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ABSTRACT 

The study identified the impact of foreign direct investments on economic growth of 

Tanzania. The study specifically was dedicated on identification of strategies used to 

attract FDIs in Tanzania, evaluation of polices govern FDIs in Tanzania, examination of 

trend of FDIs in Tanzania and analysis of influence of FDIs on economic growth in 

Tanzania. Secondary data were collected via documentary review. The study used 

descriptive analysis and time series analysis. It was found that the government have used 

highly the following strategies to attract FDIs in the country development of better 

financial institutions, guarantee security of investment to FDIs, improvement of education 

system, granting fiscal incentives to the FDIs, prevention of corruption in the country, 

promote peace in the country, show hospitality towards FDIs, increase availability of local 

resources, promote good political climate, join international relations or accords, increase 

trade openness, increase financial openness, promote good diplomatic relation, and 

promote availability of electric energy. The study noted that the value of FDIs in Tanzania 

have been growing at the rate of 11.68% per annual since 1995 up to 2016. The lowest 

capital invested in the country by FDIs was US$ 119,819,040 which was seen in the year 

of 1995 and the maximum value was seen in the year of 2013 in which the value was US$ 

2,088,180,236. The study also noted that foreign direct investment have positive 

significance correlation with GDP. However, the study noted that time series data of DGP 

and FDI-values had unit root problem and heteroscedasticity therefore it was better to 

change data to second difference before use then in establishment of relationship between 

foreign direct investment and economic growth. It was concluded that FDIs have positive 

impact in the growth of the economy of the country. The study gave recommendations for 

the improvement of inflow of FDIs in the country. 
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CHAPTER ONE 

OVERVIEW OF THE STUDY 

1.1 Background of the study 

Several scholars have argued that Foreign Direct Investments (FDIs) is among the factors 

that have been supporting countries economic growth (Usiri, 2014; Osma, 2014; World 

Bank, 2017). In the year of 1960s World Bank (1969) viewed FDIs as the factor that 

wakened national economies across the world. But today the perception has changed and 

it is said to be among the factor supporting countries development in both direct and 

indirect ways (World Bank, 2017). Statistics shows that FDI flows across the globe have 

risen sharply, from an annual average of US$142 billion during the period of 1985-1990 

to US$ 1.9 trillion in the year 2007 and US$ 2.4 trillion in the year of 2016 (Geraldine et 

al., 2016). United Nations Trade and Development (UNTD, 2017) asserts that expansion 

of technologies, infrastructure, transportation and telecommunication have attracted 

Multinational Corporations (MNCs) to invest in different sectors across the world in order 

to expand their businesses.  

Osma (2014) argued that the concept of FDIs help MNCs to access resources that are not 

available in their mother countries; meanwhile, contribute towards development of the 

host countries in both social and economic sphere of life. Geraldine et al (2016) argued 

that most emerging economies, developing countries and transition countries in Africa 

receive cash money and technological equipments and products which are more advanced 

and environmental cleaner from the foreign investors in exchange for raw materials such 

as crude oil, gold, copper and crops. Echadi et al (2017) explained that global integration 

of capital markets through flow of FDIs contribute to spread of funds as well as  regulate 

accounting rules, corporate governance and legal system in recipient countries; according 

to him global mobility of capital through FDIs helps to limit the ability of governments to 

pursue bad policies. 

FDIs are perceived as an addition to the capital stock of the developing countries through 

which capital flow from developed countries to developing countries. Libanda et al (2017) 
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mentioned that FDIs have been increasing there activities in developing countries where 

they provide economic opportunities that and several developmental benefits that would 

not be available in the developing countries. Kugler (2015) argued that there have been 

increased positive externalities that have been observed in developing countries such as 

employment turn over, income growth and increase in supply requirement following 

increase of flow of FDIs. This has made developing countries to formulate favorable 

policies that favor and attract more Foreign Direct Investors to invest within their 

countries so as to improve their economy.  

Countries such as United State of America, China and Western European Countries have 

been among the countries that have engaged in foreign direct investment in African 

development countries (Klasa, 2015). It should be noted, however, that Africa accounts 

for 3.4 percent share of global FDI, United States remains the largest investor in Africa 

with FDIs stock of 64 Billion US$ between 2010 and 2015 followed by United kingdom 

58 Billion US$, France 54 Billion US$, China 35 Billion US$, South Africa 22 Billion 

US$, Italy 22 Billion US$, India 17 Billion US$, Singapore 16 Billion US$, Switzerland 

14 Billion US$ and Malaysia 12 Billion US$ (World Bank, 2017). 

According to the World Investment Report of 2017 the flow of FDIs in Africa had fell by 

3% from 61 US$ in 2015 to 59 US$ in 2016 due to the increase of weak commodity prices 

from China in this Continent but still there is greater potential for FDIs to grow in Africa 

in the near future.  Conversely, it has been suggested that FDIs have not been equally 

distributed across Africa (Osma, 2014) since few countries seem to have been benefited 

highly, from FDIs, compare to the majority of African countries. Melnyk et al (2014), 

mentioned that FDIs inflow remain unfairly distributed across the continent of Africa, 

only seven countries which are Angola, Egypt, Ghana, Nigeria, Tanzania, Ethiopia and 

Kenya hosting 57% of the continents total FDIs inflow. Inspite of receiving large share of 

continental FDIs, local studies from these seven countries indicate the countries are facing 

severe poverty with low growth of Gross Domestic Productivity (GDP).  
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Ndulo et al (2014) reported that Tanzania have been receiving FDI due to favorable 

investment climate. The National Investment act of Tanzania of the year 1997 has been 

supporting Foreign Direct Investors to come and invest within the country; the act has 

targeted the concessional tax rate, and incentive for tax relief to attract FDIs. Moreover, 

the government investment policies have been aiming at improvement of infrastructures 

and maintenance of peace that guarantee conducive environment to the investors, 

specifically Foreign Direct Investors (Moshi, 2015). In 2016 the government of Tanzania 

introduced a policy which prioritizes domestic production so as to attract FDIs. The policy 

wants each government department and institutions to purchase working equipments 

which are made locally. Hence, unless that equipment(s) is not locally found, it will not 

be purchased from outside (Paul and Milanzi, 2016). Lema and Dimoso (2014) argued 

that FDIs in Tanzania have been diversified in different sectors such as industry, mining, 

tourism and agriculture sector. The inflow of FDIs in Tanzania mainly comes from 

different developed countries such as China, United Kingdom, Kenya, Ghana, United 

States of America and South Africa. 

In a narrow sense, there have been some complaints that Tanzania is not benefited from 

FDIs due to the poor state of the country. Some says that Foreign Direct Investors are 

benefiting from resources of the country with not or with negligible return to the country. 

These has been supported with connotation that Foreign Direct Investors have been 

fetching natural resources from developing countries, include Tanzania, to their countries 

so as to produce finished goods which letter are transported to the developing countries. 

The proposed study will help in realizing the influence of FDIs in boosting the economy 

of developing countries such as Tanzania. 

1.2 Statement of the problem 

African Economic Outlook (AEO, 2018) reported that Tanzania is among the low 

developing countries. The economy of Tanzania is growing very slowly at an average of 

7% since 2013. The low economic growth affects both government and citizens. About 

34% of the Tanzanians live in poverty which affects their ability to access good education, 
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health service, food and general living condition. Moreover, inspite of government to 

dedicate large percent of her funds in improvement of infrastructure still there many roads 

which are not year built at desired engineering standards.  A lot of people have been 

reported to lose their lives due to the problem of poor infrastructures; these include poor 

transportation network as well as poor housing design and construction (Dimitrova and 

Triki, 2018). Moshi (2015) also mentioned that low economic growth have made many 

individuals to fail to spend money on good health services, hand in hand with failure of 

the government to employ enough workers in the public sector, hence increase of 

unemployment rate.  

From what have been explained in the background, Tanzania is among the seven countries 

which enjoy the biggest share of FDIs in the continent. Inspite of government to formulate 

policies which favor investment activities, particular FDIs, still significant number of 

people live in extremely poverty. This being the fact, it maintains that the government will 

hardly attain its development goal of becoming among second world countries by 2025. 

It is in this context that the researcher wants to investigate the impact of Foreign Direct 

Investment on Economic growth in Tanzania. 

1.3  General objective 

The main aim of this study was to identify the impact of foreign direct investments on 

economic growth of Tanzania 

1.3.1 Specific objective  

Specifically the study dealt with 

i. Examination of trend of FDIs in Tanzania 

ii. Analysis of  influence of FDIs on economic growth in Tanzania 

iii. Evaluation of polices govern FDIs in Tanzania 

1.4.1 General question 

What are the impacts of Foreign Direct Investment on economic growth in Tanzania? 
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1.4.2 Specific question  

Specifically the study answered the following questions:- 

i. How do FDIs trend in Tanzania? 

ii. How do FDIs influence economic growth in Tanzania? 

iii. How suitable are the policies govern FDIs in Tanzania? 

1.4 Scope of the study 

This is the limits that researcher need to go through when conducting the research in order 

to make decision (Kothari, 2004). The study is all about FDIs and growth of the national 

economy in terms of Gross Domestic Productivity. The study mainly used quantitative 

approach with support of qualitative approach. Both primary and secondary data was 

collected. Information was collected from Tanzania Investment Center, Tanzania Bureau 

of statistics and Tanzania ministry of foreign affairs.  

1.5 Significant of the study 

The finding of the study can be useful by Investment Authorities in Tanzania in modifying 

strategies used so as to attract more FDIs. Also, the information will help to figure out the 

extent to which FDIs have contributed towards improve economic growth. 

Also it can help policymakers in understanding the impact of existing policies towards 

inflow of Foreign Direct Investors in the country. The information might be used in the 

process of regulate taxation, transportation and other sector of economy which directly 

touch FDIs. 

The study brings light to researchers who would want to conduct research basing on the 

same particular matter/topic. Above all the study helps the researcher to meet the 

requirement of being awarded a master’s degree in Accounting and Finance. 

1.1 Organization of the study 

This study will be presented in five chapters:  



6 

 

Chapter 1: this chapter has been divided into different parts; beginning with the 

background of the study where researcher explained situation of FDI in 

different perspectives. This include situation of FDIs in developed and 

developing countries, especially African countries, particularly in Tanzania. 

The chapter also presents statement of the problem which led to the desire of 

conduct this proposed study. The chapter also consist objectives of the study, 

study question, scope and significance of the study.  

Chapter 2: this chapter contains definition of the key words that were frequently used in 

this research. Also contains theoretical and empirical review from different 

researchers relating the situation of FDIs and economic growth. The review of 

related studies was conducted basing on the specific objectives. 

Chapter 3: this chapter explained specifically different methods and tools that were used 

by researcher in order to conduct this study. Also, the chapter expresses the 

sample size that involved in the study. 

Chapter 4: this chapter will explain the findings that will be obtained in the course of this 

proposed study. It will carry analysis of data, presentation and discussion. 

Chapter 5: This chapter winded up the work done by the researcher in the whole study 

process. The chapter carried summary of the entire study, conclusion of the 

study findings and recommendation of the study and room for further 

researches.  
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CHAPTER TWO 

LITRETURE REVIEW 

2.1  Introduction 

Literature review is the study of deferent part of published materials of knowledge through 

reviews, classification, and comparison of different studies (Kennedy, 2007). This chapter 

involved review of various theories and empirical studies related to the FDIs and 

economic growth. The chapter started with explanation of theoretical 

definitions/definitions of the key terms, followed by the theoretical review, review of 

related studies and conceptual framework.  

2.2 Definition of the key terms 

This section describes and explains meaning of the words that were used most frequently 

in this study. The words are Investment, Foreign Direct Investment (FDIs) and Economic 

growth. 

2.2.2 Investment 

Musau (2015) state that investment is the process by which opportunities to create future 

goods and services are discovered, evaluated, and exploited. Investment is the engine of 

growth and requires that a surplus over necessary wages be realized. Moreover, there must 

be money and capital markets to provide the financial needs for production and capital 

accumulation. Domestic capital may be complemented by FDIs; and therefore, the 

influence of FDIs on economic growth is a central to this proposed study. 

2.2.3 Foreign direct investment 

Jonathon (2018) described FDI as the type of investment in the form of controlling 

ownership where by the foreign investors are having a business in one country by an entity 

based in another country According to Pete (2013) FDI is an investment of long distance 

relationship reflecting the interest in one economy and it involves the capital given 

directly. FDI has three components: these are equity capital which involves purchasing 

shares of enterprising a different country; reinvested earning which involves investment 
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from the direct investor where by the profit obtained from the affiliates is reinvested; intra-

company loans which are long term and short term transaction between direct investor 

and affiliates (Alfaro and Chauvin, 2017). The proposed study will refer to FDI as the type 

of investment that consist of acquirement of lasting or long term interest in business 

operating outside of the economy of the investor. In this case, Tanzania is the host country 

and non Tanzania individuals or companies that have invested their capital in Tanzania 

through establishment of enterprises were considered as Foreign Direct Investors (FDIs). 

2.2.4 Economic Growth 

Shearer (1961) described economy as a system by which people gets a living. Also, it can 

be described as framework where all economic activities are conducted. There are deferent 

types of economy which are capitalist economy or free enterprise economy, socialist or 

central planned economy and mixed economy. Capitalist economy is based on the leaser 

fair economy, socialist economy is that economy which the productive resource are owned 

and controlled by the government, and mixed economy has got the characters of both 

capitalist and socialist economy (Bogolib, 2013).Wilson (2016) asserted that the national 

economic growth is determined by the increases in production of goods and services as 

well as consumption in the country. It’s normally measured by national income accounting 

and is calculated using output per unit of labor input, hours worked, the percentage of 

working age population. The national economic growth is a short term measure which is 

observed each year, mainly in terms of Gross Domestic Productivity (GDP). In the same 

vein Teulings (2014) described economic growth as the continuous improvement that 

satisfy the demand for goods and services resulting from increased population and 

improvement of productivity. Economic growth is seen as the powerful instrument that is 

used in reducing poverty and improving the quality of life in the countries. This study 

referred increase of the wealth of country in terms of GDP  

2.3 Theoretical review 

According to Donald (2004) theories are suggestions or assumptions presented by people 

or group of people by referring to a certain matter which explain situation that exist and 
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make prediction about the future situation. Slife and Williams (1995) mentioned that 

theory presents systematic view of certain phenomena by specifying relations about 

empirical realty while referring to the set of interrelated variables. This study stood on the 

following theories:-  

2.3.1 Dependence theory 

This theory was developed in 1949 by Raul Prebisch and Hans Singer; and this theory has 

been referred as an historical theory which explains situation which forms a certain 

structure into the world economy (Sida, 1996; Thorsten et al, 2000). It explains the 

situation in which the economy of one country is dominated with the economy of the other 

country. The dependency theory foretells the notion that resources flow from a poor and 

underdeveloped countries to the wealth countries (Sida, 1996). This theory stated that 

developed countries receive row materials from the developing countries and later 

transforms the raw materials into finished goods and transports them back to the 

developing countries, the value added to the material is sold in a higher price compared to 

the primary raw material. The theory have been suggesting, for the poor countries to 

develop,  that the raw materials when sold to developed countries the foreign exchange 

reserve would not be used to purchase the goods that have been manufactured  

Dependence theory assumes that the external sources of funds are not important in 

dependent states since they contribute in the decrease of sustainability of the country; 

these external sources were suggested to be foreign aids and loans, foreign communication 

assistance and foreign direct investment. The theory wants poor nations to strengthen their 

own political and social environment in order to create sustainable economic environment 

which will break their cycle of dependence. Carlsson (1997) argued that national economy 

which relies on foreign support do not last for a long time, mostly in developing countries 

and those countries which do depend on foreign support such as FDIs do not have stable 

economy. 

Dependent theory have been criticized by some scholars such as Friedmann (1977) and 

Delke (2005) who argued that dependability of poor countries to the rich countries through 
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foreign assistances help them to improve their domestic economic opportunity; through 

development of domestic industries, infrastructure and social welfare programs. This 

means that through foreign assistances the resources flow from developed countries to 

developing countries. This study wanted to find out whether FDIs have been assisting in 

the uplifting economic of developing countries while taking Tanzania as the focal point.   

2.3.2 Endogenous growth theory and new growth theory 

Endogenous theory was developed by Romer in 1990s and it states that economic growth 

is primarily the result of endogenous and not external forces. The theory believes that 

economic growth is influenced by innovation, positive human capital and knowledge 

(Romer, 1994). These means for a country to experience economic growth there should 

be provision of capital to the entrepreneurs who are willing to expand or to start their new 

business; also people must be educated because education brings different ideas and hence 

leads to expansion same applies to knowledge. Endogenous theory was also supported by 

Lucas (1988) new growth theory which suggested that for economic growth to occur there 

must be competition, firms that do not perform well will be overtaken by those firm that 

perform well, also it was suggested that competition can reduce or wipe out economic 

growth in the long runs. These two economic growth theories (endogenous and new 

growth theory) assume that of that 

The knowledge and technology is non rival goods because having a knowledge does not 

upset technology and having technology does not upset knowledge. Improvement of 

technology depends on the knowledge that a particular person has; meanwhile 

improvement of knowledge depend on the level of technology. Therefore, both knowledge 

and technology go concurrently. The endogenous growth theory suggests that knowledge 

and technology are skills that someone has to learn and improve for the growth of national 

economy.  

Also it was argued that technological advancement comes from the things that people 

mostly do this involves creation of new ideas through performing new activities. A person 

who spends much time in performing new activities gains new ideas which generate extra 
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knowledge compared to a person who spends little time in performing new activities. 

Therefore, there is the need of government to invest in promoting discovering of new 

things which will lead to the increase of ideas which will fuel economic development.   

For economic growth to occur there must be many firms in the market so as to allow 

competition to take place, when there is competition in the market firms will strive to 

produce better and quality product so as to satisfy the customers hence it will empower 

economic growth of the country 

According to these theories, FDIs will have influence in the growth of economy of the 

host country if it associated with increase of knowledge and technology in the host 

country. That can bring innovation and stimulate development of new activities hand in 

hand with increase of firms’ competition within the host country market. 

2.4 Empirical review  

This part is made up of different empirical evidence from different reports and researches 

that have been written by different authors that are related to specific objectives of the 

proposed study  

Nguku (2013) conducted the study on the relationship between Foreign Direct Investment 

and balance of payment in Kenya. Data were analyzed using descriptive analysis as well 

as OLS regression. On their findings it was reported that there is no evidence of FDI 

having a significant impact on Balance of payment in Kenya. The gap between the rich 

and the poor was very high and kept increase irrespective of the increase value of FDIs. 

The study recommended that the funds obtained from the FDIs should be used to improve 

life condition of the low income earners.  

The study aimed at identification of effects of FDIs in Nigeria was conducted by Oyin 

(2014) and it was found that FDIs was helping to improve economy of Nigerial. Moreover, 

the study postulated that for any country to benefit from FDIs it should possess ownership 

advantages over business performed by FDIs in her land which help the country to 

compete efficiently in the local market. Also the host countries should possess location 
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advantage which encourages Foreign Direct Investors to save part of their profit within 

the host country instead of exporting all the gains outside the country. It was concluded 

that the most important factors that can be used to attract more Foreign Direct Investors 

is to construct adequate infrastructure facilities in the country. 

Different studies have been discussing that the flow of FDI have been increasing year after 

year. Referring to Ebekozien et al (2015) noted that FDIs have increased much in Nigeria 

in 2000s compare in 1990s. The government gain from FDIs was reported to have 

increased from average of 10 Million US$ per annual in 1990 to average of 100 Million 

US$ per annual in 2000s. Furthermore, the study concluded that FDIs have significantly 

contributed much in growth of different sectors within the country. 

Krangulij and Parezanin (2015) decided to examine relationship between FDIs and 

economic growth of two Southeast European countries in the period of 2005-2014. They 

found that there was significant positive correlation between FDIs and GDP in Romania 

and Bulgaria but not in Serbia.  On the other hand, Perezanin et al (2016) conducted a 

study on the impact of FDIs on economic growth of Serbia for the period of 2000-2014. 

The results revealed that there was a significant correlation between FDIs and 

macroeconomic indicators, where there was economic growth, in the period of 2000-2007 

which was the beginning of the economic reform. But in the second sub period which 

started from 2008-2014, FDIs did not have correlation with macroeconomic indicators 

and this was due to the effect of crisis on Serbian economy which was very strong.   

Moshi (2015) assessed the impact of FDIs on economic growth in Tanzania, specifically 

the study was observing the impact of FDIs in Mining and quarrying sector, manufacturing 

sector and agricultural sector. The study used time series data from 1998-2010 where the 

data obtained were applied in the multi linear regression by Ordinary Least Squire (OLS) 

method. From the findings it was discovered that there was a positive significant impact 

of FDIs on GDP in mining and quarrying sector; while the GDP in agriculture and 

manufacturing sector had a positive but insignificant impact of FDIs. Finally the 

researcher concluded that for any hosting country to benefit from the FDI the country 
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should have specific policy that governing gains received by Foreign Direct Investors 

from investment activities they perform. However, the policy should mutually discuss the 

benefits that both parties are gaining from such investment.  

Berhe (2015) conducted a research on FDI and economic growth. Both primary and 

secondary data were use in the study. The findings suggested that there is a positive and 

significant relationship between FDIs and economic growth in Ethiopia whereby the FDIs 

contributed in the growth of different sectors of economy, particular manufacturing and 

Agriculture sectors. Yannick and Massimo (2016) also noted that flow of FDIs have been 

increase in Agriculture sector of Italy from 210 foreign direct investors in 2003 to about 

400 foreign direct investors in 2014. 

Jayender (2015) conducted a research on the trend of FDI and the Transformation of 

services sector in India for the period of 8 years from 2006 to 2013. The research revealed 

that inflow of FDIs in the service sector had been increase year after year in India at the 

rate of 3.2%. However, there were positive changes in the service industry within this 

period of 8 years under review. This in turn led to the growth of country GDP in the 

services sector from 14% in 2006 to 16% in 2013. The study concluded that there is 

positive significant correlation between FDI and GDP in the service sector. The same 

applies to Priya and Badge (2013) who conducted a study on the impact of FDI on 

economic of India from the period of 2000-2012 and discovered that FDI has a positive 

impact on economic growth of the country. 

Paul and Milanzi (2016) asserted that foreign direct investment, economic growth, 

financial openness and trade openness are highly interrelated variables. They collected 

data concern investment, economic growth, financial openness and trade openness for the 

some selected development countries, include Tanzania, from World Development 

Indicators (WDI). Data were subjected to the time series analysis and it was found that 

there is the long run equilibrium relationship among the four mentioned variables. The 

study concluded that for the FDIs to have significant impact on the economic growth there 

is the need of government to open their financial and trades subsectors.  
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Wakyereza (2017) measured the impact of FDI on economic growth, employment and 

poverty reduction in Uganda, the study covered the sample period from 1985-2014. 

Econometric testes were applied in the study. The study revealed that FDI contributes 

toward economic growth of the country. The study mentioned that employment 

opportunities formulated by FDIs was very low due to the high rate of increase of 

graduates in the country. Level of poverty was still high due to the misuse of government 

funds. The study also reviewed government policies in relation to the FDIs. The study 

mentioned that government policies could give chance for the Foreign Direct investors to 

avoid and/or cheat on payment of some taxes and export large percent of the gains outside 

the country. As the results Uganda benefited little on the FDIs. The study call on regulation 

and sensitization of monetary policy, commercial policy and fiscal policy in order to 

increase the benefits obtained from the FDIs, increase employment opportunities 

eradication of poverty. 

Libanda et al (2017) conducted a study on the effect of FDIs on economic growth of 

developing countries. The study was conducted in Zambia, Botswana and Namibia. It was 

discovered that Zambia and Namibia had not received significantly amount of FDIs 

compare to Botswana. The growth rates of FDIs in Zambia, Namibia and Botswana from 

2010 to 2015 were 1.8%, 2% and 11% respectively Good infrastructure and policies as 

well as availability of natural resources were attracting Foreign Direct Investors in 

Botswana from South Africa.    

Azemar and Desbordes (2010) conducted a study on the strategies for attracting Foreign 

Direct Investors. The study was conducted in Republic of Kosovo, whereby 43 

respondents were involved in study. The study argued that Foreign Direct Investors could 

be attracted through granting fiscal incentives to their investment, good labour laws which 

gives Foreign Direct Investors power to employ and fire lazy employees, policies that 

allow Foreign Direct Investors to easily access public services. Melnyk et al (2014) 

mentioned that well developed financial institutions are an important source of FDIs 

inflow in the country. The study advised developing countries to improve their financial 

sectors laws and regulations in order to attract more FDIs.  
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Mohamed (2014) presented the impact of government policies on FDIs in Northern Sudan. 

He suggested that Foreign Direct Investors can be attracted if government policies offer 

facilities that promote foreign direct investment. These include guarantee of investment 

guarantee of trade and financial openness and favorable tax policy.  Finally it was 

suggested that FDI is an important tool of technology transfer and also contributes to 

economic growth therefore government policies should favor inflow of FDIs in the 

country. Osma (2014) focused on the impact of policies of the host country on the inflow 

of FDI in Northern Sudan. The study argued that the policies were favorable since they 

were opening ways for Foreign Direct Investors to access locally available resources in 

the country; these include oil and other minerals. However, policies were supporting local 

and international activities of Foreign Direct Investors in Sudan. In conclusion, the study 

mentioned that Northern Sudan have managed to formulate good policies which 

encourage inflow of FDI in the country.   

Sethi et al (2014) conducted a study on the trends of FDIs in Asia. The results revealed 

that there is a significant change in the increase distribution of FDI in Asian countries as 

the results of change of traditional culture that strictly prohibit some of the food and 

actions. Also increase of investment security that guaranteed by the local and international 

laws. Joining of Asian countries in the international agreements and declarations was 

additional advantages for the European and Western investors to invest in Asian countries. 

Guoqiang (2014) conducted a study on Chinas Policies on FDI. The study narrated that 

Chinese policies have been supporting the FDIs especially on the industrial sector, 

whereby different preferential treatment were granted to FDIs. The policies granted tax 

exemption to the new FDIs, support availability of raw material to the FDIs through 

reduction of importation duties of locally unavailable materials and promote availability 

of energy to the industries.  

Senkuku and Gharleghi (2015) identified factors influencing FDIs in Tanzania. The study 

used 100 respondents from different government authorities, include Tanzania investment 

center, Tanzanian Revenue Authority, Tanzania ministry of foreign affair, Tanzania 
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ministry of transportation and Tanzania chamber of commerce. The results revealed the 

following were the factors influence flow of FDIs in Tanzania: availability of arable land, 

natural resources such as coal and gas, good transportation and communication systems, 

tax relief especially to the new investors, access to sea, peace in the country and low level 

of corruption.  

Balinder (2016) conducted a research on the important factors attracting FDI in Ruwanda. 

The study used questionnaire method to collect data from 30 Foreign Direct Investors in 

deferent economic sectors. It was found that high degree of security and peace of the 

country, good constitutional and legal protection, free transfer of capital and profit gains, 

availability of market and resource, location of the country, hospitality towards FDIs, tax 

system, high demand level with reasonable competition were factors that significantly 

determine inflow of FDIs. 

Hasan (2017) conducted a study on the ways used to attract FDI in Kenya. The study used 

deductive approach and collected quantitative information to test hypotheses. The study 

reported that the main methods used by Kenyan government to monitor and improve 

inflow of Foreign Direct Investors were reformation of investment policies, lift-up 

unnecessary permits and procedures; simplify taxation to investors, introduction of 

measures to prevent corruption and reformation of education system to meet the labour 

demand. The study recommended that infrastructure and environment should be well 

improved, building of transparent and responsible scheme so as to stop corruption.  

2.5 Conceptual framework 

A conceptual framework is a structured set of thoughts concerning how a certain event is 

working or how those ideas are related to the appropriate study, it helps in understanding 

the interactions between different variables, and understanding there concepts (Slife and 

Williams, 1995). This study is made up of three variables; independent variables which 

do not depend on other factors, the operating variables and the dependent variable. The 

conceptual framework for the proposed study is given in the figure 2.1. 

Figure 2.1: Conceptual Framework of the study 
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Source: Researcher own development model (2019) 

2.5.1 Independent variable  

From the conceptual framework above, it can be assumed that in order to improve flow of 

FDIs in the countries, various strategies should be applied. In this study the influence of 

policies on inflow of FDIs was considered as the background variables. The factors that 

were considered were the following: - labour and employment policies, taxation policies, 

transportation (import and exportation) policies, investment location policies and 

investment capital policies.  

Klasa (2015) said that tax system should be favorable to foreign investors so that they 

cannot feel the burden of paying the tax to the host government. The conceptual 

framework assumed that there should be no discrimination in transportation policies and 

such policies should favor import and exportation of materials and goods across the 

country. Likewise, investors should be given strategic areas where they can access basic 

needs for human and important requirements for investments, such as telecommunication 

service, water and energy and transport services. 

Also, the labor and employment policies should allow the foreign investors to employ 

skilled labors who fit their qualification so as to do a better job not only that but also the 

policies on the investment of capital should favor foreign investors by allowing them to 

Influence of policies on 

inflow of FDIs  

 Labour and 

employment 

 Taxation 

 Transportation  

 Investment location 

 Investment capital  

Trend of FDIs 

 Increase or 

decrease of FDIs 

Economic impact 

 Increase or decrease 

of GDP 



18 

 

invest with presentable amount that will enable them to run their enterprises. Lastly, it was 

researcher suggestion that implementation of policies have a great influence on the inflow 

of foreign direct investment, therefore governments need to be carefully with their internal 

control systems that make different policies. Bad policies will draw away investors while 

good policies will bring them in.  

2.5.2 Independent and dependent variables 

For this study the dependent variable was the economic impact following influx of FDIs 

in the country. The model/conceptual framework assumes that in order to have economic 

growth in terms of increase GDP, there is the need of having sustainable increase influx 

of FDIs. This can be attained if the country will have suitable policies that attract and 

support FDIs in the country. Several studied have noted that the increase of FDI have a 

great influence in the GDP growth. However there some author who have proved such 

relation to be negative. 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.1 Introduction 

Methodology involves methods that are used by the researcher in order to find solution to 

the research problem (Kothari, 2006). This chapter presents full information on 

methodological approach for the proposed study in terms of study design, study area, 

study population which express the group being selected in obtaining the information, 

sampling procedures and sample size. Also, methods used to collection and analyse data 

have been well explained in this chapter.  

3.2 Study strategy and design 

3.2.1 Study strategy 

Slife and Williams (1995) noted that study strategy is the approach that used when 

conducting research study. There are three different type of research strategy which are 

quantitative, qualitative, and mixed strategies/approaches. This study employed mainly 

quantitative approach since the researcher wanted to develop a study with high degree of 

objectivities than subjectivity and relate the findings with existing theories. However, 

qualitative approach was used in lesser extent in order to supplement information that 

supported quantitative findings. 

3.2.2 Study design 

Research design is a plan that directs the researcher in the process of data collection, 

analyzing data, and interpreting findings. Study design enables researcher to make 

conclusions about causal relationships between variables in the study (Yin, 2003). This 

study used descriptive design. Descriptive design enabled researcher to produce accurate 

information that answer the problem of the study. With this approach, researcher was able 

to establish relationship between FDIs and GDP in the country. According to Saunder, et. 

al., (2007) descriptive design provide an accurate description of what is existing, the 
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frequency with which it occurs and the meaning assign to it by the different people, events 

or situations. 

 

3.3 Study area  

Study area is physical location where data of the study is obtained or collected, (Kothari, 

2006). The study was conducted in Tanzania, which is located in East Africa. This country 

shares borders with Kenya and Uganda in the northern part; Rwanda, Burundi and 

Democratic Republic of Congo in the western side; Zambia, Malawi and Mozambique in 

the southern part and bordered by Indian Ocean to the Eastern part. Specifically the study 

took place in the city of Dar-es-Salam which is located 6048’ South and 39017’ east.  

3.4 Sampling design 

Mason (1994) referred sample design as aggregated part of population or as a plan that 

have been directing researcher on how to collect data analysis and how to interpreted their 

findings. This was also supported by Sharan (2002) who described sample design as a 

collection of different part of the population. The study had object population which was 

the capital invested in the country by Foreign Direct Investors (FDIs-value) and values of 

Gross Domestic Productivity (GDP). The study selected country statistics of GDP and 

FDI-values from the year of 1995 to 2016. It was the researcher belief that, a period of 

twenty two years would be enough for the statistical explanation on how FDI influence 

growth of economy in this country. 

3.5 Data collection methods 

Data collection can be described as the ways used by the researcher to identify and gather 

data Leedy and Ormond (2005). Data is portrayed as information, facts or any other 

relevant materials, which have based on past or present information and are used as bases 

for the study. In this study researcher used secondary data (both qualitative and 

quantitative), whereby the data was gathered using documentary review. 
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3.5.1 Documentary review 

Creswell (2003) described documentary review as the evaluation of different sources of 

already collected materials that helps the researcher to obtain second hand information. 

The study involved review of different source of information concern Tanzania GDP and 

FDI-value. Specifically, the researcher reviewed documents reported by Tanzania 

Investment Center, Tanzania Bureau of Statistics, National Bank of Tanzania and World 

Bank from the year of 1995 to 2016. 

3.6 Data processing and analysis 

Data collected and organized in a good manner. It was edited, checked for any errors and 

compared so as to have the relevant information that was used to make study conclusion. 

Analysis of data depended on the type of data analyzed at that particular time. 

3.6.1 Quantitative data analysis 

The proposed study used SPSS version 20 to conduct statistical analyses. The study 

applied descriptive analysis to identify the main strategies used to attract FDIs and 

examination of trend of FDI in the country. In which frequency, arithmetic mean and 

standard deviation was established. However linear regression analysis and time series 

was used to establish relationship between FDI (FDI-value) and economic growth (GDP). 

Different tests were performed in order to remove unfavorable effect of non-stationarity, 

co-integration and multicolinearity in the time series data collected. These testes were 

multicollinearity test, unit root tests, co-integration test and heteroscedasticity test 

Before carry out those time series testes, the researcher ran the initial regression analysis 

to test the statutory top values of GDP and FDI-values for twenty two years (1995-2016). 

However, linear regression analysis helped to predict equation which show relationship 

between independent and dependent variable 

3.6.2 Qualitative data analysis 

Qualitative data were analyzed following the approach that proposed by Kenneth (2005) 

which consists of three concurrent activities: data reduction, data display and finally 
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conclusion drawing and verification. Data reduction was concerned with the process of 

selecting, simplifying, abstracting and transforming the data so they can be made 

intelligible in terms of the issue being investigated. Data display went a step beyond data 

reduction to provide an organized, compressed assembly of information that permits 

conclusion drawing and action. Drawing conclusions involved stepping back to consider 

what the analyzed data means and assessing the implications of data for the research 

questions. Verification is the process of ensuring that conclusions are valid and justified. 

3.7 Ethical Consideration 

This part mainly explains how the research was conducted following the guidelines, norms 

and the procedures. Approval for conducting this study came from research supervisor 

and research coordinator of Mzumbe University and from the management of the 

mentioned institution. While conducting this study the researcher adhered to the rule and 

guidelines given by the supervisor and management of the institution. Any information 

collected was and will not be exposed to the outsiders; and therefore was only be used for 

the purpose of this academic research. 
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CHAPTER FOUR 

DATA PRESENTATION, ANLYSIS AND DISCUSION 

4.1 Introduction  

The present chapter carries the findings that have been obtained from the course of this 

study. The chapter starts with presentation of demographic characteristics of the 

respondents followed by the analysis of the findings pertain to the specific objective of 

the study. The chapter also carries discussion of the obtained findings.  

4.2 Descriptive Statistics of Study Variables 

The main aim of this study was to show existing relationship between FDI and economic 

growth, therefore, principle variables were values of foreign direct investment and growth 

domestic productivity (GDP). The results in the table 4.1 below show values of FDI in 

terms of US$ have increased from US$119,819,040 (1995) to US$ 516,895,277 (1999). 

Then it kept waving up and down till it reached US$ 936,334,988 (2005) before declined 

to US$ 403,863,718 (2006) and raised sharply to US$ 1,382,441,849 (2008). It waved to 

US$ 2,088,180,236 (2013) and gently declined to US$ 1,363,653,722 (2016). The average 

value of FDI in the period under review was found to be US$ 870,001,024. 

Concern GPD, the finding show that at the beginning of the period under review it was 

US$ 5,255,221,043 (1995); then it was increasing spontaneously without decline till it 

reached US$ 48,985,993,200 (2014). From then, GPD declined to US$ 45,637,890,067 

(2015) and again increased to US$ 47,34,7890,570 (2016). The average GDP was found 

to be US$ 22,639,360,249 almost four times average value of FDI. 
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Table 4.1: Descriptive Statistics of Study Variables 

Year FDI  (US$) GDP (US$)  FDI Percent 

of GDP (%) 

1995 119,819,040 5,255,221,043 2.28 

1996 150,062,124 6,496,195,824 2.31 

1997 157,518,976 7,683,852,497  2.05 

1998 171,951,204  9,345,174,102 1.84 

1999 516,895,277 9,697,847,589 5.33 

2000 463,453,271 10,185,786,171 4.55 

2001 549,290,377 10,383,560,998 5.29 

2002 395,484,964 10,805,600,069 3.66 

2003 318,294,244 11,659,129,815 2.73 

2004 442,490,166  12,825,801,917 3.45 

2005  936,334,988 16,931,916,592 5.53 

2006  403,863,718 18,611,231,239 2.17 

2007  581,189,774  21,525,547,176 2.7 

2008 1,382,441,849  27,375,086,119 5.05 

2009  951,652,908 28,578,165,399 3.33 

2010 1,812,645,748   31,415,004,297 5.77 

2011 1,229,995,191  33,884,165,047 3.63 

2012 1,798,537,066 39,098,631,877 4.6 

2013 2,088,180,236  44,335,036,864 4.71 

2014 1,699,813,964  48,985,993,200        3.47 

2015 1,606,453,730  45,637,890,067 3.52 

2016 1,363,653,722  47,347,890,570 2.88 

Mean 870,001,024 22639305839 3.71 

Min. Value 119,819,040 5,255,221,043 1.84 

Max. Value 2,088,180,236 48,985,993,200 5.77 

Source: TIC (2018) 

4.3 Study results 

In this section the study presents results of the study specific objectives. Secondary data 

was collected for all specific objectives. Different analyses were applied to suit the request 

of those objectives.  

4.3.1 Trend of FDIs in Tanzania 

The first specific objective was to examine the trend of the FDI in Tanzania; this means 

that to analyse the extent to which country of Tanzania have received FDI in terms of 
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values. Descriptive analysis and graph plot for FDI-values were obtained, using SPSS, in 

order to determine the growth of FDI in the country. Under descriptive analysis, 

coefficient of Skewness and Kurtosis were calculated to test distribution (normality) of 

FDI-values together with that of GDP. Skewness measures the direction and degree of 

asymmetry. A value of zero indicates a symmetrical distribution. A positive value 

indicates skewness (longtailedness) to the right while a negative value indicates skewness 

to the left. Values between -3 and +3 indicate are typical values of samples from a normal 

distribution. While Kurtosis measures the heaviness of the tails of a distribution. Negative 

kurtosis indicates too many cases in the tails of distribution while positive kurtosis 

indicates too few cases. Table 4.2 has the results of descriptive analysis showing 

coefficient of Skewness and Kurtosis for both FDI-values and GDP from 22 years period 

which is from the year of 1995 to the year of 2016.  

Table 4.2: Distribution of FDI and GDP in Tanzania from 1995 to 2016  

Variables N Mean Skewness Kurtosis 

Statistic Statistic Statistic Std. Error Statistic Std. Error 

FDI 22 870001024.4 0.520 0.491 -1.205 0.953 

GDP 22 22639305839.6 0.588 0.491 -1.166 .953 

Valid N (listwise) 22      

Source: TIC (1995-2016) 

The results of table 4.2 show that the mean values of FDI-values and GDP for the period 

of 22 years under review were US$ 870,001,024 and US$ 22,639,305,839 respectively. 

The values of Skewness were positive for both FDI (Sk = 0.520) and GDP (Sk = 0.588) 

which indicate the distributions of values of these two variables within the period under 

review were normal and skewed in the positive direction. For that reason, it can be said 

that the distributions of FDI and GDP in Tanzania are becoming more normal as you move 

from previous years to recent years or as the years going on. However, Kurtosis values 

were found to be negative for both FDI (Kt = -1.205) and GDP (Kt = -1.166) which 

envisage that there many things should be done to continue keep the FDI and GDP values 
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normal in the future. This can be either through innovation of investment sector, adoption 

and adaptation of more attractive ways of increase inflow of foreign direct investors.  

The study went ahead and draws a linear plot for the FDI values in order to figure out the 

increase of the FDI values in Tanzania for the twenty two years under review. Graph 4.1 

shows that trend of FDI-value in Tanzania from 1995 to 2016. However, there is the 

gradual decline of FDI in Tanzania since the year of 2014 up to 2016; this can be attributed 

by changes of government operation system in Tanzania. However, this decrease of FDI 

can be connected to the global economic depression which has been reported following 

economic misunderstanding between the economically leading countries. These include, 

economic fighting between China and United States of America as well as economic 

dilemmas facing countries in European Union.  

Graph 4.1: Linear plot of FDI in Tanzania 

 

Source: TIC (1995-2016) 

From the linear plot above (graph 4.1) it can be observed that from the year 1995 to 2016, 

the evidence of linear inclination of FDI in Tanzania can be prescribed. This has been 

indicated with the observed high value of coefficient of determination (Adj R Squire) 

which is at 0.782 meaning that FDI values within the reviewed twenty two years have 
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increased for 78.2 percent. However, the equation for this increase which can be used to 

predict the increase of FDI values in the future years have been given as 

𝑦 = (9 × 107)𝑋 + (1 × 108) 

Whereby: ‘y’ is the FDI values and ‘X’ is the number of the year.  

Moreover, the study wanted to established annual average growth rate of FDI from 1995 

to 2016. The compound growth rate formula was applied to establish thereof.  

𝐴1(1 + 𝑔)𝑛 = 𝐴𝑛 

119,819,040(1 + g)22 =  1,363,653,722  

(1 + g)22 =  
1,363,653,722

119,819,040
  

g =  (
1,363,653,722

119,819,040
)

1/22

− 1 

g =  0.1168 ≈ 11.68% 

The study noted that average annual growth rate of FDI in Tanzania from 1995 to 2016 

was 11.68%. 

4.3.2 Influence of FDIs on economic growth in Tanzania 

The second specific objective of the study was to examine the relationship between FDI 

economic growths in the period of last twenty two years from 1995 to 2016. Time series 

analysis was used to establish the mentioned relationship. And the variables used were 

GDP (dependent variable) together with FDI-values (independent variable). In the process 

of establish the mentioned relationship, the researcher had to perform different time series 

testes, these included multicolinearity test, unit root test and cointegration tests.  

 

(i) Regression Analysis  
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Before conducting these time series testes, the researcher wanted first to find out how 

independent variable was affecting dependent variables. There are many different 

approaches that could be taken to estimate the effect of independent variables on the 

dependent variable but the empirical aim for this study was to set up a linear regression 

equation using data presented previously on the table 4.3. Therefore, linear regression 

analysis was used. The following linear equation was to be established:- 

 

𝐺𝐷𝑃 =  𝑎 +  𝐹𝐷𝐼 + 𝑒 

 

Whereby: GDP is Growth Domestic Productivity and FDI is value of Foreign Direct 

Investment  

Table 4.3:  Regression Results 

Source: TIC (1995-2016) 

Table 4.3 shows the slope for predicting growth of GDP is positive 21.39 which indicates 

the positive relationship between the growth of GDP and FDI. It indicates that value of 

GDP increase as the country receives more foreign direct investors. With this statistics it 

                                                                              

       _cons     4.03e+09   2.24e+09     1.80   0.086    -6.30e+08    8.70e+09

         FDI     21.38515   2.087243    10.25   0.000     17.03123    25.73906

                                                                              

         GDP        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

       Total    4.6793e+21    21  2.2282e+20           Root MSE      =  6.1e+09

                                                       Adj R-squared =  0.8320

    Residual    7.4885e+20    20  3.7442e+19           R-squared     =  0.8400

       Model    3.9304e+21     1  3.9304e+21           Prob > F      =  0.0000

                                                       F(  1,    20) =  104.97

      Source         SS       df       MS              Number of obs =      22

. regress GDP FDI
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can be also said that one unity change of FDI-value can increase GDP-value by 21.39. 

However, the regression result continued to show that the correlation coefficient (R-

Squire) is 0.84 which suggests a very strong correlation between GDP and FDI. The 

coefficient of determination (Adj R-Squire) has been observed to be 0.832 which indicates 

that 83.2% of the variation in the GDP is determined by the FDI. It can also be assumed 

that FDI significantly predict growth of GDP, this is because the observed probability 

values was less than 0.0001 (p< 0.0001) at 5% level of significant. The linear regression 

equation for predicting GDP growth can be given as 

 

𝐺𝐷𝑃 =  4.03 × 109 +  21.38 FID 

Since coefficient of determination was very high (0.832) and indicated that 83.2% of the 

GDP was determined by the FDI, the linear equation above might be suffering from the 

different time series problems. This is due to the fact that GDP depend on very many 

factors (i.e. import and exportation, inflation, monetary depth and so on); therefore, in the 

real situation 83.2% of GDP can not attributed by the FDI alone. It is meaningful to note 

that although data was taken from the trustworthy/reliable sources (TIC, Bureau of 

Statistics) but still the data may be suffering from institutional problems which are not 

taken care of in the analysis of this study. 

Therefore, equation above should be examined so that to remove the existence of any time 

series problem. The researcher tested the data for the problems of multicollinearity, 

autocorrelation and stationarity. According to Maddala (1992), the majority of raw data 

in economic time series are non-stationary because they normally exhibit some trends over 

time which can be removed by using either first or second difference. 

(ii) Multicollinearity test 

On the time series data, one of the assumptions for regression analysis is that the 

independence variables should not be strongly correlated. In other words, there should be 

no multicollinearity should not be exist among the predictor variables. Multicollinearity 
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refers to a statistical phenomenon in a multi regression model in which two or more 

independent variables are highly correlated. Multicollinearity may lead to the invalid 

explanation of the model therefore to avoid this problem it should be ensured that 

independent variables have no linear relationship between each other. Agresti and Finlay 

(2007) denoted that if there is a perfect linear relationship between independent variables 

or the predictors-the estimates for a regression model cannot be exclusively computed. 

Therefore, to identify existence status of linear relationship between predictors or 

multicollinearity problem in the regression model, this study used Variance Inflation 

Factor (VIF). If VIF values are greater than ten, meaning that the variables have linear 

relationship and thus require further investigation. Statisticians suggest that if VIF for a 

given variable is greater than 10 or 1/VIF (tolerance value) is less than 0.1, the variable 

should be considered as a linear combination of other predictor/independent variables. In 

addition, the pair wise correlation test was employed in the study to approve the VIF 

suggestion. The results of VIF for testing multicollinearity have been given in the table 

4.4 while the result of correlation test to ensure the VIF results is given in the table 4.5. 

The results of Variance Inflation Factor (table 4.4) indicates that time series data for FDI 

did not have multicolinear problem as it is clearly observed to have VIF less than 10 and 

1/VIF greater than 0.1. Moreover, correlation analysis (table 4.5) conforms that the model 

was not suffering from serious multicollinearity since there are no significantly correlated 

between them (p- value 0.9165). Normally, multicolinearity is resolved by changing data 

to logarithm and since there was no multicolinearity problem, there was no need of chance 

data to logarithm. 

 

 

 

Table 4.4: Results of multicollinearity test using VIF 
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Source: TIC (1995-2016) 

Table 4.5: Results of multicollinearity test using correlation analysis 

 

Source: TIC (1995-2016) 

(iii) Unit root test 

The regression model established from previous table 4.3 may be misleading and 

confusing because non stationarity problem may be existing in the time series data. For 

instance, the result of the table 4.3 assume that a percentage change of FDI can either 

increase or decrease GDP by 83.2%, this result may be misleading because this percentage 

is too big and there may be other factors to which GDP can depend on; apart from the 

FDI. The problem of non-stationarity of the variables (both the dependent and the 

independent) may lead to spurious regression problem. Similarly, the least square 

estimators will be inconsistent and diagnostic statistics such as t and F statistic will not 

have their standard limiting distributions. This may lead to having regression coefficient 

of the explanatory variables which are significantly different from the actual coefficient 

(Gujarati, 2003).  

    Mean VIF        1.00

                                    

         FDI        1.00    1.000000

                                    

    Variable         VIF       1/VIF  

. vif

         GDP     0.9165   1.0000

         FDI     1.0000

                                

                    FDI      GDP

(obs=22)

. correlate FDI GDP
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This study, therefore, used corrgram with the help STATA to examine whether there is 

any unit root in the time series data given. Corrgram recommends that the null hypothesis 

in the series of data has no unit root; it means that series is stationary while the alternative 

hypothesis is that there is unit root in the series of data meaning that series is non-

stationary. 

Null Hypothesis: Time series data has no unit root or data are stationary (p >0.05) 

Alt Hypothesis: Time series data has unit root or data are non-stationary (p<0.05) 

For the null hypothesis to be rejected, the p value should be less than 0.05 (or p < 0.05). 

In testing for the unit root problem, the results for FDI and GDP are summarized in the 

table 4.6 and 4.7 respectively. 
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Table 4.6: Unit root test for FDI 

 

Source: TIC (1995- 2016) 

8        0.0337  -1.3078   21.673  0.0056                                      

7        0.0164   0.5321   21.631  0.0029                                      

6       -0.2300   0.3882   21.622  0.0014                                      

5        0.3537  -0.1500    19.96  0.0013                                      

4       -0.2875  -0.5617   16.289  0.0027                                      

3        0.1025  -0.1945   14.017  0.0029                                      

2        0.2440  -0.6148   13.745  0.0010                                      

1       -0.7285  -0.7300    12.29  0.0005                                      

                                                                               

 LAG       AC       PAC      Q     Prob>Q  [Autocorrelation]  [Partial Autocor]

                                          -1       0       1 -1       0       1

. corrgram D.D.FDI

8        0.0037  -1.1987   15.321  0.0532                                      

7       -0.0505  -0.6213   15.321  0.0321                                      

6       -0.2778  -0.0520   15.233  0.0185                                      

5        0.3325   0.3120   12.748  0.0259                                      

4       -0.2436  -0.2852   9.4105  0.0516                                      

3        0.0796   0.0378   7.7252  0.0520                                      

2        0.1579  -0.2294    7.555  0.0229                                      

1       -0.5354  -0.5520   6.9214  0.0085                                      

                                                                               

 LAG       AC       PAC      Q     Prob>Q  [Autocorrelation]  [Partial Autocor]

                                          -1       0       1 -1       0       1

. corrgram D.FDI

9       -0.1564   1.2777   44.946  0.0000                                      

8       -0.0514   0.3214   43.952  0.0000                                      

7        0.0103  -0.3933   43.853  0.0000                                      

6        0.1200  -0.4867   43.849  0.0000                                      

5        0.2958   0.1663   43.374  0.0000                                      

4        0.3687  -0.1723   40.656  0.0000                                      

3        0.5685   0.1786   36.668  0.0000                                      

2        0.7031   0.4853   27.687  0.0000                                      

1        0.7629   0.7884   14.635  0.0001                                      

                                                                               

 LAG       AC       PAC      Q     Prob>Q  [Autocorrelation]  [Partial Autocor]

                                          -1       0       1 -1       0       1

. corrgram FDI
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From the result of the table 4.6 where autocorrelation and partial auto correlation of 

corrgram were used, it can be observed that FDI time series data at level were not 

stationary because the p-values were less than 0.05 for all lags. Therefore, there is 

evidence that the null hypothesis is rejected and alternative hypothesis is accepted. Hence 

the residual is non-stationary. When these data were converted to the first different became 

stationary because p-values were greater than 0.05 for at least three lags. Data at second 

difference were also non-stationary given that all lags had p-values less than 0.05. Hence 

at first different, FDI data were stationary and for that reason the study concluded the FDI 

time series data were integrated at order one {I(1)}. For the interest of unbiased regression 

analysis FDI time series data at first difference were used to establish linear equation for 

predicting relationship between FDI and GDP.  

Also, the results of unit root test have revealed that GDP is not stationary at level. As seen 

in the table 4.7, the p-values at level were less than 0.05. Therefore, null hypothesis was 

rejected and the test was again repeated with data at first difference. The result of GDP 

unit root test at the first difference showed that the GDP time series data at first difference 

were stationary since p-values were greater than 0.05 for all lags. With these results it can 

be said that GDP time series data is integrated (become stationary) at order one. GDP time 

series data at order one was used for construction of unbiased regression equation. 
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Table 4.7: Unit root test for GDP 

 

Source: TIC (1995- 2016) 

(iv) Co-integration Test  

Autocorrelation is a regression problem where correlation presents between the errors in 

different time periods. It is very common in regression analysis when using time series 

data. Autocorrelation in time series data can lead to less efficiency in regression analysis 

and therefore predictions using such regression model/equation may be wrong. 

Autocorrelation can be eliminated by recognizing the factors responsible for the 

autocorrelation and extending the regression accordingly. In order to identify existence of 

8       -0.1241  -0.4820   3.6506  0.8872                                      

7       -0.2086  -0.7151   3.0784  0.8777                                      

6        0.0980   0.3903   1.5771  0.9542                                      

5        0.0746   0.2799   1.2681  0.9382                                      

4        0.0627   0.1948   1.1001  0.8942                                      

3       -0.0067  -0.0792   .98857  0.8040                                      

2        0.0663   0.0467   .98736  0.6104                                      

1        0.1904   0.1905   .87553  0.3494                                      

                                                                               

 LAG       AC       PAC      Q     Prob>Q  [Autocorrelation]  [Partial Autocor]

                                          -1       0       1 -1       0       1

. corrgram D.GDP

9       -0.1501  10.6463   56.819  0.0000                                      

8       -0.0335   0.6208   55.904  0.0000                                      

7        0.0815  -0.6451   55.862  0.0000                                      

6        0.2036  -0.2958   55.628  0.0000                                      

5        0.3233  -0.0865    54.26  0.0000                                      

4        0.4564   0.3289   51.014  0.0000                                      

3        0.6013   0.1123   44.903  0.0000                                      

2        0.7594  -0.1466   34.855  0.0000                                      

1        0.8836   1.0285    19.63  0.0000                                      

                                                                               

 LAG       AC       PAC      Q     Prob>Q  [Autocorrelation]  [Partial Autocor]

                                          -1       0       1 -1       0       1

. corrgram GDP
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the autocorrelation problem, this study conducted Durbin Watson (DW) test. If the DW 

test statistic (d-statistic) is closer to 2, it means that there is insignificant autocorrelation. 

The Durbin Watson recommend the equivalent test to be d-statistic = 2(1-ṗ) where ṗ is a 

correlation exist between error in different time period, for the insignificance 

autocorrelation the value of ṗ should be below 0.5. The best value for ṗ is 0 since it makes 

the d-statistic equal to 2. The recommended range by Durbin Watson for the time series 

data to be regarded as the autocorrelation free is 1.50 to 2.49. After conducting the DW 

test-the study finds the d-statistic = 1.988 which is within the acceptable range of Durbin 

Watson table. Therefore, the study concluded that that there was not autocorrelation 

problem in the data. The result of autocorrelation test carried out using Durbin Watson 

test has been given below.  

Result of Co-integration Test using Durbin Watson 

 

(v) Heteroscedasticity Test  

One of the typical assumptions of the regression analysis for time series data is that the 

disturbance variance is constant across observations. If this assumption is violated, it can 

be said that the error terms are heteroscedastic. Heteroscedasticity test was conducted 

using Bruce Pagan heteroscedasticy test to identify whether or not the variance of the error 

terms is constant. Heteroscedasticity test recommends that the null hypothesis is that the 

series has homoscedasticity. The null-hypothesis is accepted if the p value is high at a 

selected level of significance. In this study, it was found that the p-value is significant and 

rejects the null hypothesis, meaning that there was heteroscedasticty problem that needs 

to be removed in the predictor variables of the previous established linear regression 

model. The result of Breusch-Pagan test is given below. 

Durbin-Watson d-statistic(  .,    20) =  1.988272

. dwstat
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Results of heteroscedasticity test using Breusch-Pagan Test 

 

(vi) Remedies to the regression problems  

Bearing in mind the unit root problem in this data, as Blanchard (2001) cited in Baba 

(2011) suggested it may be a consequence of data deficiency but an empirical analysis 

such as this present study would have nothing to do about it. The unit root problem may 

be resolved by increasing the sample size; but, unavailability of more data on the time 

series variables used in this study did not permit increase in sample size. However, unit 

root problem/non-stationarity problem can be resolve by differentiation method. This 

study used differentiation as the main way of decreasing the effects unit root on the 

variables. Accordingly, data was transformed in to first difference and they become 

stationary. Analysis found that variables were not suffering from serious 

heteroscedasticity problem. The first way of solving heteroscedasticity problem as well as 

autocorrelation problem is to drop variables (i.e. predictor variables) which are highly 

correlated. But since there only one predictor variable (the FDI) the dropping method was 

not attempted. However, heteroscedasticity and even autocorrelation problems can be 

resolved by transforming data in to its stationarity state.  

The vector auto-regression was the suitable method to correct linear regression 

model/equation established previously in the previous table 4.3. The new linear regression 

         Prob > chi2  =   0.0196

         chi2(1)      =     5.45

         Variables: fitted values of GDP

         Ho: Constant variance

Breusch-Pagan / Cook-Weisberg test for heteroskedasticity 

. hettest
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model or equation should be developed because the variables in the first model were non-

stationary and were suffering from heteroscedasticty problem. The result of vector auto-

regression analysis is given on the table 4.8. 

Table 4.8: Vector auto-regression analysis 

 

Source: TIC (1995- 2016) 

Therefore, the modified regression equation for predicting economic growth using foreign 

direct investment is given as shown in the table 4.13 where FDI has been found to have 

positive effect in the growth of GDP of the country. The slop is 0.0105 which means that 

one unit change of FDI can change GDP by 0.0105 units. This being the fact the study 

suggested that the Government of Tanzania should promote inflow of foreign direct 

inverters by continue adopting and adapting strategies for attracting FDIs. The new linear 

regression model is given as:  

 

                                                                              

       _cons     1.25e+09   9.65e+08     1.30   0.195    -6.40e+08    3.14e+09

              

         L2.    -.8090808   2.169594    -0.37   0.709    -5.061406    3.443245

         L1.     .0105239   2.287499     0.00   0.996    -4.472892     4.49394

         FDI  

              

         L2.    -.1151087   .2604501    -0.44   0.659    -.6255815    .3953641

         L1.     1.169164    .302274     3.87   0.000     .5767178     1.76161

         GDP  

GDP           

                                                                              

                    Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval]

                                                                              

                                                                

FDI                   5     3.4e+08   0.7628   64.30589   0.0000

GDP                   5     2.4e+09   0.9787   917.8507   0.0000

                                                                

Equation           Parms      RMSE     R-sq      chi2     P>chi2

Det(Sigma_ml)  =  2.16e+35                         SBIC            =  88.53466

FPE            =  6.00e+35                         HQIC            =  88.13398

Log likelihood =  -870.368                         AIC             =   88.0368

Sample:  1997 - 2016                               No. of obs      =        20

Vector autoregression

. var GDP FDI
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𝐺𝐷𝑃 = 1.25 × 109 +  0.0105 FDI 

 

The different between this new equation and the previous linear regression question, 

presented at beginning of this section, is that the first question use time series data at the 

level (which was not stationary) and data were suffering from heteroscedasticty problem. 

But the new equation use data at the second difference (stationary data) which was also 

free from heteroscedasticty problem. The new equation is more accurate in predicting 

economic growth using values of FDI. 

4.3.3 Influence of policies on inflow of FDIs  

The third objective of this study was to evaluation of polices govern FDIs in Tanzania. 

The researcher used qualitative method to find out what are the policies supporting foreign 

direct investments in the country of Tanzania, their strengths and weakness. In doing so 

some few respondents were asked to mention the policies and their strength and 

loopholes/weakness in those policies. Several arguments were made and summarized 

during analysis in order to come up with the most important facts. Some of the themes 

noted are:- 

Lastly the study reviewed Tanzania investment Act of 1997 that mainly supported 

investment in the country for both local and foreign direct investors. The Act has 

discoursed on:- 

 Investment opportunities  

 Right to obtain credit from domestic bank and financial institutions  

 Technological transfer agreement 

 Transfer of capital profit 

Investment opportunities 
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To improve realization of investment opportunities in the country, the Tanzania 

investment Act established investment center know as Tanzania Investment Center with 

the obligation of identifying investment opportunities in the country and publish them for 

the potential investors (both local and foreign) to get access to them. Section 15 (2) of this 

Act states that the Investment Center shall, in liaison with relevant Ministries and other 

authorities, determine investment opportunities available in the country and the 

modalities of accessing them. 

Through TIC potential FDIs all over the world have been able to understand investment 

opportunities available in Tanzania. During discussion it was mentioned that there still 

many investment opportunities in the study have not yet been appreciated by investors 

and still the TIC continue to promote them. These opportunities range from mineral, 

natural gas, tourism, maritime businesses, health and technology.    

 

 

Right to obtain credit from domestic bank and financial institutions  

For any business investment to progress; it requires increase of capital for running new 

operation activities. Having seen this, the government of Tanzania had legally allowed 

FDIs to obtain credit from domestic sources. The Tanzania Investment Act of 1997 

Section 25 (1) states that  

“a foreign investor may, in relation to the business enterprise which he 

operates, obtain credit from domestic bank and financial institutions up to 

the limit established by the bank of Tanzania in consultation with the 

Investment Center, with regard to the amount of foreign capital invested in 

the business enterprise.”  
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Mohamed (2014) reported on his study Foreign Direct Investors could be attracted if 

government offers facilities that promotes foreign direct investment in the country; and 

one of those facilities is the additional capital in terms of credit.  

Technological transfer agreement 

The government of Tanzania supports FDIs to transfer their technology from their home 

country to Tanzania in the course of investment operation and management. The 

investment Act Section 26 (3) state that a person who applies for a certificate which 

involves agreement for the transfer of foreign technology or expertise, shall not be 

required to make a separate application under this Act if he provides the relevant 

information relating to the regulation of agreements for the transfer technology or 

expertise required under this part.  

In the discussion with study representatives it was mentioned that FDIs like to come 

with their own technologies that can help them to attain their investments goals. If 

the government would be stopping them from using technologies of their own 

choices they would not accept to invest in this country. It was added that Tanzania 

is also benefiting from the new technology brought buy FDIs. In which local 

company tend to learn and adopt the use of modern equipments from the foreigners. 

Indeed Tanzania in growing by absorbing new technology from the FDIs. Just like 

it was suggested by Romer (1990s), who discovered endogenous growth theory, that 

knowledge and technology are skills that need to be learnt and improve for the 

growth of national economy. 

Transfer of capital profit  

After produce enough within the country the Tanzania government gives FDIs the right 

to transfer capital profit to their home countries. The Tanzania investment Act section 21 

(1) states that business enterprise to which this act applies shall be guaranteed 

unconditional transferability of capital profit through any authorized dealer bank in freely 

convertible currency in respect of (a) net profits or dividends attributable to the 

investment. (b) Payments in respect of loan servicing where a foreign loan has been 
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obtained (c) royalties, fees and charges in respect of any technology transfer agreement 

registered under this Act.  
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CHAPTER FIVE 

SUMMARY, CONCLUSION AND RECCOMENDATION 

5.1 Introduction 

This chapter sums up the findings of this study and provides conclusions of the study 

objectives. The chapter also suggests area for further studies 

5.2 Summary of the Study 

The main aim of the study was to identify the impact of foreign direct investments on 

economic growth of Tanzania. In order to achieve the main objective of this study, the 

researcher used three research questions, which were; how do FDIs trend in Tanzania? 

How do FDIs influence economic growth in Tanzania? How suitable are the policies 

govern FDIs in Tanzania?  Below is the summary of the results obtained from this study 

that answers the aforementioned research questions.  

5.2.1 Trend of FDIs in Tanzania 

The study reviewed the value of foreign direct investment in the country for the period of 

22 years, from 1995 to 2016. Generally, it was noted that from the beginning of this period 

to the end the value of foreign direct investment in the country had grown by 78.2%. 

Through this period under review, the lowest capital invested in the country by FDIs was 

US$ 119,819,040 which was seen in the year of 1995 and the maximum value was seen 

in the year of 2013 in which the value was US$ 2,088,180,236. The annual growth rate of 

foreign investment value was found to be 11.68%. With this statistics the study accepted 

that there is the increase of foreign direct investments in the country of Tanzania. 

5.2.2 Influence of FDIs on economic growth in Tanzania 

The study used time series analysis and noted existence of positive significance correlation 

between FDIs and GDP when data was at level and when data were converted at second 

difference. However, at level, it was noted that the series data had problem of non-

stationarity and heteroscedasticity but when converted to the second difference these 

problems were remedied. Therefore, the study proposed a linear regression equation for 
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predicts GPD using values of FDIs; but all values should be first converted to the second 

difference. 

5.2.3 Polices govern FDIs in Tanzania 

The study analyzed different sections in the Tanzania investment Act of 1997. The Act 

which was enacted for the purpose of support investment business in Tanzania, with the 

aim of improves economic growth through creating favorable condition for investment. 

The Act covers both local and foreign direct investors in the country. It was noted that the 

Act established TIC with the obligation of identify investment opportunities and promote 

them for potential investors to identify them. The Act gives permission for FDIs to receive 

and use financial services available in the country, especially credit services from the 

domestic bank and other financial institutions. Through these Act FDIs are legally allowed 

to import their technology in the country for facilitating their investments and also they 

can transfer capital profit back to their home countries.  

5.3 Conclusion  

The study concluded that there various strategies have been used to attract foreign direct 

investors in Tanzania, even the value of foreign direct investment have been increased at 

high rate. The rate was noted to be 11.8% per annual. The study also observed a positive 

significance correlation between FDIs and GDP in the country. This means that economic 

was growing with increase values of foreign direct investment. 

5.4 Recommendations  

From the findings of this study the following recommendations were obtained for the 

effective environment in which FDIs would have more contribution in economic growth 

in Tanzania.   

 The study want government to continue increase efforts in planning and/or 

designing different strategies for attracting FDIs since there is the economic 

benefit associate with the influx of FDIs in the country. 
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 Policies should be frequently updated to fit economic situation of the world 

and country for benefit of both FDIs and the country. This should go hand in 

hand with improvement of the contract agreements between government and 

FDIs to make sure the country benefits from the investment activities 

conducted by FDIs in the country. 

 

 Lastly, the issue of whether foreign direct investment leads to economic 

growth is continuing debate; therefore, more studies should be conducted in 

this area at regular intervals in order to monitor the impact of FDI in the growth 

of economy of this country.  

5.1 Area of Further Study 

The study suggests that further researches should be conducted in the identification of the 

challenges that hinder FDIs to invest in Tanzania. This will give more light on ways to be 

used to attract more investors. However, there is the need of conduct studies on the 

individual types of foreign direct investment (i.e. mining, tourism, industry production, 

farming) in respect to the economic growth of the country.  
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