.0412331 

(0.0653544) 

R-squared 0.001673 0.067577 0.227867 0.495200 

Adjusted R-squared - 0.054052 - 0.017188 0.073440 0.301046 

F 0.028497 0.797224 1.475569 2.550554 

P-value 0.971928 0.504272 0.220132 0.026876 

 

Observations=37 

* implies coefficient is significant at 10% 

**implies coefficient is significant at 5% 

***implies coefficient is significant at 1% 
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5.4 Interpretation of the result 

Broadly, variables of interest demonstrated to move in the same direction as economic 

growth does, exception made for the cost to set up business taken as a proxy for 

entrepreneurship. Besides, two out of three are significant in the fourth model. 

Institutions attached variables have shown foreseen reaction moreover ease of doing 

business is statistically significant in the final model. As for the macroeconomic 

variables, all without exception reacted as expected with domestic capital formation 

and external debt is significant in the fourth model.      

Independent variable of interest FDI is positive and tends to gain in significance as we 

add more variables; it is significant at 1 percent in the fourth model and is a clear sign 

that FDI inflow impacts economic growth in a positive way.  My interpretation is that 

foreign direct investment yields economic growth which is in line with this thesis 

assumption and the observed tendency of FDI inflow rise and economic growth in 

recent years as explained earlier and graphically shown in table 1.1.  

Coefficient for the cost to establish a business used as a proxy for entrepreneurship is 

positive, reaches a level of 1 percent of significance in the final model. The positive 

outcome is inconsistent with the innovation-based growth model by Grossman and 

Helpman utilized as a benchmark in the thesis. Intuition behind the model is that cost 

to set up a business would harm economic growth since higher costs to start a 

business are a barrier to entry. Unexpected reaction is a sign that proxy variable has 

its limits. While calculating the cost to start a commercial or industrial venture, no 

distinction was made between size and nature of businesses. If a cost to set up a 

business may seem relatively high for the owner of a retail store, it may seem less 

high to an industrialist, that is to say same cost will act as barrier in the former case 

but not at all in the second. This unforeseen outcome is caused by that cost to set up a 

business taken alone is not suitable enough to measure the number and the level of 

government requirements to start and run a business in a given economy. As 

explained in the starting business methodology (one of the components of the doing 

business index) the cost to start a business is pooled together with time, number of 

procedures and minimum paid-in capital to seize the requirements for starting a 
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business appropriately (Djankov et al 2002). Munemo (Munemo 2011) proceeded 

almost equally by using both the cost, time and number of procedures necessary while 

comparing cost to entry in Africa to that in Asia. The Kauffman entrepreneurial index 

had been a better instrument, but the index is short of data about SSA countries and 

my attempts to come in contact with the institution remained unsuccessful.   

However the proxy variable does fit my hypothesis when taken in interaction with 

FDI. The product between FDI and ENTRPR shows a negative sign as expected in 3 

models, even though it is not statically significant in none of them. The intensity and 

the direction of FDI variable’s influence on GDP growth variable for a given 

economy depends on the level of ENTRPR.  For instance in model 4, an increase on 

FDI would whip positively GDP growth of a given economy with approximately 

0.002 percent as the ratio of the cost of procedures to start a business to GNI 

decreases with 1 percent in the country. Although the result is consistent with my 

hypothesis and previous findings in general, it appears to give a very little effect. 

The institutional variables indicate predicted signs in 2 models. Ease of doing 

business is positive and proves significant at 5 percent in the last model; it 

consolidates the assumption that facilitating the way of operating for business boost 

economic growth in the right direction. Corporate tax rate as a percentage of net profit 

maintain as predicted a negative sign but is does not show significant especially in the 

fourth model, i.e. lowing corporate taxes would have a positive but insignificant 

impact on economic growth. Like all variables in its category, the rule of law shows a 

predicted positive sign in model 3 but takes different sign in the model 4 as we add up 

more variables to the regression. The most credible explanation is the high correlation 

between the ease of doing business index and the rule of law as shown in graph 8.45. 

Positive reactions of the institutional oriented variables corroborate the presumption 

of the thesis and previous studies in a broader way that less opacity and more 

transparency are highly valued by economic operators and enhance economic growth. 

Logarithmic value of the initial level of GDP displays significant figures; a 1 percent 

growth in initial GDP/capita brings about a 0.0011 percent growth of the economy. 

                                                 

5 Ease of doing business is plotted against rule law on page 36. 
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Hence economies with low initial GDP/capita tend to grow faster than those with a 

higher level of GDP per capita in the beginning.  

The gross capital formation is significant at 10 percent level, implying a positive 

relationship between domestic capital accumulation and economic growth. Implying 

that high domestic investment is a signal of higher returns to capital on the market. 

Thus the needs of good policy to raise domestic investment and by extension attract 

FDI (Ndikumana & Verick 2008) 

The level of external debt of the economy is negative and significant at one percent, it 

implicates that the more an economy is indebted the government may likely be 

tempted to finance the accumulated debt by reducing government investment or social 

transfer or even worse by borrowing more (Green 1989). Cross-sectional results show 

finally a positive estimate for government expenditure variable, government 

expenditure being an aggregation of expenditure in different sectors (such as national 

defense, compensation for employees and the funding of public good) makes it less 

easy to interpret the outcome. Nonetheless estimates for the two last variables 

constitute positive signs sent to potential investors of the overall macroeconomic 

status, it is how the economy is regarded from the outside.   

The regression shows a low R-squared of .495 (49.5%) and adjusted R-squared is 

equally low for the entire model .301 (30.1%). However this is normal as in a cross-

sectional study, the sample is constituted by various observations with different 

variables’ values. Since the objective is not to compare our model with another 

model, the corrected R-squared is not particularly important (Gujarati & Porter 2009). 

A sign of our predictors’ significance is how both r-squared and adjusted r-squared 

values go growing as we add more variables to the regression. The null hypothesis in 

linear regression is that the specific independent variable has absolutely no impact on 

the dependent one.  The evidence against this null hypothesis depends on the P value; 

the lower it is, the more we can reject the hypothesis. P value of about 2.7 % is an 

argument in favor of our model (Gujarati 2015) 
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6. Concluding note  

Foreign direct investment and the interaction with entrepreneurship as a whole reacts 

as predicted, even though the scale of the interaction is weak. Reforms are needed to 

encourage more individuals to embark into entrepreneurship.  Private sector would 

then flourish and consequently amplify FDI contribution on growth because of the 

above mentioned interaction. Legal and procedural reforms are to be taken for a 

dynamic private sector to rise, provide jobs to the public and expand fiscal revenues. 

A concrete way to stimulate risk-takers to start up enterprises and even develop them 

is to insure them legal protection by the mean of intellectual property right. Outcome 

of the ease of doing business strengthens the incitation for decision makers to ease 

entrepreneurial and business climate. To implement new reforms should be top 

priority of policy makers in sub-Saharan Africa, with the aim to facilitate innovation 

and creation of commercial and industrial ventures. Entrepreneurs will not take the 

risk unless it is easy and inexpensive to start business. An example to promote the 

ease of doing business and reduce the cost is to establish one single office, the so 

called one-stop shop where all procedures to set up a business can be completed 

(Munemo 2011).   

Policy makers have to simplify the procedures to pay taxes and adapt the corporate 

taxes, however a balance have to be found as tax revenues are important for economic 

growth as well. 

Further studies should try to find sufficient data for entrepreneurship index when it 

comes to the countries located south of the Sahara desert. By doing so, they would 

capture the direct relation between the two variables without resorting to proxy 

variables. Alternatively, one can study developing countries independently of their 

geographic location. Nevertheless, independently of the procedure used, the research 

will not be able to count for informal sector. Informal sector is excluded due to the 

difficulty to quantify the number of firms when they are not registered.  
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8. Appendix: additional tables and diagrams  

Appendix 1 

 

Table 8. 1 Countries in the sample  

Angola Cote d’Ivoire Malawi Sierra-Leone 

Benin Eritrea Mali South-Africa 

Botswana Ethiopia  Mauritania Swaziland 

Burkina Faso Gabon Mauritius Tanzania 

Cameroon Gambia Mozambique Togo 

Central African Rep Ghana Niger  Uganda 

Chad Guinea  Nigeria Zimbabwe 

Comoros Kenya Rwanda  

Congo, Dem. Rep Lesotho Senegal  

Congo, Rep Madagascar Seychelles  
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Table 8.1 Table of average data  

 

 

 

Observations  
GDP 
growth FDI/GDP ENTRPR FDI*ENTRPR EASE TAX LAW 

GDP 
initial KAP EXT GOV 

Angola 10,8 -2.2 292.3 -649.6 40.4 52.0 -1.3 0.23 14.0 26.0 18.6 
Benin 4,1 1.7 171.2 28.4 44 68.2 -0.6 2.73 21.4 22.9 11.8 
Botswana 4,8 3.2 4.2 13.6 65.2 19.4 0.6 0.72 33.8 10.9 18.9 
Burkina Faso 6.4 1.1 78.2 86.9 45.2 45.1 -0.4 2.61 24.3 23.4 18.3 
Cameroon 3.4 1.4 104.3 150.7 47.6 49.8 -1.1 2.96 18.8 18.4 11.0 
Central African 
Republic 0.9 2.4 232.3 567.9 31.7 142.3 -1.5 2.53 12.1 44.6 7.3 
Chad 6.1 1.3 275.8 367.7 32,9 73.8 -1.5 2.82 26.2 20.8 6.3 
Comoros 2.2 1.8 187.6 333.4 49.1 217.9 -1.0 2.80 15.7 52.8 15.9 
Congo, Dem. Rep. 6.1 6.1 495.4 3027.2 31.2 277.0 -1.6 2.34 16.9 55.6 9.8 
Congo, Rep. 4.9 19.6 109.0 2131.6 38.9 63.8 -1.2 0.24 23.1 68.8 13.0 
Cote d'Ivoire 3.2 1.6 125.9 195.8 45.1 50.6 -1.3 2.99 13.7 56.3 8.0 
Eritrea 1.8 1.9 92.0 173.8 33.3 84.9 -1.2 2.35 12.6 54.1 25.4 
Ethiopia 10.8 1.6 128.3 199.6 52.3 30.6 -0.7 2.21 31.7 23.3 11.8 
Gabon 3.8 3.8 21.8 82.3 51.4 44.4 -0.6 0.80 27.4 29.7 8.3 
Gambia, The 3.3 6.6 247.6 1622.9 50.9 287.4 -0.4 2.64 25.6 71.3 8.3 
Ghana 7.8 6.7 35.7 237.8 64.5 34.1 0.0 2.70 25.2 31.0 14.0 
Guinea 2.7 6.9 145.2 1000.4 41.2 82.6 -1.5 2.49 15.4 73.4 9.8 
Kenya 5.1 0.6 48.8 27.1 56.2 47.4 -0.9 2.72 20.1 29.2 14.8 
Lesotho 4.8 6.6 29.9 195.9 53.6 15.6 -0.3 2.85 28.0 32.7 32.9 
Madagascar 2.8 8.3 43.4 362.0 47.8 41.0 -0.6 2.44 24.6 34.1 9.8 
Malawi 5.4 2.8 148.1 411.4 48.6 30.9 -0.2 2.33 23.0 37.1 18.1 
Mali 4.3 4.2 123.3 520.7 49.3 50.7 -0.4 2.65 21.1 32.0 11.7 
Mauritania 4.7 16.1 75.9 1222.7 43.8 80.8 -0.8 2.77 31.8 74.1 18.7 
Mauritius 3.8 3.2 5.3 17.2 74.7 26.2 0.9 0.70 24.9 39.8 13.8 
Mozambique 6.9 16.0 38.6 616.9 47.7 37.9 -0.6 2.50 18.0 43.3 16.9 
Niger 5.2 8.2 205.4 1689.2 43.6 44.6 -0.6 2.41 31.6 31.0 15.0 
Nigeria 5.9 3.0 70.7 212.0 44 32.1 -1.2 2.91 11.7 4.6 9.1 
Rwanda 7.8 1.4 87.7 126.6 63.9 37.1 -0.5 2.44 22.2 21.8 15.2 
Senegal 3.4 2.4 87.7 214.3 44.6 46.3 -0.3 2.89 26.2 30.0 14.6 
Seychelles 5.3 15.2 23.3 355.2 62.8 40.6 0.0 1.04 32.7 164.3 30.7 
Sierra Leone 5.3 7.8 179.6 1397.0 48.2 175.4 -1.0 2.50 18.6 45.2 10.1 
South Africa 3.3 1.9 4.6 8.6 70.6 32.9 0.1 0.71 19.8 29.1 20.6 
Swaziland 2.9 1.9 36.6 69.0 58.3 36.3 -0.6 0.37 24.7 15.6 17.3 
Tanzania 6.8 5.4 62.2 338.8 55.5 44.2 -0.4 2.57 31.0 38.8 8.7 
Togo 3.7 3.0 209.6 628.7 43.6 51.3 -0.9 2.58 17.1 53.1 10.9 
Uganda 7.0 5.3 96.7 515.6 50.2 36.6 -0.4 2.50 23.0 21.4 11.9 
Zimbabwe 1.4 2.0 281.6 563.1 43.2 38.4 -1.7 2.66 11.6 89.4 15.6 
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Appendix 2 

Graph 8.2 average rate of growth 2005-2013 
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Graph 8.3 Cost to set up a business average 2005-2013 
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Appendix 3 

 

Table 8.2 Correlation matrix 

  GDP growth FDI ENTRPR FDI*ENTRPR EASE TAX LAW GDP initial KAP EXT GOV 

GDP growth 1 
          FDI 0,014566 1 

         ENTRPR -0,00031 -0,20568 1 
        FDI*ENTRPR -0,1034 0,756016 0,306894 1 

       EASE 0,140919 -0,0292 -0,72449 -0,35863 1 
      TAX -0,2124 0,061299 0,550251 0,43133 -0,37287 1 

     LAW 0,135511 0,07125 -0,70542 -0,25652 0,830281 -0,35726 1 
    GDP initial -0,1075 -0,11214 0,350026 0,075372 -0,37018 0,205428 -0,33545 1 

   KAP 0,307789 0,327426 -0,44417 0,087175 0,447924 -0,25123 0,63326 -0,20848 1 
  EXT -0,25762 0,539585 0,102282 0,373699 -0,06167 0,251574 -0,11975 -0,06975 0,015149 1 

 GOV 0,039992 0,178685 -0,41591 -0,20253 0,30462 -0,29777 0,363873 -0,25419 0,228593 0,302539 1 

 

 


