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Foreign direct investment, dual gap model and
economic development in sub-Saharan Africa
Folasade Bosede Adegboye1*, Tolulope Femi Adesina2, Stephen Aanu Ojeka2,
Victoria Abosede Akinjare2 and Felicia Omowunmi Olokoyo2

Abstract: Africa like other developing continents has the representation of limiting
gaps of foreign exchange, investment and human capital skills. Sustainable devel-
opment emphasizes that for the limits of both foreign exchange and savings to be
reduced, there is need for Foreign Direct Investment (FDI) to flow inclusive of,
foreign skills and technology diffusion for economic development. The objective of
the research is to determine how the gaps of foreign exchange, investment and
human capital skills has been reduced through the influx of foreign investment for
the African economies. Pooled panel data between 2000 and 2018 was utilized for
39 African countries, and analysed with the fixed effect regression model. The
results indicate that the influx of FDI has not brought about sufficient decline in the
gaps for the selected African economies. The study recommends that government
of developing countries need to select with care industries that foreign capital flows
into in order to ensure tangible effect on investment domestically as well as deter
crowding-out of capital. Furthermore, strategies on protection of domestic
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investors, enhanced export of production through industrial development as well as
lesser consumption proportion, should be implemented, thereby, improving the
balance of payment situation. These consequently would result into a gradual
decline of the investment and the foreign exchange limits. Thus, resulting into a rise
in domestic investment in addition to the much anticipated sustainable develop-
ment goals of poverty reduction, total well-being and economic development in the
continent.

Subjects: Social Sciences; Development Studies; Economics, Finance, Business & Industry;
Humanities

Keywords: African countries; dual gap model; foreign direct investment; foreign exchange
gaps; savings gap; skills gap

1. Introduction
The region of Africa, like other developing continents, has inherent features of limited skill factors,
as well as savings and foreign exchange. Sustainable development accentuates the need to propel
a decline in these limits of investment and foreign exchange, by encouraging the inflow of foreign
investment, essentially specifying the flows that bring along both foreign skills and technological
diffusion (Amoo, 2018). Developing economies typically have inadequate productive factors
(Jaspersen et al., 2000); Africa, likewise other developing economies, globally have features of
limiting gaps of foreign exchange, investment and human capital skills. It is, however, expected
that the inflow of foreign investment should bring along both foreign human capital skills and
technology. These hence, results into a decline in the gaps of human capital skills through diffusion
of technology, as well as a decline in the gaps of foreign exchange and investment.

An economy could raise new resource and capital by amassing wealth domestically and by
capital influx from the external context. Since the Foreign Direct Investment (FDI) net inflow
enhances investment if sustained, it increases growth and per capita income. This subsequently
would bring about a rise in the degree of savings domestically and likewise acceleration of
domestic resource, thereby gradually closing the savings gap. This would create a resultant effect
of reducing dependence on FDI and thereby bring about development of the economy. However,
for Africa, the gaps are becoming incessantly wider instead of closing up as experienced by other
developing regions like Asia, Europe and Latin America. The desired sustained increase in income
growth and by proxy income per capita is not achieved to lead to the anticipated increased savings
and investment. This will make economic development farfetched, as FDI does not successfully
substitute for the limited local factors to permit increase in total output, but rather witnessing
continuous capital needs for these economies (Chenery & Stout, 1966; Easterly, 1999; Garcia-
Molina & Ruiz-Tavera, 2009).

Developing countries are characterized with minimal per capita income; invariably, these coun-
tries likewise possess minimal volume of savings and this literarily translates to inadequate capital
domestically (Jaspersen et al., 2000). This shows that the limit of capital, as well as savings is
inadequate to meet investment demands. High skill and technology for developing economies are
equally deficient factors of production and this limits investment capability in the economies,
thereby restricting ability to attain required level of economic development. Unfavourable balance
of payment position, which results from an excess volume of import compared to export creates
a foreign exchange gap. The skills and savings gap, coupled with the foreign exchange gap, makes
it imperative for inflow of external resource to augment the limits of factors of production. The
probable challenges regarding savings, skills and foreign exchange could be sorted out in the time
being through the addition of foreign resource, to substitute for absent indigenous resources.
These thereby, permit a rise in aggregate productivity, which would gradually increase limited
factors of production, reduce dependence on foreign capital and consequently result into
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economic development (Ahmed et al., 2015; Chenery & Stout, 1966; Szkorupova, 2015; Workneh &
Francken, 2015).

Developing African countries have increasingly seen the inflow of external assistance as an
avenue for economic of development as well as providing growth of income and job creation.
Nations do open up international capital flow systems and practice other strategies to pool in
foreign finance. The imminent concern is the determination of the most appropriate approach to
practice strategies domestically. This could enable the indigenous economic environment to make
the most of the gains of the existence of international finance. However, countries have neglected
possible avenues to develop the domestic investment to be able to sustain the productive engage-
ment advantage. Nevertheless, countries are engrossed with the general effect of flow of capital
on the progress of the entire economy and all wellbeing-boosting procedures. This could be
attained through the avenues by which these gains effectively contribute towards greater growth
of the economy, essentially the effective device for reducing poverty in developing economies
(Adegboye, 2014; Ahmed et al., 2011; Zandile & Phiri, 2019). The research therefore appraised the
effect of net inflow of foreign capital on closing foreign exchange likewise investment gaps of
selected economies in Africa. In addition, it evaluated the extent to which the net inflow of foreign
finance has successfully closed the gaps of limiting productive factors in the selected African
countries.

2. Theoretical framework and literature review
Developing continents Africa inclusive, portend features of minimal per capita income; limited
savings that literarily translates to inadequate investment domestically (Jaspersen et al., 2000; Lee
& Sami, 2019). The gaps of investment can be explained thereby, as savings which is insufficient to
meet investment demands. Skill and technology for developing economies are equally deficient
factors of production and this limits investment capability in the economies, thereby restricting
ability to attain required level of domestic engagement economically (Ullah et al., 2014). Also,
a higher volume of import compared to export creates a foreign exchange gap. The skills and
savings gap, coupled with the foreign exchange gap, creates the need for foreign assistance influx
to augment the limits of factors of production. The impending restrictions of foreign exchange,
human capital skills and investment, could be temporarily relaxed by inflow of foreign assistance,
to substitute for lacking local production factors. This thereby, results into an increase in total
output, which gradually increase limited factors of production. It would consequently reduce
dependence on foreign capital, and thus result into economic development (Bakare Aremu &
Bashorun, 2014).

FDI net inflow is also expected to reduce the limit of scarce production factors, increase total
productivity, thereby gradually increasing income per capita. These increases gradually boosts
domestic investment, which is needed to attain increased national output and economic develop-
ment. The theory of the determination of a nations’ trade pattern developed in Sweden from
Heckscher (1919), and Ohlin (1933), states that those products that require (profuse production
factors) for producing more of and fewer of (limited factors) are exported in trade for commodities
which require for resources counter wise. Hence tangentially, we export factors that are in
abundance and import factors that are scarce Jones (2002). The Heckscher-Ohlin theory forecasts
that countries export the commodity that utilizes the abundant factors exhaustively, and import
the products utilizing limited resources or factors intensely. An economy that is relatively labour-
abundant should possess high proportion of labour relative to other resources than it is available
from the remaining parts of the globe. A commodity also is said to be labour intensive, if labour
cost has more proportion of its worth than the value of other products (Opp et al., 2009).

The factor endowment theory states that physical capital (non-human) and high skilled labour
that is technical workers (human capital) are abundant in industrialized countries. Unskilled labour
are however scarce in developed countries. This implies that the opposite pattern of abundance
and scarcity of physical capital; high skilled labour, and unskilled labour is obtainable in developing
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economies. Therefore, for developing countries, there is limited supply of physical capital, technol-
ogy and skilled human capital, and these can be filled by inflow of foreign capital which comes
with skills and technology (Jurcic et al., 2013).

According to the theory of FDI and new growth, the net influx of foreign capital is expected to
reduce the limits of production components, which limit development and rather improve growth
and living standard for the economies. Once an economy is liberalized resulting into easing up the
capital account, challenges resisting the inflow of external finance decline. An increase in invest-
ment, funded by external savings results into a sturdy progression of the local rate of interest, and
thereby greater investment and quicker economic growth (Prasad et al., 2007).

However, an indirect association between external finance inflow and savings gap has been
highlighted by previous research regardless of the sturdy hypothetical standpoint for a direct
impact on economic development. This was asserted by Taslim and Weliwita (2000), and also
Easterly (1999) summed that there was no evidence that foreign investment was condition for
growth. According to Nushiwat (2007), however, there is a general direct association between
foreign finance inflow and savings. This is also corroborated by the research of Baltabaev (2013),
which indicated the condition of absorptive capacity of the concerned countries being determinant
for positive relationship.

3. Research methods
An analysis of the impact of the net FDI inflow on closing the gaps of foreign exchange and
investment of selected countries in Africa is executed in a conceptual structure of a regression
analysis on cross-country basis with the use of data on foreign capital inflows for 39 countries in
Africa over the period beginning from 2000 to 2018. The countries selected were from four sub-
regions of Africa that comprise the sub-Saharan region and the period selected represented the
appropriate balance for the panel data set. Based on theory, the likely limits of savings, skills, and
foreign exchange could be in the interim loosen up by inviting foreign resources, to substitute for
limiting local factors. These thereby, permit an increase in total output, which gradually increase
limited factors of production and reduce dependence on foreign capital (Workneh & Francken, 2015).

Chenery and Stout (1966) noted a triple phase development pattern through which economic
progress advances at the pace that is acceptable for the scarcest resources; the gaps of savings,
skill and foreign exchange. At the foremost phase of development, growth is probably investment
restricted as encountered by majority of developing countries. It is anticipated that external
technology and skill result into a decline in the gap of skill. Likewise, inflow of investment results
into a decline in the savings and foreign exchange gaps. This theory is adopted for the African
experience, because of the apparent gaps of savings and skills resulting into the dire need of
foreign capital for economic development, as asserted in the model.

In the national income equation

Y ¼ Cþ Iþ X �Mð Þ (1)

To derive savings equation

S ¼ Y � C (2)

Where; C = Consumption, I = Domestic capital formation or Investment

X = Export, M = Import and S = Savings.

From Equation (2)

Y ¼ Cþ S (3)

Bosede Adegboye et al., Cogent Social Sciences (2020), 6: 1743138
https://doi.org/10.1080/23311886.2020.1743138

Page 4 of 13



National income is given as, Cþ Iþ X �Mð Þ ¼ Cþ S: Simplifying further we have,

I ¼ S� X �Mð Þ (4)

If M > X

Therefore, dearth in payment balance; and need for financing.

The gap of foreign exchange is as follows:

M� X ¼ F (5)

Where F = capital import.

Therefore, I ¼ Sþ F (this means actual savings gap equals actual foreign exchange gap).

I� S ¼ F (6)

This as well is the savings gap that requires closure via external assistance.

However, the surplus of premeditated capital formation above savings might vary from the
volume of excess planned importation above exportation. If I� Sð Þ> M� Xð Þ, then all investment
will not be realized. The required foreign assistance equals the greater of the dual limits. Supposing
the foreign exchange limit is greater than the gap of investment, importation reduces and external
assistance declines. This if viewed along with the contributions inclined towards development
efforts, makes growth limited. The import of capital for the foreign exchange gap will remove
the limitation placed on trade and therefore close the trade gap.

The empirical model for this study draws insight from Adegboye (2014) that covered 39 SSA
countries which are: Angola, Benin, Botswana, Burkina Faso, Burundi, Cameroon, Cape Verde, Central
Africa Republic, Chad, Comoros, Democratic Republic of Congo, Cote d’Voire, Djibouti, Equatorial
Guinea, Ethiopia, Gabon, Gambia, Ghana, Guinea, Guinea Bissau, Kenya, Liberia, Madagascar, Malawi,
Mali, Mauritania, Mauritius, Mozambique, Namibia, Nigeria, Rwanda, Senegal, Sierra Leone, South
Africa, Swaziland, Tanzania, Togo, Uganda and Zambia.

These countries are selected from the Central, Eastern, Southern and Western African and with
regards to the accessibility of Data. The study engaged data from Human Development Index
(HDI) and World Development Indicators (WDI) for the period (2000–2018).

3.1. Empirical Model
A model of 39 SSA economies as listed above is selected premised on data availability for the
period. Therefore, the baseline model for the study is specified implicitly as:

HDI ¼ f FDI; INFRS;ROI;DOMINV IMEXPð Þ (7)

Equation (7) can be simplified explicitly as:

HDI ¼ β0 þ β1FDIit þ β2INFRit þ β3ROIit þ β4DOMINVit þ β5IMEXPit þ εit (8)

Where: HDI: means Human Development Index as proxy for economic development, FDI: means
foreign direct investment; INFR means infrastructure; ROI means rate of return on investment,
DOMINV: means Domestic investments which represents Savings Gap, IMEXP means trade deficit
which represents the Foreign Exchange Gap, ε is the error term which encapsulates all descriptive
variables that are excluded from the model.

β0 is the constant term, β1, β2, β3, β4, β5 are the constants of the descriptive variables, while “i”
and “t” represents entities and time respectively. Entities in this study refer to the 39 SSA countries
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listed above, and time represents the period of study (2000–2018). The A priori expectation for the
study is given such that: β1 > 0, β2 > 0, β3 > 0, β4 > 0, β5 > 0. This implies that, the explanatory
variables have a direct impact on economic development.

The variables utilized in the specification of the model are from two sources: the WDIs (WDI,
2017) and the Human Development Index (HDI, 2017). To estimate the specified model, the study
employed the fixed effects regression model.

3.2. Data sources and measurement
The data was sourced from WDIs (WDI, 2017) and Human Development Index (HDR, 2017). The
variables are; Human Development Index (HDI), that is used as proxy for economic development.
The components of HDI used are life expectancy at birth; adult literacy; school enrolment and per
capita gross domestic product. Foreign direct investment (FDI), is measured by net inflow percen-
tage of Gross Domestic Product (GDP); Infrastructure (INFR), is measured as access to electricity
percentage of population; Rate of return on investment (ROI), is measured as inverse of GDP Per
Capita Local Currency Unit (LCU); Domestic investments (DOMINV), is measured as Gross Fixed
Capital Formation as percentage of GDP, which represents the Savings Gap; and trade deficit
(IMEXP), is measured by the total value of import minus the total value of export, which represents
the Foreign Exchange Gap.

4. Results
The results of the descriptive analysis provide a simple summary of the variables selected. This
includes: Human Development Index (HDI), Foreign Direct Investment (FDI), Infrastructure (INFR),
Return on Investment (ROI), Domestic Investment (DOMINV) and Trade Deficit (IMEXP). Various
descriptive statistics used were mean, range, standard deviation and so on. The mean as used here
implies the average of the dataset. It is determined by summation of the entire numbers in the
dataset divided by the entire volume of the numbers. The median is the middle value of every
variable in the dataset. The standard variation is termed as the direct squared value of the
deviation, minimum rate is the smallest figure for a dataset, maximum rate is the greatest figure
in the dataset and the range is the difference between the greatest and the smallest figure in the
dataset. The sloppiness depicts the level of lop-sidedness of the dispersion which could be
indirectly or directly sloped. The kurtosis assesses the level to which the rate of dispersion is
concentrated around the mean. It may be mesokurtic (if the value of kurtosis is = 3), platykurtic (if
the value of kurtosis is <3) and leptokurtic (if the value of kurtosis is >3) as presented in the
descriptive statistic presentation in Table 1.

Table 1 represents the outline of statistics of each variable utilized in the study. Human devel-
opment index (HDI) had an average value of 0.46 and it ranged between 0.268 and 0.779 during
the period of study (2000–2018). The result also showed the dispersion of Human Development
Index about the mean coefficient of 0.101. The dissymmetry value of 7.15 that is above the zero
threshold indicated that the human development index is positively skewed. The kurtosis coeffi-
cient ˂3 indicates that the Human development index is platykurtic. The uniformity of the
sequence was investigated by the kurtosis as well as the skewed uniformity investigation; the
hypothesis was stated in the null form, the analysis depicts that the sequence has normal
distribution, though the analysis’ p value is <0.5. This is lower than the 5% level of significance,
which shows that HDI does not have normal distribution.

The mean coefficient of foreign direct investment (FDI) during the study period is 5.4 and it
ranged between 6.5 and 159.7. The result also revealed the distribution of the FDI around the
average coefficient of 11.92 (standard deviation), indicating the sequence is sparsely distributed
about the average. The skewed coefficient was 89.89, which is above the zero threshold indicates
that FDI has positive direct skewness. The kurtosis coefficient >3.0 indicates that FDI is leptokurtic.
The uniformity of the sequence was verified by the kurtosis and the skewness uniformity analysis;
the hypothesis stated in the null form of the analysis depicts that the sequence are uniformly
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dispersed; however, the p value of the analysis is less than 5%. This is lesser than the 5% level of
significance and it shows that FDI does not have normal distribution.

The mean of infrastructure (INFR) during the years under review is 35.6834 and it ranges from
0.15 to 99.4. The result further revealed the distribution of infrastructure around the average
coefficient of 24.94 (standard deviation) as presented in (Table 1). This indicates that the sequence
is sparsely distributed about the average. The skewed coefficient was 7.95, which is above the zero
threshold indicates that INFR has positive direct skewness. The kurtosis coefficient <3.0 indicates
that INFR is platykurtic. The uniformity of the sequence was verified by the kurtosis and the
skewness uniformity analysis; the hypothesis stated in the null form of the analysis depicts that
the sequence are uniformly dispersed, however, the p value of the analysis is less than 5%. This is
lesser than the 5% level of significance and it shows that infrastructure does not have normal
distribution.

The mean of rate of return on investment (ROI) during the years under review is 0.2 and it
ranges from 0.0 to 0.79. The result further revealed the distribution of rate of return on investment
around the average coefficient of 0.1 (standard deviation) as presented in (Table 1). This indicates
that the sequence is sparsely distributed about the average. The skewed coefficient was 65.90,
which is above the zero threshold indicates that ROI has positive direct skewness. The kurtosis
coefficient >3.0 indicates that return on investment is leptokurtic. The uniformity of the sequence
was verified by the kurtosis and the skewness uniformity analysis; the hypothesis stated in the null
form of the analysis depicts that the sequence are uniformly dispersed, however, the p value of the
analysis is less than 5%. This is lesser than the 5% level of significance and it shows that (ROI) does
not have normal distribution.

The mean of Domestic Investment (DOMINV) during the years under review is 22.37252 and it
ranges from 1.96 to 145.746. The result further revealed the distribution of DOMINV around the
average coefficient of 11.71 (standard deviation) as presented in (Table 1). This indicates that the
sequence is sparsely distributed about the average. The skewed coefficient was 43.47, which is
above the zero threshold indicates that DOMINV has positive direct skewness. The kurtosis coeffi-
cient >3.0 indicates that DOMINV is leptokurtic. The uniformity of the sequence was verified by the
kurtosis and the skewness uniformity analysis; the hypothesis stated in the null form of the
analysis depicts that the sequence are uniformly dispersed, however, the p-value of the analysis
is less than 5%. This is lesser than the 5% level of significance and it shows that DOMINV does not
have normal distribution.

Table 1. Descriptive statistics

DOMINV FDI HDI IM-EXP INFR ROI

Count 741 741 741 741 741 741

Mean 22.3725 5.40918 0.46657 −3.28 × 1010* 35.6834 0.2126

Standard
deviation

11.7132 11.9168 0.100729 3.57 × 1011* 24.9419 0.1026

Coeff. of
variation

52.3553% 220.307% 21.5893% −1089.22% 69.8979% 482.407%

Minimum 1.9681 −6.5492 0.268 −4.4 × 1012* 0.154853 0

Maximum 145.746 159.719 0.779 1.4 × 1012* 99.4 0.78956

Range 144.649 165.774 0.511 5.8 × 1012* 99.3845 0.78957

Skewness 43.4719 89.8878 7.15715 −88.336 7.9492 65.9003

Kurtosis 168.73 464.398 1.14229 407.427 −1.78289 192.923

* figures are presented in standard form.

Source: Authors (2019)
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The mean of Trade deficit (IMEXP) during the years under review is −3.28×1010* and it ranges from
−4.4×1012* to 1.4×1012*. The result further revealed the distribution of trade deficit around the average
coefficient of 3.57×1011* (standard deviation) as presented in (Table 1). This indicates that the
sequence is sparsely distributed about the average. The skewed coefficient was −88.3, which is
below the zero threshold indicates that IMEXP has negative skewness. The kurtosis coefficient >3.0
indicates that trade deficit is leptokurtic. The uniformity of the sequence was verified by the kurtosis
and the skewness uniformity analysis; the hypothesis stated in the null form of the analysis depicts
that the sequence are uniformly dispersed, however, the p value of the analysis is less than 5%. This is
lesser than the 5% level of significance and it shows that (IMEXP) does not have normal distribution.

Joint test of significance on named regressors—Test statistic: F(5, 733) = 250.924

with p value = P(F(5, 733) > 250.924) = 4.44022 × 10−156*

Test for differing group intercepts

Null hypothesis: The groups have a common intercept Test statistic: F(2, 733) = 38.1887

with p value = P(F(2, 733) > 38.1887) = 1.67199 × 10−16*

Relating Equation (8) with Table 2, we have the resulting model as follows:

HDI ¼ 0:33737 � 0:00023�FDIitþ 0:0031�INFRitþ 0:8937�ROIit
þ 0:00092�OMINVitþ 0:000023�IMEXPitþ 0:060176

From Table 2, Infrastructure and Domestic investment presents a significant relationship with

HDI, while FDI, ROI, and IMEXP do not have a significant relationship with HDI at α = 0.5. From Table 3,
the overall model is significant with p value of 8.2×10−161*. Akaike criterion (−2054.32), Schwarz criterion
(−2017.45), Hannan-Quinn (−2040.10), shows themodel performance. Durbin-Watson (0.17506) test for
presence of autocorrelation in the model, Within R-squared (0.631217); shows that the model is good,
the closer to unity the better. The joint test on regressors gives F(5, 733) = 250.924, and a p value
4.44022×10−156*, this shows that the regressors are suitable for the model. The test for differing group
intercepts with F(2, 733) = 38.1887, and p value of 1.67199×10−16*, where the null hypothesis posits that
“there is an accepted intercept for the group”, hence, the null hypothesis is rejected and says that the
groups does not have a common intercept.

Figures 1 and 2 above, represents the relation amid FDI, domestic investment and foreign exchange
gaps for the 39 African countries. From Figure 1, it can be seen that as FDI increases, the gap of foreign
exchange also increases, for the selected period. Also from Figure 2, it could be deduced that as FDI

Table 2. Panel fixed effects coefficients standard

Coefficients Standard Error t - ratio Probability Value
Const 0.337369 0.5678 59.4156 <0.1

FDI −0.22 0.225 −1.166 0.3097

INFR 0.3064 9.2383 × 10−5* 33.1693 <0.1

ROI 0.893728 2.62919 0.3399 0.7340

DOMINV 0.927 0.201 4.6112 <0.1

IMEXP 0.023 0.16 −0.7565 0.4496

Error

* Figures are presented in standard form.

Source: Authors (2019)
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increases, the gap of savings could be seen to increase though quite insignificantly, for the review
period. From the figures, as FDI grows in the region, the gaps of foreign exchange increased rather
than reduce for the selected period, thereby, rather escalating the already deprived balance of
payment deficit. Also, the domestic investment gaps has intangible increase, which is too insignificant
to ginger domestic economic activities in the selected countries.

4.1. Non-parametric test: correlation estimate coefficient test on FDI and gaps of
investment and foreign exchange
Figures 1 and 2 both represents the non-parametric test results for FDI and the gaps of invest-
ments and foreign exchange. From Figure 1, it can be seen that as FDI grows, the gaps of foreign

Table 3. Model performance

Mean dependent var 0.466570 S.D. dependent var 0.100729

Sum squared resid 2.654283 S.E. of regression 0.60176

LSDV R-squared 0.646487 Within R-squared 0.631217

LSDV F(7, 733) 191.4965 p value(F) 8.2×10−161*

Log-likelihood 1035.158 Akaike criterion −2054.316

Schwarz criterion −2017.452 Hannan-Quinn −2040.104

Rho 0.905551 Durbin-Watson 0.175063

* Figures are presented in standard form.

Source: Authors (2019)

Figure 1. Correlation estimate
coefficient of FDI and foreign
exchange gap.

Source: Authors (2019)

Figure 2. Correlation estimate
coefficient of FDI and domestic
investment.

Source: Authors (2019)
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exchange which is expected to reduce and hence close for the selected period is rather widening
and not much of closing up. This invariably means that rather than the limit of foreign exchange
closing for selected countries in the region, it is widening. Hence, the scarce productive factors are
rather getting more limited than abundant as it is being experienced in some other developing
economies globally essentially Asia, Europe and Latin America.

It can also be deduced from Figure 2 that as FDI grows, it also expected that domestic
investment growth will appreciate commensurately. However, from the test, we deduce that the
growth of investment domestically has intangible increase for the selected countries in the region.
As foreign capital inflow increases, it is expected that it would bring about a resultant effect on the
impact of domestic investment. It is expected that as FDI grows, domestic investment should also
grow as it does in other developing regions of the world. However, for the selected countries of
Africa this cannot be seen. The increase is rather not significant enough to close the gap of savings
thereby, too weak to effect any change regarding the already existing gap of savings and invest-
ment domestically.

5. Discussion
The study provided empirical results for selected 39 African countries, through the evaluation of
panel data that was pooled between 2000 and 2018 with the fixed effect regression model. The
study found that FDI do not have a tangible impact relating to closing the investment as well as
the foreign exchange gaps. This depicts that for Africa, the sustainable development goals are
apparently yet implausible, as poverty reduction and total wellbeing of citizens are not being
appreciably attained. This is in consonance with the findings of Adegboye et al. (2016a) that
selected countries’ return on investment rate had no significant impact even on attracting the
inflow of foreign capital, despite enormous opportunities available in these economies. However,
the inability of the foreign capital to close gaps of exchange rates and investment is contrary to
the theory stated by Chenery and Stout (1966), but is corroborated by the study of Malikane and
Chitambara (2017), as the results showed a weak positive relationship with FDI and total factor
productivity in Africa.

The study hinges on the deficiency of the African region to entirely absorb foreign technology as
the restricted ability to engage it, hence, describing it as being relatively laid back (Blomstrom &
Kokko, 2003). The flow of foreign investment should increase domestic activities, which will
invariably increase income, savings and gradually close the investment and foreign exchange
gaps. This will enable the country to sustain further development from its own resources and
reduce dependence on foreign capital as observed in literature, and as it obtains in other devel-
oping countries globally for instance, in Asia, Europe and Latin America. As net influx of FDI
increases, the consequent rise in income habitually do not impact tangibly in relation to invest-
ment in the domestic sector. This has not tangibly brought about a decline in the savings gap;
neither did it result in the decline of the gaps in foreign exchange. However, the inflow of FDI is
capable of inciting an increase in the domestic sector activities, and also increase domestic
production. These would reduce import dependence, as well as increase potentials of export due
to increased domestic production, hence improving the balance of payment misalignments.
Thereby, consequently creating better living standard for the citizenry of the developing African
economy. However for the research work on the African experience, rather than close the factor
limit of savings, foreign exchange as well as skills, the gaps rather increased.

This research work found that as FDI increased in the economies, so did the gaps of foreign
exchange and investment increase over the years. This can be clarified by the fact that the positive
effect of foreign investment is minimal for the African economies. Also, the sector of inflow of FDI,
which is usually the capital intensive resource exploitation for the African region, more often than
not crowd-out investment domestically. This is not the case for other developing regions like Asia,
Europe and Latin America, where a tangible positive effect of foreign investment is found on
economic development (Susic et al., 2017). For Africa, in spite of the great deposit of natural resource
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and large investment opportunity, there is the continuous presence of the savings limit, hence, the
investment gap (Diouf & Hai, 2017; Fasanya & Olayemi, 2018). Also, the gaps of foreign exchange
increasing rather than closing is an indication of the peculiar characteristics of developing econo-
mies like Africa that are usually consuming rather than producing nations, thereby, consistently
worsening balance of payments position. This was the position of Fasanya and Olayemi (2018) and
Adegboye et al. (2016b) that a boost of export for developing economies is rather expedient, in order
to reduce overdependence on foreign exchange. These hence, would result into a better balance of
payment position and consequently reduction in the foreign exchange gap.

The research work found that despite the relative increase in FDI, the gaps of investment in the
domestic sector has rather widened instead of closing in expectation to theoretical prospects. This
is same as the result of Bender and Lowenstein (2005) reporting an indirect association between
imported investment and per capita income of the selected economies. In the same vein, an
inverse relationship was determined between the foreign inflow of capital and savings in the
research work of Nushiwat (2007), Taslim and Weliwita (2000), and Easterly (1999) also stressed
that there was no evidence that foreign investment was condition for economic growth or devel-
opment in the selected economies.

5.1. Conclusion and recommendations
In conclusion, the research work posits that for the African region, the foreign investment inflow has
not succeeded in closing the gaps of foreign exchange as well as the investment gaps. Rather, as FDI
increased relatively through the examined period, the gaps incessantly remained wider. The study
recommends that; the government of developing economies in Africa that welcomes the inflow of
external finance should implement it with flow directed to crucial sectors. This would boost indus-
trialization, efficiency and linkages of local firms to aid impactful development of domestic sector.
These attainments would encourage exports and discourage imports to enable the countries have
better position in the balance of payments. The government should also, through policies of apprecia-
tion or depreciation of the countries’ exchange rates, reduce discrepancies in foreign exchange rates.
This would bring about tangible progress result for a gradual decline of the foreign exchange gaps.
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