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ABSTRACT

This study explores the impact of Foreign Direct Investment (FDI) on economic growth in Malawi, a developing country in Sub-Saharan Africa that has increasingly
sought to attract FDI as a means of boosting its economic development. Utilizing a descriptive and correlational research design, the study analyzes secondary data
from 2015 to 2022, examining trends in FDI inflows, sectoral distribution, and their correlation with key economic indicators such as GDP growth. The findings
reveal a complex relationship between FDI and economic growth in Malawi. While FDI has contributed to infrastructure development and has the potential to
enhance industrialization, its impact on economic growth has been hindered by weak institutional frameworks, limited local value addition, and the repatriation of
profits by multinational corporations. The study highlights the need for stronger governance, improved regulatory frameworks, and policies that foster local
entrepreneurship and human capital development to maximize the benefits of FDI. The research concludes with policy recommendations aimed at creating a more
conducive environment for sustainable economic growth driven by FDI.

1. INTRODUCTION

Foreign Direct Investment (FDI)

Foreign Direct Investment (FDI) has been a critical component of economic growth and development for many nations, especially in the context of
developing economies like Malawi. FDI refers to investments made by a company or individual in one country into business interests located in another
country. Typically, FDI takes the form of establishing business operations or acquiring business assets in the foreign country, such as ownership or
controlling interest in a foreign company. It includes components like equity capital, reinvested earnings, and intra-company loans .The globalization of
markets has accelerated FDI flows, allowing developing countries to integrate more closely with the global economy.

Importance of FDI in Economic Growth

FDI is widely regarded as a key driver of economic growth, particularly in developing countries. It provides capital for investment, facilitates the transfer
of technology and managerial skills, and promotes the integration of the host country into the global economy. Moreover, FDI can create employment
opportunities, enhance productivity, and lead to the development of new industries.

For Malawi, the potential benefits of FDI are particularly significant given the country's economic structure. The Malawian economy is heavily reliant
on agriculture, which accounts for about 30% of GDP and over 80% of export earnings. However, the sector is characterized by low productivity, limited
diversification, and vulnerability to external shocks such as climate change. FDI in agriculture, manufacturing, and services sectors could help address
these challenges by introducing new technologies, improving supply chains, and expanding market access.

Furthermore, FDI can contribute to the development of infrastructure in Malawi, which is crucial for economic growth. The country's infrastructure,
particularly in transportation and energy, is underdeveloped, limiting the potential for industrialization and economic diversification. FDI in infrastructure
projects can help bridge the financing gap, improve efficiency, and support the growth of other sectors of the economy.

FDI in Africa: An Overview

Current Trends: Africa has seen a steady increase in FDI inflows over the past two decades, with sectors like natural resources, telecommunications,
and financial services attracting significant investments.

Challenges and Opportunities: Despite the growth in FDI, Africa faces challenges such as political instability, corruption, and inadequate infrastructure.
However, the continent also presents opportunities, particularly in emerging markets like technology and renewable energy.

FDI in Malawi
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Economic Background: Malawi is an agrarian economy with over 80% of its population dependent on agriculture. The country has struggled with
economic diversification, but FDI has played a role in sectors like agriculture, mining, and telecommunications.

The trend of FDI inflows into Malawi has fluctuated over the years, reflecting both domestic and international factors. According to the United Nations
Conference on Trade and Development (UNCTAD), Malawi has received varying levels of FDI over the past few decades, with notable peaks and troughs
corresponding to changes in the global economy, political stability, and domestic policies.

In the early 2000s, Malawi saw an increase in FDI inflows, driven by policy reforms and improved economic stability. However, this growth was not
sustained, and FDI levels declined in subsequent years due to various factors, including political uncertainty, regulatory challenges, and global economic
downturns. In recent years, FDI inflows have been concentrated in sectors such as agriculture, mining, and telecommunications, reflecting the country's
resource endowments and market opportunities.

Despite these inflows, Malawi's share of global FDI remains small, and the country continues to face significant challenges in attracting and retaining
foreign investors. Issues such as inadequate infrastructure, regulatory inefficiencies, and limited access to finance have hindered the full realization of
FDI's potential benefits. As a result, there is a need for a comprehensive assessment of the factors influencing FDI in Malawi and the impact of these
investments on economic growth.

Malawi has experienced fluctuating FDI inflows over the years, influenced by factors such as economic reforms, political stability, and international
market conditions.

Sectoral Composition of FDI: The majority of FDI in Malawi has been concentrated in sectors like agriculture, mining, and services. For instance,
foreign investments in tobacco, tea, and sugar industries have been significant.

Government Initiatives: The Malawian government has implemented several policies aimed at attracting FDI, including the Malawi Investment and
Trade Centre (MITC), which offers incentives like tax holidays and investment guarantees.

Problem statement

In the context of Malawi, the role of FDI in driving economic growth remains unclear. The country has experienced varying levels of FDI inflows over
the past decades, with distinct regional and sectoral disparities. While some regions and industries have seemingly benefited from foreign investment,
others have not seen the anticipated economic gains. Furthermore, the effectiveness of current FDI policies and regulatory frameworks in fostering
sustainable economic growth is under scrutiny.

This study aims to address the ambiguity surrounding the impact of foreign direct investment (FDI) and on economic growth in Malawi. Despite
significant inflows, the country exhibits uneven economic development across regions and sectors, raising questions about the factors that influence the
effectiveness of FDI in promoting growth. The existing literature provides mixed evidence on the relationship between FDI and economic growth, with
limited insights specific to the country’s economic and institutional context. Therefore, there is critical need to systematically analyze the conditions
under which FDI contributes to economic growth and identify the barriers that may hinder its positive impact. This research will provide a comprehensive
understanding of the FDI-growth nexus in Malawi, offering evidence based recommendations to enhance the role of FDI in achieving sustainable and
inclusive economic growth.

Comparative Analysis: This study aims to compare the impact of FDI on economic growth in Malawi with other similar economies in Sub-Saharan
Africa. By comparing, we can better understand the unique factors that influence FDI effectiveness in Malawi and draw lessons from other countries.

Objectives of the Study

This paper aims to analyze the impact of FDI on economic growth in Malawi and to conduct a comparative analysis with other countries in Sub-Saharan
Africa.

To assess the sectoral impact of FDI in Malawi.

To compare the FDI inflows and their impact on growth between Malawi and other similar economies.

Il. LITERATURE REVIEW

The relationship between foreign direct investment (FDI) and economic growth has been extensively studied, yet remains a subject of considerable debate.
This literature review examines the key findings from empirical studies to provide a comprehensive understanding of the dynamics between FDI and
economic growth. It covers studies that highlight both positive and negative impacts of FDI, considering factors such as technology transfer, productivity
enhancement, institutional quality, and sectoral distribution.

Positive Impacts of FDI on Economic Growth

Borenszetein,E., De Gregorio, J., & Lee, J.W. (1998), in their seminal study finds that FDI is a significant vehicle for technology transfer and contributes
more to growth than domestic investment, particularly in countries with high levels of human capital. Journal of Intrenational Economics, 45(1), 115-
135. In his study Balasubramanyam, V.N. (1996) demonstrates that FDI is more beneficial in countries with export promotion policies compared to
countries with import substitution policies, highlighting the role of FDI in enhancing productivity and economic growth. Alfaro, L., Chanda, A., Kalemli-
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Ozcan, S., & Sayek, S. (2004). “FDI and economic growth: the role of local financial markets”. This paper argues that the benefits of FDI are contingent
on the development of local financial markets, suggesting that FDI can lead to economic growth by improving capital formation and technological
advancement. (journal of International Economics, 64(1), 89-112.

Blomstrom, M., & Kokko, A. (1998) Discuss how multinational corporations contribute to economic growth through knowledge spillovers, technology
transfer, and the introduction of new management practices (Journal of Economic Surveys, 12 (3), 247-277).

Borensztein, E., & Lee, J.W. (2001) in their study highlights the positive effects of financial integration, including FDI, on economic growth, emphasizing
the importance of financial market development in realizing these benefits. (Journal of International Economics, 53(1), 137-158).

Negative or Mixed Impacts of FDI on Economic Growth

Aitken, B.J., & Harrison, A.E. (1996) in his study finds that while FDI can lead to productivity spillovers, it may also crowd out domestic firms, leading
to negative effects on the host economy. Carkovic, M., & Levine, R. (2005), argue that the positive effects of FDI on economic growth are not robust
across different studies, suggesting that the impact of FDI depends on the host country’s absorptive capacity and institutional quality. Djankov, S., &
Hoekman, B. (2000) finds mixed results regarding the impact of FDI on productivity growth, emphasizing that the benefits of FDI depend on the host
country’s economic conditions and institutional frameworks. Agosin, M.R., & Mayer, R. (2000) finds that FDI does not always lead to an increase in
domestic investment and may sometimes crowd it out, particularly in developing countries with weaker institutional frameworks. Gorg, H., & Greenaway,
D. (2004) reviews empirical evidence on the spillover effects of FDI and concludes that the benefits to domestic firms are often overstated and highly
context-dependent.

111. Methodology

Research Approach
Quantitative Research Tools
Data Collection from Secondary sources

“secondary data collection involves the use of existing data, which can provide valuable insights and context for research. It allows researchers to build
on previous studies and access large datasets without the need for primary data collection” (Creswell, 2009: Gray, 2013).” This research has used
secondary data as the research faced some limitations in collecting primary data. The data was collected from; National statistical agencies, government
reports, and academic publications.

Qualitative Research Tools
Case Studies

To develop detailed examinations of specific sectors or regions within Malawi and other African countries to understand and compare the nuanced impacts
of FDI.

Data Management
Research Strategy

The research strategy adopted in this study is a mixed-methods approach, combining quantitative analysis of secondary data with qualitative insights
from literature and contextual analysis. This strategy allows for a comprehensive examination of the impact of FDI on economic growth in Malawi,
integrating statistical findings with an understanding of the institutional and policy environment.”

IV. DATA ANALYSIS

Data Overview
The data for FDI inflows (in million USD) and GDP Growth rates (in percentages) for Malawi from 2015 to 2020 are as follows:
. FDI Inflows:
»  2015: 408.47
2016: 335.48
2017: 292.78

»

»

»  2018:197.37
» 2019:189.34
»

2020: 98.89
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Statistical Analysis

1

>

>

2021:112.20

2022:118.10

GDP Growth rates

>

>
>
>
>
>
>
>

2015: 2.9%

2016: 2.5%

2017:3.1%

2018: 3.5%

2019: 4.4%

2020: 1.2%

2021: 2.9%

2022: 3.3%

Million USD

450
400
350
300

250
200
150
10
A
0

2015 2016 2017 2018 2019 2020 2021 2022

o O

Figure 4: FDI inflows (in million USD)

GDP GROWTH RATES

Figure 5: GDP Growth rates

Mean, Median, Standard Deviation:
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FDI Inflows:
Mean: 219.08 million USD, Median: 193.36 million USD, Standard Deviation: 101.10 million USD,
Minimum: 98.89 million USD (2020), Maximum: 408.47 million USD (2015
GDP Growth Rates:
Mean: 2.96%, Median: 3.0%, Standard Deviation: 0.85%
Minimum: 1.2% (2020), Maximum: 4.4% (2019)
2. Correlation Analysis:

The Pearson correlation coefficient between FDI Inflows and GDP growth rates is approximately -0.488

INTERPRETATION

FDI Inflows

e  Mean and Median: the mean FDI inflow (219.08 million USD) and median (193.36 million USD) and median (193.36 million USD) indicate
that the typical annual FDI inflow over this period was relatively moderate.

e  Standard Deviation: The high standard deviation (101.10 million USD) suggests considerable fluctuations in FDI inflows, indicating
variability in investor confidence or economic conditions.

e Minimum and Maximum: The range from 98.89 million USD to 408.47 million USD highlights significant differences in annual FDI
Inflows, with a peak in 2015 and a trough in 2020.

GDP Growth Rates

. Mean and Median: The mean and (2.96%) and median (3.0%) GDP growth rates suggest that Malawi’s economy has been growing
moderately.

e  Standard Deviation: The standard deviation (0.85%) indicates that the GDP growth rates have been relatively stable, with some year
to year fluctuations.

e Minimum and Maximum: The growth rate ranged from 1.2 % in 2020 (likely due to the COVID 19 pandemic) to 4.4% in 2019.
Correlation between FDI Inflows and GDP Growth Rates

e  Negative Correlation (-0.488): The moderate negative correlation suggests that during this period, higher FDI inflows were not associated
with higher GDP growth rates. Several factors could explain this:

»  Inefficient Utilization of GDP: The inflows may not have been effectively utilized to stimulate economic growth.
»  Several Composition: FDI may have been concentrated in sectors with lower impacts on overall economic growth.

»  Economic Policies: The regulatory and policy environment may not have been conducive to translating FDI into economic
conditions and external shocks (e.g COVID-19 pandemic) may have influenced the relationship.

Recommendations
e  Policy Improvement: Enhance the regulatory framework to ensure that FDI is channeled into productive sectors.
e  Sectoral Focus: Identify and promote sectors where FDI can have the most substantial impact on economic growth.
. Capacity Building: Strengthen institutional capacities to better utilize and manage foreign investments.

. Further Research: Conduct detailed studies on the sectoral impact of FDI and the role of policy frameworks in maximizing economic
benefits.

This analysis provides a foundation for understanding the dynamics between FDI and economic growth, offering valuable insights for policymakers,
researchers, and stakeholders interested in economic development.

Main Findings of the Study: FDI Inflows and Economic Growth in Malawi
FDI Inflows Trends

Overall Decline: FDI inflows in Malawi showed a declining trend from 2015 to 2022. The highest inflow was in 2015 (408.47 million USD), and the
lowest was in 2020 (98.89 million USD).
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High Variability: The standard deviation of FDI inflows (101.10million USD) indicates significant year to year fluctuations, reflecting instability in
attracting consistent foreign investments.

GDP Growth Rates:
Moderate Growth: The average GDP growth rate over the period was 2.92%, with a median of 3.0%, indicating moderate economic growth.

Stable with Fluctuations: The standard deviation of GDP growth rates (0.85%) suggests relative stability, but with notable fluctuations, particularly a
sharp decline to 1.2% in 2020 due the COVID-19 pandemic.

Correlation Analysis

Negative Correlation (-0.488): The Pearson correlation coefficient between FDI inflows and GDP growth rates was approximately -0.488, indicating a
moderate negative correlation. This suggests that higher FDI inflows were not associated with higher GDP growth rates during the period studied.

Potential Causes of Negative Correlation:

Inefficient Utilization: FDI may not have been effectively used to stimulate economic growth, possibly due to inefficient allocation or management.
Sectoral Composition: FDI might have been concentrated in sectors with limited impact on overall economic growth.

Policy Environment: Economic policies and regulatory frameworks may not have been conducive to maximizing the benefits of FDI.

ExternalL Factors: Global economic conditions, such as the COVID-19 pandemic, may have negatively impacted the relationship between FDI and
economic growth.

Recommendations

. Enhance Policy Framework: improve the regulatory environment to attract and effectively utilize FDI.

. Sector-Specific Strategies: Identify and target sectors where FDI can significantly contribute to economic growth.
Strengthen Institutions: Build institutional capacities to manage and deploy foreign investments efficiently

Further Research: Conduct detailed sectoral analyses and policy impact studies to better understand the dynamics of FDI and economic growth.

Results and Discussions

FDI inflows and GDP Growth Rates

FDI inflows and GDP Growth Rates
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Figure 6: FDI Growth rates
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Figure 7: GDP Growth rates

Summary Statistics:

Correlation Analysis

Correlation coefficient: the Pearson correlation coefficient between FDI inflows and GDP growth rates is -0.488%. This moderate negative correlation
suggests that, during the period studied, higher FDI inflows were not associated with higher GDP growth rates.

Discussions and Findings
Negative Correlation:

The negative correlation between FDI inflows and GDP growth rates indicates that, contrary to expectations, higher FDI inflows did not correspond with
higher economic growth in Malawi during the study period. Several factors could explain this:

Inefficient Utilization of FDI: FDI may not have been effectively channeled into productive activities. This inefficiency can arise from poor management,
lack of infrastructure, or inadequate policies to leverage the benefits of foreign investments.

Sectoral Composition: The sectors receiving FDI might not have had significant impact on overall economic growth. If FDI is concentrated in sectors
with low productivity or limited linkages to the broader economy, its effect on GDP growth would be minimal.

Policy and Institutional

Frameworks: The policy environment in Malawi may not have been conducive to translating FDI into economic growth. Issues such as bureaucratic
inefficiencies, corruption, and regulatory hurdles can hinder the positive impacts of FDI.

External Factors: Global economic conditions, including economic downturns and COVID-19 pandemic, significantly affected both FDI inflows and
GDP growth. For instance, the sharp decline in FDI inflows in 2020 aligns with the global economic disruption caused by the pandemic, which also led
to a drop in GDP growth.

Policy Implications:
The findings suggest that merely attracting FDI is not sufficient for economic growth. There is a need for:

Improved Regulatory Frameworks: policies should focus on creating a business-friendly environment that encourages the efficient utilization of FDI.
Simplifying bureaucratic processes, ensuring transparency, and reducing corruption can enhance the effectiveness of FDI.
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Sectoral Diversification: Attracting FDI to high-growth potential sectors can amplify its impact on the economy. Sectors such as manufacturing,
technology, and renewable energy could be prioritized.

Strengthening Institutions: building institutional capacities to manage and deploy foreign investments efficiently is crucial. This includes enhancing
the skills of the workforce and improving infrastructure to support economic activities.

Resilience to External Shocks: Developing strategies to mitigate the impact of global economic disruptions can help stabilize FDI inflows and sustain
economic growth.

development. Future research could delve deeper into specific sectors and policies to provide more targeted insights.

Recommendations

Policy Improvement

Regulatory Frameworks: Streamline and enhance regulatory frameworks to create a more business friendly environment. Simplifying bureaucratic
processes, ensuring transparency, and reducing corruption can encourage foreign investors to invest in productive sectors.

Incentives for High-Impact Sectors:

Implement policies that provide incentives for FDI in high-growth potential sectors such as manufacturing, technology, and renewable energy. This can
help channel investments into areas that significantly contribute to economic growth.

Sectoral Diversification

Target High-Value Sectors: Focus on attracting FDI in sectors with high value-added potential. These sectors often have stronger linkages to the broader
economy, thus amplifying their impact on GDP growth.

Support Emerging Industries: Develop and support emerging industries that can benefit from FDI. This includes industries like information technology,
pharmaceuticals, and renewable energy, which can drive innovation and economic diversification.

Institutional Strengthening

Capacity Building: Enhance the capacities of institutions responsible for managing and promoting FDI. This includes training for staff, improving
infrastructure, and developing robust frameworks for monitoring and evaluation.

Efficient Resource Allocation: Ensure that FDI is allocated efficiently and used for productive purposes. This involves creating mechanisms to track
the impact of FDI and making necessary adjustments to maximize benefits.

Economic Resilience

Mitigate External Shocks: Develop strategies to mitigate the impact global economic disruptions. This can include diversifying the economy, building
foreign exchange reserves, and creating safety nets for critical sectors.

Sustainable Investments: Promote sustainable investment practices that can withstand economic fluctuations. Encourage investments that focus on long-
term development rather than short-term gains.

Enhanced Monitoring and Evaluation

Data Collection and Analysis: Improve data collection and analysis mechanisms to monitor FDI inflows and their impact on the economy. Reliable data
can help in making informed policy decisions and adjusting strategies as needed.

Regular Reporting: Establish a system for reporting on the state of FDI and its impact on economic growth. This transparency can build investor
confidence and help in policy formulation.

Engagement with Stakeholders

Private Sector Collaboration:

Engage with the private sector to understand their needs and challenges. Collaborative efforts can lead to policies that are more responsive to investor
requirements and economic realities.

Community Involvement: Involve local communities in FDI projects to ensure that the benefits are widely shared. Community involvement can also
help in creating a positive environment for foreign investments.

Implementing these recommendations can help better harness the potential of GFDI for economic growth. By improving policies, diversifying investment
targets, strengthening institutions, building economic resilience, enhancing monitoring, and engaging stakeholders, Malawi can create a more conducive
environment for foreign investments to contribute significantly to its economic development.
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Research Gaps and Future Directions: While this study provides valuable insights into the role of FDI in Malawi's economic development, it also identifies
areas where further research is needed. Future studies should focus on the long-term sustainability of FDI-driven growth, the impact of FDI on poverty
reduction, and the role of domestic entrepreneurship in maximizing the benefits of FDI. Moreover, there is a need for empirical research that assesses the
impact of recent policy reforms on FDI inflows and their effectiveness in addressing the challenges identified in this study.

Conclusion: In conclusion, while FDI has the potential to significantly contribute to Malawi's economic growth, its impact has been mixed due to various
structural and institutional challenges. To fully harness the benefits of FDI, Malawi must address these challenges through comprehensive policy reforms
and by fostering a more inclusive and transparent investment climate. This will not only enhance the attractiveness of Malawi as an investment destination
but also ensure that the benefits of FDI are equitably distributed across the economy, contributing to sustainable and inclusive growth.
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