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ABSTRACT 

This thesis examines the outcome of foreign capital inflows (FCI) on economic growth of 

selected developing countries for the period of 1984 to 2016. Foreign Capital Inflow consists of 

remittances, official development assistance (ODA) and foreign direct investment (FDI). The 

data for analysis is taken from world bank development index.  This thesis analyzes the 

relationship between FCI and economic growth in developing countries by using Production 

Function that is based on Exogenous and Endogenous growth theories. For this purpose, labor 

force (LF), inflation, gross capital formation (GCF), imports, and exports are included in the 

model. The study analyzes descriptively and graphically the FCI, economic growth and all other 

variables which are used in the model. This thesis tests the relation between FCI and economic 

growth of the selected developing countries empirically by applying the Random Effect Model 

(REM) and Fixed Effect Model (FEM) as all variables are stationary at level.  The result shows a 

positive and statistically effect of FCI on economic growth.  The other determinants that are 

labor force, gross capital formation and exports have also positive and significant effect on 

economic growth for all selected developing countries. This thesis also analyzes the impact of 

FCI on growth separately for low income countries, lower middle-income countries and upper 

middle-income countries separately. The Overall countries, lower income countries and upper 

middle countries result show a positive and significant relationship between FCI and economic 

growth, but the low-income countries result shows insignificant relationship. 
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                                   Chapter 1 

                                              Introduction 

 

1.1 Introduction 

The Foreign Capital inflows play a significant role in the economic growth of developing 

countries.  It is essential for the long-term growth because it creates a condition for sustainable 

development and solution of many macroeconomic problems, promotes the financial system, 

modern technologies, employment opportunities, borrowing costs both for the government and 

corporate (Razin, 2001), Edward 2004).  

         Moreover, it is important for the developing countries like Pakistan to bridge the resource 

gap, saving-investment gap, skill and technological gap and import-export gap because savings 

are low to required level (Chenry and Strout 1966), Waheed 2004).   

Moreover, an inflow of capital helps in the attainment of national economic, 

empowerment development strategy objectives and the millennium development goals of the 

developing countries. It allows, host countries to consume more than it produces, and the 

marginal productivity of capital is higher in the recipient country than the rich developing 

nations. Economies become more open to the world and friendly allow capital inflows in the 

form of Foreign aid, External Debt, Foreign direct Investment, worker remittances, from the 

donor country to the recipient country than it will significantly contribute transformation of the 

developing countries (Levin, 2004).   

          Based on the previous studies, foreign capital inflows help to achieve rapid economic 

growth, and significantly improve the financial deficiency of the developing countries. However, 
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empirical research on the effect of foreign capital inflows on the balance of payment, real 

exchange rate appreciation, stock market, and monetary expansion as well as on production and 

consumption have been largely studied. (Calvo et. al, 1994), (Calvo and Reinhart, 2000), 

(Hutchison, 2002), (Jitter, 2003), (Kamisky, 2003).   

        Research has been conducted on the impact of capital inflow on economic growth of the 

developing countries. However, there is empirical and theoretical controversy on the role of 

foreign capital and savings in economic growth and development (Ahmad and Ahmad, 2002). 

Studies on capital inflows indicate different magnitude sign (Ahmad and Ahmad, 2002) and 

some studies shows that there is a negative impact of capital inflow on economic performance. 

       The empirical research investigates that Foreign capital inflows significantly contributes to 

the growth of developing countries at a micro level (Moreira, 2005). However, until recent 

results at the macro level about effects of official development assistance for on economic 

growth inconclusive in developing countries and this contradiction is known as the micro-macro 

paradox (Mosley, 1986).  

      However, time lags have been ignored with the aid and growth relationship largely in the 

literature. Conventionally, due to the low income, there is limited capacity to accumulate 

savings. Chenery and Strout (1966, 1979) expanded the model of Harrod- Door in their two-gap, 

theory. Hence, they concluded that foreign exchange shortage in the developing nations was the 

major constraint for the economic development of the developing countries.  

       Hence, a fiscal gap between government revenue and expenditure the third gap which is very 

important has been ignored extensively in previous studies. However, aid is effective if it 
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supplements government revenue because of the developing nation‟s deficit in budget restrict 

savings accumulations (Bacha, 1990).  

         Foreign aid positively affects economic growth (Papanek 1973), (Dowling and Hiemenz 

1982), (Gupta and Islam 1983), (Hansen and Tarp 2000), (Burnside and Dollar 2000), 

(Gomanee, et al. 2003), (Daugaard et al. 2004), (Karras 2006). 

         Economic growth of a country is generally determined through foreign investment. Foreign 

investment guarantees stable economic growth through employment creation, increase in 

aggregate demand, technological expansion, and increase in human resources. Domestic capital 

sometimes fails to attract the essential level of foreign investment. To maintain the economy of a 

country on its stable state of growth pattern, foreign capital inflows (FCI) play a significant role. 

The importance of the influence depends on the structure, consumption and effectiveness of the 

host countries. 

        Foreign capital Inflows (FCI) support significantly to the host countries but dependence on 

foreign capital inflows (FCI) is linked with worldwide disaster and policies of home countries. 

The association between the foreign capital inflows and the growth is not directly proportional. 

Economists are different in their views regarding growth effects of the foreign capital 

particularly in the host countries. 

       The Foreign capital inflows (FCI) can obtain different types such as foreign aid, external 

debt, remittances, foreign portfolio investment and the foreign direct investment. All these 

inflows provide a widespread rationale that is filling the reserve space and determinants. This 

study includes the remittances, official development assistance (ODA) and the FDI as the foreign 

capital inflows (FCI). Over the past three decades, foreign capital flows into developing 

countries have been linked with an equal increase in domestic investment. Even though this 
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relationship has undermined over time as the level of monetary integration across borders has 

increased. This relationship is stronger in Africa, where countries are slightest incorporated with 

international monetary markets. The association between productivity growth and foreign capital 

flows appears to have strengthened with the passage of time. (Ekanayake, E. M., & Chatrna, D, 

2010).  

          The benefits of foreign capital inflows throughout the transfer of technology and 

administration techniques and the motivation of monetary sector expansion are significant in 

countries where a developed substantial infrastructure, a strong production environment and 

open trade regimes have facilitated the incorporation of those flows. To attract the capital, the 

developing countries recommend high rate of return which permits the movement of funds from 

industrial to the developing countries.  

           The financial organizations also recommend the developing countries to progress their 

economic circumstances, steady their exchange rate, and generate strong atmosphere for inflow 

of resources so that they can also improve their economic growth. The World Bank (WB) in 

2015 reports the conditions for investment that are law and order condition, stability of political 

system and corruption free atmosphere so the countries reshape their monetary strategies and 

stable their financial circumstances to draw the inflow of capital. And in the crucial significance, 

the capital inflow has developed a key attention not only for the economists but also for the 

strategy makers of the countries.  

           In recent years, progress of a country mostly relying on its guidelines. The developing 

countries also obtain the assistance of shuffling and accepting the latest technology from the 

industrial states due to which their monetary actions and competence increased. (Li, X., & Liu, 

X, 2005).  
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In recent years, foreign direct investment (FDI) has been improving considerably in the 

developing countries. This is fact that the foreign direct investment is the steady and widespread 

element of foreign capital inflows (FCI). The significance of the foreign direct investment has 

appeared from the responsibility played by Multinational cooperation‟s (MNCs) in making 

constructive externalities in economic growth through giving financial capital, generating jobs, 

shifting technical knowledge, executive and managerial assistances and improving 

competitiveness. 

          The expansion in foreign capital inflows recommend that the global economy is 

progressively increasing and interrelated with each other. The Foreign Direct Investment (FDI) 

can play a critical role in the economic growth in developing countries by making additional 

assistances in the home countries. (Easterly, 2003). 

         The FDI shift machineries and its spillovers effect on national organizations which may 

make them more determined and advanced standard. Foreign capital inflows (FCI) can also carry 

positive externalities, advanced technology and skilled workers. And these may be then 

accessible in the economy and improve production.  

           The “United Nations Organization” (UNO), Session on the “Trade and Development” 

(2008), reports that the Foreign Capital Inflows (FCI) can generate employment, improve output, 

allocate assistances and knowledge and improve exports of the developing countries. The 

Foreign capital inflows (FCI) are also recognized as the major sources of foreign support for the 

developing countries. 

          The foreign direct investment, remittances and the Official Development Assistance 

(ODA) are openly associated with the global investment. The literature review of economic 

growth illustrates that Foreign Capital Inflows (FCI) are positively connected to economic output 
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in the beneficiary countries. Further, there are disagreements as some experimental studies claim 

that the association between the Foreign Capital Inflow (FCI) and output is non-linear. And these 

results construct the affiliation between the FCI and the economic growth. 

           The association between the Foreign Capital Inflow (FCI) and economic growth is one of 

the emerging subjects in the economic development. And with the development of endogenous 

growth theory that was pioneered by David Romer, this association became more important for 

long run economic growth. (Makki, S. S., & Somwaru, A. 2004). 

 

1.2 Economic Theories and Growth of Developing Countries  

           The exogenous theory, normally familiar as the Solow- Swan growth concept or Neo-

Classical growth concept was established by the Solow (1956). This concept assumes that the 

economic growth is created through the exogenous features of the production functions, the stock 

of capital     accumulation and labor. The Sala and Barro in the year of the 1995 revealed, there is 

a positive association between economic growth and the capital accumulation. And according to 

this concept, a rise in the investment accumulation will affect in a rise in economic growth 

whereas the quantity of labor and the level of technology is assumed to be held. For that reason, 

economic growth is increased, resolute by the supply of capital accretion, which is determined by 

the saving rate and the percentage of capital reduction.  

            Further, the economic growth is measured by the exogenous features like the 

technological development, which takes the procedure of labor expansion. The increase of the 

economy depends on the stock of investment accumulation and the expansion of labor strength 

by technological advancement. As an outcome, if foreign direct investment (FDI) is presented 
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which guides to improved capital stock productivity and labor, so this will guide further to 

additional reliable yields of investment and labor will grow up exogenously. 

           This concept claims that foreign direct investment (FDI) increases the resources in the 

home economy. And then encourages economic growing towards a new stable state by this 

increase of capital formation. The concept of Exogenous Growth Theory is that foreign direct 

investment (FDI) influences the economic growth in the way of returns to the capital; therefore, 

FDI endorses economic growth by raising national investment. This theory takes labor as human 

resource because knowledge accumulates within an organization and is accumulated within the 

structure of organizations.  

         Furthermore, this concept does not satisfactorily give explanation of making and the 

rotation of technology, information and the knowledge that becomes steadily clear in economic 

study. This assumption also does not give the monetary justification about the progress and 

technological advancement. It does though; consist of a time tendency to reveal procedural 

improvement in the economic progress rate. 

               Economic theory provides detail on foreign capital inflows (FCI) in rapid fiscal growth 

in developing countries. Current economic output theories reveal that foreign capital inflows 

(FCI) play a vital part in shifting technological advancement and generating new ideas for 

influential economic growth. Foreign Capital Inflows (FCI) is the utmost significant guide in 

which progressive knowledge can be shifted to developing countries. 

              Furthermore, existing literature on economic growth confirms that foreign capital inflow 

has significant impact on economic growth. Economic growth depends on the home economy 

absorptive capability, human capital, the growth and progress of the monetary sector, the 

knowledge gap, the expansion of communications and FCI. Therefore, the beneficiary economy 
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desires to attain a smallest threshold of such ability, before it can profit from the economic 

output outcomes of the foreign capital inflows (FCI).  

            The types of the foreign capital inflows are vital in generating constructive externalities 

to the home countries. Alfaro (2002) claims that the economic influence of the FDI on the 

economic growth and development relies on the foreign direct investment operations. The FDI 

contributes significantly to the economic growth of the developing economies, if the foreign 

direct investment works in the industrial area, destructively in the primary area and uncertainly 

in the service sector.  

           Razin (2005) points out that the economic effects of the foreign Investment on the 

economic growth depend on the character of the foreign capital inflows into home country like 

foreign direct investment (FDI), portfolio investment and the debt inflows.  

Agosin and Mayer (2000) claim that the foreign direct investment in the shape of procurements 

in some technique to move the accessible assets from home to foreign investors. Foreign Direct 

Investment (FDI) as a result, has not subsidized to the addition of capital development and 

consequently economic growth of the home economy.  

           Hence, it is motivating to observe how the Foreign Capital Inflows (FCI) have impact on 

the economic growth and national investment in developing countries. Since 1990s Foreign 

Capital Inflows (FCI) have risen positively in the developing countries. This is because 

numerous developing countries have done extensive strategies to reduce the Foreign Capital 

Inflows (FCI) barriers and contribution of tax and subsidies. The general theory is that the 

Foreign Capital Inflows (FCI) increases and sustains economic growth in the host country. 

         Some developing countries have been given special policies to foreign investors. The 

rational is that foreign capital inflows create opportunities in the form of technology move. The 
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countries that invited Multinational Cooperation‟s (MNCs) may appreciate the essential to build 

machineries that cannot be shaped by home organizations. Overall, these benefits are restricted 

to spillovers. The rewards of foreign capital inflow do not build up automatically and 

consistently across countries, sectors and limited communities. 

             Foreign Capital Inflows (FCI) are mainly enclosing of substantial (resources 

accumulation; material and human, and knowledge advances) and insubstantial (scientific 

augmentation, managerial arrangement, and skill attainment) resources. 

Foreign Capital Inflows (FCI) is measured as the main source through which technical allocation 

happens. The subsequent consequence of the Foreign Capital Inflows (FCI) on domestic 

economic growth depends on confined economy. There are various procedures of spillover 

effects that can be shaped by Multinational Cooperation‟s (MNCs). 

              The one inspiring strength behind appealing Multinational Cooperation‟s (MNCs) and 

linked Foreign Capital Inflows (FCI) on the home country to enhance the home organization‟s 

productivity is their monetary policy. This is associated to the perception of output or 

knowledge, which represents the reality that overseas enterprises hold insubstantial resources to 

home firms by improving their efficiency level.  

              Therefore, output distribution is a subject which is often mentioned to as efficiency 

spillovers from well-known overseas manufacturers to national producers. Kokko (1999) argued 

that Multinational Cooperation‟s (MNCs) set up linkages in the host country which are diverse in 

the home country for two motives.  

              The first purpose is that Multinational Cooperation‟s (MNCs) bring the home country 

some collective of their branded machinery. This technology makes their firm precise and 

permits them to challenge effectively with other accessible national organizations that most 
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probably have better information of local markets, customer favorites and production 

performance.  

          The second purpose is that the entrance and occurrence of Multinational Cooperation‟s 

(MNCs) interrupts the accessible steadiness in the marketplace and services home companies to 

act to defend their marketplace shares and returns. 

           Most of the developing countries consider that the major assistances of foreign capital 

inflows are alive in raising their scientific and technical dimensions and in reduction of the 

technical gaps between them and industrial countries. Foreign capital inflows (FCI) contribute to 

the technical advancement in the developing countries and is a necessary feature for the skill 

inflows that can generate and power overall technical capabilities. Numerous studies by different 

scholars have noted that there are lot of factors that could be measured significant for host 

developing countries allowing them to attract the advantage of fresh technology move such as 

inherent capability and potential to construct these absorptions. 

              Barro and Sala (1997) shows that the long run growth rate depends on the advance of 

fresh goods or technologies in a small number of important countries. Even though the technical 

reproduction is typically cheaper than creation, many of countries have a first choice to copy 

rather than invent. This implies that follower countries (developing and less advanced countries) 

will produce relatively quicker than the developed countries. In that case, the impact of foreign 

capital inflows on economic growth is anticipated to be better for a larger technical gap between 

home and host countries. And, in ways of the industrial development, foreign capital inflows 

(FCI) would be the significant way of encouraging economic growth in the least developing 

countries. 
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               The Grossman (1994/95) suggests that the growth rate of the industrial leader has been 

growing over time which can take place in the exogenous growth model. And the countries came 

into a general level of the income; they must in the exogenous model related saving behavior and 

technologies.  

            In adding up, Fagerberg (1994) presents that the technical gap between countries is the 

differences in Gross Domestic Product (GDP) per capita across the countries. Furthermore, he 

added that a great part of the real variances in growth rates between “The Organization for 

Economic Cooperation and Development” (OECD) countries could be explained by the 

measurement of the knowledge gaps. 

             It is usually established that the awareness and the level of economic growth between 

host and home countries as well as other macroeconomic circumstances might end the impact of 

the Foreign Capital Inflows (FCI) on the host country economic growth.   

Liu (2005) studies that the foreign investment influxes has a significantly positive effect 

on the economic growth only when it interacts with school enrolment statistics. 

              Borenztein (1998) investigates the positive effect of the Foreign Capital Inflows (FCI) 

depend on more than the opening worth of usual periods of secondary schooling of the male 

populace above twenty-five years in the host country. On opposite, Durham (2004) studies the 

hypothesis of Borenztein by putting a dissimilar panel of countries and diverse years. He did not 

find any considerable relations appearance between level of learning and Foreign Capital Inflows 

(FCI). 

                  One more feature that states the growth outcome of foreign inflow is economic 

market growth of the home country. Several researches have viewed that the positive outcome of 

the Foreign Capital Inflow (FCI) on economic growth depends on quantity of economic market 
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expansion. For example, Sadik and Bolbol (2001) Alfaro (2004) and Durham (2004) find that the 

Foreign Capital Inflow (FCI) have a significantly constructive influence on the economic 

growth. 

            In addition, the institutional progress may also take part in formation the constructive 

result of the foreign capital inflow (FCI) on economic growth of the country. For example, 

Durham (2004) applies various substitute for calculating the standard growth, most of them have 

a meaningfully influence of Foreign Capital Inflow (FCI) on economic growth direct to the local 

country. 

             Furthermore, the trade procedures are significant in promoting the growth outcome of 

the FCI on the host country. For example, Balasubramanyan (1996) studies that export 

promoting countries draw a better quantity of Foreign Capital Inflow (FCI) and import 

substituting countries enjoys superior effectiveness of foreign capital inflows. 

              Nunnenkamp (2003) also studies that Foreign Capital Inflows (FCI) are estimated to 

have an expansion outcome in the manufacture area, whereas in the primary part, natural 

reserves for foreign capital inflows are estimated to have an imperfect impact on the growth.  

 

Colen (2008) studies that consequence of the FCI on economic growth is better when the 

Foreign Capital Inflows (FCI) aims to high labor intense and less technology intense 

productions, where the equipment space between foreigners and home organizations is pointed. 

            A few researchers‟ studies that the extent of the process of the foreign capital inflow 

(FCI) was a characteristic in determining the growth outcome of foreign capital inflow in the 

country. For example, Alfaro (2003) investigates the scope for associations between foreign 

firms and home providers often restricted in the primary section. As a result, the impact of the 
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foreign capital inflow (FCI) which works in the main area leads to have a harmful outcome on 

growth. The industrialized sector tends to have a wide difference of linkages; as a result, Foreign 

Capital Inflow (FCI) inclines to have a positive impact on growth. Foreign Capital Inflow (FCI) 

tends to have uncertain outcome in service part, where the level and range of associations is 

narrow. 

                In addition, the entrance method of Foreign Capital Inflow (FCI) is also critical. While 

most developing countries have a preference of Foreign Capital Inflow (FCI) because it openly 

adds to the accessible industrial capability, Foreign Capital Inflow (FCI) may add positively, and 

new manufacture is introduced. Foreign Capital Inflow (FCI) also has optimistic impact on 

service levels that are new jobs making. By the rivalry result, foreign capital inflow may increase 

the competence of home firms. 

            The experimental studies recommend that the growth outcome of Foreign Capital Inflow 

(FCI) is not manually but it depends on several conditional factors. For example, the expertise 

gaps, the height of human resources expansion and economic market expansion.  

These factors are anticipated to make clear why the growth belongings of Foreign Capital Inflow 

(FCI) are entirely dissimilar among the countries at the similar level of progress, the similar 

sections and the similar types of organizations. 

 

1.3 Foreign Capital Inflow: Past and Expected Trends 

              Since 1990s when represented a standard of four percent of the developing countries 

gross domestic product (GDP) personal resources inflows to developing countries improved 

obviously throughout the 2000. For the duration of the pre-disaster boom years, 2003 to 2008, 
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inflows flow, peaking at 12% of the developing country gross domestic product in the year 2007 

before decreasing to negative in 2008 with the worldwide economic disaster.  

            They partially recovered again in the post disaster era, averaging six percent between 

2010 and 2014. For the majority part, strong capital inflows to developing countries contributed 

to advanced growth rates, facilitated resources and technical move which has positive belongings 

to growth.  

             In the majority cases, the increase in personal capital inflows for the period of the pre-

disaster years did not cause extremely great current account imbalances in developing countries. 

Growth in Europe were a prominent exemption. Immense cross border bank lending flows, 

instead of only six percent of local gross domestic product in the 2003 to 2007. 

           Therefore, Europe has departed through an extensive era of reformation comparable to 

that of other high-income countries. Whereas the significant boost in capital inflows to 

developing countries indirect investment and growth opportunities in usual times, it also 

improved the international economic shocks as simply illustrated for the period of the 2008 to 

2009 when capital inflows to developing countries decreased suddenly to about negative one 

percent. 

            Most of the developing countries exited from the disaster comparatively rapidly, because 

of respond to repeated incentive policies, enhanced growth forecast, reflected in their 

comparative credit ratings and worldwide economic circumstances.  

           As it has been established throughout this study, extremely movable economic policy in 

high income countries contributed considerably to the energetic recovery of capital inflows to 

developing countries in the post - disaster era, peaking at nine percent of their collective gross 

domestic product by mid-2012. This post disaster increase was originally determined by a 
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recovery in cross border lending and afterward by a constant rebalancing of investments, both 

mainly subjective by remarkably low interest rates and risk.  

             Therefore, before the 2014 the influence of developing country bonds in worldwide fixed 

income portfolios improved to levels last seen in the late 1990. Portfolio investments have been 

strong in the majority regions since 2010. In difference, bank lending has moderated mainly in 

encouraging Europe because of sustained and stability adjustments by banks in high income 

countries.  

           The foreign investment has been the major steady portion of capital inflows, even though 

the image is more diverse at the local level. In Sub Saharan Africa countries, FDI inflows have 

improved gradually in the post disaster era, reaching 7% of the area‟s growth, most in recent 

years. That contrasts with the Asia and the Middle East countries where the foreign direct 

investment (FDI) flows have been decreasing.  

            More than the past three years, foreign capital inflows have stabilized at around five 

percent of developing country gross domestic product (GDP). The reduced speed is also 

connected with inactive worldwide assets, increasing resources outflows and a decline of 

existing account balances in several countries. 

 

1.4 Foreign Capital Flows (FCI) During the Global Crisis:  

                    
              The economic disaster of years 1997 to 1999 highlighted the significance of a negative 

policy atmosphere and constancy in developing countries.  Mexico and Poland have sustained 

high levels of the Foreign Capital Inflows (FCI) because of solid economic strategies and they 

have also advanced from incorporation with developed economy neighbors. China has attained 

very rapid growth but has seen the Foreign Direct Investment (FDI) flows deliberate with 

financial suffering and ongoing issues in China‟s strategy atmosphere for foreign direct 
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investment. Vietnam has seen a fast decline in Foreign Direct Investment (FDI) due to collapse 

to change important managerial limitations on the foreign investment.  Mexico and Poland have 

been extremely flourishing in getting the FDI inflows despite the economic disaster.  

                In Poland, the evolution to a market place economic system, the liberalization of 

strategy in the direction of foreign investment, speedy transfer lead growth and inflation led to an 

increase in the foreign direct investment (FDI) flows mainly after the economy‟s contract with 

the London Club (LC) in October 1994 provided great extent of debt help. In Mexico, the foreign 

investment responds to shift in the direction of more marketplace policies initiated in the 1980. 

The overall investment to the Mexico has also advanced from the American liberated Trade 

contract and the Foreign Direct Investment to Poland was sustained by the economy‟s forecast 

for permission to the European Union (EU). Foreign Direct Investment (FDI) to China may have 

further as seventeen percent to gross domestic product (GDP) in the previous six years. On the 

other hand, the economic problems facing host countries in Asia and sustained issues with the 

strategy atmosphere in China itself lead to a twelve percent drop in 1998.  

                 Latest foreign direct investment (FDI) promises in February concluded October 1999 

were twenty two percent under their stages in the similar era of year 1998. Foreign financers 

carry on facing considerable necessities for localization; exports and expertise remove as limited 

entrance to home market places mainly in no tradable area.  

               China has declared further actions to limitations on foreign financing and its possible 

entrance into the “World Trade Organization” (WTO) is also predictable to increase Foreign 

Direct Investment (FDI) flows.  Further strategy reforms may be essential to sustain the high 

level of foreign investment flows that China practiced in the late 1990. The foreign investment in 

Vietnam has improved since the mid 1980 because of high growth expansion, macroeconomic 
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constancy and some reduction of limitations on foreign direct investment. On the other hand, real 

payment has remained well under predictable levels; only about fourteen to thirty percent of the 

whole approved in foreign funded projects from the 1989 to 1995. 

                Foreign direct investment (FDI) was high at $2 billion in 1998 and then cut down to 

only $1.2 billion in 1998 because of small advancement in eliminating and limited managerial 

processes. In 1998, the administration started to take steps to get better the asset atmosphere with 

the removal or decrease of certifying dues, cuts in broadcastings and electrical energy charges, a 

generality of signing measures and the yielding of fresh duty encouragement. Powerful transfer 

proceedings and increased substantial and managerial communications would come out to be 

important to save flow.  

              In adding up, a decrease in business barriers would make sure that the Foreign Capital 

Inflows (FCI) are used professionally. Further seventy percent of foreign financing is for areas 

with efficient safety charges above fifty percent. (World Bank Economic Report 2015) 

 

1.5 Recent Trends in Workers’ Remittances to Developing Countries 

 
               Remittances are very important and biggest source of external borrowing and improved 

standard of living in most of the underdeveloped countries. However, the effects on growth are 

mixed, because huge remittances exterminate export and increase exchange rate (Ratha and 

Mohaparta, 2007), Jawaid and Raza, 2012) concluded worker remittances directly affect 

economic growth of developing countries and leads towards lower poverty. 

               Workers‟ remittances make accessible important economic resources to developing 

countries, mainly the poorest. The remittances to the developing countries from abroad occupant 

and nonresident workforce are expected to have enlarged by $11 billion (Nine percent) in 2004 
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to 2005, getting $128 billion. That improve followed a $19 billion (Nineteen percent) boost in 

2003 to 2004.  

               Much of the $10 billion boost in 2004 to 2005 occurred in low income countries where 

remittances increased by $7.7 billion. Since 2001 and 2002, remittances to developing countries 

have improved by $43 billion, the increased of remittances going to low income countries 

improved from thirty percent in 2010 to thirty five percent in 2011.  

                Most of the $42 billion boost in remittances to developing countries as of 2002 to 2004 

was in Asia that is almost $17 billion, Caribbean and the Latin America of $14 billion and to a 

smaller amount, East Asia and the Pacific is of $7 billion. Remittances are further consistently 

circulated than resources flow to developing countries. Increases in remittance flows have been 

mainly strong in China, India, Mexico, Pakistan and the Philippines. These five countries jointly 

account for $33 billion of the $42 billion boost in remittances to all developing countries 

between 2002 and 2004.  

               The data accessible recommend that remittance flows will persist to explain powerful 

gains in India, Mexico, and Philippines. Remittances to developing countries are considerable a 

portion of the output, or in per capita conditions. Examples comprise Lesotho, Tajikistan and 

Tonga. Lebanon also is amongst the top beneficiary of remittances when calculated on a per 

capita base. 

             To sum up, it should be documented that the data stand for formally recorded 

remittances which are from time to time anticipated. Flows through casual ways such as Hawala 

are not captured in the authorized figures but are supposed to be reasonably great. Also, a 

considerable part of remittances flows through normal ways that are not incorporated in the 
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executive figures because the majority countries do not maintain on usual coverage of flows 

under certain predefined approach.   

 

 1.6 The Objectives of the Study   

The objectives of the study are as follows: 

 

 

1. To investigate the impact of foreign capital inflows (FCI) on the economic growth of all 

selected developing countries. 

2. To analyzes the impact of FCI on economic growth of selected developing countries according 

to income groups.  

3. To give recommendations after finding the impact of FCI on economic growth of selected 

developing countries. 
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                                     Chapter 2 

Context and problem Hypotheses 

 

2.1 Context of the study  

                The most important subject of this thesis is to study the consequence and the 

significance of the FDI and the other Foreign Capital Inflows (FCI) on the economic growth in 

the selected developing countries. This study also efforts to recommend a well understanding of 

the associations between the foreign capital inflows and the economic growth, considering the 

influence of the home economy‟s absorptive capability. And the key rationale of this work is to 

empirically study the inferences of the remittance, ODA and the foreign direct investment and 

the influence of these factors on the economic growth. 

 

2.2 Hypotheses of the study   

 

The hypotheses of the study are specified below; 

Ho: The FCI have insignificant impact on the economic growth? 

H1: The FCI have significant impact on the economic growth? 

 

Ho: The FDI has insignificant impact on the economic growth of the developing countries. 

H1: The FDI has significant impact on the economic growth of the developing countries. 

 

Ho: The remittances have insignificant impact on the economic growth of the developing 

countries. 
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H1: The remittances have significant impact on the economic growth of developing countries. 

 

Ho: The ODA has insignificant impact on the economic growth of the developing countries. 

H1: The ODA has significant impact on the economic growth of the developing countries. 

 

2.3 Research Questions  

  To achieve and attain the aim or purpose of this study and to scrutinize it empirically, this 

thesis tries to locate a reply for one most important investigation question, which is whether and 

how Foreign Capital Inflows (FCI) impacts economic growth in the host countries and how this 

outcome is significant and important in developing countries. 

 

 

1. What is the contribution of the foreign capital inflows (FCI) on economic growth 

of developing countries? 

 

2. What is the contribution of human capital for host developing countries to the 

economic growth of the selected developing countries?   

 

3. What is foreign capital inflow and why Foreign Capital inflow (FCI) is essential 

for a developing nation's economy? 

 

2.4 Significance of the study   
 

 

This study is positive and helpful to numerous reasons as discussed below:  

                 The academicians and the investigators who may be concentrating on the existing and 

present country orientated policies and revolution being eventually unhelpful to the philosophies 

of the sustainability or other areas particularly with respect to the method and process of 
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assembly the information. Such data will usefully be supportive for investigators in founding 

their own means of accompanying their research. As such, the prominent and distinguished 

implication of this study is the option that it may be capable to use the conclusions for the other 

researches that may desire to investigate and examine the features for the achievement of a 

specific research. 

              It is through that scholars will afterward be capable to locate out how they will be able 

to center on their challenging and examination and recognize the probable procedures that they 

may decide in the promising time.  

 

               The results and conclusion of this research will also raise worldwide awareness to two-

sided and multilateral agencies and will make the supporter and donor community know the 

actual circumstances in developing countries. This will make them pursue the proposals and 

instances of other supporter states who are before now conscious of the circumstances and have 

embarked on development plans rather than giving monetary cash support which often stands the 

danger or hazard of being misused into confidential bank accounts.  

              Further, the study is helpful and valuable for strategy makers in selected developing 

countries. The economy affordability is not only enhanced by applying economic strategies that 

carry advance output and constancy but also by endorsing fluctuations that will make stronger 

democracy, law and order and a consistent institutional agenda that is with the vitality of global 

trade, deal, marketplaces and practices. 

 

Finally, or lastly, the researchers will locate the research helpful particularly in 

modifiable managing of currencies, derivatives and securities. And from the “Capital Markets 
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Authority” (CMA) point of view, numerous marketplaces will require a worldwide attention, 

currency market, bonds, derivatives, overseas exchange and stock exchange. What is apparent is 

that economies must make available plans that assist free resources drive. For an investor, the 

opportunities of equity resources and share return are significant when determining the 

appropriate and suitable authority to do the investment. 
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                                       Chapter 3 

Literature Review 

 

3.1 Introduction  

              The subject of worldwide or International flows of capital is often explored in Economic 

theory. Most of literature is concerned with the theoretical characteristics of global resources 

transactions. The experimental literature, however, is comparatively small related to the 

theoretically but still satisfactory to facilitate a productive investigation and analysis. If 

individual types of worldwide resources flows are taken, one can simply perceive more 

experimental as well as theoretical literature about foreign capital inflows (FCI), although the 

effect of the inflow of Foreign Portfolio Investments (FPI) and other foreign investments are 

considerably less discovered or explored.  

              This provides further motivation for exploring the impact of all types of worldwide 

investment flows in this study. The inflow of investment in developing countries is also a 

generally and broadly investigated subject. The theoretical and experimental literature on capital 

or investment flows in developing countries during the 1990s can be divided into four essential 

or basic groups, according to subject matter. 

              The first category deals with the details for global capital transactions in developing 

countries. In these studies, researchers were trying to find whether the increase of Foreign 

Capital Inflows (FCI) in developing countries was comparatively more influenced by internal 

factors "pull" or external factors "push”. The examples of outside influences are the production 

cycles or the interest rates disparity of the developing countries, although internal aspects 
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comprise the strengthening of the privatization procedures, implemented organizational reforms 

or flourishing stabilization plans in the developing countries. 

                The second group of studies examined the challenges for the inventors of monetary 

policy carried on by the inflow of foreign resources. One of the greatest generally investigated 

subject is the renowned "trilema", according to which the economies in the circumstances of 

open flows of resources must settle on fitting the Foreign Exchange Rate (FER) and retaining the 

liberation of economic strategy. A great portion of the literature from this group deals with 

limitations and controls of resource dealings. 

               The next group of studies is associated with the features of individual types of foreign 

investments. By associating individual groups of global investment flows, conclusions are drawn 

regarding the features and modifications between foreign direct investments, foreign portfolio 

investments and other foreign reserves. In addition, these researches or studies investigate the 

growth of individual groups of global investment.  

               Lastly, the fourth type of theoretical and experimental literature studied the special 

impacts of assets flows on national economies. Normally, the subject matter explores the 

association between the flows of foreign savings and the domestic aggregates such as exports, 

economic growth, nationwide reserves and domestic investments. The issues were investigated 

in the analysis of Bosworth. The researchers study the outcome of Foreign Capital Inflows (FCI) 

and each individual group on savings and investments in developing countries.  

              The principal sums up of the investigation was that Foreign Capital Inflows (FCI) in 56 

countries of Latin America, East Asia and Africa during the period of 1979 to 1996, motivated 

the growth of domestic investments but also reduced countrywide savings. The consequence of 
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this impact of FCI on growth is the current account deficit of the observed or experimental 

countries. 

3.2 The Impact of Foreign Direct Investment (FDI) on Economic Growth 

               There is a numerous literature examining two-way associations between economic 

growth and the foreign direct investment. Whether the FDI is a significant and an imperative 

variable of economic growth particularly in the host developing countries. In the literature, the 

review and the part of the FDI in encouraging economic growth has been viewed in different 

ways beneath diverse economic output concepts.   

               The neoclassical theory of economic growth has given a clarification of the 

significances and the reasons of the presence of the foreign investment in developing countries. 

In the theories of neoclassical, FDI inflows fill up the “investment saving gap”, and the external 

exchange space and the economic gap in developing countries. The Rostow in the year of 1971 

has established an economic output model of the stages of growth to make clear the incidence of 

the FDI movements in the economic transition procedure in developing economies. And in the 

model, the foreign investment inflows into developing countries are observed as a method to 

catch up the necessities of resources and to shift the latest technologies. 

               The Solow in the year of 1956 established a new and latest neoclassical growth model 

and presented those growth outcomes from features such as rises in labor value, quality and 

capacity through population output and learning, rises in resources through foreign investment 

and advancement in knowledge. Whereas, in the Endogenous Growth concepts, the effect of 

foreign direct investment (FDI) on economic growth is described through awareness and the 

presence of the human capital in developing countries.  To make clear the role and character of 
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the foreign investment in the long way of the growth of developing countries, Lucas (1990) and 

Romer (1987) modified the  growth model, in particular the Solow growth concept by together 

with the growth driving aspects of human resources as well as physical capital to make clear the 

existence of foreign direct investment (FDI) in developing countries, Balasbramayam (1996) 

investigated several growth driving features and latest growth concept to encourage economic 

growth through the FDI. In their research, they initiate that FDI was a most important instrument 

to endorse economic growth through learning by doing and information.  

                 Kokko (1998) viewed that the Multinational Corporations (MNCs) brought recent 

knowledge‟s into developing countries to permit them to participate effectively with other 

Multinational Corporations and the domestic creativities. This forces domestic companies to 

produce latest and further efficient machineries. 

                 The role and character of foreign direct investment (FDI) in endorsing human capital 

in developing countries is improved unstated inthe “Endogenous Growth Theory”. According to 

this theory, foreign direct investment (FDI) pays considerably to human capital as decision-

making and investigation. Multinational cooperation‟s (MNCs) can have a significant or positive 

impact on human capital in developing countries. Research and growth actions supported by 

Multinational Corporations also add to capital in host countries and thus make possible these 

countries to produce in the long run.   

                  Further, The Eclectic Theory of foreign direct investment (FDI) which was 

established by Dunning (1979) provides a substitute instrument or means to study the association 

between FDI and economic growth. Based on locality benefits, many experimental analyses have 

established that economic output is a significant and vital variable of the foreign investment. And 
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the Asieduin in year 2002 and Zhao, in the year of 2003, investigated that the advanced 

economic output outcomes in better investment inflows as it was determining of the 

attractiveness of the home economies.  

              Lucas (1993) Cernat and Vranceanuin (2002) viewed that as economic growth increase 

foreign direct investment (FDI) inflows into host economies lean to be positive and motivated. 

Current experimental investigations have found associations between the foreign investment and 

economic output in the developing countries. And used a single equation approximation method 

with yearly data for the period of the 1960 to the 1986 for seventy-eight developing countries, 

Lipsey and Zejan (1992) viewed a positive and significant effect of the investment inflows on 

economic growth. 

                Borensztein (1998) an Endogenous concept was established that procedures the impact 

and stimulus the technical dispersion of foreign direct investment (FDI) on economic output in 

sixty-nine developing countries over two periods, 1970 to 1978 and then 1980 to 1988. He 

analyzed that the foreign direct investment inflows significantly affect economic growth. 

Furthermore, the association between the FDI and the local investment in these countries was 

balancing. And used the panel data for eighteen countries for the period of 1970 to 1999. 

                        Sancher-Robles (2003) studied that the impact of foreign direct investment (FDI) 

on economic growth was positive and significant only when developing countries had enough 

human capital, economic reliability and liberalized marketplaces. Likewise, using a sample of 

eighty-four countries, Wong and Wang (2004) specified that foreign direct investment (FDI) 

enhanced economic output only when host countries have enough human capital.  
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                  By using the data from twelve Asian countries for the period of 1987 to 1997, Wang 

(2003) viewed that the foreign investment in the industrial sector had a positive impact on 

economic output in the developing countries.   

                However, the FDI inflows in non - industrial sectors did not take part in an important 

task in encouraging economic growth.   

               Alfaro (2002) used cross country data for the period of 1975 to 1995 and showed that 

the FDI played a significant and crucial role in contributing to economic growth and that 

countries with intense economic marketplaces added positively from foreign direct investment 

(FDI), indicating that countries with enhanced financial systems can make use of Foreign Direct 

Investment (FDI) more proficiently. Therefore, the FDI can be more effective to economic 

output in these countries. This result was reinforced by Lensink (2003) applied data of sixty-

seven developing countries for the period of 1970 to 1995 and by Aghion (2006) who tested a 

sample of one hundred and eighteen countries for the period of 1960 to 2000. Some experimental 

analysis highlighted that advanced economic growth would guide to greater FDI inflows into 

developing countries.  

              Jackson (1995) had viewed that in many Asian countries high economic growth had a 

significant and positive effect on the foreign direct investment inflows into such economies. By 

using panel data for twenty-three developing countries for the period of 1978 to 1996, Basue 

(2003) studied out two-way associations between GDP and FDI. 

               Ekanayake (2003) anticipated the VAM and ECT to analyze the subsistence and 

character of the fundamental association among production output, investment inflows and 

exports by the used of the cross-sectional data of both advanced and developing countries for the 



30 
 

period of the 1960 to the 2001. The results continued bi-directional causation between export 

output and economic growth but the association between foreign direct investment (FDI) and 

economic output had diverse outcomes.  

           Tsai (1994) analyzed a structure of comparisons to show two-way associations between 

foreign direct investment (FDI) and economic growth for sixty-two countries for the period of 

the year 1975 to the year 1978 and for fifty-one countries for the period of 1983 to the year of 

1986. He analyzed that two-way relationships occurred between the FDI and the output in the 

1980s.  

           Bende and Namenda (2001) also studied whether foreign investment caused economic 

growth of the (ASEAN) for the period of the 1970 to the 1996 and, if that was so, whether 

economic growth also had a positive and important impact in appealing foreign investment in the 

country. 

             The results presented that the FDI encouraged economic growth significantly and 

positively by the capital aspect and through learning by doing impacts by using a partial yearly 

panel dataset for twenty countries in Latin America for the period of 1990 to the year 2001. And 

Saha in the year of the 2005 investigated an immediate structure of two corporations to analysis 

the association between foreign direct investment (FDI) and economic growth and showed that 

foreign direct investment (FDI) and economic growth were significant variables of each other in 

these countries.  

               The output concepts of neoclassical and the theories of endogenous output hold up 

strongly the role and task of foreign direct investment (FDI) in endorsing economic growth in 

developing countries. As the theories explain, FDI is studied as a method to handover 
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information and learning, encourage knowledge and bring in equipment spillovers and dispute 

human resources expansion. As a result, the Foreign Direct Investment inspires economic output 

in developing countries.  

              The Eclectic Theory of Foreign Direct Investment (FDI) (1969) further, provides a 

method to make clear the impact of FDI on economic growth in developing countries. So, based 

on such concepts, current experimental researches have established relationships between the 

FDI and the economic growth in both industrial and developing countries. On the other hand, 

very small experimental analysis of this relationship had been supported Vietnam related to other 

developing countries particularly in spreading a parallel structure of two equations to analysis the 

two-way associations between foreign direct investment (FDI) and economic growth in Vietnam. 

Therefore, this study examines the association between foreign direct investment (FDI) and 

economic growth in the Vietnam for the period of 1992 to the 2011.  

 
                Kobrin (1977) viewed that the FDI could provide as a vehicle for the shift of needed 

capital such as knowledge, technology, decision-making skills, promoting knowledge, sell 

abroad outlets and resources from industrialized to developing countries. He, as a result, argues 

that foreign direct investment (FDI) will increase efficiency, productivity and economic growth. 

Foreign Direct Investment (FDI) (as well as foreign aid) is usually seen as a method of filling the 

gaps between domestically accessible supplies of savings, overseas exchange, government 

income and the designed level of this capital necessary to attain a development objective.  Even 

though foreign direct investment (FDI) provides capital, it may reduce domestic savings and 

investment rates by stifling contest through restricted and exclusive production contract with host 
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countries and by weakness to reinvest much of the revenues accumulated by the foreign 

investors. 

 

                Findlay (1978) indicated the acceptance of highly developed administrative measures 

by the home companies. Likewise, De Gregorio (1992) viewed a panel of twelve Latin American 

countries for the period of 1950 to 1985. His findings recommend a positive and significant 

impact of the Foreign Direct Investment on economic output. In addition, the analysis showed 

that the efficiency of the FDI is advanced than the output of local investment.  

              Singh (1988) viewed the FDI is a variable or determinant to have a small significance 

for the countries or industrialized progress in an illustration of seventy-three developing 

countries. Further, Hien (1992) found an irrelevant impact of foreign direct investment (FDI) 

movements on economic progress of per capita income for a sample of forty-one developing 

countries. 

            Blomstrom (1992) viewed a well-built and strong influence of the FDI on the economic 

output in less developed countries. In addition, Lipsey, and Zejan (1994) viewed that extremely 

poor countries that are technologically backward are not capable to make use of foreign direct 

investment (FDI). They investigate that very poor countries do not benefit from substantial and 

significant growth benefits from the FDI as compared to rich countries. 

               Fry (1992) studied the character and the role of the Foreign Direct Investment in 

endorsing output by used of the framework of Macro concept for a data of sixteen developing 

countries for the year of the 1966 to the 1988. The countries incorporated in the sample were 

Turkey, Sri Lanka, Pakistan, Mexico, India, Egypt, Chile, Brazil, Venezuela and Argentina. 
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               Mbekeani (1997) studied the role and task of foreign capital in the growth procedure of 

developing countries. The results involved that foreign direct investment (FDI) was more likely 

to flow in high growth regions and regions with high levels of revenue. The level and size of the 

marketplace characterized by the GDP was very important in determining the FDI inflows in all 

the regions and countries. 

              Collins (1999) also conducted a wide-ranging examination of the consequence of the 

Foreign Direct Investment in fifty-eight developing countries of Africa, Asia and the America, 

for the period of 1978 to 1995. His experimental and empirical analyses or study pointed out that 

a one dollar rise in capital inflow was linked with a fifty-cent rise in home investment. 

             Duran (1999) used both the time series and the panel methods to search the drivers of the 

FDI, for the years of 1970 to 1995. The analysis indicated that the level, expansion, home 

savings, nation‟s wealth, trade openness and macro determinants or variables are the compounds 

of the FDI.  

             Estrin (2000) analyzed the variables of the FDI inflows to developing countries (Eastern 

and central Europe) by taking variable features as country hazard, labor cost, and host 

marketplace size and gravity aspects for the period of 1994 to 1998. The analysis observed that 

economy risks were influenced by confidential sector improvement, manufacturing development, 

the government stability, funds and bribery. 

               Mayer (2000) studied the impact of lagged values of the FDI inflows in the developing 

countries whether the foreign direct investment (FDI) crowds out or crowds in home or local 

investment for the years of 1970 to 1995. He accomplished that the investment hordes in the 

home economy in the Asian countries, further hordes in Latin countries whereas in African 

countries, the association is impartial.  
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                 Levine (2000) in his research “Does foreign direct investment promote growth” 

studied seventy-two countries in a panel for a period of 1960 to1995. He implemented two 

econometric approaches in their analysis, first a modest OLS model and then second is the use of 

Dynamic Panel Method (DPM) with data average for the period of five years. The outcomes 

completed that the foreign direct investment (FDI) inflows do not make use of a sovereign 

impact on economic growth. Whereas comprehensive economic strategies may facilitate in rising 

both the FDI and economic growth. This outcome is not consistent with the conclusion that the 

foreign investment applies a significant influence on the growth.  

               Pradhan (2001) viewed an important and positive conclusion of the foreign investment, 

movements on the output charges only for “Latin American” economies. He applied a panel data 

method from the years of 1975 to 1995 for seventy-one developing countries. The analysis 

throws light that the influence of the foreign direct investment (FDI) was not meaningfully in 

general sample and for other countries. 

             Asiedu (2002) examined how determinants or variables of the FDI effect on economic 

growth in sub Saharan Africa and investigated that improved infrastructure and high return to 

investment had significant and positive impact on non-sub Saharan countries but insignificant 

impact on sub Saharan countries. Furthermore, trade openness was set up to be positively 

connected with FDI in both sub Saharan and the non-sub Saharan countries, but the impact was 

advanced in non-sub Saharan countries. 

             Basuin (2002) recommend that the gross domestic product in India was not initiated by 

Foreign Direct Investment (FDI) and the causation runs more from Gross Domestic Product 

(GDP) to Foreign Direct Investment (FDI). In the similar background, Alfaro (2003), has 

completed a sectoral panel ordinary least square (OLS) study, using cross economy data for the 
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years of 1981 to 1999. The most important outcome brought that the FDI in the primary area 

tended to be had an adverse impact on the output, whereas investment in industry had a positive 

one. 

                 Garibaldi (2002) studied the FDI and the Portfolio investment flows to twenty-six 

countries in the Europe including the previous Soviet Union for the period of 1990 to 1999. The 

regression assessment specifies that the foreign direct investment (FDI) inflows are well 

described by regular and normal growth basics such as marketplace size, monetary deficit, 

inflation and exchange rate management, risk, financial modifications, skill openness, 

accessibility of natural assets and reserves. 

               Levine (2002) viewed that FDI inflows do not put forth an autonomous impact on 

economic growth. There is no strong, causal association between FDI and financial growth. The 

exogenous element of FDI does not have a consistent, reliable and positive impact on economic 

growth. 

              Triono (2003) used the data from the five developing Asian countries that the FDI 

significantly backs to economic progress and in undeveloped countries the impact of foreign 

investment on economic growth is more efficient than that of overseas support. 

                Alfaro (2006) using a comprehensive dataset, established that the similar amount of 

increase in foreign direct investment, despite the purpose of the flow, produces three times 

further extra growth in economically well industrial countries then in economically poorly 

advanced countries. In the case of the European countries, comparable outcomes had set up by 

Bhandari (2007) constructed method. The results are that increase in the standard of national 

capital and inflows of foreign direct investment (FDI) are key features that significantly 

influence the economic growth. 
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Hsiao (2006) studied a PAV method in the instance of China, Hong Kong, Singapore, 

Malaysia Korea, Philippines Taiwan, and Thailand. His findings exposed that foreign direct 

investment (FDI) had unidirectional belongings on gross domestic product (GDP) straight and 

not directly during distributes and there happens causation between the exports and the GDP.   

 Nunnen Kamp (2006) viewed the result and impact of the FDI and the economic 

modifications in India. The research studied the manufacturing precise of FDI and its growth by 

using panel co integration and Granger Causality. The findings indicated that the growth impacts 

of FDI be different broadly across diverse area. No informal association was found in case of 

Prime region. Whereas only transitory effect of FDI on production was establish in the service 

area. These modifications in foreign direct investment (FDI) growth relative recommends that 

FDI is uncertain to construct miracles in India if only instruction and procedures are relaxed, and 

still further productions are opened. 

                 Ismail (2007) empirically investigated the determinants or variables of the FDI in the 

seventeen developing countries by using a panel data for the year of 1989 to 2006. In this 

research, he assumed seven explanatory variables, these were correspondingly earlier period 

foreign direct investment (FDI), growth, wage, trade rate, and the actual invest rate and inflation 

rate. All variables were statistically significant and important apart from inflation and wage 

because Inflation and wage showing the negative association. He used a variety of econometric 

methods and techniques; they are specifically auto correlation and heteroskedasticity 

investigation applied. He recommended that inflow of foreign direct investment (FDI) had 

potential to boost up the economies. 

                 Fortanier (2007) viewed the role and character of investor economy in the existence of 

the foreign investment and the growth. A panel data containing of six most important investors 
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and seventy-one host economies for the period of 1989 to 2002 was used. The findings indicated 

that growth significance of foreign direct investment (FDI) varied by economy of origin and the 

result of source economy also varied dependent upon uniqueness and individuality of the host 

economy. 

                 Won (2008) studied the case of recently developed Asian countries by used of PVA 

models and explained that the directness of the country was, as established by exports and hidden 

foreign direct investment (FDI), among others, the most significant financial aspect credited to 

the speedy growth of these countries. 

                Karimi (2009) based on ordinary least square (OLS) regression, examined growth of 

Malaysia in linkage with foreign direct investment (FDI). And, a diversity of probable features 

that ensured that foreign direct investment (FDI), enhanced or hindered economic growth. At the 

same time, these variables were likely to be different between countries and between kinds of 

foreign direct investment. 

                 Strout (1966) and Miankhel (2009) examined the FDI and exports on economic output 

for South Asian and promising countries and recommended a causal connection occurs between 

exports and economic growth whereas in long run foreign direct investment (FDI) is a driving 

strength to boost countries expansion in India and Pakistan. Multivariate Vector Autoregressive 

(VAR) and Error Correction Models (ECM) methods are used.  

                  Ramasamy (2010) for example, examined the variables of service area, foreign direct 

investment (FDI) and industrialized sector using data from the year 1980 to 2003 for 

“Organization for Economic Cooperation and Development” (OECD) countries. He established 

that GDP and the FDI growth were significantly and positively associated with both 

industrialized and services, which was in line up with market size theory. 
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                 Wijeweera (2010) studied that the FDI inflows have a positive impact on economic 

growth, only in the existence of extremely trained labor. Furthermore, he established that 

dishonesty or bribery has an adverse impact on economic progress and skill openness raises 

economic evolution by means of effectiveness advances. 

                Rachidiin (2011) studied the outcome of the FDI and portfolio investment for mutually 

urbanized and developing countries. The panel data covers the year of the 1999 to the 2009 and 

includes of hundred countries. Accepted approaches of pooled, REM and FEM have been 

applied in the research. The findings recommended that foreign direct investment (FDI) had a 

positive and significant impact on actual per capita. Also, no confirmation was set up that 

Portfolio Investment increased output growth developing countries. On the other hand, this was 

positive and significant for urbanized countries. For random effect, the coefficient of foreign 

direct investment remained positive but statistically irrelevant and the portfolio investment 

remained adverse and inappropriate for all the developing countries. 

 

3.3 Impact of Remittances on Economic Growth 

               Chami (2003) studied the negative affiliation between remittances and growth because 

of the ethical and moral hazard dilemma. The Researcher also viewed that this difficulty was not 

restricted to households; even governments take significant policy decisions in expectation of 

permanent inflow of remittances in upcoming days. Such policies can be extremely destructive 

because unexpected discontinuity in remittances can generate serious troubles for governments. 

              Mesnard (2004) viewed the same for Tunisia by means of a life cycle model that 

remittances easiness the credit constraint of workers whose right of entry to the monetary market 
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is restricted. Findings showed that the migrants who spend after coming back home, save less 

than remunerated migrants. 

               Glytsos (2005) analyzed five countries for the duration of 1969 to 1998. The 

Researcher established that fluctuations in remittances are linked with fluctuations in growth. 

Furthermore, the negative outcome of reduce in remittances is advanced than positive impact of 

its increase. Remittances were related to increase the living of the people in beneficiary 

countries. One significant characteristic of remittances is that it cannot directly affect labor 

supply. This could decrease economic growth through concentrated labor supply. 

                Freund (2005) studied the determinants or variables of remittances using the data for 

the years of 1995 to 2003 for one hundred and four countries. He argued that stock of migratory 

workforces and extent of the host country are most important variables of remittance inflows. He 

also viewed the service charge and exchange rate had adverse impact of inflows of remittances 

as advanced charge makes migrant employees to use casual networks of communication. 

General, he studied that the strategies heading for dropping service charge for remittance inflows 

would assist in further legal remittances. Furthermore, advanced charge of living in home 

country made immigrants send more currency and hence economic graph enhance. 

               Gupta (2005) viewed the variables of remittances for India used the quarterly data for 

the period of 1991 to 2003 and initiated that economic circumstances both in the home and 

foreign economies had significant variables of remittances. The dummy coefficient for Asian 

disaster was set up to be adverse and considerable due to ambiguity about economic situations in 

the country with reversing to reduction of money. Further, Remittances were not considerably 

affected by variations in the oil charges possibly because advanced oil charges guide to advance 

revenue in oil producing countries and would outcome in advance remittances.  
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                 Ramirez (2008) studied the impact of remittances on the economic growth of selected 

upper- and lower-income countries of Latin American and Caribbean countries and viewed 

positive and significant impact of remittances on economic growth in both groups of countries. 

Remittances stimulate growth during the channel of savings and investment. Since remittances 

assist in income smoothening, it creates goods and services; which generates employment 

opportunities, but these benefits are provisional to satisfactory capability consumption. 

                Acosta (2009) studied a dynamic stochastic wide-ranging equilibrium model to find 

the impact of remittances in promising market economies. The important results proposed that 

regardless of the motives, remittances are linked with decrease in labor supply and enhance in 

demand for non-tradable merchandise as a result marketplace for non-tradable merchandise 

expands and attracts labor. Remittances were also established to be helpful for household 

interests through income flows. 

               Singh (2010) viewed the variables of remittances in Sub Saharan Africa countries using 

data for thirty-two countries for the period of 1990 to 2008 and studied that monetary deepening; 

institutional excellence and gross domestic product (GDP) growth had positive association with 

remittances. Furthermore, local credit as a proportion of the GDP is also set up to be and 

considerably associated with inflows of remittances. 

 

3.4 Impact of Official Development Assistance (ODA) on Economic Growth  

                   Neoclassical model suggests, there is a positive and significant association between 

Official Development Assistance (ODA) and economic growth, if the gross domestic product 

(GDP) in developing country was beneath its climax transitional growth rate. The critics said that 
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foreign development assistance facilitates the great and inefficient governments which additional 

depreciate economic progress. 

                The positive or negative association of Official Development Assistance (ODA) with 

growth is provisional or conditional to economic policies of developing country. 

                There had been considerable discussed as the efficiency of foreign official assistance in 

economic growth. In a primary research, Chenery (1966) believed foreign official assistance 

(ODA) as a feature that relaxed both the national saving constraint and the overseas exchange 

limitation, either were compulsory. He said that official development assistance (ODA) 

increased the speed of investment and the height of revenue in the economic system by 

enhancing its obtainable capital.  

               Griffin (1970) viewed that foreign official assistance does not put in to economic 

expansion and that it failed to promote autonomous political administrations. As a substitute, 

foreign economic support could hold back economic growth and progress by dropping the 

domestic saving rate. The researcher analysis this theory using a bivariate regression model with 

cross sectional statistics for thirty-two a smaller amount developed countries and finished that 

foreign official assistance inflows to these countries root the national saving percentage to drop. 

               Alesina (1999) viewed dishonest governments obtain less official development 

assistance (ODA) by using data from the period of 1970 to 1995 for a variety of different donors 

and beneficiary countries and set up that there is no confirmation that dishonest government 

obtains less foreign assistance. In reality, more dishonest governments obtained more foreign aid 

which helped the dispute of critics to foreign official assistance programs that foreign aid 

programs hold up dishonest governments and incompetent bureaucracies. 
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                   Alesina (2000) used five-year averages for the duration of 1970 to 1994 for a variety 

of donors which consist of America, Germany, France, Japan, United Kingdom, Netherlands, 

Canada, Austria, Italy, Sweden and many more. Using dissimilar model stipulation and step by 

step addition of determinants in the models, the researcher set up that political and strategic 

determinants are possibly still further important variables of foreign assistance flows as 

compared to economic strategy indicators in developing country. The Researcher came to this 

winding up, based on the reality that addition of tactical political determinants in the regression 

improved the proportion of variation in foreign aid explained by the model. 

                 Burnside (2000) studied the official development assistance (ODA) growth nexus for 

developing countries and established that positive influence of assistance on growth is 

provisional to sound financial, fiscal and trade policies. Sound policies were clear as such 

policies which are constructive for expansion given economic fundamentals in deficiency of 

official assistance. 

                 Dollar (2000) studied the affiliation between foreign official development assistance 

(ODA) economic strategy and expansion of per capita gross domestic product (GDP) using a 

latest database on foreign official assistance (ODA) that had just been urbanized by the World 

Bank (WB). They run several regressions in which the dependent determinant of development 

percentages in developing countries depend on preliminary per capita national revenue, an index 

that procedures departmental and strategy alterations, foreign assistance, and then assistance 

interacted with economic policies. 

                Gomanne (2002) investigated official development assistance (ODA) effectiveness in 

Sub Saharan Africa for the duration of 1970 to 1997. The research adopted the investment 

channel as a communication instrument to the efficiency of assistance on growth with a panel of 
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twenty-five Sub Saharan African Countries and exposed that official development assistance 

(ODA) had a constructive consequence on growth mainly through aid financed investment. The 

research accomplished that it could not be accurate to take deprived growth performance in Sub 

Saharan African as an indicator of official development assistance (ODA) uselessness. 

              Feeny (2003) investigated the impact of official development assistance (ODA) on 

human well-being and poverty in the way of growth in Papua New Guinea during the 1990s. 

Findings recommend that official development assistance (ODA) had negative association with 

poverty through expansion but in existence of disparity the extent of such association 

considerably diminishes. 

              Zhang (2004) investigated the variables of foreign official development assistance 

(ODA) in China with reference to World Bank (WB) loans. One of the important results of the 

research is that despite the reality that purpose of World Bank (WB) loans is to mark poorest 

section of the society, yet poorest Chinese provinces were at the underneath of the listing. 

Furthermore, regional authority, determined by regional gross domestic product (GDP) is 

optimistically and considerably connected with foreign official development assistance (ODA) 

flows. In wide-ranging, the researcher viewed that the important variable of the foreign official 

development assistance (ODA) in general and World Bank (WB) loans are technical authority of 

the state. 

               Collier (2004) studied policies and outlines of official development assistance (ODA) 

and growth in seventeen societies coming out of civil battle. Both growth and official 

development assistance (ODA) were set up to be receptive or sensitive to policies. Furthermore, 

official development assistance (ODA) efficiency depends on convinced individuality such as 

inflation, account deficit/surplus, openness, conflict and economic liberty. 
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                  Rajan (2006) investigated that official development assistance (ODA) might be used 

to influence beneficiary countries. If this is the case, the causality of assistance with expansion 

may be reversed. His results recommended that impact of entire ODA as a proportion of the 

gross domestic product on growth is irrelevant. 

                  Hatemi and Irandoust (2005) studied the association between foreign official 

development assistance (ODA) and economic output for a panel of developing countries for the 

duration of 1974 to 1996. The paper employed a panel co- integration approach and exposed that 

foreign official development assistance (ODA) had an important and positive impact on the 

financial behavior for each economy in the sample stage. The research suggested that the foreign 

capital flow having significant effects on actual income by supplementing domestic savings. 

                   Irandoust (2005) used the data from the period of 1965 to 2000 for five less 

developed African countries and viewed that official development assistance (ODA) positively 

affects domestic savings and growth. Furthermore, in addition to domestic resources 

accumulation, official development assistance (ODA) reduced foreign trade gap creates contact 

to modern technology and allows easier access to foreign economic markets. The Authors argued 

that likelihood-based panel cointegration method used in this research is the most excellent 

approach to study such association. 

                 Ali (2006) used data for one hundred and fifty-one countries for the duration of 1975 

to 1998 to analysis the variables of foreign official development assistance (ODA) in panel 

regression framework. The most important variables or determinants viewed in this research 

were taxes on worldwide trade, extent of government actions, civilization and confidential credit 

and education levels. The Researcher studied that advanced taxes on worldwide trade were 

linked with superior official assistance dependency. 
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               In neo-classical models, in existence of resources mobility when a country can loan or 

borrow, liability can enhance transitional growth. In the same way in endogenous growth model 

debt is estimated to have positive association with growth. Some researches in literature, 

however, state otherwise.  

                Pattillo (2002) applied the panel data for ninety-three developing countries for the 

duration of 1969 to 1998 and set up negative affiliation between official development assistance 

(ODA) and growth. The Researcher viewed that the negative influence was because outside 

assistance was eventually serviced with the home resources. Furthermore, in highly indecisive 

environment, the official development assistance (ODA) accumulation could have influenced the 

expansion through diminish in investment. The unfavorable impact was also because of the miss-

allocation and ineffective consumption of such inflows. 

                   Buch (2003) compared the variables of official development assistance (ODA) in 

fifty-seven urbanized and developing countries and set up that there was not much dissimilarity 

in the two cases even after addition of communication terms. Findings of the experimental 

examination recommended that gross domestic product was positively and considerably 

associated with short term outside borrowing. This consequence was forceful for diverse time 

and country samples. 

                 Tiruneh M (2004) empirically studied the economic variables of official development 

assistance (ODA) using data from the period of 1982 to 1998 for a range of developing 

countries. Findings of the research pointed out those further populous developing countries were 

more likely to obtain official development assistance (ODA). Likewise, openness to worldwide 

trade and income insecurity also positively concludes outside borrowing. Income per-capita, on 

the other hand, was set up to have negative and considerable collision on external borrowing. 
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This finding recommended that developing countries with low revenue levels were more likely 

to have a loan of as compared to high income countries. 

                Loko (2003) studied the impact of foreign official development assistance (ODA) in 

sixty-seven low income countries for the duration of 1985 to 1999 and viewed that there was 

negative association between official development assistance (ODA) and poverty alleviation. It 

was negative impact on community investment, income growth and crowding out of 

administration social spending. High levels of liability directly influence government spending 

on culture, wellbeing and water and cleanliness as government finds them easier to limit. 

                Pattillo (2004) investigated the credible channels through which liability could 

influence economic growth, for the great dataset of sixty-one developing countries over the 

duration of 1969 to 98. Special center of the study was whether official development assistance 

(ODA) affects growth through resources accumulation or growth in total factor productivity. 

Findings of the research recommended that official development assistance (ODA) negatively 

affects growth through both depressing effects on total factor productivity growth and on 

substantial resources accumulation. 

              Sakyi (2010) studied the outcome of trade openness and foreign official development 

assistance (ODA) inflow on economic growth in the post liberation Ghana for the duration of 

1993 to 2007. The research revealed that the effect of official development assistance (ODA) 

was positive and considerable in both short run and long run.  

             Karras (2006) investigated the association between foreign official development 

assistance (ODA) and growth in per capita GDP for the duration of 1960 to the year 1997, 

sample of seventy-one aid getting developing countries. The research showed that the outcome 
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of foreign official development assistance (ODA) on economic growth was positive, lasting, 

considerable and substantial. 

                  Bjerg (2011) investigated how indebtedness and official development assistance 

(ODA) act together with growth. The most important study question was if official development 

assistance (ODA) could be helpful if it was used to pay off liability. Results of the study 

recommended that though official development assistance (ODA) was negatively linked with 

growth, if such official development assistance was used to diminish indebtedness of the country 

then such official development assistance can be beneficial and helpful for recipient country. 

               Awan (2011) examined the variables of official development assistance (ODA) in 

Pakistan with reference to exchange rate, fiscal deficit and terms of deal. Using annual data from 

1974 to 2008, the researcher viewed that trade were important variable of foreign assistance in 

Pakistan. Furthermore, decline of Rupee is established to have positive and considerable impact 

on official development assistance burden. Fiscal deficit, on the other hand, was studied to be an 

insignificant variable or determinant of external liability. 

 

3.5 Conclusion 

                   In this chapter lot of researches and study articles on a variety of aspects of Foreign 

Capital Inflows (FCI) published on diverse investigate journals are reviewed and accomplished 

that Foreign Capital Inflows (FCI) play a significant and essential part in the economy of any 

country. Foreign capital inflows (FCI) potential to become an engine of economic growth in 

developing countries is being gradually more recognized and renowned. 

                 In academic circle, foreign capital inflows (FCI) are being incorporated into theories 

of global trade, economic growth and others while in policies circle, we can evidently see a move 
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in more open-minded policies towards foreign capital inflows (FCI) and the activities of the 

international companies. Foreign capital inflows (FCI) have become a foundation of knowledge 

transfer and assist to advance exports. It is procedure of speedy growth in non-state sectors 

without trouble making state sectors. 

                  This study is different from the previous studies because this study is based on the per 

capita income category of the 48 selected developing countries from the period of 1984 to 2016. 

The explanatory variables are also different from the previous studies. This is also showed that 

the impact of the foreign capital inflows is more positive and effective on the lower middle-

income countries then the low-income countries. 
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                                     Chapter 4 

Overview of Selected Developing Economies 

4.1 Introduction 

                  A developing country, that is also called a less advanced country or 

an underdeveloped economy, is a government or an independent nation having a less 

advanced manufacturing and a stumpy Human Development Index (HDI) in comparison with 

other countries. There are no generally agreed-upon standards for what makes an economy 

developing versus advanced and which economies suit these two sorts, although there is overall 

situation indicating such as a nation's Gross Domestic Product (GDP), per Capita related with 

other nations. Also, the general term less-developed economy should not be confused with the 

Least Advanced Country the term "developing" describes a presently observed condition and not 

an active or projected direction of development. Since the late 1990s, developing countries 

tended to establish higher output rates than the developed ones. 

                 There is criticism for using the word developing economy. The term suggests 

inferiority of a developing country or undeveloped economy related with an advanced economy 

that many economists dislike. It accepts a wish to advance along the old-style Western concept 

of financial progress which a few states, such as Bhutan and Guba, select not to follow. A 

substitute dimension that has been proposed is that of gross nationwide pleasure Countries on the 

bordering the advanced and emerging are often considered under the word recently industrial 

economies.  
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And according to the researchers, as “Walt Whitman Rostow”, developing economies are 

in evolution from outmoded lifestyles towards the current lifestyle which started in the business 

revolution in the eighteen and nineteen centuries. 

In the 2016 publication of its “World Development Indicators” (WDI), the World Bank 

(WD) decided to no longer distinguish between “developed” and “developing” countries in the 

presentation of its data. Nobody has ever settled on a definition for these terms in the first place. 

4.2 Low Income Countries 

  The economic system of Benin continues immature and reliant on cotton manufacture, 

agriculture and local trade. Benin has a strategy to draw further overseas asset, place further 

importance on tourism, and make easy the progress of food systems and farming products. The 

Republic of Benin combines three parts which had specifically dissimilar political systems and 

ethnicities proceeding to the French colonial organize.  

The French is the official language of the state. Though, the native languages such 

as Yoruba and Fon are frequently spoken. The major spiritual group in Benin is Roman 

Catholicism. The Benin is an affiliated to the United Nations (UNO), The African Nations (AN), 

and the Organization of Islamic Cooperation (OIC). 

Burundi is a non-coastal, resource deprived state with an immature manufacturing zone. 

The financial system is mainly agricultural; crop growing accounts for just over thirty two 

percent of gross domestic product and employs more than ninety two percent of the residents. 

Burundi's most important exports are coffee and tea which account for ninety two percent of 

overseas exchange earnings while exports are a comparatively little split of Gross Domestic 

Product (GDP). 
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  Burundi's export income and its capability to disburse for imports depends chiefly on 

weather circumstances and worldwide coffee and tea prices. Burundi's major economy is 

agriculture which account for presently over thirty two percent of the gross domestic products 

(GDP). The nation's major bases of income are coffee which makes up ninety five percent of 

Burundi's exports. 

The Republic of Ethiopia is an independent state situated in the Africa. Ethiopia is the 

place for the coffee bean. It is a territory of normal dissimilarity with its enormous productive, 

jungles and abundant rivers.  

The Ethiopia has nine semi-independent managerial regions that have the authority to lift 

and spend their own revenues. And under the present management, some basic rights, 

including freedom of the media, are restricted. 

According to the IMF, the Ethiopia was one of the fastest developing country in the 

globe, registering more than 10% economic output from the 2005 through 2009. It was the 

fastest increasing non-oil-dependent African country in the years 2008 and 2009. In 2014, the 

World Bank (WB), emphasized that Ethiopia had observed speedy economic output with real 

gross domestic product (GDP) output averaging 9.9% between the 2005 and 2015.  

In the 2009 and 2012, Ethiopia's output performance and significant development 

improvements were challenged by high inflation and a problematic balance of 

payment condition. Despite fast output in current years, the GDP per capita is one of the bottoms 

in the globe, and the country faces several stern operational difficulties. 

Guinea Bissau legitimately the state of Guinea Bissau is an economy in West Africa. It 

covers 35,234 rectangle kilometers with predictable inhabitants of 1,874,000. Guinea 
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Bissau's GDP per capita is one of the bucks in the globe and its Human Development Index 

(HDI) is one of the Poor on world. Further the two thirds of the inhabitants live beneath the poor-

quality row. The financial system depends mostly on cultivation; fish, cashew nuts and soil 

nuts are its most important exports. 

Haiti is one of the world's deprived economies and the deprived in the Americans areas 

with poor quality, dishonesty, deprived communications, be short of wellbeing care and be short 

of education cited as the most important sources. Haiti purchasing power parity gross domestic 

product cut down ten percent in 2012 and the output per capita remained unaffected at 

Purchasing Power Parity (PPP) US$1,300. The financial system receded due to the underground 

eruption and succeeding eruption. Haiti listed 147 of 180 economies in the 2012 United 

Nations human development index with sixty three percent of the inhabitants being depressed in 

at slightest three of the human development index's poor-quality procedures.  

  Malawi is amongst the world's least urbanized economies. The approximately 87% of the 

inhabitants breathing in countryside areas. The monetary system is grounded on cultivation and 

other than one third of Gross Domestic Product (GDP) and ninety-two of export incomes come 

from this. In the precedent, the financial system had been reliant on considerable monetary 

assistance from the WB.  Malawi was listed the 120th safest asset purpose in the globe in the 

April 2013 Euro currency state danger rankings.  

Malawi is an autonomous, multi-party administration, at present under the management 

of Arthur Peter, who beaten previous president Joyce Banda in the 2014 elections, despite 

alleged census rigging.  
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Malawi has one of the buck per capita revenues in the globe; even though financial 

development was predictable at ten percent in 2009 and sturdy development is predicted by 

the IMF for the year 2010. The Poverty percentage in Malawi is declining throughout the 

occupation of the administration and sustaining organizations with community existing under the 

deficiency line declining from fifty-six percentages in 1992 to forty-two percentages in 2007 and 

the percentage of ultra-deprived declining from twenty two percent in 1992 to fifteen percent in 

2008.  Numerous analysts consider that monetary advancement for Malawi depends on its 

capability to manage inhabitant‟s expansion. 

The Mali is one of the deprived economies in the globe. The standard worker's annual 

remuneration is just about US$1,700. The state bank controls the monetary relationships of Mali 

and further members of the financial community. 

The output of the country has risen since 2003; the Gross Domestic Product (GDP), 

counted to US$4.3 billion and improved to US$6.8 billion in 2006 which counts to a just about 

eighteen percent yearly expansion rate. 

The eighty percent of the country employees are working in the agriculture. The fifteen 

percent of Malian labors are working in the service area. The Seasonal differences lead to 

steady provisional joblessness of agricultural labors. 

  Nepal's gross domestic product (GDP), for the year 2013 was anticipated at over $18.453 

billion. In the year 2011, crop growing accounted for forty percent, services comprised forty 

eight percent, and industry sixteen percent of Nepal's gross domestic product. Whereas crop 

growing, and manufacturing are sharp, the involvement by the service division is growing.  
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The Niger is a mounting country, reliably ranks near the bottom in the United Nation 

(UNO), Human Development Index (HDI); it was graded last at 188th for the year 2014. Much 

of the non-desert shares of the state are exposed by episodic deficiency. The economy is focused 

around existence, with approximately export farming in the more productive south, and the 

export of raw resources, particularly uranium. The Niger faces a stern task to progress due to its 

landlocked location, desert topography, incompetent agriculture, more fertility percentages 

without birth control and the ensuing overpopulation, the weak educational level and the scarcity 

of its individuals, the deficiency of substructure, the weak health attention and the ecological 

deprivation. 

Rwanda's financial system suffered deeply during 1995 with prevalent hammering of life, 

breakdown to uphold communications, prowling and ignore of significant money crops. This 

caused a bulky go down in Gross Domestic Product (GDP) and shattered the country's capability 

to draw confidential and outside venture. The financial system has seeing as strengthened with 

per capita gross domestic product. Most important export markets encompass China, Germany 

and the USA. The financial system is controlled by the fundamental National Bank of 

Rwanda and the money is the Rwandan franc, the exchange rate was 823 francs to the USA 

dollar. Rwanda connected the East African population in 2006 and has ratified a diagram 

for financial amalgamation amongst the five associate economies which could ultimately lead to 

a widespread East African shilling. 

The Two-thirds of the people of the Sierra Leone are straight involved in survival 

agriculture. The agriculture accounted for the 57% of the Gross Domestic Product (GDP) in the 

year 2008. The sector of the cultivation is the major employer with the eighty percent of the 

people employed in the area and the rice is the greatest vital staple crop in the country with 
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eighty five percent of agriculturalists refining rice in the raining spell and a yearly consumption 

of the seventy-six (76) kg per person. The abundant in the reserves, the country had trusted on 

mining, particularly diamonds, for its financial base.  

Uganda's financial system generates export profits from coffee, tea, fish, and further 

foodstuffs. The state had started financial restructurings and expansion has been vigorous. In 

2009, Uganda documented seven percent development regardless of the worldwide recession and 

local insecurity. 

Uganda has considerable usual assets, counting productive soils, usual rainfall and 

considerable limestone put down of cobalt and copper. The state has mainly unexploited treasure 

of both basic oil and natural gas. Whereas crop growing accounted for sixty six percent of the 

financial system in 1988, with the coffee as its most important export, it has now been improving 

on by the services sector which accounted for fifty two percent of the GDP in the year 2008. 

Since 1988, the administration with the prop up of overseas economies and worldwide agencies 

has acted to restore a financial system that overwhelmed throughout the government of Amin 

and the consequent civil confrontation. 

Uganda usually depended on the Kenya for admittance to the Indian Ocean port 

of Mombasa. The exertions had strengthened to start another admittance way the ocean through 

the waterside harbors of the “Bukasa” in the Uganda and Musoma in the Tanzania, linked by the 

railway to “Arusha” in the Tanzanian internal and to the harbor of the “Tanga” on the Indian 

Marine. The country is a part of the East African Community (EAC), and also a latent member 

of the deliberate East African Federation (EAF).  

 Uganda has a great dispersion, exist in primarily in the USA and the United Kingdom 

(UK). This movement has donated extremely to Uganda's financial output through remittances 
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and other reserves (particularly assets). According to the World Bank (WB), Uganda received in 

2016 an estimated US $1.199 billion in remittances from overseas, second only to Kenya (US 

$1.674 billion) in the East African Public. Uganda also assists as a financial center for several 

neighboring states like the Congo, the Rwanda and Sudan. 

 

4.3 Lower Middle-Income Countries 

Although Bhutan's financial system is one of the world‟s nominal, it has developed 

quickly in current days, by seven percent in 2006 and thirteen percent in 2007. In 2008, Bhutan 

was the second-best rising country in the globe with a yearly financial growth rate of twenty 

three percent. This was mostly due to the commissioning of the enormous Tala Hydroelectric 

supremacy position. As of 2013, Bhutan's per capita revenue was US$2,500. 

Bolivia‟s anticipated 2013 gross domestic product entirety $28.55 billion at authorized 

exchange rate and $58.33 billion at Purchasing Power Parity (PPP). Financial expansion was 

projected to be at about six percent and inflation was anticipated at about seven percent. Bolivia 

was tempo subdued by the 2012 Index of financial autonomy. Despite a sequence of frequently 

political setbacks between 2007 and 2008, the Morales management has spur expansion elevated 

than at any position in the previous thirty years. The development was accompanied by a 

reasonable diminish in dissimilarity. An extra budget of two percent was achieved by 2013; the 

country runs surpluses since Morales management reflecting a cautious monetary administration. 

The most important puff to the Bolivian financial system came with a radical drop in the 

worth of flask throughout the early 1990 which impacted one of Bolivia's major foundation of 

revenue and one of its most important pulling out industries. Since 1986, the administration of 
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Bolivia has put into practice a far accomplishment agenda of macroeconomic stabilization and 

structural improvement designed at keep up worth steadiness; generate circumstances for 

continued growth and assuage insufficiency. Similar lawmaking reforms have protected into 

position marketplace moderate strategies particularly in the hydrocarbon and telecommunication 

sectors that have optimistic confidential asset. Overseas depositor is accorded nationwide 

management. 

. Bolivia has the second major natural gas treasury in South America. The administration 

has a long phrase sales conformity to trade usual gas to Brazil during 2020. The administration 

detained a required referendum in 2006 on the Hydrocarbon regulation. 

Bangladesh is a developing economy with a mixed financial system and is planned as one 

of the subsequently promising markets. The per capita revenue of Bangladesh was US$1,123 in 

2015 with a Gross Domestic Product (GDP) of US$217 billion.  In Asia, Bangladesh has the 

third major financial system after those of Pakistan and India and has the second maximum 

overseas exchange treasury after India. The Bangladeshi people add US$17 billion in 

remittances in the year of the 2014.  

Cameroon‟s per capita GDP was anticipated as US$2,421 in 2009, one of the eleven 

utmost in sub Saharan Africa. Most important export marketplace comprises Italy, South Korea, 

Spain, France, and the UK. Cameroon is aiming to turn into a budding state by 2030.Cameroon 

has a decade of sturdy monetary recital with the GDP, growing at a standard of four percent per 

year. All through the 2005 to 2009 phase community debt was concentrated from over sixty 

percent of gross domestic product to ten percent and executive treasury more than USD 4 billion. 

Cameroon is branch of African States Bank (which it is the central financial 
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system), the civilization and financial amalgamation of fundamental Africa and the association 

for the coordination of commerce regulation in Africa. 

Ghana is a normal natural reserve enriched state possessing manufacturing natural 

resources and valuable metals.  It is a promising selected digital financial system with diverse 

wealth hybridization and a promising marketplace with nine percent Gross Domestic Product 

(GDP) development in 2013. It has a financial sketch target known as the "Ghana visualization 

2020". This sketch envisions Ghana as the first African state to turn into an urbanized 

economy between 2020 and 2030 and a lately urbanized economy between 2031 and 2040. This 

eliminates fellow group of twenty fours members which is a newly developed economy. The 

financial system of Ghana also has ties to the Chinese next to with Ghana's enormous gold bars 

treasury. In 2014, the bank of country began socializing all through Ghanaian status owned 

banks and to the Ghana community as solid money along with the nationwide for second state 

deal money.  

A Bachelor's gradation habitually lasts four years, can be trailed by a one or two-year 

master's gradation, which can be settled in three years by a Ph.D. A college lasts two or three 

years. The country also owns many colleges of tutoring. The country education structure from 

Playgroup up to a scholar degree level takes twenty years. 

And a diverse nation, Ghana has a populace of almost 28 million, straddling a diversity of 

ethnic, language and religious clusters.  The Five percent of the population performs traditional 

beliefs, 72.2% follow to Christianity and 24.6% are Muslim. Its varied topography and ecology 

varieties from seaside savannahs to steamy jungles. 

Guatemala is the biggest financial system in innermost America with a GDP, per capita 

of US$6,342. Guatemala features lots of collective harms and is one of the deprived economies 
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in Latin America. The allocation of revenue is extremely imbalanced with more than half of the 

inhabitants beneath the nationwide poverty line up and just over four percent unemployed. The 

globe information volume considers fifty five percent of the inhabitants of Guatemala to be 

living wage in deficiency. 

In 2012, the Guatemalan financial system grows by four percent getting better steadily 

from the 2010 disaster because of the declining difficulty from the United and others innermost 

American marketplace and the reduce speed in overseas asset in the center of the worldwide 

depression. 

Guatemala is the majority crowded of the Central American economies with a gross 

domestic product per capita approximately one third that of Brazil's. Chocolate, honey, and 

bananas are the most important foodstuffs. 

Monetary development in the most recent years has averaged seven percent a year, one of 

the uppermost rates in Latin America. In 2012, fifty percent of the inhabitants were beneath the 

deficiency procession. It is anticipated that there are more than two million citizens who are out 

of work, the rate of joblessness standing at twenty eight percent. According to the human being 

growth Index, Honduras is the seventh deprived developed state in Latin America. 

Honduras was confirmed one of the profoundly obliged deprived economies by the IMF 

and the WB and became appropriate for liability assistance. The 488 million workers are 

the world second biggest as of 2013. The service zone composes up fifty six percent of Gross 

Domestic Product (GDP), the manufacturing sector twenty six percent and the farming sector 

nineteen percent. India's overseas conversation payments were US$72 billion in the year of 2015, 

the biggest in the globe, add to its financial system by twenty-five million Indians functioning in 

overseas countries. Most important farming products comprise rice, wheat, oil seed, yarn, jute, 
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tea, sugarcane, and potatoes. Most important manufacturing comprise textile, 

telecommunications, cement, pharmaceuticals, biotechnology, mining, petroleum foodstuff 

dispensation, fortify, transportation apparatus, equipment, and the software 

India has monetary growth rate of seven percent for numerous years proceeding to 2008. 

The country had more than double its hourly salary charges. Some 399 million people have 

missing deficiency since the year 1987; the country's center classes are anticipated to figure 

approximately 590 million by the end of the year 2035. although standing 52th in global, India 

position 18th in monetary marketplace complexity, 26th in the banking zone, 46th in commerce 

complexity, and 40th in modernism, in front of numerous superior countries as of 2012. And 

with seven of world wide‟s peak fifteen information expertise outsourcing corporations grounded 

in the country, the state is analysis as the second mainly constructive outsourcing objective after 

the USA. India's customer marketplace, the world twelfth main, is estimated to turn into fourth 

major by 2035. 

The theory of the FDI, led expansion in the country is not rationally to be measured as a 

locomotive of financial development that because the role of the external investment to 

household asset has remained small. Arabi (2005) demonstrate that external investment influxes 

to the country are still household marketplace seeking as a result foreign direct investment may 

generate a small expansion outcome. Due to that foreign direct investment may crowd out 

household investment if overseas investment invades into the state just to make for home 

marketplaces. 

Indonesia has a diverse financial system in which mutually the confidential zone and 

administration take important part. The state is the major financial system in Southeast Asia and 

an associate of the Grand twenty main countries. Indonesia's expected Gross Domestic Product 
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(GDP), as of 2015 was US$912 billion while GDP in Purchasing Power Parity (PPP) terms is 

US$3.120 trillion. It is the 16
th

 biggest financial system in the globe by the GDP and is the 8
th

 in 

ways of the GDP (PPP).  

Indonesia was the twenty-seven-leading exporting economy in the globe in 2012, stirring 

up three spaces from the preceding time. Indonesia's most important export markets are Japan 

eighteen percent and China eight percent. The most important dealer of imports to Indonesia is 

Singapore twenty five percent and Japan nine percent. In 2015, Indonesia run a trade 

insufficiency with export profits of US$192 billion and import spending of US$187.2 billion. 

Though Kenya is the leading and mainly highly developed financial system in east and 

central Africa and has a prosperous metropolitan minority. It has a Human Development Index 

(HDI) of 0.523, ranked 147 out of 188 in the globe. As of 2007, eighteen percent of Kenyans 

lived on a smaller amount than $1.25 a calendar day. A third of working-class revenue goes 

towards paying bribes which standard sixteen corrupt a month per Kenyan. The significant 

farming zone is one of the slightest urbanized and mainly incompetent; employing seventy five 

percent of the workforce‟s contrast to fewer than three percent in the foodstuff secures urbanized 

economies. Kenya is regularly confidential as a leading-edge marketplace or infrequently a 

promising marketplace, but it is not one of the slightest urbanized economies.  

Lesotho is naturally bordered by South Africa and inexpensively incorporated with it as 

well. The financial system of Lesotho is footed on crop growing, farm animals, built-up and 

drawing out and depends greatly on inflows of workers‟ remittances and revenue. The bulk of 

domestic survive on agricultural. The official zone service consists of mostly the female 

employees in the clothes zone, the guy immigrant employment, principally miners in South 

Africa for three to nine months and service in the administration of Lesotho. The western 
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lowland forms the most important farming sector approximately fifty percent of the people earns 

profits throughout familiar harvest farming or mammal husbandry with virtually two thirds of the 

country's profits coming from the farming zone. The proportion of the people livelihood 

beneath Purchasing Power Parity (PPP) US$1.25 chopped down from forty eight percent to forty 

four percent between 1996 and 2004. The state is amongst the stumpy human being growth 

economies as confidential by the united nation developed program with forty-nine years of life 

expectation at birth. Mature literacy is as elevated as eighty two percent. Amongst the offspring 

beneath the age of five years, twenty percent are beneath heaviness. 

The Lesotho has advanced in stirring from a mainly subsistence-oriented economy to a 

lower middle-income economy transferring natural possessions and industrial goods. The 

transferring areas have carried higher and more protected profits to an important share of the 

people.  

The country has a populace of about 2,403,921. The inhabitant‟s delivery of Lesotho is 

twenty five percent urban and seventy five percent rural. Though, it is projected that the yearly 

upsurge in urban inhabitants is four percent. Inhabitants „thickness is inferior in the moorlands 

than in the western plains. Though the mainstream of the populace is sixty one percent is 

between fifteen and sixty-four years of phase, Lesotho had a considerable youth populace 

totaling around thirty four percent. 

Morocco's financial system is measured as comparatively moderate market governed by 

the regulation of supply and demand.  Ever since 1995, the state has followed a strategy of 

privatization of positive financial zones which worn to be in the hands of the administration. 

 Morocco has happened to a most important competitor in the African monetary concerns and 

fifth economy in gross domestic product. Morocco was categorized the 1st African economy in 
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front of Africa. On the other hand, Morocco has ever since then slipped into fourth put at the 

back Egypt but in front of Angola.  

The service zone accounts for just greater than somewhat of Gross Domestic Product 

(GDP) and commerce, completed up of mining, building and built-up is a further section. The 

manufacturing that recorded the maximum expansion are tourism, telecoms, information 

equipment and fabric. 

Nigeria is confidential as a diverse financial system promising marketplace and has 

previously reached inferior center profits status according to the world bank (WB) with its 

copious contribute of usual possessions glowing urbanized economic, lawful, infrastructure, 

transportation zones which is the second biggest in Africa. 

The country Delta area, home of the great oil business, involvements thoughtful lubricant 

spills and other ecological difficulties, which had produced struggle. The waste 

administration including manure conduct, the related procedures of soil 

degradation and temperature modification or global cautionary are the major eco-friendly 

glitches in Nigeria. Surplus organization presents difficulties in a super city like Lagos and other 

main Nigerian metropolises which are related with financial growth and the incapability 

of assemblies to achieve the subsequent rise in manufacturing and national waste. This enormous 

waste organizations also challenging to unmaintainable ecological managing existences of the 

Public in the Central Capital Land, where there are conducts of unselective removal of excess, 

removal of excess along or into the waterways, sewerage schemes that are channels for marine 

streams, and the similar. 

Economists approximate that Pakistan has been part of the wealthiest part of the globe all 

the way through the first millennium having the major financial system by Gross Domestic 
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Product. This improvement was vanished during the previous century as other parts edged ahead 

such as China and Europe. Pakistan is well thought-out as a mounting economy and is one of 

the subsequently, the eleven countries that, all along with the India, Russia, China and Brazil, 

have a high prospective to become the world's leading countries in the century. On the other 

hand, after years of the public insecurity, as of 2014, solemn insufficiency in macro 

administration and disturbed macroeconomics in essential services such as electrical 

energy production had urbanized. 

The financial system is measured partly mechanized along the centers of expansion along 

the river Indus. The diversify economies of the city Karachi and town hubs and coexist with 

fewer urbanized region in other portions of the state mainly in Baluchistan. Pakistan is the 

seventy-leading export country in the globe and the eighty-nine mainly multifaceted economies. 

In 2014, Pakistan exported $24.2 and imported $42.6, consequential in depressing trade 

equilibrium of $17.6 billion.  

The natural features and weather of the country are tremendously varied, and the country 

is home to an extensive diversity of the wildlife. The country covers a region of 

891,913 km
2
 (350,509 sq mi), just about equal to the joint land areas of France and the UK. It is 

the 34
TH

major nation by entirety area, even though his position varies depending on how the 

doubtful region of the Kashmir is counted. The country had 1,076 km (660 mi) seashore along 

the Arabian Sea and the Gulf of Oman in the south and land boundaries of the 6,874 km 

(4,409 mi) in the total: 2,630 km (1,610 mi) with the country Afghanistan, 533 km (335 mi) 

with the country China, 2,812 km (1,709 mi) with the country India and 919 km (575 mi) 

with the country Iran. It shares a maritime boundary with the country Oman and is alienated 

from the country Tajikistan by the freezing, slim Wakhan passageway. The country occupies a 
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geopolitically significant position at the intersection of the South Asia, the Middle East, and the 

Central Asia. 

The Papua New Guinea is one of the deprived economies in the globe with comparable 

gross domestic product per capita as a few African economies such as Chad and Senegal. In spite 

of this deficiency it is luxuriantly brilliant with usual possessions. 

The Papua New Guinea is splendidly gifted with natural capitals, including inorganic and 

the renewable properties, such as jungles, marine (including the large share of the world's main 

tuna stocks), and in some portion‟s agriculture. The rocky terrain with tall mountain ranges and 

dales, marshes and islands and the tall cost of developing substructure, joint with other features 

(counting stern law and order difficulties in some centers and the structure of usual land), makes 

it problematic for outside inventers.  

The local inventers are handicapped by years of scarce investment in the field of 

education, health and admittance to the finance. The agriculture, for existence and the cash crops, 

offers an income for eighty five percent of the people and lasts to deliver some thirty percent of 

Gross Domestic Product (GDP). The mineral credits, counting oil, gold and copper, account for 

the seventy two percent of export incomes. The oil palm making has full-grown gradually over 

the previous years (mainly from lands and with wide out cultivator output), with the palm oil 

now the chief agricultural export. And in the families contributing, the coffee remains the main 

export crop (shaped mainly in the Highlands areas), followed by cocoa and copra from the 

seaside parts, and each mainly shaped by small holders and tea, formed on plantations and 

elastic. 

The Philippine financial system is the twenty-nine biggest in the globe with a projected 

gross domestic product of $381.123 billion. Most important exports comprise electronic 
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products, transportation apparatus, clothes, copper goods, gasoline goods and fruits. Most 

important trading associates comprise the USA, Japan, China, South Korea, the Netherlands, 

Hong Kong and Thailand. Its unit of currency is the Peso.  

The Philippines is progressively more open to worldwide trade. By 2014, Southeast Asia 

will have the benefit of a marketplace through the relationship of Southeast Asian Nations 

financial society. According to statistics provided in the World Economic Forum‟s (WEF), the 

country‟s macroeconomic essentials are well-built, making it strike to at slightest a portion of the 

overseas investors worried over the Euro disaster. 

The Unemployment rate in 2015 was six percent. For the time being, due to inferior 

charges in essential requirements, the inflation rate relieve to four percent. Gross international 

reserves as of 2014 are $79.123 billion. The Debt to gross domestic product (GDP), proportion 

continues to turn down to thirty nine percent as of April 2015from a record elevated of seventy 

eight percent in 2004. 

The Senegal understood full Internet connectivity in the year of 1996, generating a small 

prosperous in the information knowledge founded on the services. The Private movement now 

accounts for eighty two percent of its gross domestic product (GDP). So, on the negative 

sideways, the Senegal aspects deep settled urban difficulties of lasting high joblessness. 

At the same time as the manufacture and export of tea, rubber, chocolate, honey and 

further merchandise stay significant, industrialization has enlarged the consequence of foodstuff 

dispensation and investment. The country's most important financial sectors are tea, exports 

garments, rice making and further farming products. In adding up to these financial sectors, 

abroad service, particularly in the Middle East give considerably in overseas exchange. 
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The financial system of Swaziland is moderately branch out with crop 

growing, forestry and taking out accounting for about thirteen percent of gross domestic product, 

built-up on behalf of 37% of the output and services. Crop growing is used for utilization as well 

as for sell abroad. It provides a livelihood for sixty-five of the inhabitants. In meticulous, making 

of copra and kava generate considerable income. Lots of farmers have been abandoning farming 

of foodstuff crops and utilize earnings from kava farming to purchase foodstuff. Kava has also 

been worn in traditional exchanges between people and rural community. 

4.4 Upper Middle-Income Countries 

Algeria is confidential as a higher middle-income nation by the World Bank 

(WB). Algeria's money is the dinar. The financial system remains conquered by the state, a 

heritage of the country's communist post sovereignty progress representation. In current times, 

the Algerian administration has halted the privatization of country personal commerce and forced 

limitations on imports and overseas participation in its market.  

The Barbary adventurers preyed on Christian and other non-Islamic distribution in the 

western Mediterranean Marine. The buccaneers often removed the travelers and squad on the 

boats and retailed them or castoff them as slaves. They also did a brusque corporate in rescuing 

some of the prisoners. And conferring to Robert Davis, from the 16th to the 19th century, 

buccaneers captured one million to the two million Europeans as slaves. They repeatedly made 

attacks, named razzias, on the European seaside settlements to seizure Christian slaves to vend 

at slave markets in North Africa. 

Algeria has thrash about to build up industries slight hydrocarbons in branch because of 

elevated charges and an immobile country administration. The government's hard work to 
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expand the financial system by attracting overseas and home speculation outside the power zone 

have done modest to decrease elevated infancy joblessness rates or to speak to housing 

deficiency. The state is in front of an amount of short phrase and medium phrase troubles 

including the require diversifying the financial system, make stronger political, monetary and 

economic reforms, get better the industry environment and diminish inequalities among zones.  

Belize has a minute, frequently confidential venture financial system that is based mainly 

on export of gasoline, crop growing, agro based business and merchandise with sightseeing and 

building newly presumptuous superior significance. As of 2009, oil construction was 3,200 

barrels per day and as of 2007 oil exports were 2100 barrels per day. The state is also a 

manufacturer of built-up minerals. In crop growing, sugar, like in royally times, remains the 

principal yield, accounting for virtually half of exports, whereas the banana business is the 

population‟s biggest owner.  

The Spanish conquistadors discovered the land and affirmed it a Spanish cluster but 

selected not to become peaceful and advance because of its absence of capitals and the 

antagonistic Indian communities of the Yucatán. The British first selected an administrator over 

the Belize part in the year of the 1786. Before then the British administration had not 

documented the reimbursement as a cluster for terror of irritating a spasm. The interruption in 

rule omission certified the colonizers to start their own laws and procedures of régime. During 

this dated, a few effective colonizers extended governor of the native administration, recognized 

as the Community Meeting, as well as of most of the payment's land and ligneous. 

The clash was in 1796, armed appointment off the shoreline of Belize between an 

occupying Spanish flotilla and a small strength and their slaves. From 4 to 6 September, the 

Spaniards annoyed to strength their technique through the Montego shoal, but were choked by 
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the guards. The Spain's last effort befallen on 12 September, when the Baymen deterred the 

Spanish armada in a small rendezvous with no branded fatalities on either flank. The centenary 

of the clash is a nationwide holiday in Belize and is renowned to honor the "first Belizeans" and 

the defense of their land. 

And in the early 19th era, the British wanted to improvement the colonizers, intimidating 

to hang the Communal Meeting unless it pragmatic the government's directions to eradicate 

slavery absolute. After a cohort of backbiting, slavery was eliminated in the British Kingdom in 

the year of the 1832, as an outcome of their slaves' aptitudes in the work of mahogany removal, 

proprietors were remunerated at £54.69 per slave on normal, and the maximum amount paid in 

any British area. 

And in the year of the 1834, after the Spanish law, the British demanded the correct to 

manage the area. In the year of the 1863, Great Britain officially avowed it a British Colony, 

secondary to Jamaica, and called it the British Honduras. As a cluster, Belize instigated to 

fascinate British stockholders. Among the British companies that conquered the association in 

the late 19th period was the Belize Parkland and Yield Company, which finally learned half of 

all confidentially seized land and ultimately removed peonage. Belize Estate's inspiration books 

in part for the gathering‟s confidence on the mahogany skill through the rest of the 19th era and 

the first half of the 20th period. 

The Pronounced Depression of the year 1930s initiated a near-collapse of the cluster's 

economy as British request for timber dropped. The effects of extensive joblessness were 

degraded with the society in the year of the 1931. Observations of the administration‟s reprieve 

effort as insufficient were intensified by its rejection to decriminalize labor mergers or announce 
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a least wage. Financial situations improved during World War 2 as many Belizean men arrived 

the armed services or otherwise subsidized to the conflict struggle. 

Subsequent the conflict, the clusters economy deteriorated. Britain's conclusion 

to diminish the British Honduras dollar in the year of the 1948, degraded monetary situations and 

controlled to the making of the People's Commission, which claimed freedom. The People‟s 

Group‟s required legitimate reforms that prolonged voting privileges to all grownups.  

The first voting under universal was held in the year of the 1953 and was conclusively 

won by the PUP, commencement a three-decade dated in which the PUP conquered the country's 

government. Pro-independence futuristic Price became PUP trailblazer in the year of the 1955 

and the operative crown of administration in 1962, a post he would grasp under numerous titles 

until the year 1983. And under a new structure Britain decided British Honduras autonomy in the 

year of the 1966. And on the first June 1973, British Honduras was legitimately retitled Belize.  

Belize has five profitable banks of which the leading and oldest is Belize bank. A 

vigorous compound of credit unions began in the 1939 under the management of M Ganey and is 

an ongoing reserve for the betterment of the working class across financial and civilizing lines. 

Since sovereignty, Botswana has the uppermost standard monetary development rate in the 

globe, averaging about nine percent per annum from 1968 to 2001. Growth in confidential zone 

employ has averaged about ten percent per year over the first thirty years of sovereignty. 

Botswana's inspiring monetary evidence has been built on a basis of diamond mining, far-sighted 

monetary course of action, worldwide economic and technological support and a careful 

overseas strategy. 

The Belize is situated on the coastline of Central America. As founded on its site, it is 

realized as an attractive terminus for holidays. Though, also due to its site, it is presently 
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becoming known in the worldwide arena for fascinating many drug trading objects in North 

America. The Belize money is attached to the United States of American. Dollar. This tempts 

drug traffickers and currency launderers who hunger to operate their current financial structure. 

In adding, the Belize also bargains visitors the capability to start offshore accounts. Because of 

this ambiguity, it is required for many drug traffickers and currency launderers to exploit Belize 

as a currency laundering banking object. As an outcome, the United States of America 

(Department of State), had freshly called Belize one of the world‟s "main money laundering 

states.". 

Brazil is the main nationwide financial system in Latin America, the globe eight biggest 

financial systems at marketplace conversation rates and the seventh major in PPP, and according 

to the IMF and the WB. Brazil has a diverse financial system with profuse usual possessions. 

The Brazilian financial system has been predicted to become one of the six mains in the globe in 

the years to come, the Gross Domestic Product (GDP) per capita subsequent and increasing 

provided that great investments in efficiency gains are completed to alternate the Gross Domestic 

Product (GDP) development of the previous years that is attributable to the boost in the number 

of public functioning. Its current GDP of the Purchasing Power Parity (PPP) per capita is 

$16,342 in 2015 putting Brazil in the seventy-seven positions according to international 

monetary fund (IMF) statistics. Brazil has a work force of over a 110 million and joblessness of 

seven percent.  

The country venture period is highlighted by its permanence and being keeping pace 

regardless of the substantial political fluctuations and the consequence of the import replacement 

policy for the time from near the beginning of 1960 to the 1980. Since 1970 foreign direct 
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investment (FDI) inflows have been contributed an important task in financial progress in 

Brazilian financial system which results from the abroad investment system.   

The system of the administration is that of a democratic republic, with a presidential 

structure. The president is both crown of government and head of administration of the 

Amalgamation and is designated for a four-year tenure, with the option of re-election for a 

second consecutive period. The present president is Temer, who swapped Dilma after 

her accusation. The President engages the Ministers, who contribution in the management. 

Lawmaking houses in each administrative object are the main foundation of law in Brazil. 

The National congress is the Alliance‟s bilateral government, consisting of the chamber and 

the senate. The Courts consultant‟s workout jurisdictional responsibilities almost completely. 

Brazil is a democracy, according to the democracy index 2012. 

The Brazilian Confederation is the "unbreakable combination" of the States, the 

Metropolises and the Centralized District. The Amalgamation, the states and the Central District, 

and the cities, are the "compasses of management". The confederation is set on five important 

philosophies: independence, nationality, self-respect of human beings, the societal values of 

labor and autonomy of creativity, and dogmatic diversity. The definitive multilateral twigs of 

administration (decision-making, lawmaking and legal under a checks and balances scheme) are 

officially recognized by the Structure. The decision-making and governmental are prepared 

independently, while the courts are planned only at the central and state/Federal Region 

compasses. 

The lawful organization is founded on the federal constitution, propagated on 6 October 

1989, and is the central law of Brazil. All other lawmaking and court conclusions must imitate to 

its instructions. As of April 2008, there had been fifty-three adjustments. States have their 
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individual structures, which must not deny the Centralized Structure. Metropolises and the 

Central District have "biological laws", which performance in a comparable method to 

structures. Governmental objects are the foremost foundation of rulings, though in sure 

substances bench and decision-making forms may pass lawful standards. Authority is managed 

by the bench objects, though in rare circumstances the federal structure allows the Central 

Council to permit on lawful decisions. There are also dedicated armed, work, and democratic 

benches. The uppermost court is the Supreme Court. 

This organization had been disapproved over the last few periods for the sluggish step of 

decision-making. Proceedings on petition may take numerous years to resolution, and in some 

gears more than a decade elapse before conclusive verdicts. However, the Supreme Federal 

Court was the first law court in the world to communicate its meetings on television. More 

newly, in December 2010, the Supreme Court accepted Twitter to exhibition substances on the 

day organizer of the ministers, to notify the everyday movements of the Law court and the most 

significant verdicts made by them. 

And the country is the one of main beneficiary of the overseas speculation in Latin 

America area. In the year of 1989, the administration has concerned the regulation figure 171 

beneath the charter of the year 1988. This regulation leads to limitations on the movement of the 

overseas corporations that spend in the country financial system.  And in the year of 1980, the 

country replace disaster had controlled to decrease mesh external investment, streams to the state 

from $ 2.5 billion on standard for the time of the year 1972 to the year 1983 to a meager $ 359 

million for the time of year 1984 to the year 1993 that because overseas companies approved so 

called a waiting place to evade this disaster.   
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Brazil is a coalition collected of twenty-six states, one centralized district (which 

comprises the capital city, Brasilia) and Metropolises.  States had self-directed managements, 

gather their own duties and obtain a portion of taxes composed by the Centralized management. 

They had a director and a unicameral lawmaking body chosen straight by their electorates. They 

also had self-governing Courts of Law for mutual integrity. Notwithstanding this, states had 

much less independence to generate their own laws than in the Combined States. For instance, 

illegal and public laws can be designated by only the central wo-house Assembly and are 

unchanging through the state. 

The states and the centralized area may be assembled into areas. The Brazilian areas are 

simply topographical, not administrative or managerial separations, and they do not have any 

exact procedure of administration. While defined by regulation, Brazilian areas are valuable 

mostly for arithmetical determinations, and to describe the delivery of central funds in growth 

projects. 

Metropolises, as the conditions, have independent managements, gather their individual 

taxes and obtain a share of taxes composed by the Amalgamation and state administration. Each 

had a mayor and a chosen law-making body, but no distinct Court of Law. Certainly, a Law court 

of Law prepared by the government can include many metropolises in a solitary justice 

organizational. 

In the year of the 1990, country financial system was categorized by liberalization, the 

limited elimination of many blocks to overseas direct venture and the beginning of important 

modifications to the charter of the year 1988. In the middle of the year 1990, the administration 

approved endorsement investment scheme and knowledge move for supportive home investment 

and if information appropriate to foreign direct investment.  



75 
 

And in the delayed year of the 1990, country state bank providing many services 

compulsories for foreign direct investment influxes such as listing procedure and decrease of the 

entrance charge. These events were occupied position to stop economy from the “Mexican 

disaster” and rising trade shortfall in the year 1995.  

This phase characterized by the macroeconomic constancy which generates a sturdy 

expansion in home require and trade liberalizations that directed overseas corporations to boost 

their asset to features the rivalry and a smaller amount confined atmosphere. A Mercosur policy 

of behavior was engaged in the year of 1995 by the country management for encouraging and 

defending investment.  As of the year 1997 to the 2001, the bulk of foreign direct investment 

(FDI) expected by country heading for to the services area, which reached about ninety four 

percent of entirety streams due to denationalization plan, reforms of economic area and 

marketplace liberalization.  

The result of this phase was a boost in the figure of the overseas companies from 6,432 in 

1996 to a sum of 11,542 ventures in the year 2001. And so, between the years of 2002 and 2003, 

the entire FDI, drifts to the service area concentrated to one half of its worth due to the collapse 

of the denationalization plan, the result of the Argentinean disaster, the most important trading 

colleague, and the political ballot vote. 

 Roth Muller (2003) spots out that most foreign direct investment flows to the country 

was parallel; consequently, many researchers set up that there is no collision of foreign direct 

investment on home investment, financial expansion and joblessness in this state. Likewise, 

Lopez (2008), makes obvious that external firms give advanced remuneration to human 

resources that may make negative spillovers to home firms.  
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The state has been increasing its attendance in worldwide monetary and product 

marketplace and is one of a cluster of four promising economies called the BRIC (Brazil, Russia, 

India and China) economies. Brazil has been the world's biggest manufacturer of coffee for the 

previous one hundred and fifty years. It has become the fourth leading car marketplace in the 

globe. 

In the year 2015, China was having the world's second leading financial system in ways 

of nominal Gross Domestic Product (GDP), totaling just about US$10.543 trillion, by the data of 

the IMF. If the PPP is in use into account, China's financial system was the biggest in the globe, 

with a 2015 PPP of the Gross Domestic Product (GDP) of US$18.123 trillion. In the year 2014, 

its Purchasing Power Parity, (GDP) per capita was US$13,231 whereas its output per capita was 

US$8,321. Equally cases place China at the back around eighty economies in worldwide gross 

domestic product per capita standings. 

By near the beginning of the year 1970 and linked with Asian nationwide, China was 

under stress because of breakdown of the technical innovation. These face up to guide to rising 

center on modification and improvement which appendant year 1977.  In the year of the 1990, 

the country approved other economies apart from United States of America (USA) in attracting 

the external investment. This ended China the primary beneficiary of foreign direct investment 

(FDI) among mounting economies and the second main beneficiary in the worldwide. The 

Foreign direct investment inflows to China are mainly consisted investment. In 1976 China 

stimulated from blocked door strategy to opening strategy.  

In 1978 China approved the regulation of combined undertakings using Chinese and 

overseas investment, contribution and action to combined schemes by founding four financial 
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regions and restricted overseas money marketplace.  Since 1978, foreign direct investment (FDI) 

progress in the country had undergone four parts as clarify by the Wang (2002); the first period 

is the phase of experimentation for the era from the year 1978 to the 1984. This time was 

categorized by less overseas investment invasions due to the required of clearness of China's 

strategies and the short of enough evidence, leading to a need of information of the asset 

atmosphere in the country. The next phase is the phase of early improvement in the time from the 

year 1985 to 1987. 

This phase was categorized by the rising financial directness to the external globe, the 

development of overseas trade and modification in the country lawmaking for humanizing the 

asset atmosphere and give more confidence foreign direct investment inflows into the country.  

In order to the decline in the financial and the party-political atmosphere that directed to 

put a stop of flows of external investment in the duration of 1990 and 1991 after the explosion 

that has occurred in the phase from 1988 to 1989. Because of reduced expansion charges in 

overseas speculation that led to a harmful response of overseas stockholders on asset atmosphere 

in the country.  

Since its beginning in the year of 1949 to the year of 1977, the country was a Soviet 

approach centrally designed financial system. Subsequent Mao's passing away in the year of the 

1976 and the resulting conclusion of the National mutiny, Deng and the novel Chinese 

management started to modification the financial system and shift towards a further marketplace 

slanting mixed financial system beneath one-party regulation. Farming collectivization had 

dismantled, and farmlands transferred, whereas overseas occupation became the most important 

novel center, primary to the formation of unique financial Zones. Ineffective state-owned 

enterprises were modernized, and unbeneficial ones were stopped up out right, consequential in 
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enormous work losses. Current day China is mostly characterized as having a marketplace 

financial system based on confidential possessions right sand is one of the most important 

examples of state free enterprise.  

The state still controls in planned support sectors such as power making and profound 

industries, but personal project has prolonged very much with around thirty million confidential 

businesses recorded in 2010. In the past an agrarian financial system, Colombia built-up quickly 

in the twentieth century by the ending of which just 17% of the Labor Force (LF), were working 

in crop growing, generating just 7% of the Gross Domestic Product (GDP); twenty one percent 

of the labor force were employed in manufacturing and sixty two percent in services accountable 

for thirty eight percent and fifty seven percent of gross domestic product correspondingly. 

Colombia's market financial system grew gradually in the later part of the twentieth 

century with the output, growing at a standard rate of over four percent per annum stuck between 

1972 and 2001. The economy suffered a depression in 1998 and the revival from that collapse 

was extended and throbbing. On the other hand, in current years expansion has been inspiring, 

getting seven percent in the year 2009, uppermost charges of development in the Latin America. 

And according to the International Monetary Fund (IMF), approximation, in 2013 Colombia‟s 

GDP purchasing power parity (PPP) was US$532 billion. 

  A Superior Jurisdiction for Concord had been shaped to examine, elucidate, impeach and 

punish thoughtful human honesties, defilements and serious openings of IHL which happened 

during the fortified battle and to content dupes' right to justice. During his stay to 

Colombia, Pope paid honor to the fatalities of the struggle. Colombia relation with other 

countries have varied due to philosophical alterations between both administrations. Colombia 

had presented sustenance with food and tablets to alleviate the scarcity of provisions in 



79 
 

Venezuela. Latin America discards Trump's armed danger against Venezuela 

because America had an extended antiquity of battling demanding rules which often were 

reinforced by the U.S. governments. 

 After decades of scuffle and the reduction of the despotism, the US has lost 

its reliability in the Latin America. Colombia's Overseas Ministry said that all labors to 

resolution crisis should be diplomatic and admire its authority. Colombia planned the impression 

of the development goals and a concluding document was assumed by the UNO. 

Colombia is wealthy in natural capital and its most important exports comprise limestone 

fuels, oils, sanitization products, valuable stones, woods products, soft tissue and 

paper, chocolate, animal protein, cereals and vegetable oils, yarn, oil seed, sugars and sugar 

confectionery, crop and further farming foodstuffs, food dispensation, processed fish foodstuffs, 

beverages, equipment, electronics, armed products, airplane, ship, motor vehicle, metal yield, 

house and workplace fabric, chemicals and fitness linked products, petrochemicals, 

agrochemicals, non-living salt and acids, perfumery and makeup, medicaments, plastics, 

mammal fibers, fabric and textile, garments and footwear, leather, building apparatus. 

The financial system of Costa Rica is extremely steady and depends basically on 

tourisms, crop growing and electronics exports. Costa Rica had been recognized for its steady 

democracy, in an area that has had some unpredictability, and for its extremely sophisticated 

workforce, most of whom communicate English. The country devotes coarsely seven percent of 

its budget (2017) on education, associated to a worldwide average of 4.5%. Its economy, once 

profoundly reliant on agriculture, had expanded to comprise subdivisions such as business, 

business services for overseas companies and medicines. Many external companies (industrial 
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and facilities) function in Costa Rica's free profession zones (FTZ) where they advantage from 

venture and tax inducements. 

In malice of inspiring growth in the (GDP), low inflation, reasonable interest rates and a 

satisfactory unemployment level, Costa Rica in 2016 was facing a crisis due to a rising debt and 

budget shortfall. By the end of the August 2017, the Capital was having trouble paying its 

responsibilities. Other trials facing the country in its efforts to recover the economy by 

cumulative overseas investment include a poor substructure and a need to advance community 

segment competence. 

According to a research carry out by commerce School, Costa Rica is the fifth most 

spirited state in Latin America in 2013 and is part of a chunk of economies rated as having a very 

high-quality spirited level with proceed and growth in transportation, knowledge and steadiness. 

  Costa Rica has been recognized for its steady democracy in an area that had some 

variability and for its extremely educated staff, most of whom communicate in English. The state 

spends unevenly seven percent of its budget on the education, related to a worldwide average of 

4.4 percent. Its economy, once deeply reliant on agriculture, had expanded to comprise areas 

such as business, commercial facilities for overseas corporations and medicines. So, many 

overseas firms (industrial and facilities), function in Costa Rica's Free Trade Zones (FTZ), where 

they advantage from investment and tax encouragements.  

So, despite the inspiring output in the gross domestic product (GDP), low inflation, 

reasonable interest charges and a satisfactory unemployment level, in Costa Rica in the year of 

2016, was fronting a liquidity disaster due to a rising loan and budget deficit. By the end of the 

year 2016, the Treasury was having trouble paying its requirements. Further encounters opposite 
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the country in its efforts to advance the economy by growing overseas investment comprise a 

weak substructure and an essential to recover public sector effectiveness. 

Costa Rica also had liberal ecological strategies. It is the only state to meet all five United 

Nations Development Program (UNDP), standards recognized to measure ecological 

sustainability. It was graded forty-two in the globe, and third in the Americas, in the 

2016 Environment performance Index (EPI), and was twice graded the best execution state in 

the new economics foundation (NEF), which measures ecological sustainability, and was 

acknowledged by the (NEF) as the greenest state in the globe in the year of 2008. Costa Rica 

strategies to become a carbon neutral state by the end of the year 2022. By the year of 2016, 

ninety eight percent of its electricity was produced from green foundations mostly solar, biomass 

hydro and geothermal. 

Malaysia is a relatively state slanting and recently built-up market financial system.  The 

country plays an important but waning role in guiding monetary action throughout 

macroeconomic strategy. Malaysia has one of the greatest monetary records in Asia with gross 

domestic product raising an average seven percent yearly from 1960 to 2007. Malaysia's 

financial system in 2014 to 2015 was one of the mainly aggressive in Asia, standing sixth in Asia 

and twentieth in the globe, advanced than economies like Australia and France. In 2015, 

Malaysia's financial system grew six percent, the second uppermost expansion behind 

Philippines' expansion of almost seven percent.  

The Malaysia is a centralized elective kingdom, and the only confederation in south Asia. 

The organization of the management is thoroughly demonstrated on that of the governmental 

structure, an inheritance of the British colonial system.  The head of government is the yang Di, 

normally denoted to as the King. The King is selected to a five-year tenure by and from among 
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the nine genetic leaders of the states; the other 4 states, which have nominal administrators, do 

not contribute in the assortment. By casual arrangement the location is methodically alternated 

among the 9 and had been held by Muhammad V since the December 2016. The King's role had 

been mainly outdated since variations to the law in the year of the 1994, preference ministers and 

followers of the higher house. 

Each state had a unicameral state assemblage whose followers are designated from 

single-member electorates. State administrations are led by CM, who are state assemblage 

associates from the conventional party in the congregation. In each of the states with a hereditary 

leader, the Chief Minister is usually mandatory to be a Malay, selected by the monarch upon the 

endorsement of the Prime Minister. Parliamentary polls are detained at least once every 5 years, 

the most current of which procured place in the year of the 2013. Listed voters of age twenty-one 

and above may vote for the memberships of the House of Legislatures and, in most of the states, 

for the state lawmaking cavity. Voting is not compulsory. Excluding for state votes in Sarawak, 

by state polls are held alongside with the centralized voting. 

 According to a statement, Malaysia will become the world twenty-one main financial 

system by 2050 with an output of $1.3 trillion and a GDP per capita of $31231. The detail also 

says apparatus, petroleum and liquid natural gas manufacturer will perceive a considerable boost 

in profits per capita. Malaysian life expectation, moderately elevated height of schooling and 

over standard fertility rate will assist in its speedy growth.
 

Overseas possession is restricted to thirty percent of any monetary organization and 

overseas banks are not permitted full right of entry to electronic finance. In addition, all foreign 

capital inflows (FCI), have been asked to reorganize their equity formulation in conformity with 

the purposes of mounting the capital percent.  
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Definite equity limitation is also forced upon foreign capital inflows (FCI). Overseas 

investors have the chance to get hundred percent of equity. On the other hand, when the financier 

does not, the Malaysian equity will be circulated consequently to the allocation strategy. The first 

thirty percentage of equity not detained by the overseas financier will be held in reserve and the 

rest to further Malaysians.  

  The financial system of Panama is an entirely dollarized free marketplace country with a 

narration of stubby down inflation. It is based mostly on the services manufacturing, greatly 

weighted headed for banking, business and tourism. The handover of the canal and armed setting 

up by the United States of America (USA) has given increase to novel building development. 

The comfort of the portable and wide range of skills make Panama one of the most beautiful 

evolving tourism terminuses in the biosphere. In just one week, people can adore two different 

oceans, familiarity the highlands and forest, learn about innate philosophies and take benefit of 

vivacious urban lifecycle.  

The capital, Panama City, is a contemporary, cultured city that look like Miami and had 

recognized trade, arts, style and eating. Fodor‟s, Formers and National Topographical have all 

lately begun publishing escorts for Panama, only the second country in Dominant America, 

overdue Costa Rica, to have such wide spread transportable attention. 

The Waterway itself is best understood via amid air view over the native operative and is 

the dominant genius and display of Panama among many. Panama is recognized as the "Junction 

of the Americas" due to its advantaged location between North and South America. The original 

meaning of the country's term, "plenty of fish", reproduces Panama's standing as a heaven for 

water sports fanatics and eco-tourists comparable. As the bridge linking two massive landmasses, 
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Panama's flora and fauna is extremely assorted. For instance, Panama claims over 800 different 

bird classes. Panama's many native people are still flourishing, living in the same antique method 

as their families, making its national material remarkably gorgeous. 

Panama claims a large expatriate community; about 24,000 USA people live in the 

country. It is value expenditure sometime interpretation up on Panama and interactive with 

residents, émigrés and fellow explorer sin the country. Deliberate connection some local 

opportunities or blogs for expats or the Fundamental America Opportunity. Many of the native 

blogs can stretch you the most present info on: deluges, quakes, track closings, and the best 

eatery evaluations. 

Panama's financial system is based mainly on a well urbanized services zone that 

accounts for virtually eighty percent of its gross domestic product. Services comprise the Panama 

Canal, bank, the Colón liberated deal region, insurance and flag ship registry, medicinal and 

fitness and further trade. The country's business includes built-up of airplane emergency parts, 

cements, food and drink, glue and fabric. Moreover, the most important exports for Panama are 

bananas, shrimp, sugar, chocolate and garments. 

Panama's economy, because of its important terrestrial site, is mostly founded on a well-

built service area, particularly trade, travel, and the exchange. The handover of the Canal and 

armed connections by the United States of the America (USA), had specified increase to great 

construction developments. 

Gold and copper deposits are being established by overseas stakeholders, to the 

disappointment of some ecological clusters, as all of the developments are situated within 

protected zones. 
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The overall financial system in Paraguay has various exclusive characteristics. It is 

characterized by a chronological low-down inflation rate negative five percent average, 

worldwide reserves twenty percent of the GDP, and double the amount of the outside nationwide 

debt. On peak of that, the economy enjoys sparkling and renewable power making of 9,123 

megawatts. Flanked by 1972 and 2015, the economy had the uppermost monetary growth of 

South America with a standard rate of eight percent per annum. 

Paraguay also had an antiquity of blood and moans. Being one of the lushest countries 

(and the only one in America to had railways conveyance at that time) before the calamitous 

Conflict of the Triple Association (1864-70). Paraguay, fronting the associated militaries of 

Argentina, Brazil, and Uruguay, misplaced two-thirds of all mature males and much of its area 

counting their shoreline with the sea.  

It was also the division of the first forever effort at Socialism when 800 individuals 

navigated from Balmain, in the Sydney, Australia in 1894, to originate "New Australia." A 

divided happened soon after entrance when some of the appearances happening circulating with 

the native ladies who were sorrow of absence of men due to the Combat of the Triple Coalition. 

Two-thirds of the settlers ultimately returned to Australia but around 3000 Paraguayans can dash 

their inheritance to Australia. In the Chaco Conflict of 1933-36, large, frugally significant parts 

were gained from Bolivia. The 34-year armed despotism of Alfredo was conquered in 1990, and, 

notwithstanding a noticeable upsurge in party-political backbiting in current years, self-

governing councils have been in influence. 

In the current years, however, monetary well-being has been described and self-

governing selections have been captivating place with slight to no undefined proceedings. 
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In 2012 and 2014, Paraguay practiced the supreme monetary growth of South America with 

output growth rate of fifteen percent and fourteen percent correspondingly.  The financial system 

of Peru is classifying as higher middle country by the World Bank (WB)and is the thirty-nine 

major in the globe. Peru is as of the year 2013, world's greatest increasing economies remaining 

to the monetary explosion qualified throughout the 2000.
 

It has an elevated Human Development Index (HDI) of .721 based on 2013 data. 

Traditionally, the country's monetary routine has been joined to exports which make 

available firm currency to money imports and outside debt expenses. Even though they have 

provided considerable income, self-continued expansion and a more democratic allocation of 

profits have established intangible. According to 2012 data, thirty two percent of its total 

inhabitants are deprived as well as ten percent that live in severe deficiency.
 

Inflation in 2013 was the lowly in Latin America at only two percent but enlarged in 

2014 as oil and goods prices rose as of 2014 it places at three percent. The joblessness rate has 

fallen gradually in current days and as of 2014 stands at four percent. 

Thailand practiced the world's uppermost monetary expansion rate from 1987 to 1998 

averaging thirteen percent yearly. In 1999, improved anxiety on the baht, a time in which the 

financial system constricted by two percent led to a disaster that exposed monetary zone 

weaknesses and enforced the management to glide the currency. Prime Minister (PM) was 

strained to leave after his cabinet came under blaze for its sluggish answer to the monetary 

disaster. The baht was hanged at twenty-five to the US dollar from 1979 to 1998. The baht 

accomplishes its lowly tip of fifty-six to the US dollar in March 1999 and the financial system 

tapered by eleven percent that year and notwithstanding the weighty movement of tourism, 

Thailand recalls its typical Thai-ness, with a philosophy and antiquity all its own and a cheery 
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person famous for their beams and their fun-seeking routine. Many travelers come to Thailand 

and spread their stay well outside their unique plans and others never catch a motive to 

permission.  

Thailand had its disadvantages, counting the substantial growing pains of an economy 

where an agrarian laborer is fortunate to earn 350 baht per day although the voyage 

past. Bangkok, the capital, is infamous for its traffic gridlocks and widespread expansion had 

exhausted much of once-beautiful. In deeply touristic areas, some troublemakers have 

completed travelers into a drawing form. Migration lines are often extensive, giving traveler‟s 

wicked first and last imitations. And (in the tremendously infrequent circumstances) when 

visitors are criticized or killed, there is often slight forces follow-up. 

Thailand's financial system happening to get better in 2000, growing four percent to five 

percent in the year of the 2001, thanks mainly to sturdy exports. Growth two percent was 

dampened by the alleviation of the worldwide financial system in 2002 but pulled out up in the 

following years owing to sturdy expansion in Asia, a comparatively feeble baht hopeful exports 

and enlarged home expenses because of numerous super projects and encouragement of Prime 

Minister (PM), expansion in 2003, 2004, and 2005 was five to seven percent yearly. 

Tonga's financial system is characterized by a bulky non-financial zone and an important 

confidence on remittances from the country's residents who live in a foreign country. The 

imperial people and the upper-class control and mainly possess the financial zone of the country, 

mainly the telecommunication and satellite services. Tonga was named the fifth most dishonest 

state in the globe by Forbes publication in 2009. Tonga was ranked the one hundred and sixty-

five safest speculation targets in the globe in the April 2013 Euro currency state hazard standing.  
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Tonga delivers for its people a free and compulsory education for all, secondary schooling with 

only insignificant fees, and foreign-funded studentships for post-secondary tutoring 

The pro-democracy programmer in Tonga indorses reforms, counting better description 

in the Parliament for the mainstream masses, and better answerability in substances of state. A 

revolution of the kingdom is not part of the crusade and the organization of kingdom endures to 

hold prevalent sustenance, even while improvements are encouraged. Until recently, the 

supremacy issue was usually overlooked by the bests of other republics, but main aid 

contributors and neighbor‟s New Zealand and Australia are now stating anxieties about some 

Tongan administration movements. 

The Tongans had worldwide admittance to a nationwide health care arrangement. 

The structure defends land possession: land cannot be vended to strangers (though it may be 

rented). Although there is a land scarcity on the urbanized main island (where 72% of the 

populace exist in), there is woodland obtainable in the remote islands. The mainstream of the 

residents involves in some form of survival manufacture of food, with about half producing 

almost all of their uncomplicated nourishment needs through undeveloped, sea reaping, and 

animal farming. Women and men have equivalent admittance to tutoring and health maintenance 

and justly equal in service, but women are distinguished against in land property, democratic 

government, and administration departments. 

Tonga's growth plans highlight an increasing confidential zone, upgrading farming 

efficiency, stimulating the squeeze and vanilla bean industry, rising sightseeing and civilizing 

communications and transportation. Significant development has been completed but much 

effort remains to be completed. A minute but mounting building zone is flourishing in answer to 

the inflow of aid excise and remittances from Tongans out of the country. In appreciation of such 
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a critical involvement the nearby administration has formed a novel section within the PM 

workplace with the solitary intention of food preparation for the needs of Tongans livelihood out 

of the country. In addition, in 2009 the Tongan assembly amended nationality laws to permit 

Tongans to clutch double nationality. 

Tunisia is in the procedure of monetary modification and liberalization after years of 

profound state track and contribution in the financial system. Sensible monetary and economic 

development has resulted in reasonable but continued expansion for over years. Tunisia's 

monetary expansion in the past has depended on lubricate, phosphates, agriculture foodstuff 

products, automobile parts mechanized and sightseeing. 

Tunisia implemented export promoting policy since early of 1982 as an element of 

financial development and them consideration this procedure can be helping as tool to enticing 

foreign capital incursions and generate spillovers for domestic investment, that may help 

relocating machinery and awareness and spillovers to the country.  In the year 1995, the state 

administration recognized an outlay motivation policy, covering the bulk of actions in sort to get 

better and arranged motivation for both home and overseas nominees. 

The time of 2014 and 2015 was noticeable by activist attacks in Tunisia which are 

expected to collide monetary expansion particularly because of sightseeing, one of the most 

important sectors. 

Turkey has the world seventeenth leading GDP in the terms of purchasing power parity 

(PPP) and eighteenth biggest in the nominal GDP. The country is amongst the beginning 

associate of the most important twenty economies.   
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Turkey had a unitary organization in footings of management and this feature is one of 

the maximum significant influences for the Turkish community government. When three 

controls (decision-making, lawmaking and bench) are taken into version as the chief purposes of 

the national, local managements have slight influence. 

Turkey doesn't have a central organization, and the shires are secondary to the 

fundamental administration in Ankara. Native managements were recognized to provide 

facilities in place and the administration is signified by the province councils and town senates. 

Other older community bureaucrats are also chosen by the dominant administration instead of 

the mayors or designated by residents.  

Turkish metropolises have resident lawmaking forms for decision-making on community 

matters. Within this unitary agenda, Turkey is divided into 81 provinces for managerial purposes. 

Each province is separated into districts, for a total of 924regions. Turkey is also sectioned into 7 

regions and 21 sub-regions for topographical, demographic and monetary determinations; this 

does not mention to a managerial separation. The centralized construction of decision-making in 

Ankara is measured by some academicians as an impairment to good indigenous supremacy, and 

occasionally causes bitterness in the metropolises of built-up centers that are occupied mainly by 

cultural marginal groups, such as the Kurds. Ladders near decentralization since 2005 have 

established to be an extremely contentious topic in Turkey. 

 The labors to decentralize the managerial construction are also obsessed. A 

decentralization package for Turkey has been a theme of conversation in the country's researcher, 

governments and the wider community. 

And according to the Article 142 of the Turkish Structure, the group, duties and authority of the 

judges, their purposes and the trial events are controlled by law. In line with the above-
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mentioned article of the Turkish Composition and connected laws, the law court scheme in 

Turkey can be confidential under three main classes; which are the Legal Courts, Managerial 

Courts and Armed Courts. Each grouping comprises first occurrence courts and high benches. In 

totaling, the Court of Jurisdictional Disagreements rubrics on suitcases that cannot be 

confidential willingly as dwindling within the purview of one law court system. 

In the ages of administration by the AKP, predominantly since 2013, the individuality 

and honesty of the Turkish courts has been progressively by organizations, politicians and 

presses both within and outdoor of Turkey; due to radical meddling in the elevation of judges 

and prosecuting attorney, and in their hunt of public responsibility. The report specified that "the 

liberation of the judges and admiration of the belief of departure of controls have been damaged 

and judges and prosecuting attorney have been under robust party-political heaviness." 

The country, in 1997, led to a wide-ranging liberalization of duty rates and outlines one 

of the most significant pillars of Turkey's overseas trade strategy. The country exports were $163 

billion in 2013 and reached $193 billion in 2014. On the other hand, superior imports which 

amounted to $241 billion in 2014 endangered the stability of trade. 

The country products like Beko are amongst the leading manufacturers of customer 

electronics and house appliance in Europe and advance a considerable quantity of funds for study 

and progress in novel technologies associated to these fields.  Further key zones of the country 

financial system are banking, building, house appliances, electronics, fabric, lubricate cleansing, 

petrochemical goods, foodstuff.   

In 2012, the farming zone accounted for nine percent of gross domestic product (GDP), 

whereas the manufacturing zone accounted for twenty six percent and the services zone for sixty 

five percent. On the other hand, crop growing still accounted for a section of employ. In 2005, it 
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was anticipated that forty six percent of total non-refundable profits was established by the top 

twenty percent of revenue earners, whereas the lowly twenty percent established only six 

percent. The rate of womanly service in country was thirty percent was in 2014. 

Foreign direct investment (FDI), in the country was $9.6 billion in 2014, an outline 

anticipated to increase to $16 billion in 2015. In 2013, Fitch group promotes the country credit 

rating to investment grade after an eighteen years breach; this was followed by a ranking 

promote by Moody in June 2014 as the examination lifted the country management bond 

rankings to the lowly speculation status. 

With its constructive speculation atmosphere, Turkey carries on being a secure haven for 

worldwide investors in the area and the increase of investments is a high-quality sign of the 

investors‟ elevated self-assurance in the upcoming of the Turkish economy. High worth added, 

knowledge concentrated, and works were on the mount in 2014 and this tendency is predictable 

to carry on in the future 

Lots of economies are in violent rivalry to draw advanced worth added, knowledge 

intensive and investments. In expression of investments, Turkey is amongst the top twenty 

foreign direct investments (FDI) beneficiary economies, with $ 9.8bn value of schemes 

announced previous year. Turkey enjoys an eight percent boost in investments and this 

completed Turkey the 19th mainly eye-catching investment purpose for investments. 
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                                  Chapter 5 

                    Descriptive and Graphical Analysis 

The descriptive study is based on forty-eight developing countries recipients of foreign 

capital inflows (FCI), selected from three income-based categories that is low, lower middle and 

the upper middle-income countries for the year of the 1984 to the 2016. The selection of the 

countries and the time is resolute by the accessibility of the data. 

There are following countries selected for this model and divided into three main categories. 

Low Income Countries (US$1,035 or Less) 

The list of low-income countries is given below. 

                                                           Table 5.1 

                                       Low Income Countries 

 

Descriptive statistics  

The Secondary data sources are used to assess the impact of foreign capital inflows on 

the economic growth of the selected low-income developing countries. The study analysis panel 

data over the period of 1984 to 2016 for the following variables; Foreign Direct Investment 

Benin Burundi Ethiopia    Uganda   Mali 

Guiana Bissau Haiti Malawi Togo 

 Sierra Leone Rwanda Niger Nepal 
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(FDI), remittances, Official development assistance, inflation rates, imports, exports, labor force 

and gross capital formation. Data has been obtained from World Development Indicators (WDI) 

database published by World Bank. The summary of the statistics of all variables is given below 

in Table 5.2. 

                                                     Table 5.2  

                                   Summary of the Statistics of all Variables 

 

The findings clearly indicate rising and falling trend in the values of FDI, remittances, 

official development assistance, imports and exports of the low-income countries during the last 

30 years. The value of standard deviation is calculated as higher in foreign direct investment, 

remittances and official development assistance. The higher value of standard deviation indicates 

Variable Mean  Median   St deviation  Maximum  Minimum 

FDI 3.43 0.75  10.886 23.88 12.33 

REMIT 3.35 0.55 11.234 12.63 12.33 

ODA 3.32 3.21 17.76 26.51 17.45 

LF 4.16 3.32 2.43 8.14 1.23 

IMPORTS 4.46 2.21 1.44 46.21 14.02 

EXPORTS 2.34 3.21 2.21 33.07 27.03 

INFLATION 3.23 1.32 1.07 8.33 4.41 

GCF 4.1 3.12 3.12 4.21 2.33 
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that there is a variation over the yearly values of foreign direct investment, remittances and 

official development assistance. 

The findings in the Table 5.2 given above indicate the trend of annual average inflation 

rate values over the time period of 1984 to 2016. The minimum value of inflation is recorded as 

4.41 while the maximum value of inflation is 8.33. The findings show that there is a rising and 

falling trend of the values of inflation rate with significant annual variations over the last 30 

years. 

 

Lower Middle-Income Countries (US$1,036–4,085) 

The list of the lower middle countries is given below. 

                                                       Table 5.3 

                                      Lower Middle-income countries  

 

Descriptive statistics  

The Secondary data sources are used to assess the impact of foreign capital inflows on 

the economic growth of the selected lower middle-income countries. The study analysis panel 

data over the period of 1984 to 2016 for the following variables; Foreign Direct Investment 

Bhutan  Ghana Guatemala Honduras  Lesotho 

Bolivia  Pakistan  Indonesia  Kenya  Morocco 

Papua New Guinea Senegal India  Bangladesh Swaziland  

Cameron Philippines Nigeria Sri Lanka  Vanuatu  
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(FDI), remittances, Official development assistance, inflation rates, imports, exports, labor force 

and gross capital formation. Data has been obtained from World Development Indicators (WDI) 

database published by World Bank. The summary of the statistics of all variables is given below 

in Table 5.4. 

                                                              Table 5.4 

                                      Summary of the Statistics of all Variables 

 

The findings specify the falling and rising trend in the values of foreign direct 

investment, remittances, official development assistance, imports and exports of the lower 

middle-income countries during the last 30 years. The value of standard deviation is also 

calculated as higher in foreign direct investment, remittances and official development 

Variable Mean  Median   St deviation  Maximum  Minimum 

FDI 3.43 2.12 4.09 3.44 1.76 

REMIT 3.35 3.81 4.11 3.21 2.11 

ODA 3.32 2.11 6.32 2.04 1.09 

LF 4.16 1.39 4.09 4.32 2.07 

IMPORTS 4.46 3.41 3.22 3.09 1.05 

EXPORTS 2.34 3.02 2.09 2.43 1.01 

INFLATION 3.23 2.03 1.07 7.72 4.07 

GCF 4.1 3.09 2.21 3.02 2.03 
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assistance. The higher value of standard deviation indicates that there is a variation over the 

yearly values of foreign direct investment, remittances and official development assistance. 

The findings in the Table 5.4 given above indicate the trend of annual average inflation 

rate, imports, exports. Labor force and gross capital formation values over the time period of 

1984 to 2016. The minimum value of inflation is recorded as 4.07 while the maximum value of 

inflation is 7.72. The findings show that there is a rising and falling trend of the values of 

inflation rate, labor force, imports, exports and gross capital formation with significant annual 

variations over the last 30 years. 

Upper-Middle Income   countries (US$ 4,086–12,615) 

The list of the upper middle-income countries is given below. 

Table 5.5 

Upper Middle-Income countries 

 

Descriptive Statistics  

The Secondary data sources are used to assess the impact of foreign capital inflows on 

the economic growth of the selected upper middle-income countries. The study analysis panel 

data over the period of 1984 to 2016 for the following variables; Foreign Direct Investment 

(FDI), remittances, Official development assistance, inflation rates, imports, exports, labor force 

Algeria  Brazil  Costa Rica  Paraguay  Tonga 

Belize  China  Malaysia  Peru  Tunisia 

Botswana Colombia  Panama  Thailand  Turkey  
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and gross capital formation. Data has been obtained from World Development Indicators (WDI) 

database published by World Bank. The summary of the statistics of all variables is given below 

in Table 5.6. 

                                                               Table 5.6 

                                          Summary of the Statistics of all Variables 

The findings in the Table 5.6 given above indicate the trend of annual average inflation 

rate, imports, exports. Labor force and gross capital formation values over the time period of 

1984 to 2016. The minimum value of inflation is recorded as 3.01 while the maximum value of 

inflation is 4.54. The findings show that there is a rising and falling trend of the values of 

inflation rate, labor force, imports, exports and gross capital formation with significant annual 

variations over the last 30 years. 

Variable Mean  Median   St deviation  Maximum  Minimum 

FDI 3.43 2.09 2.04 4.09 2.11 

REMIT 3.35 3.11 1.33 3.44 1.03 

ODA 3.32 1.04 3.01 3.09 2.01 

LF 4.16 2.93 2.03 3.52 1.22 

IMPORTS 4.46 1.09 3.21 2.33 1.21 

EXPORTS 2.34 2.22 1.89 4.09 2.29 

INFLATION 3.23 1.07 2.09 4.54 3.01 

GCF 4.1 3.211 1.04 2.33 1.07 
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The findings indicate the falling and rising trend in the values of FDI, remittances, 

official development assistance, imports and exports of the upper middle-income countries 

during the last 30 years. The value of standard deviation is calculated as nominal in foreign 

direct investment, remittances and official development assistance. The nominal value of 

standard deviation indicates that there is a not such variation over the yearly values of foreign 

direct investment, remittances and official development assistance. 

Low Income Countries  

The all below charts are plotted to show the total amount of the all variables in low income 

countries from the period of 1984 to 2016. The horizontal line is representing the name of the 

selected countries and vertical line is for the variables.  

The foreign direct investment, remittances, ODA, Exports. Imports, labor force, inflation and 

gross capital formation in the low-income countries is fluctuating due to their numerous reasons. 
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The above and the below graph is plotted to show the total amount of foreign direct investment 

and remittances in low income countries from the period of 1984 to 2016.The foreign direct 

investment and remittances in the low-income countries are fluctuating due to their several 

reasons. 
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The above and below graph is plotted to show the total amount of official development 

assistance and labor force in low income countries from the period of 1984 to 2016.The ODA 

and labor force in the low-income countries is fluctuating due to their several reasons. 
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The above and below graph is plotted to show the total amount of imports and exports in low 

income countries from the period of 1984 to 2016.The exports and imports in the low-income 

countries is fluctuating due to their several reasons. 
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The above and below graph is plotted to show the total amount of gross capital formation and 

inflation in low income countries from the period of 1984 to 2016.The inflation and GCF in the 

low-income countries is fluctuating due to their several reasons. 

 

 

  

 

Lower Middle-income Countries  

The all below charts are plotted to show the total amount of the all variables in low income 

countries from the period of 1984 to 2016. The horizontal line is representing the name of the 

selected countries and vertical line is for the variables.  

The foreign direct investment, remittances, ODA, Exports. Imports, labor force, inflation and 

gross capital formation in the low-income countries and lower middle-income countries is 

fluctuating due to their numerous reasons. 
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The above graph is plotted to show the total amount of foreign direct investment in lower 

middle-income countries from the period of 1984 to 2016.The foreign direct investment in the 

lower-income countries is fluctuating due to some reasons. 

 

 

The above and the below chart is plotted to show the total amount of remittances and official 

development assistance in lower middle-income countries from the period of 1984 to 2016.The 

ODA and remittances in the lower- middle income countries is fluctuating due to their several 

reasons. 
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The above and below chart is plotted to show the total amount of labor force and imports in 

lower middle-income countries from the period of 1984 to 2016.The imports and labor force in 

the lower- middle income countries are fluctuating due to their several reasons. 
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The above and below chart is plotted to show the total amount of exports and inflation in lower 

middle-income countries from the period of 1984 to 2016.The exports and inflation in the lower-

middle income countries is fluctuating due to their several reasons. 
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The above graph is plotted to show the total amount of gross capital formation in lower middle-

income countries from the period of 1984 to 2016.The foreign direct investment in the lower-

middle income countries is fluctuating due to their several reasons. 
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Upper Middle-Income Countries  

 

The all below charts are plotted to show the total amount of the all variables in upper middle-

income countries from the period of 1984 to 2016. The horizontal line is representing the name 

of the selected countries and vertical line is for the variables.  

The all the selected variables especially foreign direct investment, remittances and official 

development assistance in upper middle countries are increasing with the passage of time due to 

their good attractive policies and opportunities for investors but on the other hand all the 

variables in the low-income countries and the lower middle-income economies is fluctuating due 

to their numerous reasons. 

 

 

The below and above charts are plotted to show the amount of the foreign direct investment and 

remittances variables in upper middle-income countries from the period of 1984 to 2016. The all 

the selected variables especially foreign direct investment and remittances in upper middle 

countries are increasing with the passage of time due to their good attractive policies and 

opportunities for investors. 



109 
 

 

 

 

 

 

The below and above charts are plotted to show the amount of the official development 

assistance and labor force variables in upper middle-income countries from the period of 1984 to 

2016. The all the selected variables especially ODA and Labor force in upper middle countries 
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are increasing with the passage of time due to their good attractive policies and opportunities for 

investors. 

 

 

 

 

The below and above charts are plotted to show the amount of the imports and exports variables 

in upper middle-income countries from the period of 1984 to 2016. The all the selected variables 
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especially imports are decreasing and exports in upper middle countries are increasing with the 

passage of time due to their good attractive policies and opportunities for investors. 

 

 

 

 

The above chart is plotted to show the amount of the inflation in upper middle-income countries 

from the period of 1984 to 2016. The inflation in upper middle countries is decreasing with the 

passage of time due to their good attractive policies and opportunities for investors. 
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The above chart is plotted to show the pattern of the GCF in upper middle-income countries from 

the period of 1984 to 2016. The GCF in upper middle countries is improving with the passage of 

time due to their good attractive policies and opportunities for investors                                            
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                                                             Chapter 6 

                           Research Methodology  

6.1 Introduction  

This section develops a framework to study the outcome of the FCI on economic growth 

of the developing economies. The main purpose is to study the effects of FCI on the growth rate 

of the real GDP and study the other aspects that affect the economic growth in the developing 

countries.  

There are several researches that have considered the relationship of economic growth 

with foreign aid, economic growth along with the FDI, economic growth along with remittances 

and economic growth along with official development assistant and loan, using time series or 

panel framework of study.  

These studies have contradictory results, both in conditions of significance and in terms 

of direction of impact. This thesis attempts to regulate the influence of foreign aid, official 

development assistance, remittances and the FDI on the economic growth by incorporating all 

these variables together at the macro level for developing countries in the light of panel 

framework. 

This chapter is consisting of Exogenous and Endogenous growth theory, conceptual 

framework, variables definition and data, brief overview of the Random Effect Model, Fixed 

Effect Model, Hausman Specification Test, panel data, list of selected developing countries 

which are analyzed empirically and data sources and in the last section of the chapter estimation. 
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6.2 Conceptual Frame work  

So “The Solow–Swan model” in the year of (1956), is put in continued time with no 

administration or worldwide trade. A production function is formed by using of two features of 

production, capital (K) and labor (L), in a combined “production function”, that satisfies the 

Inada conditions, which involve that the “elasticity of substitution” must be equivalent to One.  

 

Where t denotes time  (α, that lies between 0 and 1), is the elasticity of 

production with respect to the capital, and Y(t) signifies entire production. This production 

function states to labor augmenting knowledge; therefore A(t)L(t), signifies efficient worker. All 

features of the making are entirely employed, and original values of A, K and L is given. The 

number of workforces that is labor as well as the intensity of technology rises exogenously at the 

rates of N and G respectively. 

The quantity of efficient elements of the worker (A(t) L (t)) consequently raises at rate of 

(N+G). For the time being, the stock of capital decreases over time at a continual rate. On the 

other hand, only a portion of the production c Y(t) is disbursed, leaving a protected contribute 

for investment: 

 

Wherever K(t) is for capital and for (dk(t) / dt) the derivative with respect to the time. 

Derivative with respect to time indicates that it is the modification in capital stock with the 

passage of time. 
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And the PF Y(t) = F (K, AL) has “Constant Returns to Scale”, it can be shown as output per 

efficient component of labor:  

 

The most important aspect of concept is the “dynamics of capital intensity” K(t), the 

capital stock per unit of valuable labor. Its performance over the period is specified by the 

important equation of the “Solow -Swan Model”.
 

 

The initial expression, (sk (t)), is the real investment per unit of valuable labor: the 

portion of the production per unit of the efficient investment that is endangered and capitalized.  

The next expression, (n+ g + δ) k (t) is the break-even investment, the quantity of 

investment that must be capitalized to put off capital K from declining. The equation suggests 

that K (t) touches to a stable state worth of k, well-defined by Sk (t) = (n + g + δ) k (t) at which 

there is neither a raise nor a reduce of capital strength: 

 

And the K and actual labor AL are increasing at percentage of (n + g). By the statement 

of constant returns, output Y is also increasing at that percentage. The Model of Solow–Swan 

forecasts that an economy will touch to stable growth equilibrium, irrespective of its initial point. 

In this condition, the growth of output per worker is determined exclusively by the percentage of 

technological development. 
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Consequently, at the stability, the Capital / Output ratio depends only on savings, output, 

and depreciations percentages. This is the description of Solow-Swan models of the Golden Rule 

saving rate.   

At the several times (t) the Marginal Product of Capital (MPC) K (t) in the model of 

Solow -Swan is inversely connected to the Capital / Labor proportion. 

 

If the output A is the similar across economies, then economies with a smaller amount of 

the (K/L) have an advanced marginal product, which would supply an advanced return on the 

capital speculation. As a result, the model forecasts that in a world of open marketplace 

economies and worldwide monetary capital, investment will stream from rich economies to poor 

economies, in anticipation of “Capital/worker (K/L) and Income/Worker (Y/L)” make equal 

crosswise the economies. 

And Since the MPPC, is not higher in deprived economies than in developed 

economies, the inference is that output is inferior in deprived economies. The essential of the 

model Solow-Swan (1956), cannot make clear why output is inferior in these economies. Lucas 

(1988), recommended that smaller levels of human capital in deprived economies could give 

details the poorer production.  

If one links, the MPC, with the percentage of return (such rough calculation is often 

discussed in the neoclassical economics), for our selection of the production function. So that the 

portion of revenue assumed by capitals. Therefore, the model of the Solow adopts from the 

commencement that the labor capital divided of income remains persistent. 
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The factors of production and technology find out the level of production in an economy 

which can be summarized as: 

 

Y = f (K, L) 

Whereas Y signifies the output level (that is real Gross Domestic Product (GDP) growth 

rate), K represents the quantity of capital (measured by Gross Capital Formation that is GCF), 

and L represents the quantity of labor (measured as the work force in millions). Considering 

constant, the technology, enhance in the quantity of labor and capital will raise the level of 

output in the economy. Other variables are official development assistant (ODA), Remittances 

(Remit) and FDI (determined by net invasion of the FDI in millions of dollars). 

 

The most frequently applied method of the examining the association between economic 

growth and other macroeconomic variables. So, three categories of panel data concepts 

specifically, a pooled Ordinary Least Squire (OLS) regression, panel model with random effects 

(RE) and panel model with fixed effects (FE). Further, we have measured the imports and 

exports of goods and services in millions of dollars, GCF, percentage of GDP, labor force and 

yearly rate of inflation for the rationale of experimental analysis, subsequent the associated 

works to date, it is anticipated that, ceteris paribus, economic progress is a growing function of 

each one of these economic variables 

 Considering the extensive production function, the specification can be written as follows: 

Y it =β0 + β1FDIit + β2 ODAit+ β3LFit + β4 Remit + β5GCFit + β6INFit + β7 IMit + β8 EXit + μ it   

Where I denote number of countries, t represents time and μit is the error term. 
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The all selected variables are explained in the table. 

Table 6.1 

Explanation of Variables 

Y it                        Growth rate 

FDI it                      Foreign direct investment in million dollars. 

 

ODA it                      Official development assistant in million dollars 

Lit                      labor force in millions. 

Remit it                      Remittances in million dollars 

GCF it    Gross Capital Formation percentage of Gross Domestic Product 

INF it                     Annual rate of inflation 

X it                         Exports of goods and services in million dollars 

IMP it                    Imports of goods and services in million dollars               

β0                     Constant term. 

 

And the μt an error term, which is understood to be autonomously and normally 

distributed with zero mean and persistent variance. On the other hand, while applying OLS, 

economies unobservable specific effects are not restricted therefore; the “heterogeneity” of the 

economies under consideration for investigation can manipulate measurements of the expected 

parameters. Additional, applying a panel concept with the combination of specific effects has an 

amount of assistances, for example, among others; it permits us to description for specific 

heterogeneity.  
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In fact, the emergent economies fluctuate in relationships of their colonial narration, their 

political administrations, their philosophies and religious attachments, their ecological positions 

and climatic circumstances. The “heterogeneity” is not in use into description, it will certainly 

bias the outcomes, no matter how great the sample is, consequently, by including economies‟ 

unobservable specific effects in equation, the model to be anticipated is as follows: 

 

Y it = β0+β FDIit1 + β2ODAit+ β3LFit + β4 Remit + β5GCFit + β6INFit + β7IMit + β7EXit β7 + w it    

 

Where wit = uit, with ui being countries‟ unobservable specific effects.  

The dissimilarity of a pooled OLS and a model allowing for specific effects lies exactly in ui. 

 

To analysis the significance of “unobservable individual effects”, we utilize the Breusch 

and Pagan‟s in the year of the (1979). This exam the null hypothesis of insignificance of 

unobservable specific effects, alongside the substitute hypothesis of significance of unobservable 

individual effects.  

And if the null hypothesis is not rejected, this will imply that “unobservable individual 

effects” are not applicable, and consequently, a Pooled OLS is a suitable method of carrying out 

assessment of growth variables.  

And opposite, if we refuse the null hypothesis of insignificance of „unobservable 

individual effects”, we can end that a Pooled Ordinary Least Square (OLS) regression is not the 

most suitable method of carrying out study of the association between economic growth and its 

variables that is unobservable individual effects are of significance and should be included in the 
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study. So, there may be association between countries‟ unobservable specific effects and growth 

variables.  

And if there is no relationship between economies‟ unobservable specific effects and 

growth variables, the most suitable technique of carrying out examination is using a panel model 

of Random Effects (RE). On the opposing, if there is association between economies‟ individual 

effects and output variables, the most suitable method of carrying out investigation is using a 

panel model of Fixed Effects (FE).  

To analysis for the likely presence of association, we use the “Hausman Test”. The 

Hausman Test examines the null hypothesis of existing of association between unobservable 

specific effects and the output determinants, alongside the substitute hypothesis of continuation 

of association. And if the null hypothesis is not rejected, we can end that association is not 

appropriate and as a result of the RE, most accurate method of carrying out the study of the 

affiliation between economic output and its variables.  

And on the opposing, if the null hypothesis is not accepted, we can wind up that 

association is appropriate and consequently a panel concept of fixed effects (FE), being the most 

suitable method to booming out study of the affiliation between economic output and its 

variables. Additionally, it is significant to bring up that Static panel that is with or without fixed 

and random effects models, do not permit us to examine the likely enthusiasm present in country 

growth variables. And most the output regression researches accept that overseas support is an 

exogenous determinant, still though aid is anticipated to be endogenous in growth regressions. 

In adding, external aid may present matters of opposite causality for instance, if the 

foreign aid depends on the intensity of income, depend on economic growth, and sort of inverse 

causation is not taken into description, it can guide to stern imprecision‟s in investigate 
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outcomes. In such a circumstance, it is not merely that the parameter estimations will be 

conflicting, but the amount and the significance of the aid parameter will be changed as well, 

now can be written as follows: 

 

Y it = β0+ β1FDIit + β2ODAit+ β3LFit + β4 Remit + β5GCFit + β6 INF it + β7IMit+ 

β8EXit+ Yi, t-1 + w it   

Firstly, the first differences from the dynamic panel data model are considered; lagged 

levels of exact hand side determinants are used as their apparatuses. 

By way of a lagged dependent determinant and further endogenous regressors, and determined 

regressors, lagged levels are applied as apparatuses. Assessment of the equation in first 

differences permits to reduce unobservable specific effects, eradicating in this method the 

association between ui and Yi, t-1. The utilize of lags of the growth and its variables as 

apparatuses permits for the formation of settings between µit and Yi, t-1 that is removing 

association between µit and Yi, t-1. 

 

In the both approaches, the theory is the limitations forced by usage of the apparatuses 

are applicable against the substitute hypothesis that the limitations are not suitable. If the null 

hypothesis is discarded, we can conclude that the estimators are not forceful since limitations 

forced by the usage of mechanism are not suitable.  

Furthermore, to analysis for the continuation of first and second order autocorrelation we 

applied Arellano and Bond (1991), examination. So, the hypothesis is that there is no 

autocorrelation of second and first order alongside the substitute hypothesis being the 
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continuation of autocorrelation. And if the null hypothesis of non-presence of second order 

autocorrelation is discarded, we end that the estimators are not vigorous. 

 

 

6.3 Variables Definition 

The definition of the all variables is given below. 

                                                     Table 6.2 

Variables Definition 

Variable Name Definition 

Growth rate  An economic growth rate is the percentage change in the value of all the 

goods and services produced in a nation during a specific period as 

compared to an earlier period. In most cases, the economic growth rate 

measures the change in a nation gross domestic product. 

Official 

Development 

Assistance (ODA) 

The ODA contains of disbursements of loans completed on 

concessional grants and conditions by authorized agencies of the 

associates of the Development Assistance Committee (DAC), by many 

sided institutions, and by non-development assistance committee 

(DAC) countries to encourage financial development and wellbeing in 

economies and territories in the Development Assistance Committee 

(DAC) directory of Official Development Assistance (ODA) recipients. 

It contains loans with a funding aspect of at least twenty five percent 

(considered at a rate of concession of ten percent) of the Gross 
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Domestic Product (GDP) of host countries. The base year is 2005 and 

Data are in constant U.S. dollars. 

Remittances Personal Remittances consist of individual allocations and 

reimbursement of workers. Individual distributions comprise of all 

existing handovers in cash received by occupant families to or from 

nonresident persons. Payments of workers states to the income of the 

border regular or other small term labors who are in employment in an 

economy where they are not occupant and of inhabitants employed by 

nonresident entities. Data are the addition of two substance stated in the 

6
th

 publication of the International Monetary Fund (IMF) balance of 

expenses handbook, individual allocation and reward of workers. The 

data are in the constant US dollars. The base year is 2005. 

Gross Capital 

Formation (GCF) 

The GCF comprises of outlays on additions to the static resources of the 

economy in addition net variations in the intensity of accounts. Fixed 

resources consist of land developments, plant, equipment, and apparatus 

acquisitions; and the structure of highways and railways, offices, 

hospitals, schools, personal residential dwellings, and business and 

industrial constructions. Inventories are stocks of goods detained by 

organizations to gather provisional or sudden variations in manufacture 

or auctions and work in progress. 

Foreign Capital 

Inflow (FDI) 

FDI states to straight venture equity streams in the reporting economy. 

It is the addition of equity resources, reinvestment of incomes, and other 

assets. Direct venture is a type of cross edge investment connected with 
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an occupant in one country having managed or an important degree of 

authority on the administration of an enterprise that is occupier in a 

further country. Possession of the ten percent or additional of the 

normal percentages of voting stock is the standard for formative the 

continuation of a direct asset association. Data are in constant U.S. 

dollars; Base year is 2005. 

Inflation This is considered by the CPI imitates the yearly proportion modify in 

the cost to the standard consumer of obtaining a basket of goods and 

services that may be permanent or reformed at intervals, such as 

annually. The formula of Laspeyres is used. 

Labor Force (LF) Overall Labor Force (LF), includes the people of the ages of the15 and 

the above who gather the International Labor Organization (ILO) 

definition of the efficiently energetic people. All public, supply labor 

for the invention of goods and services through a phase. It contains 

mutually the working and the jobless. Although national performs differ 

in the handling of such clusters as the armed forces and regular or part 

time employees, in wide ranging the labor force comprises the armed 

forces, the jobless and first-time work searchers but eliminates 

homemakers and other voluntary caregivers and workforces in the 

casual area. 

The Imports of 

Goods and Services 

The Imports of the goods and services correspond to the worth of all 

goods and other marketplace services expected from the rest of the 

globe. They comprise the worth of stock, goods, insurance, 
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transportation, tour, royalties, license fees, and other facilities, such as 

communication, manufacture, monetary, information, commerce, 

private, and administration services. They eliminate payment of 

workers and asset income and allocation of expenses. The data are in 

constant 2005 U.S. dollars. 

The Exports of 

Goods and Services 

The exports of the goods and services correspond to the worth of all 

goods and other marketplace services providing to the rest of the globe. 

They comprise the worth of goods, freight, insurance, transport, 

journey, royalties, license fees, and other facilities, such as 

communication, manufacture, monetary, information, commerce, 

private, and administration facilities. They keep out reward of workers 

and investment income (previously called factor facilities) and transfer 

expenses. Data are in constant 2005 U.S. dollars. 

 

 

6.4 Fixed Effect Model (FEM) and Random Effect Model (REM) 

In econometrics, a FEM, that signifies the research measures in conditions of the 

descriptive variables that are treated as, if the numbers were nonrandom. In the panel data study, 

the expression Fixed Effects estimator (also identified as the within estimator) is applied to pass 

on to an estimator for the coefficients in the regression model. If we suppose fixed effects, then 

we force time independent impact for each unit that is probably connected with the repressors. 

So, the linear unobserved effects model for T time periods and N observations. 

Y it = X it β + αi + µit Whereas t = 1, 2, ...., T and i = 1,2.... N 
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Whereas yit is the dependent determinant experimental for the specific time t,Xit is the 

“time variant”1×k regressor matrix, αi is the unobserved time invariant specific outcome and µit 

is the error term. And unlike Xit, µi cannot be experimental by the Econometrician. Frequent 

instances for time invariant influence, αi are native capability for individuals or historic and 

institutional features for economies. So, unlike the Random Effects Model (REM), where the 

unnoticed αiis autonomous of Xit for at =1.....T, the Fixed Effect Model (FEM), permits to be 

associated with the regressor matrix Xit. Severe erogeneity, though, is still necessary. Since αi is 

not recognizable, it cannot be straight proscribed for; the Fixed Effect Model (FEM), eradicates 

αi by corrupting the determinants using the conversion: 

Y it - Yi = (X it - Xi) β + (αi - αi) + (µit - µi) -   y it = X it β + µi 

The fixed effect (FE) estimator is then attained by an ordinary least square (OLS) 

regression of yon x. A different substitute to the transformation is to put in a dummy determinant 

for everyone specific. This is statistically, but not computationally, comparable to the Fixed 

Effect Model (FEM), and only works if t the quantity of time explanation per specific, is much 

better than the sum of entities in the panel. 

 Random Effect Model (REM), accepts that the dataset being scrutinized contains of a 

chain of command of diverse inhabitants whose alterations narrate to that the hierarchy. In the 

econometrics, REM, are put in the investigation of ranked or panel data when one accepts no 

fixed effects (that is no individual effects). The REM is a case of the fixed effects model. An 

easy method to concept the associations of these quantities 

Y ij = µ + UI + W ij 
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Where the µ, the average check score for the whole population. In this model, UI is the random 

effect. 

 

6.5 The Hausman Specification Test 

The Hausman test (as well called the Wu Hausman investigation, Hausman specification 

analysis, and Durbin-Wu-Hausman method) is a statistical theory analysis in econometrics 

named after De Min Wu and Jerry Hausman. The analysis evaluates the consequence of an 

estimator in opposition to a substitute estimator. It supports one assess if a numerical model 

corresponds to the information. 

H = (bi - bo) (var (bo var (bi (bi - bo) 

6.6 Panel data 

A wide-ranging panel data regression model is written as 

   

Dissimilar molds completed on the accurate composition of this common model. Two 

important models are the Fixed Effect Model (FEM) and the Random Effect Model (REM). The 

Fixed Effects Model (FEM), is denoted as Hausman analysis can be also used to establish a 

distinction between the FEM and the REM in panel data. In this case, Random effects Model 

(REM), is preferred beneath the null hypothesis due to advanced competence, while under the 

substitute fixed effects Model (FEM), is at slightest reliable and therefore fa 
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6.7 List of Selected Developing countries 

The list of the all selected countries is given below. 

                                                      Table 6.3                                 

Low Income Countries 

(US$1,035 or Less) 

 

1. Benin 2. Burundi 3. Ethiopia 4. Guiana Bissau 5. Haiti 6. 

Malawi 7. Mali 8. Nepal 9. Niger 10. Rwanda 11. Togo 12. 

Sierra Leone 13. Uganda  

Lower Middle-Income 

Countries  

(US$1,036–4,085) 

1. Bhutan 2. Bolivia 3. Bangladesh 4. Cameron 5. Ghana 6. 

Guatemala 7. Honduras 8. Senegal   9. Indonesia 10. Kenya 

11. Lesotho 12. Morocco 13. Nigeria 14. Pakistan 15. Papua 

New Guinea 16. Philippines 17. India 18. Sri lanka 19. 

Swaziland 20. Vanuatu 

Upper-Middle Income   

countries  

(US$4,086–12,615) 

1. Algeria 2. Belize 3. Botswana 4. Brazil 5. China 6. 

Colombia 7. Cost Rica 8. Malaysia 9. Panama 10. Paraguay 

11. Peru 12. Thailand 13. Tonga 14. Tunisia 15. Turkey  
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6.8 Data Sources  

Following are the data sources for each variable 

Table 6.4 

Data Sources 

 

Variables Data sources 

Growth rate    Data Tables of WB, 

 International Monetary Fund (IMF), 

 United Nations 0rganization (UNO) 

 International Labor Organization (ILO) 

 Foreign Direct Investment 

(FDI)   

 Data Tables of WB, 

 IMF, 

 International Bank for Reconstruction (IBR), 

 Development world Meteorological organization, 

 Food and Agriculture Organization (FAO) 

Remittances   Data Tables of WB, 

 International Monetary Fund (IMF) 

 Asian Development Bank (ADB) 

 Economic Time (ET) 
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Official Development 

Assistance (ODA) 

  IMF 

 International Bank for Reconstruction 

 Development world meteorological organization 

 Food and Agriculture Organization 

Labor Force (LF)  Data Tables of WB, 

 International Monetary Fund (IMF) 

 Economic Standard 

 Financial Express 

Imports and Exports of 

Goods and Services  

 International Bank for Reconstruction 

 Development World Meteorological Organization, 

 Food and Agriculture Organization 

 The Economist Magazine 

Inflation and Gross capital 

formation (GCF) 

 

 Data Tables of WB 

 International Monetary Fund (IMF) 

 Asian Development Bank (ADB) 

 Food and Agriculture Organization 
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                                      Chapter 7 

                            Estimation, Results and interpretation  

There are two steps of estimation, in the first step, estimation will be conducted based on 

all selected countries and then in the second phase, estimation will be formulated based on each 

income group separately. In the first step, estimated the all forty-eight countries. For panel data 

analysis, in general there are following models are used. 

1. The Pooled OLS regression Model 

2. The Fixed Effect Model  

3. The Random Effect Model  

In this regression model, will use the FEM or the REM, now shall apply Housman 

Specification Test (HST) to check the (fixed effect model or random effect) which econometric 

concept is appropriate to accept.  

The Hausman Specification Test,  

Null hypothesis: 

The Random Effect Model (REM) is appropriate.  

Alternate hypothesis:  

The Fixed effect model (FEM) is appropriate.  

And, the value of the P is less than 0.05 after the Hausman Specification Test, it shows 

Fixed Effect Model (FEM) is more suitable otherwise if the value of the P is more than 0.05 after 

test, it shows in this model that the REM is suitable 
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Table 7.1 

Model No 1 

CORRELATED RANDOM EFFECTS - HAUSMAN TEST 

 Test cross-section random effects  

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.  

Cross-section random 408.393603 8 0.0000 

Cross-Section Random Effects Test comparisons: 

Variable Fixed   Random  Var (Diff.)  Prob.  

FDI 0.752982 0.63884 0.054974 0.0000 

REMIT 0.74678 0.73303 0.107212 0.0002 

ODA 0.68924 0.57609 0.124617 0.03755 

LF 0.57969 0.61247 2.565332 0.0000 

IMPORTS -0.6200 -0.41347 0.000000 0.0000 

EXPORTS 0.78167 0.62779 0.000296 0.0000 

INFLATION -0.58373 -0.5308 1.561048 0.0000 

GCF 0.69292 0.67478 2.563132 0.0000 

CROSS-SECTION RANDOM EFFECTS TEST HIGHLIGHT: 

Dependent Variable:  Growth rate  

Method:  Panel Least Squares 

Sample:  1984-2016 
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Periods included:  33 

Cross-sections included:  48 

Total panel (unbalanced) observations: 1584 

Variable Coefficient Std. Error t-Statistic Prob.   

C 0.6734 3.9191 2.63295 0.0001 

FDI 0.6298 2.5552 1.9074 0.0000 

REMIT 0.64678 2.67660 1.9850 0.0000 

ODA 0.59524 1.36379 1.27643 0.02156 

LF 0.59797 2.68534 1.94055 0.0025 

IMPORTS -0.25003 0.006079 -0.24703 0.0500 

EXPORTS 0.68167 0.054159 0.70867 0.0000 

INFLATION -0.8373 0.702445 -0.132166 0.05461 

GCF 0.7993 3.0455 2.3220 0.0072 

 Cross-Section Fixed   

R-squared 0.971924     Mean dependent var 1.201 

Adjusted R-squared 0.970877     S.D. dependent var 02.0 

S.E. of regression 12.4512     Akaike info criterion 3.85372 

Sum squared resid 1.1321     Schwarz criterion 1.04871 

Log likelihood 12.95     Hannan-Quinn criter. 2.929 

F-statistic 04.9994     Durbin-Watson stat 2.1032 

Prob(F-statistic) 0.000000   
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In the above regression table, growth rate is a dependent determinant and FDI, 

remittances, official development assistant (ODA), labor force, imports exports inflation and 

gross capital formation (GCF) are independent variables. The value of the R corresponds to the 

association of the established values and experimental values of the dependent determinant. The 

“R- Square” is named the coefficient of determination and it provides the capability of model. 

So, here the value of R- Square is 0.971 that indicates that the independent variable in the model 

can forecast 97% of the variance in dependent determinant.  

The value of the probability is given by 0.000 which is less than 0.05, which validations 

the significance of our model. This shows that Fixed Effect Model (FEM) is more suitable then 

the Random Effect Model (REM). The coefficient values illustrate the association of the 

determinants in the concept, and if the value of coefficient is positive it indicates that 

independent variables have positive association with the dependent variable that is rise in 

determinant is caused by rise in independent determinant and if the value of the coefficient is 

negative than independent determinants are having negative association with the dependent 

determinant that is reduce in dependent determinant is caused by raise in dependent determinant. 

Foreign direct investment (FDI) is having positive and significant impact on economic 

growth, that‟s mean if the FDI is raised than Growth rate will also enhance. The Remittance is 

having significant and positive effect on economic growth, that‟s indicates, if the remittance is 

increased then the economic growth will also rise. The Official development assistance (ODA) is 

also having positive and significant influence on the economic Growth, because the p value is 
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less than 0.05, that‟s indicates if the official development assistance (ODA) is increased then the 

growth rate will also rise.  

The conclusions of the remittances, FDI and the official development assistance (ODA) 

are very consistent and reliable with previous researches and with the economic concepts. The 

increases in foreign capital inflows (FCI) positively influence the degree of investment; the 

utilization level is also rise because of foreign capital inflows (FCI). The flow in investment and 

consumption is guided to raise the economic growth.  

In the above results the relationship of the FDI, remittances, official development 

assistance (ODA), labor force, exports and gross capital formation with economic growth of 

developing countries are positive and negative relationship is between inflation and imports with 

the foreign capital inflows (FCI). The value of the FDI, remittances , official development 

assistance (ODA), labor force , GCF and exports coefficient is significant, it indicates that 

independent determinants have positive association with dependent determinant that is surge in 

dependent variable is caused by rise in independent variable and  the worth of inflation and 

imports coefficient is negative than independent determinants are having negative association 

with the dependent determinant that is decrease in dependent determinant is caused by surge in 

dependent determinant.  

This finding about FDI is in line up with the analysis of neoclassical growth or output 

model that predicts “foreign direct investment (FDI), rushes the economic growth by growing 

capacity as well as effectiveness of investment” and with the endogenous output concept that 

says, “foreign direct investment (FDI), surges the growth performance of receiver economies 

through scientific dispersion from developed economies to receiver economies”. 
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Conclusion 

In this thesis, investigated the significance of foreign capital Inflows (FCI) in economic 

growth of the developing countries. We did so by investigative the impact of such capital inflows 

on economic growth, labor force, imports, exports, inflation and gross capital formation (GCF), 

in adding up to the study on their determinants. Foreign capital inflows (FCIs) in this study are 

combination of the FDI, remittances and official development assistance (ODA). We used data 

for the period 1984-2016 from diverse sources for developing countries.  

To be further precise about the research schedule, this thesis attempted to response three 

most important questions; what are the variables of the FCI in cooperation aggregated and 

disaggregated forms? How does external capital affect economic growth in developing 

countries? And how do foreign capital inflows (FCIs) influence labor force, imports, exports, 

inflation and gross capital formation (GCF). Economic literature, jointly empirical and 

theoretical presents conflicting views on the importance and significance of foreign capital 

inflows (FCI) in host countries. Causal relationships are mainly unclear in developing country 

circumstance; possible reasons being underdeveloped financial markets, corruption, and 

inefficient portion of capital, improper planning and so on.  

In order to estimation parameters, we used different methodologies. We used the FEM 

and the REM method to estimate model parameters. Although analyzing the effect of aggregated 

foreign capital inflows (FCIs) on economic growth, found that foreign capital inflows (FCIs) 

have positive relationship with growth in developing countries. In other words, foreign capital 

inflows (FCIs) have been beneficial for economic growth of developing countries. If we attach 

these results with variables of foreign capital, we can say that growth and foreign capital inflow 
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(FCI) conclude each other. This study offers in intensity detail of affiliation between foreign 

capital inflows (FCI) and economic growth of developing countries.  

The policy makers should emphasis on the foreign cash flows to surge the flow of 

currency in economy in the logic of investment and growing consumption is a category for the 

output of any country. It is suggested that the state and the strategy makers should make those 

plans which flow the FDI in their countries. 

 

Low Income countries  

In Low income countries, there are following countries are included for regression 

analysis, these countries per capita income is less than US$ 1035 according to World Bank 

(WB). 

A static panel data examination is made. To construct a decision whether the REM or 

FEM are more appropriate, a Hausman analysis is run. The Hauman analysis tries to locate the 

more proficient model which gives steady outcomes by testing the null hypothesis; the 

coefficients assessed by the effective random effects estimator are the comparable as the ones 

estimated by the reliable fixed effects estimators. If they are insignificant means P value is 

greater than 0.05 than it is secure to apply random effects. If the value of the P is not superior 

than 0.05 then it is safe to use fixed effect model. 

Table 1 and 2 presents the results of stationary of data. None Stationary of the data has always 

been considered a major problem in empirical analysis. ADF and PP were used to check the 

stationary of data. 
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Table 7.2 

Model No 2 

CORRELATED RANDOM EFFECTS - HAUSMAN TEST 

 Test cross-section random effects  

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.  

Cross-section random 25.727888 8 0.0012 

 Cross-Section Random Effects Test: 

Variable Fixed   Random  Var (Diff.)  Prob.  

FDI 0.627391 0.75060 0.624762 0.2084 

REMIT 0.57665 0.632362 0.246258 0.0353 

ODA 0.68283 0.52734 0.182518 0.4007 

LF 0.692110 0.571871 9102.044955 0.2037 

IMPORTS -0.48749 -0.41527 0.247225 0.010 

EXPORTS 0.42454 0.66884 0.352639 0.3863 

INFLATION -0.44977 -0.36500 37.058661 0.0500 

GCF -0.39332 -0.53370 101.766359 0.0189 

CROSS-SECTION RANDOM EFFECTS TEST HIGHLIGHT: 

Dependent Variable:  Growth rate 

Method:  Panel Least Squares 

Sample:  1984 -2016 
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Periods included: 32 33 

Cross-sections included: 13 13 

Total panel (balanced) observations: 429 

Variable Coefficient Std. Error t-Statistic Prob.   

C 0.6455 2.1099 1.700724 0.0491 

FDI 0.5739 1.820091 1.48439 0.0000 

REMIT -0.6665 0.5366 -0.133619 0.0313 

ODA -0.6283 1.102633 -0.523089 0.0492 

LF 0.6921 5.2569 3.32314 0.0266 

IMPORTS 0.4749 0.870153 0.90995 0.0008 

EXPORTS 0.6454 1.055154 1.17295 0.0169 

INFLATION -0.6498 0.57353 -0.073999 0.0427 

GCF -0.4933 0.31500 -0.178203 0.0515 

 

 

R-squared 0.660374     Mean dependent var 5245.818 

Adjusted R-squared 0.643178     S.D. dependent var 12.051 

S.E. of regression 03.283     Akaike info criterion 09.91513 

Sum squared resid 04.921     Schwarz criterion 1.11860 

Log likelihood 1.347     Hannan-Quinn criter. 02.99558 

F-statistic 03.40226     Durbin-Watson stat 1.92011 

Prob (F-statistic) 0.000000   
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The P value is specified by 0.001 of probability which is fewer than 0.05, which indicates 

the significance of our model.  

This specifies that the FEM, is more suitable then the random effect model (REM). In the 

above given table, growth rate is a dependent determinant and FDI, remittances, official 

development assistant (ODA), labor force, imports exports inflation and gross capital formation 

(GCF), are independent determinants. The R value which represent the association of the 

experimental values and forecast values of the dependent determinant. The R value is named the 

coefficient of determination and it provides the competence of the model.  

Here, the value of the R is 0.66 that specifies the independent determinant in the model 

can forecast 66% of the variance in dependent determinant. The values of the coefficient show 

the affiliation in the determinants in the model, and if the value of the coefficient is positive it 

indicates that independent determinants have positive association with dependent determinant 

that is enlarged in the dependent determinant is caused by flow in independent variable and 

coefficient value is negative than independent determinants are having negative association with 

the dependent determinant that is reduction in dependent determinant is caused by surge in 

dependent determinant.  

In this regression model, Foreign Direct Investment (FDI) is having positive and 

significant influence on the economic growth, that‟s specifies, if the foreign direct investment 

(FDI) is flowed than the economic growth will also rise but on the other hand particularly for the 

economies of the low income countries the remittances and the official development have 

negative impact, it means when the remittances and the official development assistance increased 
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, economic growth of the mentioned countries decreased and when the remittances and the 

official development assistance decreased , economic growth of these countries increased .  

There is an opposite relationship between economic growth of these countries and 

remittances and official development assistance. There are numerous reasons of this negative 

relation, but fluctuation of data and poor policies of host countries are the main reasons of this 

inverse relationship. The regression results of the above table illustrate that the relationship of 

the exports is positive but inflation and gross capital formation are negative. It indicates with the 

increase of the foreign capital, exports will increase and due to decrease of the foreign capital, 

exports will decrease and, the negative relationship shows with the increase, inflation and gross 

capital formation will decrease and with the decrease of the foreign capital inflows inflation and 

gross capital formation will also increase. These results evidently indicate the poor policies and 

ill planning and management of the host countries and fluctuation of data. 

 

Lower Middle-Income Countries  

In this regression model, we will apply FEM or REM, now we shall apply Housman 

specific test to check the (FEM or REM), which model is appropriate to accept.  

The Hausman Specification Test,  

Ho: Random Effect Model (REM) is more suitable. 

Hi: Fixed Effect Model (FEM) is more suitable.  
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If the value of the P is less than 0.05 after the Hausman test, it shows Fixed Effect Model 

(FEM) is more suitable otherwise if the value of the P is more than 0.05 after test, it shows in this 

model Random Effect Model (REM) is appropriate. 

Table 7.3 

Model No 3 

CORRELATED RANDOM EFFECTS - HAUSMAN TEST 

 Test cross-section random effects 

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.  

Cross-section random 421.235450 8 0.0000 

Cross-Section Random Effects Test Highlight: 

Variable Fixed   Random  Var (Diff.)  Prob.  

FDI 1.002134 0.862267 0.033424 0.0443 

REMIT 0.396302 0.107724 0.057210 0.0351 

ODA 0.829004 1.048866 0.015055 0.0232 

LF 4.458381 5.082322 2.963746 0.0000 

IMPORTS 0.692134 0.690023 0.000164 0.0591 

EXPORTS 3.118637 3.203254 0.002414 0.0051 

INFLATION -0.430347 0.368295 0.060355 0.8006 

GCF 5.938427 3.044722 5.813050 0.0002 

CROSS-SECTION RANDOM EFFECTS TEST HIGHLIGHT: 
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Dependent Variable: GDP Growth rate 

Method:  Panel Least Squares 

Sample:  1984- 2016 

Periods included:  33 

Cross-sections included: 20 20 

Total panel (unbalanced) observations: 660 

Variable Coefficient Std. Error t-Statistic Prob.   

C 0.6184 3.5220 2.3794 0.0003 

FDI 0.6134 0.853617 1.0402 0.0009 

REMIT 0.76302 0.463685 0.99415 0.0001 

ODA 0.59004 0.453814 0.8169 0.0002 

LF 0.45381 3.33721 2.1224 0.000 

IMPORTS -0.52134 0.069154 -0.46862 0.0000 

EXPORTS 0.58637 0.117944 0.64525 0.0000 

INFLATION -0.70347 0.382939 -0.320595 0.0467 

GCF 0.72384 2.7259 2.08675 0.0035 

EFFECTS SPECIFICATION 

Cross-section fixed (dummy variables) 

R-squared 0.988121     Mean dependent var 84977.94 

Adjusted R-squared 0.987595     S.D. dependent var 03.8101 

S.E. of regression 02.391     Akaike info criterion 02.33107 

Sum squared resid 09.2102     Schwarz criterion 3.52697 
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Log likelihood 03.944     Hannan-Quinn criter. 2.40712 

F-statistic 02.285     Durbin-Watson stat 2.11277 

Prob(F-statistic) 0.000000    

 

The value of the P is specified by 0.000 of probability which is fewer than 0.05, which 

indicates the significance of the model. This specifies that FEM is more suitable then REM. Here 

the value of the R -Square is 0.988 that shows the independent determinant in the model can 

forecast 98% of the variance in dependent determinant. In the above table, growth rate is a 

dependent variable and FDI, remittances, official development assistant (ODA), labor force, 

imports exports inflation and gross capital formation (GCF) are independent variables.   

The value of the R which correspond to the relationship between the research values and 

forecast values of the dependent determinant. The R- Square is named as the coefficient of 

determination and it provides the sufficiency of the model. Foreign direct investment (FDI) is 

having positive and significant impact on economic growth, that‟s mean if the foreign direct 

investment (FDI) is surged than the economic growth will also rise. The Remittance is having 

significant and constructive effect on economic growth, that‟s show if the remittance is increased 

then the gross domestic product (GDP), will also surge. The Official development assistance 

(ODA) is having positive and significant influence on the economic growth because the P value 

is fewer than 0.05, that‟s show if the official development assistance (ODA) is increased then the 

economic growth will also rise.  

The coefficient values show the affiliation in the determinants in the concept, the value of 

coefficient is positive it indicates that the independent determinants have positive association 
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with dependent variable that is rise in determinant is caused by surge in independent determinant 

and the value of the coefficient is negative than the independent determinants are having 

negative association with the dependent determinant that is reduction in dependent variable is 

caused by surge in dependent determinant. The findings of the remittances, FDI and official 

development assistance (ODA) are very rational and reliable with previous researches and with 

the economic concepts.  

The rises in the foreign capital inflows (FCI) positively influence the level of investment; 

the consumption level is also rise because of the foreign capital inflows (FCI). The flow in 

investment and consumption is guided to rise the economic growth, the above results the 

affiliation of the FDI, remittances, ODA, labor force, GCF and exports with economic growth of 

developing countries are positive and negative relationship is between inflation and imports with 

the foreign capital inflows (FCI).  

The value of the FDI, remittances ,Official Development Assistance (ODA), labor force , 

GCF and exports coefficient is positive, it show that independent determinants have positive 

relating with the dependent determinant that is rise in the dependent determinant is caused by 

surge in independent determinant and  the value of inflation and imports coefficient is negative 

than independent determinants are having negative association with the dependent determinant 

that is reduction in dependent determinant is caused by flow in dependent determinant. 

Upper Middle-Income Countries  

A static data investigation is made. In sort to choose whether random or fixed effects 

models are more suitable, a Hausman assessment is run. The Hauman test attempts to locate the 

more efficient which gives steady outcomes by testing the hypothesis that the coefficients 
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assessed by the competent REM estimator are the identical as the ones estimated by the reliable 

fixed effects estimators. If they are insignificant means P value is larger than 0.05 than it is 

secure to use REM. On the other hand, if the value of the P is not greater than 0.05 then it is safe 

to use FEM. 

                                                          

Table 7.4 

Model No 4 

CORRELATED RANDOM EFFECTS - HAUSMAN TEST 

 Test cross-section random effects  

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.  

Cross-section random 301.840089 8 0.0000 

Cross-section random effects test comparisons: 

Variable Fixed   Random  Var (Diff.)  Prob.  

FDI 0.729362 1.089729 0.199945 0.0000 

REMIT 0.615496 3.858200 1.039560 0.0128 

ODA 0.658570 1.251353 2.726161 0.0000 

LF 0.689356 3.032975 3.103556 0.0000 

IMPORTS 0.028600 0.043416 0.000002 0.0000 

EXPORTS O.757222 1.131373 0.006341 0.0000 

INFLATION -0.687849 3.052009 2.531845 0.0000 
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GCF -0.7.65203 2.453069 3.848435 0.0000 

CROSS-SECTION RANDOM EFFECTS TEST EQUATION: 

Dependent Variable: Growth rate 

Method: Panel Least Squares 

Sample: 1984 2016 

Periods included: 33 

Cross-sections included: 15 

Total panel (balanced) observations: 495 

Variable Coefficient Std. Error t-Statistic Prob.   

C 0.7227 3.9934 2.71948 0.0064 

FDI 0.69362 0.923197 1.15515 0.0000 

REMIT 0.4550 4.616870 2.7634 0.0000 

ODA 0.5586 5.13535 3.12625 0.0000 

LF 0.68936 3.03369 2.20614 0.0581 

IMPORTS -.0.4860 0.109719 -0-382751 0.0034 

EXPORTS 0.5222 0.146160 0.59521 0.0000 

INFLATION -0.6785 0.59267 -0.088464 0.0452 

GCF 0.7152 1.49523 1.4628 0.0003 

R-squared 0.975269     Mean dependent var 02.01201 

Adjusted R-squared 0.974079     S.D. dependent var 1.91051 

S.E. of regression 03.921     Akaike info criterion 07.78102 

Sum squared resid 1.2101     Schwarz criterion 03.98102 

Log likelihood -6404.445     Hannan-Quinn criter. 26.85964 
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F-statistic 03.1778     Durbin-Watson stat 1.951261 

Prob(F-statistic) 0.000000   

 

 

In the above-mentioned Table, the growth rate is a dependent variable and the FDI, 

remittances, official development assistant (ODA), labor force, imports exports inflation and 

gross capital formation are independent variables. 

The value of the R which stands for the correlation of the experimental values and 

forecast values of the dependent determinants. The R -Square is named the coefficient of the 

determination and it normally gives the sufficiency of the model. Here the R value is the 0.975 

that indicates, the independent determinant in the model can forecast 97% of the variance in 

dependent determinant. The value of the probability is given by 0.000 which is fewer than 0.05, 

which specifies the significance of the model.  

So, this indicates that the FEM is more suitable then the REM. The coefficient values 

show the affiliation in the determinants in the concept, the value of coefficient is positive it 

indicates that the independent determinants have positive association in the dependent 

determinant that is rise in the determinant is caused by surge in autonomous determinant and the 

value of coefficient is negative than independent variables are having negative association with 

the dependent determinant that is reduction in dependent determinant is caused by surge in 

dependent determinant.  

The Foreign direct investment (FDI) is having significant and positive influence on the 

economic growth, that‟s specify if the foreign direct investment (FDI) is flowed than the 
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economic growth will also rise. The Remittance is having significant and positive effect on the 

economic growth, that‟s show if the remittance is increased then the economic growth will also, 

rise. The Official development assistance (ODA) is having positive and the significant influence 

on the economic growth because the P value is fewer than 0.05, the above results the relationship 

of foreign development investment (FDI) remittances, official development assistance (ODA), 

labor force, GCF and exports with economic growth of developing countries are positive and 

negative relationship is between inflation and imports with the foreign capital inflows.   

The value of the FDI, remittances ,official development assistance (ODA), labor force , 

GCF and exports coefficient is positive, it suggests that the independent variables have positive 

association with dependent the determinant that is surged in the dependent determinant is caused 

by rise in the independent determinant and  the value of inflation and imports coefficient is 

negative than the independent determinants are having negative linkage with the dependent 

determinant that is reduction in the dependent determinant is caused by rise in dependent 

determinants, indicates if the official development assistance (ODA) is raised then the economic 

growth will also rise.  

 Conclusion 

There are many research studies that examine the growth influence of the foreign capital 

inflow (FCI) in the developing countries. However, the outcomes of these studies not succeed to 

verify whether foreign capital inflows (FCI) help to get better economic output in the home 

economies. Thus, the major rationale of this work is to look at the output consequence of the FCI 

on the host countries in certain samples from low income, lower middle and upper middle 

countries from 1984 to 2016. The study examines firstly this hypothesis among the most 
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effective economies, and then in most of low income, lowers middle and upper middle countries 

1984 to 2016. Mainly, the study inspects the following precise question: Does FCI contributes to 

economic growth in the developing countries?   

The outcomes of this thesis validate the various research studies and economic output 

theories studying the growth impact of Foreign Capital Inflow (FCI), stating that the Foreign 

Capital Inflow (FCI) has in wide ranging a positive influence the economic evolution. The 

outcomes of this study evidently show that FDI, remittances, ODA, labor force and exports are 

positively associated to economic growth. In disparity, the inflation rate, imports are negatively 

connected to the economic growth.  

The most important finding of this study is that foreign capital inflow (FCI) can have a 

positive influence on the economic progress, but its magnitude relies on the host economy 

circumstances, as recommended by the important effect of the interface terms of foreign capital 

inflow (FCI) with a position of home county characteristics.  

These outcomes are with many researches on this subject, though contrary to the 

conclusions of “Carkovic and Levine” (2002), for the data, Blomstrom et al. (1992), for the 

cross-section data and Herzer in the year of the 2008, for the data of time series. In addition, the 

results of this study are influenced by modify in applied practices and sample economies used or 

explanation outlier.  

In general, the conclusions of this study sustain the actuality that strategies measured to 

fascinate more FDI are not acceptable in making spillovers for economic growth. And refining 

the investment atmosphere through evolving the host economy‟s absorptive capacity features 



151 
 

should be a main concern for officials in these economies to make use of foreign capital inflows 

(FCI) proficiently.  

This study proposes that more researches and studies are requisite to reexamine which 

types of the FCI promote economic growth, and how FCI, affects the economic growth in the 

host countries. Though, this argue needs additional investigation the empirically analysis 

whether such a precise capital stream form occur, and, how important it is. This study has 

significant strategy implications to policy makers in these economies. 
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                                         Chapter 8 

                    Conclusion and Policy Recommendations  

8.1Introduction 

Foreign capital inflows (FCI) mainly foreign direct investment (FDI) inflows have been 

studied as a most important variable or engine for economic growth in the worldwide economy. 

The outcome of the FDI inflows is being gradually more established or accepted as most of the 

countries ease up the entrance of foreign capital inflows (FCI) and lay down a highly developed 

structure to boost their potential of attracting foreign capital inflows (FCI). 

On the other hand, foreign capital inflows (FCI) are one of the most essential questions 

presently relating to either urbanized or developing countries. In recent times, economic growth 

works has exposed a greater attention in exploring the consequence of the foreign inflow on 

economic growth.  

An increasing number of the models and the researches concern the outcome of foreign 

capital on economic growth. These models and researches investigated that the foreign capital 

inflows are amongst the most essential variables of economic growth, most important to 

consideration that foreign direct investment (FDI) inflows are the significant engine to attain 

sustained economic growth in the developing countries. 

Despite the developing researches studying the task performed by foreign capital inflows 

in economic growth, the interrelationship between the foreign capital inflows, economic output 

and their suggestions to economic progress has got small consideration in economic literature. 
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The was panel data study; so that Fixed Effect (FE) and Random Effect (RE) models had been 

used to assess the outcome of the FCI on the economic growth in developing countries founded 

on the examination of data composed from the Worldwide Organizations such as the IMF and 

the WB.  

This study tries to get response for one most important study Query, which is whether 

and how foreign capital inflows influence economic growth in the developing countries and how 

this outcome is important in developing countries. 

8.2 Summary of the Findings  

The findings of this thesis based on panel data investigation present confirmation that 

foreign capital inflows (FCI) can significantly and positively influence economic growth of the 

developing countries. In general sample of the countries showed that foreign capital inflows 

(FCI) significantly and positively influence economic growth of the developing countries. 

The anticipated findings also recommend that there is contradictory confirmation of the 

impact of economic growth on foreign capital flows (FCI). Some of these findings hold up 

earlier researches which examine foreign capital inflows (FCI) variables representing that 

marketplace size and its increase are essential elements for motivating foreign capital inflows 

(FCI) into developing countries. Furthermore, the anticipated findings also get that foreign 

capital inflows (FCI) and gross capital formation (GCF) along with inflation is negatively 

associated in the low-income countries. 

The findings based on panel data methods, provided strong confirmation that foreign 

capital inflows (FCI) have a significant impact on the economic growth of the preferred 
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developing countries. The panel data investigation showed that foreign capital inflows (FCI) are 

positively associated to the economic growth of the selected developing countries both in the 

long run or in the short run. The panel statistics findings also disclosed that economic growth is 

significantly and positively associated to FDI, remittances and ODA, in the preferred sample. 

The findings recommend that foreign capital inflows (FCI) have in wide-ranging, a 

considerably positive impact on growth; on the other hand, this outcome depend on the home 

country‟s absorptive capability. This result looks to be different to the results of Levine (2002) 

and Herzet (2008). The findings of the economic growth equation also explain that labor force 

and balance of payment are significantly and positively associated to economic growth. The 

gross capital formation (GCF) and inflation has a negative impact on economic growth of the 

selected developing countries in the low-income countries.  

The results of this study are in line with many researches, which examine the 

consequence of diverse types of capital flows on economic growth of the developing countries. 

These researches state that foreign direct investment inflows have a better positive and 

significant consequence on economic growth along with official development assistance and 

remittances. 

The most important result of the thesis is that ODA, Remittances and FDI inflows have 

an indirect constructive and positive impact on economic growth, which is working for 

enhancing growth in the host countries. The confirmation or proof offered in this section also 

illustrates that the indirect impact is usually better and more vigorous than the direct impact of 

the ODA, Remittances and the FDI inflows on economic growth in the host countries. 
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8.3 Academic Contributions 

The results of this study discuss or debate about the foreign capital inflows and economic 

growth of the developing countries. 

This thesis viewed that the role of foreign capital inflows in economic growth cannot be 

hypothetically unobserved but in preparation this hypothesis is still debatable. The deficiency of 

the homogeneity in the developing countries establishes the association between these 

determinants more puzzling. The findings of accessible researches may shed an uncertainty 

about the consequence of the vibrant association between foreign capital inflows and economic 

growth of the developing economies, signifying that this area of literature may require more 

analysis, mainly in developing countries.  

This study helps to accessible literature by applying the FEM and REM to study the 

associations between the foreign capital inflows (FCI) and the economic growth. The thesis also 

examined openly the short run and long run vibrant association between foreign capital inflows 

(FCI) and economic growth to deal with the disadvantages of the research works. And, therefore, 

to achieve enhanced perceptive of the significance of the affiliation between those determinants 

in developing countries, presenting insight into the widely uncertain foreign capital inflows and 

economic growth association.  

This study can help to diminish the discussion of the research confirmation and to attain 

an enhanced perceptive of the affiliation between Foreign Capital Inflows (FCI) and economic 

growth. The most significant result of this thesis is that foreign capital inflows (FCI) are 

positively helped to economic growth in the host countries. The results of this thesis recommend 
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that the association between the FCI and the economic growth can be investigated by other 

determinants such as the home country‟s uniqueness. 

This thesis helps to present the economic works by research confirmation about the role 

of the host country‟s absorptive capability in formative the affiliation between foreign capital 

inflows (FCI) and economic growth. This thesis is to recognize and fill up the space in the 

literature on this subject matter by analyzing the absorptive capability and the growth impact of 

foreign capital inflows (FCI) in the panel country data.  

The best part of earlier researches center on the relations between foreign capital inflows 

(FCI) and one of the home country‟s variable such as labor force, exports, imports, inflation or 

gross capital formation. This thesis examined the impact of these factors at the same time on the 

foreign capital inflows (FCI) growth association. The most important findings of this thesis were 

that foreign capital inflows (FCI) have a significant and positive impact on economic growth and 

the extent of this outcome exerts a well-built dependent result. 

This recommends that the home economy must attain a definite level of the absorptive 

capability to attract the spillovers of foreign capital inflows (FCI). The results of this thesis 

recommend that more researches are essential to re-study which sorts of investment flows 

promote economic growth in the host economy. This study may assist in shaping whether the 

part of the foreign direct investment (FDI) inflows or other kinds of capital drifts. 

This thesis helps to accessible financial works by trying whether the foreign capital 

inflows (FCI) have a positive impact on economic growth that works, based on the output 

attractive role of each kind of resources inflows. The researches on overseas capital streams and 

the growth association are present mostly for the foreign investment growth nexus in developing 
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countries so that the growth outcome of diverse kinds of foreign capital inflows remains 

unknown to a great point. And the testing this theory both academic and realistic consequence, 

exploring the impact of FCI on the host economy may progress the perceptive of the 

involvement of foreign capital to economic growth in the host economy.  

It makes available a latest research confirmation for explanation the variation in the 

involvement of foreign capital inflows on economic growth, which is one of the most significant 

features of appealing foreign capital inflows.  

It seeks out to get confirmation for which kind of foreign capital inflows can be more 

valuable to the host countries for attaining advanced rates of capitals buildup and competence 

developments which interpret into advanced percentages of economic growth. If so, this outcome 

may suggest the countries a reason to inflict or eliminate capitals controls to balance the 

investment decrease by better saving. 

The most important involvement of this thesis is that it is providing research proof of 

confirmation that the involvements of FDI, ODA and Remittances to economic growth are of 

better extent than what have been estimated in economic literature. Further particularly, the 

findings of this thesis prolonged the conducts in which not only foreign direct investment (FDI) 

but also other kinds of foreign capital inflows can influence economic growth together with their 

impacts. 

 In addition, the research confirmation offered in this thesis that the impacts of the ODA, 

Foreign Direct Investment (FDI) and remittances on economic growth are not considerable one 

but better and more vigorous than the direct impact acknowledged by economic works. This 
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confirmation has moved out some method to attract our perceptive of the assistance not only 

Remittances and ODA but also FDI to economic growth in developing countries.  

In general, the most important involvement of this study is that an enhanced perceptive of 

the affiliation between foreign capital inflows (FCI) and economic growth taking into description 

the impact of the home economy absorptive ability. 

8.4 Policy Implications 

And so far, policy implications of the study, there are many policy suggestions that can be 

strained from the findings of this study. 

 This thesis recommends some strategic implications for FCI on economic growth of 

developing countries. The results of this thesis show that the significant and positive 

outcome of FCI on economic growth of the selected developing countries except low 

income countries. 

 The facilitation of trade in goods and services is useful for foreign investors, as they are 

usually more trade intensive.  

 The developing countries especially low-income countries political leadership must take 

practical steps to improve the law and order situation particularly in the major “growth 

poles” of the country. 

 Inconsistent economic policies discourage foreign investors so consistent policies and 

Macroeconomic stability plays a key role in boosting economic growth and restoring 

foreign investors‟ confidence on the economy. 

 The laws and regulations should be simplified, updated, modernized, made more 

transparent, and their discretionary application must be discouraged. 
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 Overprotective labor laws do not encourage productivity and frighten away much needed 

productive investment. There is a need to rationalize the labor laws. 

 A business-friendly regulatory environment and political stability are the top two factors 

influence multinational company‟s investment decisions in developing countries. These 

two factors tope over characteristics including good infrastructure, access to land and low 

tax rates.  

 Establish an investor friendly climate by first opening to foreign investment and then by 

following with the implementation of administrative reforms at lower levels, without 

discriminating against local firms. Follow this policy consistently over time as it may 

take time to convince investors. 

 This recommends that a more trade liberalization strategy, increasing exports, high worth 

of labor force, pre-infrastructure improvement, progress of gross capital formation (GCF) 

and high value of organizations and associating the knowledge space should be positive 

to boost the competence of the economy. The host economy absorptive skill features are 

essential for sustained economic growth.  

 Build up local capabilities and infrastructure to establish economic fundamentals, which 

were found to be relatively important especially for lower-income developing countries. 

 Put a sound macro-economic policy in place and reduce corruption as the literature 

indicates that corruption reduces FCI inflows.  

 Encourage the development of multinational affiliates through linkages with local 

research institutes and competition policy.  

 Encourage training of employees within foreign multinationals. 
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 This recommends that a more trade liberalization strategy, increasing exports, high worth 

of labor force, pre-infrastructure improvement, progress of gross capital formation (GCF) 

and high value of organizations and associating the knowledge space should be positive 

to boost the competence of the economy. The host economy absorptive skill features are 

essential for sustained economic growth.  

 The foreign capital inflows (FCI) should be boosted to invest in high danger parts or in 

places where home investment is restricted. The most significant inference of attracting 

foreign capital inflows (FCI) is the hypothesis in developing countries that foreign capital 

inflows (FCI) are always high-quality for growth and development.  

 Therefore, these countries have liberalized their strategy toward multinational 

cooperation‟s. As a result, the study recommends that the liberalization strategy have 

positive impact of the FCI on the entire economy. 

 This thesis recommends a most important modify in the strategy suggestions given by 

earlier researches that foreign capital inflows (FCI) can contribute positively to economic 

growth even as not being dependent on other growth variables, the FDI alone may 

contribute positively to economic growth but the extent of its consequence depends on 

the host economy circumstances, confirming the Borensztein e. (1998) Alfaro (2004) Liu 

and Li (2005) and Lu (2006) results.  

 A significant conclusion of this thesis is that all kinds of foreign capital inflows (FCI) 

that is ODA, remittances and FDI can make possible economic growth in developing 

countries. This highlights the significance of the positive impact and diverse types of 

incentives given to foreign investors. This facilitates to move policy suggestions from 

enquiring the benefits of the motivations given to foreign investors to emphasizing the 
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significance and importance FDI, ODA and remittances inflows have positive and 

significant impact on economic growth. 

 The multinational cooperation‟s put in areas where home stakeholders are not capable to 

come in, due to the scientific or capital necessities or to boost contest and more utilize 

possible chances. 

 This recommends that foreign capital inflows (FCI) promote contribution of regulations, 

ecological protections, immunity and tax encouragement and subsidiaries. These should 

be boosted to attain a balancing association between foreign capital inflows (FCI) and 

economic growth of developing countries. 

 

 Much more research is needed to formulate appropriate growth and development policies in 

developing countries and the role that FCI should play. For many countries this is likely to 

involve the adequate formulation of an industrial strategy, a competition policy, a trade policy, 

and a strategy to enhance local capabilities. 
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Appendix 

Overall 48 selected developing countries 

Table 1 

Panel Unit root Test 

Augmented Dickey Fuller Test 

At Level 

                                

                                                    

 

 

 

 

 

 

 

 

 

Variable   Statistics  Probability  

FDI -3.33 0.03 

Remit  3.23 0.01 

ODA  2.93 0.04 

LF -3.41 0.03 

IMP -3.20 0.02 

EXP -4.09 0.03 

INF 3.32 0.02 

GCF -2.99 0.02 
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Table 2 

Panel Unit Root Test 

Phillips Perron Statistics 

At level 

 

 

 

 

                                                           

Variable   Statistics                   Probability  

FDI -3.22                          0.04 

Remit  4.21                          0.01 

ODA  -3.44                          0.02 

LF -3.32                          0.00 

IMP -3.39                          0.01 

EXP -4.16                          0.03 

INF 3.21                          0.02 

GCF -2.81                          0.01 
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Low Income Countries 

Table 1 

 

Panel Unit root Test 

Augmented Dickey Fuller Test 

At Level 

 

 

 

Variable   Statistics  Probability  

FDI -3.65 0.04 

Remit  3.21 0.01 

ODA  4.22 0.03 

LF -3.41 0.04 

IMP -3.10 0.02 

EXP -4.39 0.04 

INF 4.32 0.03 

GCF -3.12 0.02 
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Table 2 

Panel Unit root Test 

Phillips Perron Statistics 

At level 

 

 

 

 

                                           

Variable   Statistics  Probability  

FDI -3.72 0.03 

Remit  3.11 0.01 

ODA  -3.36 0.02 

LF -2.91 0.00 

IMP -3.10 0.01 

EXP -3.196 0.03 

INF 4.12 0.02 

GCF -3.36 0.01 
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Lower Middle-Income Countries 

Table 1 

 

Panel Unit root Test 

Augmented Dickey Fuller Test 

At level 

                                                    

 

 

Variable   Statistics  Probability  

FDI -3.35 0.02 

Remit  3.07 0.01 

ODA  4.232 0.04 

LF -3.31 0.02 

IMP -3.010 0.03 

EXP -4.239 0.03 

INF 4.22 0.04 

GCF -3.31 0.02 
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Table 2 

Panel Unit root Test 

Phillips Perron Statistics 

At level 

 

 

 

 

                                            

Variable   Statistics  Probability  

FDI -3.66 0.04 

Remit  3.11 0.01 

ODA  -3.36 0.02 

LF -2.84 0.00 

IMP -3.10 0.03 

EXP -4.16 0.01 

INF 4.12 0.02 

GCF -3.36 0.01 
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Upper Middle-Income Countries 

Table 1 

 

Panel Unit root Test 

Augmented Dickey Fuller Test 

At level 

                                                    

 

 

Variable   Statistics  Probability  

FDI -3.33 0.03 

Remit  3.23 0.01 

ODA  4.23 0.04 

LF -2.91 0.03 

IMP -3.20 0.2 

EXP -3.39 0.03 

INF 3.32 0.02 

GCF -4.12 0.02 
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Table 2 

Panel Unit root Test 

Phillips Perron Statistics 

At level 

 

 

Variable   Statistics  Probability  

FDI -4.22 0.04 

Remit  3.21 0.01 

ODA  -3.44 0.02 

LF -2.98 0.00 

IMP -3.39 0.01 

EXP -4.16 0.03 

INF 3.21 0.02 

GCF -2.93 0.01 


