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Abstract

This study aimed to examine the impact of foreign direct investment and
trade openness on Kenya's economic growth for the period between1975-
2021.Todo so, the study applied the Autoregressive Distributed Lags (ARDL)
model to explore the long run and short run effect among the variables. The
result of bound test cointegration confirms the presence of cointegration
among the variables. Findings from ARDL suggest that FDI and trade
openness positively influence economic growth in the long-run. The short-
run results revealed that trade openness was found to have a positive and
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economic growth is not statistically significant. Similarly, economic growth POI-10.58970/1)58.2208

had a favorable and long-run impact on FDI, while its short-run effect was
minimal. The error correction term shows annual adjustment from any
deviation in the previous period will be corrected by a speed of 99% in the
long run. Therefore, the study recommends that directing FDI towards
industries that are focused on exports is significant and promotion of export-
led growth would enhance economic growth in Kenya economy.
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1. Introduction

Since the early 1980s, Kenya has undertaken significant economic reforms through Structural
Adjustment Programmes (SAPs), marking a shift from the controls and inward-looking trade
policies that dominated the 1960s and 1970s. The 1970s were marred by economic crises
triggered by terms of trade shocks, fiscal mismanagement, and structural inefficiencies. Kenya
achieved lower-middle income status in 2014, surpassing the World Bank's benchmark GDP
per capita. Factors such as Foreign Direct Investment (FDI) and international trade have played
a pivotal role in driving Kenya's economic growth. Recent literature in developing nations has
placed substantial emphasis on the nexus between economic growth, FDI, and trade openness.
Theoretically, economic growth, FDI, and trade openness exhibit positive correlations.
Developing countries, constrained by budgetary limitations, seek to attract more FDI as their
long-run growth and often relies on foreign assistance. Attracting inbound FDI is influenced by
various factors, including skill development, knowledge transfer, technological innovation, and
research and development (R&D) activities within host nations. However, there has been
ongoing debate about the relationship between foreign direct investment, trade openness, and
economic growth. Trade openness and FDI, as highlighted by Idris and Habibullah (2016), is a
key driver of economic growth. Despite this correlation, empirical data also reveals occasional
conflicts between FDI and economic expansion. This perspective aligns with dependency
theory, which argues that heavy reliance on foreign investment can negatively impact income
distribution and overall economic growth. The core premise of dependency theory is that an
economy controlled by outsiders doesn't develop organically but rather in a fragmented
manner (Amin 1974).

Analyzing the relationship between trade openness and economic growth, various theories
come into play, such as Endogenous Growth Theory (Romer 1986; Lucas 1988), Transaction
Cost Theory (Coase 1937; Williamson 1981), and International Product Life Cycle Theory
(Vernon 1966). According to the Endogenous Growth Hypothesis, a nation can redirect its
production resources towards industries in which it has a competitive advantage. This
approach underscores the potential for achieving a higher equilibrium growth rate over time
by increasing specialization and reducing input costs, as factor endowments are more
efficiently utilized due to trade openness (Romer 1989).

Based on actual data from the World Bank (WDI, 2023), the relationship between FDI inflows,
exports, imports, and total trade as a percentage of GDP in Kenya indicates that trade growth
has outpaced the increase in foreign direct investment. It is noteworthy that there was a trade
surplus between1976-1977 and 1993-1994, during which Kenya earned more from its exports
than it spent on imports. However, in recent years, FDI, exports, and imports have experienced
a decline with slight increase in 2021.
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2. Literature review

The exploration of the interplay between foreign direct investment (FDI) and global trade has
always drawn the attention of many researchers, approached from diverse angles. The
empirical findings are not always consistent, there's a prevailing notion that international trade
and FDI are intertwined with a country's economic growth. Several studies have scrutinized
the nexus between economic growth, FDI, and trade openness, revealing that FDI inflows can
stimulate a host country's economic growth by facilitating the assimilation of novel
technologies (examples include Asghar and Hussain 2014; Blomstrom, Lipsey, and Zejan 1992;
De Mello 1997; Borensztein, Gregorio, and Lee 1998), among others. For instance, Szkorupova
(2014) delved into the relationship between FDI, economic expansion, and exports in Slovakia
during the period from 2001 to 2010. The study confirmed a long-run association among these
variables and underscored the positive contributions of both FDI and exports to the nation's
GDP. Similarly, in Cote d'Ivoire, Zambe and Yaoxing (2010) used the ARDL bounds testing co-
integration approach and Granger causality tests to examine the long run impacts of FDI and
trade openness on economic growth. Their findings echoed a significant long-run correlation
between FDI, trade openness, and economic growth. However, Demir & Lee (2022) widened
the scope by examining the relationship between FDI and economic growth across different
regions from 1990 to 2012. Their conclusions suggested substantial and beneficial effects of
FDI on the economic growth of specific sub-national groups but found no long run impacts on
the overall economic growth of host countries. Koojaroenprasit (2012) investigated the
influence of FDI on South Korea's GDP growth during the period spanning 1980 to 2009. The
study uncovered a meaningful positive influence of FDI on GDP growth, complemented by
contributions from employment, exports, and human capital. Contrastingly, Durham (2004)
introduced the idea that the effects of FDI are contingent on a host nation's "absorptive
capability” rather than establishing a direct link to economic development. Meanwhile, Li and
Liu's (2005) analysis of FDI's impact on 84 diverse countries argued that neither developed
nor developing nations can solely rely on FDI to revamp their economies. Examining Ghana's
context, Sakyi, Commodore, and Opoku (2015) utilized the ARDL model to scrutinize the long
run connections between FDI, trade openness, and economic growth, affirming the notion that
trade openness and economic growth are interconnected. In summary, despite a general
consensus among many economists regarding FDI's significance in a country's growth, the
empirical literature concerning its relationship with trade openness and economic growth
remains inconclusive. Discrepancies in findings are attributable to divergent viewpoints,
sample selections, research methodologies, and analytical approaches. Additionally, country-
specific attributes play a pivotal role in unraveling these empirical relationship. This study
seeks to provide a country-specific analysis, encompassing both immediate and protracted
effects of these factors. Subsequent sections will delve into the research methodology, data
analysis, policy implications, and conclusions.

3. Methodology

3.1 Data and description

The empirical study looked at the effects of trade openness and foreign direct investment on
economic growth in Kenya during a time period extending from 1975 to 2021. The main source
of the data was from World Development Indicators. The study made use of the STATA
software version 14 to analysis the data. FDI inflows, trade openness (export plus import
divided by GDP), and economic growth are the three variables included in the research. In
order to accurately measure GDP growth, FDI inflows, and trade openness in the context of the
study, the variables were chosen based on their theoretical and empirical importance.
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Table 1: Details list of variables.

Variables Proxy Measurement Source

Foreign  direct investment | FDI inflows Foreign direct investment, net inflows (BoP current US$) | WDI

inflows

Trade openness | Openness Exports plus imports (BoP current US$) divided by GDP | WDI
(current US$)

Economic growth GDP GDP (current US$) WDI

Source: Author

3.2. Model

The data for the research were taken from the World Development Indicator (WDI), which
covers the years 1975 to 2021. The research equation is as follows:
FDIt = B0 + B1GDPt + B20PENNESSt + €t (D

Where;

FDI = Foreign direct investment

t=Time

GDP = Economic Growth

OPENNESS = Trade openness

B0, B1 and B2=coefficient

€t= error term

3.3. Econometric techniques

To verify the unit root in time series, many tests have recently been proposed in the literature
(Phillips-Perron (PP test, 1988); Kwiatkowski et al,, 1992; Augmented Dickey and Fuller (ADF),
1981; and Dickey and Fuller, 1979). Only the ADF test and PP test were applied in our study to
assess if the series had a unit root or not. Consider calculating the following equation with the
ADF and PP tests.

For ADF test: Ay, =By + B1ye—1 + 2r1Byi+o+&  (2)

For PP test: Ay, =B, + f1Yi-1 + & (3)

Where y stands for the time series, t for the period's linear trend, A for the first difference
operator, f§ for constant, n is the optimal integer of lags in the dependent variable, and t for the
random error component.

Autoregressive distributed lag bounds test: We use the bounds test with the dynamic simulated
ARDL technique to assess the long-run relationship between variables for cointegration. The
following is the model equation that we used:

AFDI, = By + YB,AFDI;_y + YB,AGDP;_; —

YB3 AOPENNESS;_1+@FDI,_1 +@,GDP;_1+@30PENNESS;_ + & (4)

In Equation 4 30, 31, 2, and 33 show the short-run coefficients; contrary to, and represent the
long-run coefficients and white noise. For short-run relationships, the ECM equation is also
provided below.

AFDI; = By + XB1AFDI;_1 + ¥B,AGDP;_; + Y w3AOPENNESS,;_1 + 0ECM; + v, (5)

4. Results and discussion

4.1 Descriptive Statistics

Table 2 below provide the descriptive statistics for all variable involved in our analysis as a
basis for further statistical testing and are transformed into a log form. From Table 2 all the
variables has a standard deviation smaller than their mean, indicating that the observed values
are valid and no control variables are needed. Foreign direct investment has the highest
standard deviation, it's a clear indication that FDI is highly volatile. From this table, we can see
that the mean value of InGDP is 23.5114, the median is 23.28, the maximum value is 25.42105
and the minimum value is 21.90479. In the case of InFDI, the mean is 18.1167, the median is

118


https://www.mdpi.com/1996-1073/15/6/2050#table_body_display_energies-15-02050-t001

1JSB

17.86, the maximum value is 21.09516 and the minimum value is 12.8852. The InOPENNESS
mean is 0.5785071, the median is -0.61, the maximum level is 0.4007322 and the minimum

level is -1.300213.
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Table 2: Descriptive statistics for different variables.

InGDP InFDI InOPENNESS
Mean 23.5114 18.1167 0.5785071
Maximum 25.42105 21.09516 0.4007322
Median 23.28 17.86 -0.61
Minimum 21.90479 12.8852 -1.300213
Std. Dev. 1.042463 1.726401 0.3412553
Skewness 0.4882455 -.2076756 0.6539861
Kurtosis 1.888016 3.356475 4.276961
Sum 1105.036 851.4848 -27.18983
Sum sq. dev 137.10113 499895127 5.35693967
Observations 47 47 47

Source: Authors’ calculation using Stata 14.

4.2 Correlation Analysis

The study used the Pearson correlation coefficient to assess the linear relationship between
GDP, FDI, and OPENNESS and to establish its strength and direction (Pearson, 1896). The
coefficient indicates how closely the two variables are related and in which direction. The
results of this study show that the correlation coefficient between GDP and FDI was 0.7520,
indicating a strong positive relationship between the two variables. In other words, when FDI
increases, GDP tended to increase as well and vice versa. The coefficient between GDP and
OPENNESS was -0.6226 while FDI and OENNESS was -0.3960 indicating a negative
relationship. It is important to note that correlation does not imply causation. While a strong
relationship existed between FDI and GDP, it did not necessarily mean that FDI caused GDP or
vice versa. Hence, further analysis was required to model the nature of the link between these
three variables.

Table 3: Correlation matrix

Variables InGDP InFDI InOPENNESS
InGDP 1.000

InFDI 0.7520 1.000

InOPENNESS -0.6226 -0.3960 1.000

Source: Authors’ calculation using Stata 14

4.3 Unit root test

We checked to see if the data was stationary before starting the analysis. Current advancement
in the literature suggests a number of methods (Dickey and Fuller, 1979; To examine the unit
root in time series, researchers enhanced Kwiatkowski et al., 1992, Dickey and Fuller (ADF)and
Phillips-Perron (PP test, 1988). The unit root test has been performed independently using the
two widely used test techniques, such as ADF and PP, on the annual series of GDP, FDI, and
OPENNESS variables at transformed series by taking the log, first difference, and incorporating
constant, and both trend and constant. A stationary time series is preferred in the analysis due
to its predictability, as it possesses constant statistical properties over time, such as a
consistent mean and variance. In contrast, a unit root series has statistical properties that
change over time, making its behavior less predictable. Additionally, a time series with a unit
root has a mean that grows or declines over time, making its behavior unpredictable too.
Results for stationarity for each of the series used in the analysis are presented in Table 4. The
results indicate that GDP and Trade openness had unit roots, hence it was transformed to the
first difference before model analysis were undertaken. While trade openness is claimed to
follow the I(0) process, foreign direct investment and economic growth follow the I (1) type
process, reflecting a mixed order of integration. This may imply that ARDL bound approach
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should be employed in place of other methodologies to examine the possibility of a common
trend that all possible series could display.

Table 4: Results of Unit Root Tests

Variables ADF test PP test

Level Difference Level Difference Stationary

order
Constant | Constant | Constant | Constant | Constant | Constant | Constant | Constant
& trend & trend & trend & trend
InFDI -2.066 -3.739 -5.135 -5.288 ** | -3.249 -3.539 -4.275 -4.199 ** | 1(1)
kk *kk

InOPENNES | -3.198 -3.353** | - - -5.129 -4.456 - - 1(0)

*k *kskk *kkk
InGDP -0.042 -1.777 -3.651** | -3.736 ** | 0.097 -1.571 -4.782 ** | -4,743** I(1)

Source: Authors’ calculation using Stata 14

Notes: Null hypothesis is that the time series is nonstationary (time series has a unit root),
against the alternative hypothesis of stationary series (time series has no unit root). The
numbers that are displayed are the results of the test statistic and their corresponding degrees
of statistical significance. Significant levels of 10%, 5%, and 1% are indicated by the symbols *,
** and *** respectively.

4.4 Optimum lag selection

Selecting the right number of lags for the ARDL model is important after evaluating the unit
root and making sure that none of the variables are integrated of order 2 or higher. It is crucial
because an excessive number of lags or an insufficient number of lags could, respectively,
increase forecast inaccuracy and exclude important information (Stock & Watson, 2006). For
annual data, CEPR (2001) advised taking a maximum lag of 1-2 (Ivanov & Kilian, 2001). Initial
lag length selection is also required to estimate the ARDL model, which is necessary for
performing the bounds cointegration test and evaluating the error correction model. In the
case of conflicting results, CEPR (2001) suggested following the SBIC for any sample size for
the quarter and annual data (Ivanov & Kilian, 2001). This study has yearly data of 47
observations, so we follow the SBIC criterion and the optimal lag length of 1 for further
operations. The results of the ARDL analysis's ideal lag order selection criteria are shown in
Table 5. The ARDL model's accuracy and dependability in determining the link between foreign
direct investment, trade openness, and economic development are improved by the adoption
of the optimum lag order. The Likelihood Ratio (LR), Schwartz Bayesian Information Criteria
(SBIC),Akaike Information Criteria (AIC), Hannan Quinn Information Criteria (HQIC), and
Forecast Prediction Error (FPE) Criteria, were among the statistical methods used to find the
ideal lag order (k). Because SBIC is preferred because it has the ability to choose the true model,
Hussain (2009) utilised the minimum value of the SBIC to choose the lag order.

Table 5: Results of Optimal lags

Lag LL LR df P FPE AIC HQIC SBIC

0 -130.063 .097818 6.18896 6.23427 6.31183

1 -15.2906 | 229.54* 9 0.000 .000715* 1.26933* 1.45058* 1.76083*
2 -6.9137 16.754 9 0.053 .000742 1.29831 1.6155 2.15843

3 -3.28601 | 7.2554 9 0.611 .000969 1.54819 2.00131 2.77693

4 4.01459 14.601 9 0.102 .001083 1.62723 2.21629 3.2246

Source: Authors’ calculation using Stata 14

4.5 The Bounds Test Results

Cointegration testing serves as the initial step in the analytical process when employing the
ARDL (AutoRegressive Distributed Lag) model. To assess the presence of cointegration, the
ARDL bound test is employed, which aims to examine the "null hypothesis" that cointegration
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is absent. Under this null hypothesis, the joint F-statistic, a key parameter in the bounds tests,
follows an unusual asymptotic distribution. In this context, the ARDL bounds testing method
becomes applicable once it has been established that the variables exhibit a combination of
integration orders, such as 1(0) and I(1), as per the findings (Pesaran & Shin, 1999; Pesaran et
al, 2001). The ARDL framework enables the assessment of cointegration, and the results of the
ARDL bounds test are presented in Table 6.

Table 6: Results of Optimal lags selection

Test Statistic Value K
F-statistic 13.392 2

Critical Value Bounds 1(0) Bound I(1) Bound
Significance

10% 3.17 4.14

5% 3.79 4.85

2.5% 4.41 5.52

1% 5.15 6.36

Source: Authors’ calculation using Stata 14.

Note: * The variables' lag length (1 0 0). In the context of cointegration testing, the decision
process involves comparing  the calculated F-statistic with critical values associated with
different orders of integration, specifically [(0) and I(1) regressors.

For instance, at a significance level of 1%, the critical values provided in Table 6 fall within the
range of 5.15 for I(0) and 6.36 for I(1). In this case, the calculated F-statistic, which is 13.392
based on the data, exceeds the critical values for I(1) regressors but falls below the critical
values for I(0) regressors. This outcome signifies that, at the 1% significance level, the null
hypothesis of no cointegration is rejected. Instead, the evidence points to the existence of a
long-run relationship between the dependent and independent variables (P. K. Narayan, 2005).
This conclusion suggests that cointegration is present, and as a result, the ARDL framework is
fitted with an error correction model (ECM) to account for both short-run and long-run
interactions between the variables.

4.6 Long run and short run coefficients

The long-run and short-run coefficients are derived through the ARDL (AutoRegressive
Distributed Lag) and ECM (Error Correction Model) methods, respectively. The selection of the
optimal lag order for the model is based on Schwarz's Bayesian Information Criterion (SBIC).
In this case, the ARDL model is estimated with a maximum lag length of 1. Table 8 presents the
results outlining the long-run effects of the economic relationship between the predictand
(Foreign Direct Investment) and the predictors (Trade Openness and FDI). These coefficients
provide insights into how changes in the predictor variables influence the predictand in the
long run, offering valuable information for understanding the dynamics of the economic
relationship under consideration.

4.7 ARDL Short-Run Results
Table 7: Results of short-run analysis

Variables Coefficient St. Error t Value Prob

InFDI(-1) 0.0082899 1573658 0.05 0.958
InGDP 0.6376895 .6532535 0.98 0.335
InTD 0.587823 .3024008 4.59 0.000
Constant -14.30883 5.339884 -2.68 0.010

F(3,42)=18.61

Prob > F=0.0000

R squared=0.5707

Adj R-squared=0.5400
Source: Authors’ calculation using Stata 14
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The ARDL model's findings show a positive short-run relationship between trade openness and
FDI. Additionally, if trade openness changes by 1%, FDI changes by 58.9%, and vice versa.
Furthermore, the results suggested that there was no short-run correlation between GDP and
FDI. Additionally, all of the predictors employed account for 57.07% of the fluctuations in
foreign direct investment, whereas 42.93% are outside the model. Table 7 displays these
relationships.

4.8 ARDL Long-Run Results

Table 8: Results of Long- run analysis

Regressor Coefficient St. Error t Value Prob

Error Correction Term | -0.9917101 0.1573658 -6.30 0.000
(ECT)

InTD 0.6430201 0.6616539 0.97 0.037
InGDP 0.699424 2212472 6.33 0.000
Constant -14.30883 5.339884 -2.68 0.010
R squared= 0.4889

Adj squared= 0.4524

Source: Authors’ calculation using Stata 14

According to the ARDL findings, GDP and trade has long run, positive relationship with FDI. A
1% change in GDP will alter foreign direct investment by 69.94%, and the opposite is true.
Additionally 1% change in trade will alter foreign direct investment by 64.94%, and the
opposite is true. The R square value showed that 48.89% in FDI is due to all predictors used in
the study. These connections are shown in Table 8.

The study's findings revealed a strong negative coefficient of ECT, indicating that over time, the
dependent and independent variables would converge. This revealed a long-run link between
the factors. The correction rate for any departure from the long-run equilibrium will be
corrected by a speed of 99.17%.

4.9 Sensitivity Analysis/Diagnostic test

Table 9. Diagnostic statistics tests.

Diagnostic Statistics Tests p-Values Results

Breusch Godfrey LM Test 0.6416 No evidence of serial correlations
Breusch-Pagan-Godfrey Test 0.1167 No evidence of heteroscedasticity
Heterogeneity Test 0.7446 No evidence of heterogeneity

Source: Authors’ calculation using Stata 14

To determine the reliability and validity of the outcomes of the foreign direct investment
model, a number of diagnostic tests were carried out. The error terms were not serially
correlated, according to the results of the Breusch and Godfrey (1978) LM autocorrelation test
(0.6416>0.05). The model was homoscedastic (0.1167>0.05), according to the
heteroskedasticity test conducted by Breusch and Pagan in 1979. Furthermore, because the P-
value 0.7446 is higher than 5%, we are unable to reject the null hypothesis of the heterogeneity
indicating there is no heterogeneity problem. To ascertain whether the coefficients are stable,
we employed the CUSUM graphs in Figure 1, as well as the CUSUM of squares graph in Figure
2. The graphs below show that at the 5% level of significance, coefficients are stable.
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5.0 Conclusion and Policy Implications

The primary objective of this study is to assess the impact of Foreign Direct Investment (FDI)
and trade openness on the economic growth in Kenya. To achieve this objective, the study
employs the ARDL (AutoRegressive Distributed Lag) bounds test model using time series data
spanning from 1975 to 2021. Initially, the stationarity of the variables was examined using
enhanced Dickey-Fuller and Phillips-Perron tests. The results revealed a mix of stationary
variables at the level and others that became stationary after differencing. This variability in
stationarity findings prompted the use of cointegration tests to explore the existence of long-
run relationships among the variables. The ARDL bounds cointegration test identified a long-
run equilibrium relationship between GDP, trade openness, and FDI. However, when GDP and
trade openness were treated as dependent variables, no cointegration was observed. To obtain
short-run insights, the study also conducted an Error Correction Model (ECM) analysis. The
ECM results, which were consistently negative and statistically significant, provided further
validation of a long-run relationship between FDI, trade openness, and GDP. In summary, this
study confirms the existence of a long-run connection between Kenyan economic growth and
Foreign Direct Investment. The findings suggest that FDI plays a significant role in influencing
Kenya's economic growth in the long run. Similarly, GDP and trade positively and significantly
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impacted foreign direct investment in the long run. Trade openness was found to have a short-
run, favourable, and considerable impact on foreign direct investment. However there was no
short-run relationship between GDP and FDI. These findings imply that in order to attain high
and stable economic growth in the future, the Kenyan government should take into account
suitable favorable policies regarding FDI and trade openness. Kenya may increase its foreign
direct investment, in particular, by embracing more trade openness and integrating with the
international market. For example, Kenya should promote its exports, which have been
declining in recent years. Overall, the study suggests interventions that focus on improving
GDP, and trade openness policies that specifically consider the effects of the export industry on
foreign direct investment. This should be a goal of government, private, and foreign firm
partnerships.

Funding.
No funding sources were provided for this paper.

References

Amin, S. (1974). Accumulation on a World Scale: A Critique of the Theory of Underdevelopment. New
York, Monthly Review Press.

Arslan, I, & Van Wijnbergen, S. (1993). Export incentives, exchange rate policy and export growth in
Turkey. The review of Economics and Statistics, 128-133.

Asghar, N., & Hussain, Z. (2014). Financial development, trade openness and economic growth in
developing countries: Recent evidence from panel data.Pakistan Economic and Social
Review, 52,99-126.

Balasubramanyam, V. N., Salisu, M., & Sapsford, D. (1999). Foreign direct investment as an engine of
growth. Journal of International Trade & Economic Development, 8(1), 27-40.

Belloumi, M. (2014). The relationship between trade, FDI and economic growth in Tunisia: An
application of the autoregressive distributed lag model. Economic systems, 38(2), 269-287.

Blomstrom, M,, Lipsey, R,, & Zejan, M. (1992). What explains developing country growth. NBER
Working Paper 4132.

Borensztein, E., De Gregorio, ., & Lee, ]. W. (1998). How does foreign direct investment affect economic
growth?. Journal of international Economics, 45(1), 115-135.

Borensztein, E.J.,D., Gregorio, ., & Lee, W. (1998). How does foreign direct investment affect economic
growth? Journal of International Economics, 45, 115-135.

Breusch, T. S. (1978): "Testing for Autocorrelation in Dynamic Linear Models," Australian Economic
Papers, 17, 334-355.

Breusch, T. S., & Pagan, A. R. (1979). A simple test for heteroscedasticity and random coefficient
variation. Econometrica: Journal of the econometric society, 1287-1294.

Chakrabarti, A. (2001). The determinants of foreign direct investments: Sensitivity analyses of cross-
country regressions. kyklos, 54(1), 89-114.

Coase, R. H. (1937). The nature of the firm. Econometrica, 4, 386-405.

De Mello Jr, L. R. (1999). Foreign direct investment-led growth: evidence from time series and panel
data. Oxford economic papers, 51(1), 133-151.

De Mello, L. R. (1997). Foreign direct investment in developing countries and growth: A selective
survey. Journal of Development Studies, 34, 1-34.

Demir, F., & Lee, S. (2022). Foreign direct investment, capital accumulation, and growth: The rise of the
Emerging South. International Review of Economics & Finance, 80, 779-794.

Dickey, D. A., & Fuller, W. A. (1979). Distribution of the estimators for autoregressive time series with a
unit root. Journal of the American statistical association, 74(366a), 427-431.

Dickey, D., and Fuller, W., (1981): “The Likelihood Ratio Statistics for Autoregressive Time Series with
a Unit Root,” Econometrica, 49:1057-1072

Durham, J. B. (2004). Absorptive capacity and the effects of foreign direct investment and equity foreign
portfolio investment on economic growth. European economic review, 48(2), 285-306.

124



1IJSB Volume: 28, Issue: 1 Year: 2023 Page: 115-126

Frankel, J. A, & Romer, D. (1999). Does trade cause growth? The American Economic Review, 89(3), 379-
399.

Freund, C., & Bolaky, B. (2008). Trade, regulations, and income. Journal of Development Economics, 87(2),
309-321.

Godfrey, L. (1978): "Testing Against General Autoregressive and Moving Average Error Models When
the Regressors Include Lagged Dependent Variables," Econometrica, 46, 1293-1302.

Greenaway, D. & Sapsford, D. (1994). What does liberalisation do for exports and
growth?. Weltwirtschaftliches Archiv, 130(1), 152-174.

Greenaway, D., Morgan, W., & Wright, P. (2002). Trade liberalisation and growth in developing
countries. Journal of development economics, 67(1), 229-244.

Hussain, K. (2009). Monetary policy channels of Pakistan and their impact on real GDP and inflation. CID
Research Fellow and Graduate Student Working Paper Series.

Idris, ]., Yusop, Z., & Habibullah, M. S. (2016). Trade openness and economic growth: A causality test in
panel perspective. International Journal of Business and Society, 17(2).

Ivanov, V., & Kilian, L. (2001). A practitioner's guide to lag-order selection for vector autoregressions
(CEPR Discussion Paper No. 2685). C.E.P.R. Discussion Papers

Jenkins, R. (1996). Trade liberalization and export performance in Bolivia. Development and
Change, 27(4), 693-716.

Jenkins, R. (1996). Trade liberalization and export performance in Bolivia. Development and
Change, 27(4), 693-716.

Joshi, V., & Little, I. M. D. (1996). India's economic reforms, 1991-2001. Oxford University Press.

Kang, N. H., & Sakai, K. (2001). New patterns of industrial globalisation: cross-border mergers and
acquisitions and strategic alliances. OECD.

Karras, G. (2003). Trade openness and economic growth can we estimate the precise effect?. Applied
econometrics and international development, 3(1).

Karras, G. (2003). Trade openness and economic growth: Can we estimate the precise effect? Applied
Econometrics and International Development, 3(1): 7-26.

Keho, Y. (2017). The impact of trade openness on economic growth: The case of Cote d’Ivoire. Cogent
Economics & Finance, 5(1): 1-14.

Koojaroenprasit, S. (2012). The impact of foreign direct investment on economic growth: A case study
of South Korea. International Journal of Business and Social Science, 3(21).

Kwiatkowski, D. and Phillips, P. and Schmidt, P. and Shin, Y. (1992) Testing the null hypothesis of
stationarity against the alternative of a unit root. Journal of Econometrics, 54, pp.159-178.

Li, X., & Liu, X. (2005). Foreign direct investment and economic growth: an increasingly endogenous
relationship. World development, 33(3), 393-407.

Lucas, R.E. (1988). On the mechanics of economic development. Journal of Monetary Economics, 22(1),
3-42.

Mankiw, N.G (2016), Macroeconomics, 9th ed. New York: Worth Publishers.

Marcellino, M., Stock, J. H., & Watson, M. W. (2006). A comparison of direct and iterated multistep AR
methods for forecasting macroeconomic time series. Journal of econometrics, 135(1-2), 499-
526.

Marellj, E., & Signorelli, M. (2011). China and India: Openness, trade and effects on economic growth. The
European Journal of Comparative Economics, 8, 129-154.

Obwona, M. B. (2001). Determinants of FDI and their impact on economic growth in Uganda. African
development review, 13(1), 46-81.

Pearson, K. (1896). VII. Mathematical contributions to the theory of evolution.—III. Regression,
heredity, and panmixia. Philosophical Transactions of the Royal Society of London. Series 4,
containing papers of a mathematical or physical character, (187), 253-318.

Pesaran, M. H,, Shin, Y., & Smith, R. J. (2001). Bounds testing approaches to the analysis of level
relationships. Journal of applied econometrics, 16(3), 289-326.

Pesaran, M. H,, Shin, Y., & Smith, R. P. (1999). Pooled mean group estimation of dynamic heterogeneous
panels. Journal of the American statistical Association, 94(446), 621-634.

Romer, P. M. (1986). Increasing returns and long-run growth. Journal of Political Economy, 95(5), 1002-
1037.

125



1IJSB Volume: 28, Issue: 1 Year: 2023 Page: 115-126

Sakyi, D., Commodore, R., & Opoku, E.E.O. (2015). Foreign direct investment, trade openness and
economic growth in Ghana: An empirical investigation. Journal of African Business, 16, 1-15.

Salvatore, D. (2013), International Economics. 17th ed. New York: John Wiley & Sons, Inc.

Solow, R. M. (1956). A contribution to the theory of economic growth. The quarterly journal of
economics, 70(1), 65-94.

Sukirno, S. (2000), Introduction to Macroeconomic Theory. 2nd ed. Jakarta: Raja Grafindo Persada.

Szkorupovad, Z. (2014). A causal relationship between foreign direct investment, economic growth and
export for Slovakia. Procedia economics and finance, 15, 123-128.

Vernon, R. (1966). International investment and international trade in the product cycle. Quarterly
Journal of Economics, 80(2), 190-207.

Vohra, R. (2001). Export and economic growth: Further time series evidence from less-developed
countries. International Advances in Economic Research, 7(3), 345-350.

Williamson, O. E. (1981). The economics of organization: The transaction cost approach. American
journal of sociology, 87(3), 548-577.

Woo, W. T. (1995). Comments on Wei's (1995) Foreign Direct Investment in China: Sources and
Consequences’. Financial Deregulation and Integration in East Asia (Ed.), A. Kruger, The
University of Chicago Press, Chicago, 166-189.

Zambe N.B., Yaoxing Y. (2010). The relationship between foreign direct investment, trade openness and
growth in Cote d’Ivoire. International Journal of Business and Management, 5(7), 99-107.

Zhang, Dongyang & Guo, Yumei, (2019). "Financing R&D in Chinese private firms: Business associations
or political connection?," Economic Modelling, Elsevier, 79(C), pages 247-261.

Zhang, K. H. (2001). Does foreign direct investment promote economic growth? Evidence from East Asia
and Latin America. Contemporary economic policy, 19(2), 175-185.

Cite this article:

Gachoki Emilio Munene (2023). Foreign Direct Investment, Trade Openness and Economic
Growth in Kenya: Empirical Analysis Using ARDL Approach. International Journal of Science
and Business, 28(1), 115-126. doi: https://doi.org/10.58970/1]SB.2208

Retrieved from http://ijsab.com/wp-content/uploads/2208.pdf

Published by

IJSAB ESi&Z

international =]

126


https://ideas.repec.org/a/eee/ecmode/v79y2019icp247-261.html
https://ideas.repec.org/a/eee/ecmode/v79y2019icp247-261.html
https://ideas.repec.org/s/eee/ecmode.html

