
 

 

KWAME NKRUMAH UNIVERSITY OF SCIENCE AND TECHNOLOGY 

COLLEGE OF HUMANITIES AND SOCIAL SCIENCES 

SCHOOL OF BUSINESS 

 

 

EFFECT OF FOREIGN PORTFOLIO INVESTMENT ON ECONOMIC 

GROWTH IN GHANA 

 

 

BY 

 

THEODORA ATTA CUDJOE 

(PG4400318) 

 

 

A THESIS SUBMITTED TO THE SCHOOL OF BUSINESS IN PARTIAL 

FULFILMENT OF THE REQUIREMENT FOR THE DEGREE OF 

 

MASTER OF BUSINESS ADMINISTRATION (FINANCE) 

 

 

NOVEMBER, 2023 

 

 

 



 

ii 

DECLARATION 

I, the under-signed do hereby declare that, this research work, under the supervision 

of Dr. Nicholas Boamah is my own work towards the award of Master of Business 

Administration (Finance). To the best of my knowledge, it contains no material 

already published by someone else nor material which has been accepted for the 

honour of any other degree of the University, apart from where due affirmation has 

been made in the content. 

 

           

Theodora Atta Cudjoe   ………….………          ………….…… 

PG4400318                            Signature        Date 

 

 

CERTIFIED BY: 

Dr. Nicholas Boamah    ……………………....       ………….…….… 

(SUPERVISOR)           Signature             Date 

 

Prof. Kingsley Opoku Appiah        ……...……........         ……………….. 

(Head of Department)                        Signature               Date 

 

 

  



 

iii 

DEDICATION 

I dedicate this research work to God Almighty, my mother, Madam Mary Kwaw for 

her immense support, prayers, advice and motivational empowerment of always 

pushing and reminding me that I can always make it even when the going gets tough 

and seems impossible. I also dedicate my work to my lovely son, Henry Fiifi 

Nhyiraba-Afful who has been my utmost inspiration in my quest to always be the best 

version of myself for his sake and also to my colleague and friend, Kenneth Agyei 

who is in Germany currently, for his encouragement into the pursuance of this 

master’s degree program.  

 

 

 

 

 

 

 

 

 

 

 

 

  



 

iv 

ABSTRACT 

Increased liquidity in the capital market means better access to financing at lower cost 

of capital which is crucial to support economic activity. Capital flows have the ability 

to convey to destination economies benefits such as financial sector development, 

technological expertise, support for human capital development and investment 

purposes. The study examines the effect of foreign portfolio investment on economic 

growth in Ghana. The study population consisted of manufacturing sectors, services 

sector, industry and agriculture. The study used secondary data in estimating the 

result. The time frame ranged from 2009 to 2019. The data was obtained from the 

World Development Indicators (WDI, 2017) of the World Bank. Regression analysis 

was used. Analysis of the data revealed that:  private capital flows had a positive 

weight on economic growth, and the effect was significant. Thus, an increase in 

capital flows led to increase in economic growth; portfolio equity had a positive 

weight on economic growth, and the effect was significant. Thus, an increase in 

portfolio equity led to an increase in economic growth; portfolio debt had a negative 

weight on economic growth, and the effect was significant. Thus, an increase in 

portfolio debt led to a decrease in economic growth. In the light of these findings, the 

study recommended that the government of Ghana should have a clear directive in 

relation to foreign portfolio investments in Ghana, and that these directives should 

come with clear cut strategies and policies, in the bid to attract foreign investment. 

Again, private capital flows and portfolio equity should be promoted, with portfolio 

debt reduced in regards to improving economic growth. 
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CHAPTER ONE 

INTRODUCTION 

1.1 Background to the Study 

Capital market integration through liberalisation of investment regulations is well-

documented in the literature. Foreign Portfolio Investment (FPI) contributes positively 

in the development of an efficient domestic capital market and brings several benefits 

to the host country. Increased FPI leads to greater liquidity in the capital market, 

resulting in a deeper and broader market (Levine & Zervos, 1996). Feldman & Kumar 

(1995) and Shinn (2000) argue that the spill-over effects of positive competitive 

pressure to attract foreign investment require higher industrial standards and 

regulations through better corporate governance and greater business transparency, 

resulting in stronger investor protection and thus enhanced investor confidence. Better 

still, La Porta, et al. (1998) and Bekaert& Harvey (2003) posit that increased liquidity 

in the capital market means better access to financing at lower cost of capital which is 

crucial to support economic activity. 

Shaghil & Andrei (2013) reason that capital flows boost economic growth and 

productivity because domestic savings are supplemented. Also, Prasad et al. (2003) 

argue that the growth improvement originates from the lower cost of capital, 

improved financial markets, and transfer of technology. More importantly, Hoti 

(2014) posits that the growth of recipient economies is boosted by capital flows to 

developing economies that serve as means of portfolio diversification to source 

economies. Interestingly, Prasad et al. (2003) followed Solow (1956) prediction and 

provide direct and indirect roots through which capital flows theoretically impacts 

growth positively. The argument is further extended by Gourinchas & Jeanne (2013) 

who contends that apart from the neoclassical position that capital flows improve 
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growth, they further suggest that more capital should flow from rich to developing 

economies that have achieved higher growth status relative to the world frontier 

growth.  

Remarkably, Bailliu (2000) & Arteta et al. (2003) say that capital flows have the 

ability to convey to destination economies benefits such as financial sector 

development, technological expertise, support for human capital development and 

investment purposes. Gourinchas & Jeanne (2013) describe the recent situation of 

capital flows as an ‘’allocation puzzle’’ in the sense that fast-growing developing 

economies are attracting fewer capital inflows compared to slow growing developing 

economies. Solidifying and expanding this argument, Prasad et al. (2007) contends 

that countries deemed to be fast-growing, with robust institutional qualities, good 

infrastructure, favourable investment landscape, and with a low propensity to default 

are instead attracting far fewer capital inflows than countries with relatively lower 

growth rates. Thus, the allocation puzzle is the case of an inverse association between 

the growth of the economy and the attraction of capital to developing economies. 

1.2 Problem Statement 

Laeven (2003), Knill (2004) & Beck et al. (2005) studied inflow of foreign portfolio 

investment into the stock market and concluded that FDI helps to alleviate financial 

constraints of firms. Studies relating to FPI and the domestic stock markets show 

favourable contribution of FPI in supporting the domestic stock market (Patro & 

Wald, 2005 and Kim & Singal, 2000). The multiplier effect further propagates the 

impact of growth in the stock market through the wealth effect. In this sense, capital 

flows act as catalyst toeconomic growth and contribute towards increased wealth 

creation. Ultimately, better access to financing provided by the free flow of portfolio 
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investments contributes toefficient allocation of capital (Wurgler, 2000; Love, 2003; 

Rajan&Zingales, 1998). 

Plethora of studies have established the link between foreign portfolio investment and 

economic (Henry, 2007). However, these studies have not provided clear connection 

between foreign portfolio investment and economic growth. What the studies sought 

to do is to establish the soundness of the theoretical predictions, albeit with mixed 

findings (Edison et al. 2004; Chanda, 2005 and Durham, 2004). Departing from the 

reliance on aggregate growth indicators such as Gross Domestic Product (GDP) 

growth, and its per capita, the current study focuses on disaggregated growth and 

flows. The reliance on aggregated growth rates hide the heterogeneous dynamics of 

capital flows on the growth of the individual sectors that affect policy directions. 

1.3 Research Objectives 

The main objective of the study is to examine the effect of foreign portfolio 

investment on economic growth in growth. 

Specifically, the study seeks to: 

1. Investigate the effect of private capital flows on economic growth 

2. Examine the effect of portfolio equity on economic growth 

3. Examine the effect of portfolio debt on economic growth. 

1.4 Research Questions 

With respect to the objectives set, the study seeks to answer the following questions: 

1. What is the effect of private capital flows on economic growth? 

2. To what extent does portfolio equity affect economic growth? 

3. To what extent does portfolio debt affect economic growth? 
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1.5 Summary of Methodology 

The researcher adopts the positivists’ research philosophy in the sense that the 

relationship between the independent variable and the dependent variable will be 

discovered by causal inferences (Cohen, Manion&Marison, 2011). Again, the 

adoption of positivists’ research philosophy clarifies the understanding of the 

constructs by empirical tests and methods leading to high quality standard of validity 

and reliability (Cohen, 2007).  Accordingly, this work adopts the explanatory research 

design because it sought to explain the relationship between two variables (foreign 

portfolio investment and economic growth). The study population consist of 

manufacturing sectors, services sector, industry and agriculture. In effect, the 

researcher uses secondary data in estimating the result. The secondary data will focus 

on private capital flows, portfolio equity, portfolio debt and growth. The researcher 

uses the dynamic panel data estimators in order to account for the time persistence in 

the foreign portfolio investment. The data will be obtained from the World 

Development Indicators (WDI, 2017) of the World Bank. The selection of the study 

period will be influenced by conclusions of Gourinchas& Jeanne (2013) that 

economies were financially open at the start of the 1980s.EVIEWS will be used to 

analyze the data. 

1.6 Significance of the Study 

Considering the dearth of literature that addresses the link between foreign portfolio 

investment and economic growth, the outcome of the research will serve as a useful 

literature for other researchers who want to work in this field of study. In this regard, 

the researcher will build a comprehensive database information on portfolio 

investment and economic growth for other researchers to draw information from. 

Again, the study will highlight new knowledge to literature regarding portfolio 
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investment that influence growth and bring out the proxies of economic growth. 

Furthermore, the findings from this work will enable financial institutions know the 

importance of foreign portfolio investment on economic growth. Financial 

institutions, investors, entrepreneurs and other corporate professionals will also 

benefit from this research work making them aware of the issues in foreign portfolio 

investment. More importantly, the study will serve as an important literature guide, 

source of knowledge and reference work for academicians, investors, financial 

institutions, the general public, students, development partners and other stakeholders. 

Generally, theoretical and empirical reviews will furnish theoretical and practical 

implications of foreign portfolio investment and its effect on economic growth. In this 

respect, the study offers both managerial (from empirical literature) and theoretical 

(from theories) understanding of foreign portfolio investment.  

1.7 Scope of the Study 

The scope of the study captures both the delimitation and limitations. With respect to 

the delimitation, the study concentrates on investment in Ghana because the 

investment sector in Ghana possesses unique characteristics as compared to other 

sectors in other countries. Again, the study focuses on private capital flows, portfolio 

equity and portfolio debt. Putting these together, the study will not generalize the 

findings to cover other countries’ investment sector. One of the limitations of the 

study will be time in that there is time constraint on the part of the researcher who has 

to combine academic activities with family life and work. Again, there is the 

limitation of financial constraints where the researcher has to commit personal 

resources into the project for transportation to the selected organizations for 

information gathering and the typesetting of the entire manuscript of this study. 

Lastly, the difficulty of getting appropriate data from the banks.  
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1.8 Organisation of the Study 

The study is organized into the following chapters. The first chapter outlines the 

background to the study, problem statement, research objectives, research questions, 

summary of methodology, significance of the study and scope of the study. Chapter 

two examines the literature. The chapter provides explanations and measures of 

foreign portfolio investment and economic growth. Again, the chapter documents the 

relationship between the variables. The chapter will also outline theoretical and 

empirical literatures, and finally concludes on the research gap. Chapter three details 

the methodology of the study. Philosophical underpinnings, research design, research 

setting, target population, sources of data, empirical model, statistical methods of 

estimating result, validity and reliability and data analysis. Chapter four deals with the 

presentation and analysis of data and finally, chapter five contains summary of 

findings, conclusion and recommendations of the study. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.0 Introduction 

The chapter reviews literature on what others have done similarly as regard the topic 

under study. In reviewing literature, the chapter considers the following broad areas: 

conceptual review delving in detail the idea of the constructs (foreign portfolio 

investment and economic growth). The discussion will focus broadly on foreign 

portfolio investment and economic growth and narrow it to the context of Ghana. 

Better still, the chapter discusses the relevant theory (ies) that underpin the study. 

More importantly, the chapter discusses empirical studies focusing on the findings 

from other studies as regard the relationship between foreign portfolio investment and 

economic growth. Hypothesis will be built from the discussions and findings gleaned 

from other scholarly works. Again, the chapter develops a model/framework to 

support the studies. The chapter then concludes on chapter summary. 

2.1 Conceptual Review 

The review looks at the nature, definitions and types of foreign portfolio investment 

and economic growth. With respect to foreign portfolio investment, the review 

extends further the diverse arguments of different individuals in different economies 

and how these investments have helped them. Economic growth argument will 

concentrate on the patterns of growth in different economies. 

2.1.1 Foreign Portfolio Investment  

The study of Foreign Direct Investment (FDI) became more noticeable in the early 

1990s. This prompted a surge in the economic literature studying FDI and its effects 

on growth. Proponents of neoclassical growth models such as Sala-i-Martin (1996) 

and Solow (1956) posit that FDI can serve as an exogenous factor contributing to 



 

8 

growth through increases in investment volumes or its efficiencies. However, 

proponents of endogenous growth framework such as Romer (1986); Lucas (1988); 

and Barro & Sala-IMartin (1995) argue that sustained economic expansions are an 

outcome of technological transfers, diffusion and spillover effects; and that FDI can 

play a paramount role in lifting long-run growth. In spite of the differences in 

fundamental assumptions, Dowrick & Rogers (2002) suggest that the empirical 

equations for both approaches are often similar. Following the assertion by the 

endogenous growth model, Grubel (1968); Levy & Sarnat (1970); Solnik (1974); 

Grauer & Hakansson (1987); Harvey (1991); and De Santis & Gerard (1997) use 

International Finance Theory (IFT) to argue that foreign portfolio investment (FPI) 

flows are an inevitable outcome of investors wanting to invest across countries in 

order to diversify the risk of their portfolio and achieve higher returns.  

Interestingly, Schneider (2003) stands on this theory to define FPI as an aspect of 

international capital flows comprising of transfer of financial assets such as cash, 

stock or bonds across international borders in want of profit. According to Schneider, 

this occurs when investors purchase non-controlling interests in foreign companies or 

buy foreign corporate or government bonds, short-term securities or notes. Schneider 

further asserts that these trade flows result from individuals and countries seeking to 

maximize their wellbeing by exploiting their own comparative advantage, and also 

capital flows as individuals and countries seeking to make themselves better off, 

moving accumulated assets to wherever they are likely to be most productive.  

In spite of all these interesting arguments on FDIs and FPIs, IMF (1993) defines 

foreign portfolio investment as equity and debt issuances including country funds, 

depository receipts and direct purchases by foreign investors of less than 10% control. 

Makola (2003) defines foreign portfolio investment as the foreign direct investor’s 
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purchase of shares of an enterprise in a country other than its own. According to 

Holsapple, et al., (2006), foreign portfolio investment is associated with the passive 

ownership of financial securities, such as shares of a corporation or a limited 

partnership. 

Again, Onuorah and Akujuobi (2013) describe Foreign Portfolio Investment (FPI) as 

an aspect of international capital flows’ comprising of transfer of financial assets: 

such as cash; stock or bonds across international borders in want of profit stating that 

it occurs when investors purchase non-controlling interests in foreign companies or 

buy foreign corporate or government bonds, short term securities or notes. According 

to Graham and Spaulding (2005), foreign portfolio investment can simply be referred 

to as indirect investment which in contrast to direct investment, which is the 

investment of a company from one country making a physical investment into 

building a factory in another country. In various press releases by the United Nations 

Conference on Trade and Development (UNCTAD), foreign portfolio investment was 

defined as an investment involving long-term relationship reflecting an investor’s 

lasting interest 

in a foreign entity. 

Plethora of academic literature argue that capital flows are critical to the growth of the 

economy; and that by supplementing domestic savings capital flows have augment 

economic growth and productivity (Shaghil & Andrei, 2013). Similarly, Prasad et al. 

(2003) assert that the growth improvement comes from the lower cost of capital, 

improved financial markets and transfer of technology. Remarkably, Hoti (2004) 

posits that while boosting the growth of recipient economies, capital flows to 

developing economies serve as means of portfolio diversification to source 

economies. The arguments of Shaghil & Andrei (2013) and Hoti (2004) are 
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consolidated by Prasad et al. (2003) by agreeing to the Solow (1956) prediction to 

providing direct and indirect roots through which capital flows supposedly impacts 

growth positively. Regardless of the neoclassical position that capital flows boost 

growth, Prasad et al. further posit that more capital should flow from rich to 

developing economies that have achieved higher growth status relative to the world 

frontier growth. Gourinchas & Jeanne (2013) describe the claim of Prasad et al. as 

“allocation puzzle” or or the paradox of capital.    

Prasad et al. agreeing with Gourinchas & Jeanne on their phenomenon “allocation 

puzzle” or the paradox of capital contend that countries deemed to be fast-growing, 

with robust institutional qualities, good infrastructure, favourable investment 

landscape, and with a low propensity to default are instead attracting far fewer capital 

inflows than countries with relatively lower growth rates. Prasad et al. therefore 

conclude that the allocation puzzle is the case of an inverse association between the 

growth of the economy and the attraction of capital to developing economies. 

Following the well-reasoned arguments above, Ngowi (2001) maintains that African 

countries and other developing countries need substantial inflow of foreign capital to 

fill the saving and foreign exchange gaps associated with a rapid rate of capital 

accumulation and growth needed to overcome the widespread poverty in these 

countries. In addition, Ghose (2004); Knill (2005); and Vita & Kyaw (2008) reason 

that the developing countries are preferred to developed countries by foreign investors 

because of the higher rate of return on investment in these countries. This 

notwithstanding, Dell’Ariccia et al. (2008) and Obstfeld (2009) further posit that the 

developing countries across the globe have been making conscious efforts to attract 

foreign financial capital which provides an impetus to economic growth and financial 

market development. Interestingly, Fosu & Magnus (2006) and Omisakin, et al. 
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(2009) point out rightly that foreign capital inflow is an important vehicle for 

augmenting the supply of funds for domestic investment.  

With specific reference to sub-Saharan African (SSA) countries, United Nations 

Conference on Trade and Development (UNCTAD, 2018) and Tyson (2015) maintain 

that foreign portfolio investment, especially portfolio equity flow into SSA has been 

fasting growing since 2008 with an annual flow of approximately $12 billion. Further, 

UNCTAD and Tyson argue that inclusive of private capital flows (FDI, portfolio 

equity debt, and other investments), total global external financing to developing 

economies stood at $2 trillion as of 2010. There was a drop of 30 % by 2016 to settle 

at $1.4 trillion. The fragility and unpredictability of the portfolio investments 

component (equity and debt) caused a significant drop in total flows amid the 

financial crisis and the middle of 2015 where capital flows accounted for only 4.7 % 

of global GDP. Before 2015, total capital flows as a percentage of global GDP stood 

at 7.1 % with FDI accounting for 2.5 %, portfolio debt (1.9 %), portfolio equity (1.1) 

and other investments (1.6). 

However, flows dipped in 2015. The drop in 2015 was driven by declines in other 

investments relative to GDP (-0.9 %), while FDI, debt and equity sought to mitigate 

the decline. FDI contributed the largest share (4 %), followed by debt (1.1) and equity 

(0.5). There was a slight rebound in 2016. The rebound continued into 2017 with a 

GDP percentage of 6.9. Significantly, the rebound was due to slight increases in 

portfolio debt, equity, and other investments from 2015 through to 2017 (UNCTAD, 

2018, 2017). The gradual increase in debt and equity, coupled with the drop in FDI 

presents countries with alternative sources of external financing. While FDI as a 

percentage of GDP dropped by 27.5 % between 2016 and 2019, portfolio debt and 

equity flow increased by 80 % and 50 % respectively within the same period. 
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Although the increase in capital flows to SSA has always been on the back of stable 

FDI flows, Sy & Rakotondrazka (2015) claim that portfolio investments have also 

seen improvements. Net equity flows as a percentage of SSA GDP rose from 0.3 % in 

1993 to almost 3% (2.8) by the end of 1999. However, the flows dipped between 2000 

and 2002 and peaked to its highest value of $ 16.79 billion by 2016 (representing 2.2 

% of GDP). As characteristics of its unpredictability, the onset of the financial crisis 

saw a massive drop in the flows by 2008 to negative $ 5.69 billion that is a -0.57 % of 

GDP. However, flows began to gain momentum by recovering from a negative value 

recorded in 2008 to a value of $16.04 by 2010. Portfolio investment flows again dip 

in 2011 ($ 6.67 billion) and recovered in 2012 ($ 14.34 billion). Between 2012 and 

2016, there were annual drops in the quantum of flows until flows recovered by 

almost 12 folds in 2017 on the 2016 figures ($16.04 billion) (World Bank, 2017, 

2013, 2011). Portfolio equity flow into SSA has been fasting growing since 2008 with 

an annual flow of approximately $12 billion (Tyson, 2015). 

Moving away from SSA and concentrating on Ghana, survey report from UNCTAD 

(2003) claims that Ghana is the Africa’s front-runner in terms of FDI attraction. The 

report says that FDI was mainly in import-substitution manufacturing. Annual inflows 

were as high as $68 million for about two years, but were much less in most years, 

even slipping to negative numbers (net outflows) and hovers at under $5 million in the 

1970s and 1980s.  

With the introduction of the Economic Reform Programme (ERP) in 1983, Ghana 

undertook a relatively successful transition from an administrative system of 

economic management to a market economy. Gross domestic product (GDP) grew at 

an average annual rate of 5.4 per cent between 1984 and 1990 and gross fixed capital 

formation (GFCF) doubled as a percentage of GDP1. FDI remained sluggish in the 
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years immediately following the start of reforms, accounting for less than 1 per cent 

of GDP. However, it soon picked up, and during the period 1991-1995, Ghana was 

considered a front runner, ranking among the top 10 investment locations in Africa. 

The increase in FDI was triggered by the adoption of policies in 1986 to attract 

investment in natural resources. Investor response to the new mining law enacted in 

1986 was positive, causing a surge of investment similar to a mini “gold rush”. The 

divestiture programme also attracted FDI. When privatization began in 1988, there 

were 350 State-owned enterprises (SOEs), many of them unprofitable. The 

programme had a slow start, and in the first round of divestitures, only 55 SOEs were 

privatized while another 31 firms were liquidated.  

A turning point came in 1994, when the Government put its most prized asset, 

Ashanti Goldfields Corporation (AGC), on the market. Consequently, 1994 saw an 

abrupt peak in FDI flows of $233 million, reflecting the partial sale of AGC to the 

South African mining company, Lonmin. This deal, one of Africa’s largest 

privatization to date, put Ghana in the spotlight for international investment. FDI also 

flowed to services. Among another six divestitures in 1994, were those of Accra 

Breweries and Standard Chartered Bank. The most recent peak of FDI inflows was 

registered in 1996 when Telekom Malaysia bought 30 per cent of the shares of the 

then State-owned Ghana Telecom. To further attract FDI, an Investment Code was 

enacted in 1994, within the framework of a comprehensive development strategy: 

Vision 2020. The Investment Code – praised at the time as the best in Africa – 

eliminated the need for prior project approval; it also eased company establishment 

and provided incentives and guarantees to investors. In parallel, the Gateway strategy 

was launched, which identified the objective of developing Ghana as a regional 
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investment hub by “attracting a critical mass of export-oriented firms to kick start 

export-led growth 

as well as facilitate trade by removing the constraints to the development of exports 

and investment”. However, Ghana’s front-runner status proved short-lived. After 

1996, 9oFDI inflows declined and Ghana barely just made the ranks of the top 20 FDI 

recipients in Africa in 1996-2000. Many of Ghana’s neighbours – such as Senegal and 

Côte d’Ivoire, which attracted less FDI than Ghana in 1991-1995 – have had a 

comparatively better experience in recent years. 

Relative FDI indicators, adjusting for size of economy, also show Ghana’s recent 

performance to be weaker than that of neighbouring countries and similar resource-

based economies. FDI flows to Ghana in the second half of the 1990s were less than 

those to the United Republic of Tanzania, a least developed country that has 

consistently ranked lower than Ghana in terms of attractiveness and which initiated 

economic reforms and opened up to FDI much later. In an attempt to revive investors’ 

interest, the Government announced in 1998 a new phase of the divestiture process. 

But expectations were not met, as the Government had already divested full and 

partial stakes in its largest banks, mining, manufacturing and service companies. 

Ghana, competing with other emerging markets for capital, faced difficulty in finding 

strategic buyers for its remaining assets, mainly in public utilities. The benefits of 

privatization were also questioned. The Government’s relationship with the largest 

privatized company 

– Ashanti Goldfields – was strained, which had implications for foreign investor 

perceptions of Ghana’s privatization programme. 
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2.1.2 Determinants of Portfolio Flows 

Plethora of evidence from Black (1974); Stulz (1981b); Errunza et al. (1985, 1989); 

Eun et al. (1986); Alexander et al. (1987); Hietala (1989); Errunza et al. (1992); and 

Cooper et al. (2000) posit that international asset pricing have relaxed the assumption 

of perfectly integrated capital markets and assume partial integration of financial 

markets. This evidence implies that assets to which investors have unrestricted access 

are priced lower than the assets to which investors have restricted access. Though 

these studies assume partial integration 

of markets, Bekaert et al. (1995, 2003); Stulz (1999); Carrieri et al. (2007); and Arouri 

et al. (2012) hold the degree of financial market integration to be constant overtime.  

Based on these the potential variables used to explain portfolio flows are: 

Domestic Stock Market Performance  

The domestic stock market performance can have a positive or a negative influence 

on portfolio flows. An increase in portfolio flows in response to bullish stock markets 

(Agarwal 1997; Chakrabarti 2001; Rai et al., 2004; and Richards 2002) suggest that 

foreign investors are chasing returns. On the other hand, the relationship can turn 

negative if foreign investors buy (sell) when equity index is falling (rising), with the 

expectation that returns will rise (fall) in future (Gordon et al., 2003; and Griffin et al., 

2002). 

Domestic Growth  

Domestic output growth indicates the soundness of macroeconomic and institutional 

fundamentals of the host country, which are important in attracting capital flows. A 

higher economic growth of the host country indicates rapidly expanding economic 

activity which in turn would mean greater profitability from investing in the corporate 

sector. 
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Exchange Rate  

In a world of flexible exchange rate, capital can earn a return not only through yields 

on assets, but also through a change in exchange rate overtime. Appreciation of 

currency of the host country is an additional avenue of gaining 

returns for foreign investors. 

Currency Risk  

Volatility in exchange rate is expected to have negative impact on portfolio flows 

because it represents a higher degree of uncertainty in the returns received by foreign 

investor in terms of his home currency. Persson et al. (1989) observe that increased 

exchange rate variability has negative impact on international trade and capital flows. 

Country Risk  

Availability of sufficient liquidity in the host country indicates that in the event of 

withdrawal of funds by the investors, the country does not default on the payments. It 

is expected that countries with sufficient stock of reserves— to cover for imports and 

meet short run obligation are perceived to be credit worthy and the probability of their 

defaulting is less. Thus, lower financial risk of the country attracts greater portfolio 

flows. 

Stock Return Risk   

While investing in a developing country, where stock markets are characterized by 

volatility, the foreign investor takes into account not only the returns from investment 

in an asset, but also the variability associated with the returns. This is important in 

determining the expected returns from investment. Unless the investor is sufficiently 

compensated for the variance in returns, a higher variability in returns discourages 

foreign investment.  
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Risk Diversification   

An investor invests in assets across countries to diversify the risk of the portfolio. The 

objective of the investor is to reduce the variance of the overall portfolio. If the 

addition of a country’s assets reduces the overall risk of the portfolio (even if the 

variance of its own returns is high), there are potential gains from diversifying 

internationally. This depends on the degree of correlation between the domestic and 

the foreign markets. The lower the co-movement of domestic equity returns with the 

global equity returns, the greater the benefits from diversification and hence higher 

the portfolio flows received by a country. 

Global Liquidity  

Output growth in industrialized countries represents the profitability of investment in 

the corporate sector in these countries. A higher economic growth in industrialized 

countries could mean greater profits and hence greater funds available for investment 

in developing countries. On the other hand, a slowdown in the economic growth could 

also mean that the firms do not find it profitable to invest in their home country and 

hence they chose to invest in developing countries. In both the cases economic growth 

in industrialized countries could lead to an increased global liquidity. The evidence in 

this regard is mixed. While Calvo et al. (1993, 1996), Taylor et al. (1997) among 

others indicate a negative relation between financial flows to developing countries 

and growth in industrial countries, Verma et al. (2011) indicate a positive relation for 

the case of India. 

Interest Rate Differential   

Interest rate differential between the host and the source country also determines 

portfolio flows. The traditional open economy macroeconomic models proposed by 

Mundell and Fleming suggest that in a world where capital is mobile and exchange 
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rates are fixed, capital flows occur so as to restore interest parity, i.e., capital moves in 

or out of the country till the domestic and foreign interest rates equalize. Investors 

invest their capital wherever the interest rates adjusted for risk are higher. While most 

of the studies in the literature find that portfolio flows are sensitive to domestic and/or 

foreign interest rates, Verma et al. (2011) find that FII flows to India are not sensitive 

to interest rate differentials. 

Returns in Other Emerging Markets  

While diversifying globally, foreign investors can either invest in emerging markets 

or they can invest in financial markets of the industrialized countries. According to 

Buckberg (1996) investors follow a two-step process in deciding capital allocation. 

Firstly, the total capital to be invested in emerging markets is determined and then a 

part of that capital is allocated to each emerging market depending on returns. This 

implies that if total capital allocated to emerging markets is high—which will happen 

if equity returns in emerging markets is rising— then each emerging economy has a 

higher probability of 

receiving greater amount of capital. Alternately, it is also important to view different 

emerging economies as competitors to each other, where each economy is trying its 

best to receive a greater share of foreign investment. In this case, higher equity returns 

in emerging markets implies a greater probability of foreign investment being 

received by competing economies. 

Capital Controls  

Though capital controls are used as a tool to manage financial flows, the evidence 

regarding their effectiveness in the literature is mixed. The broad view in the literature 

is that capital controls may not be effective in influencing the overall magnitude of 

capital flows, but they do affect the composition. The variables described above 
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capture different aspects of the mechanism that drive portfolio flows which can be put 

together to obtain the empirical model that is discussed in the next section. 

2.1.3 Economic Growth  

Economic growth, according to International Monetary Fund (IMF, 2012), is the 

increase in the inflation-adjusted market value of the goods and services produced by 

an economy over time, which is conventionally measured by statisticians as the 

percent rate of increase in real Gross Domestic Product (GDP).  Growth is usually 

calculated in real terms that is, inflation adjusted terms to eliminate the distorting 

effect of inflation on the prices of goods produced. Bjork (1999) posits that the 

measurement of economic growth is by the use of national income accounting 

because growth is measured in terms of the annual percent change of gross domestic 

product (GDP). Bjork further states that economic growth rates of economies are 

commonly compared using the ratio of the GDP to population (per-capita income). 

Economists like Das (2019); Gordon (2016); Mankiw (2011); and Barro (2014) claim 

that an increase in economic growth caused by more efficient use of inputs (increased 

productivity of labor, of physical capital, of energy or of materials) is an intensive 

growth. In contrast, GDP growth caused only by increases in the amount of inputs 

available for use (increased population, for example, or new territory) counts as 

extensive growth.  

Be it intensive or extensive growth, growth models suggest both direct and indirect 

ways that capital flows could influence economic growth. According to the 

neoclassical theory, growth is a function of capital, technology, and labour, 

suggesting a direct association. However, according to the endogenous growth model, 

capital could affect growth indirectly through the level of human capital. The capital 

could be either from foreign or local sources. Blanchard et al. (2016) argue that to test 
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for evidence of any association between real sector growth and portfolio investments, 

growth model must include measures of real sector growth and measures of portfolio 

investment. This assertion is premised on the view of Alfaro et al. (2014) that the 

adverse impact of debt flows on growth is due to the public debt component of total 

debt flows.  

2.2 Theoretical Review 

The review focuses on the relevant theories that underpin the study. The arguments 

under this section link the theories to foreign portfolio investment and economic 

growth. Upon review of the various theories, the study settled on international 

Arbitrage Portfolio Theory (IAPT) and Portfolio Allocation Model (PAM) as two 

most significant theories very relevant to the current study. 

2.2.1 International Arbitrage Portfolio Theory (IAPT): 

The International Arbitrage Portfolio Theory (IAPT) was developed by Ross & Walsh 

(1983). According to Ross & Walsh, IAPT is a multifactor model that considers 

additional determinants of expected returns, and the international diverse consumption 

tastes and relative price uncertainty. In augmenting the theory’s argument, Fernandez-

Arias and Mortiel (1996) developed Return and Credit Worthiness Model. The model 

further asserts that long run and short run changes in equilibrium capital flows are due 

to the initial shocks of liabilities, changes in pull factors such as domestic economic 

environment and push factor like external financial conditions. Standing on IAPT, UI-

Haque, et al. (1997) again developed the money demand and productivity framework. 

The framework essentially traces the causes of capital flows to changes in money 

demand function, productivity of domestic capital and external factors such as 

international interest rate. Interestingly, UI-Haque, et al. argue that an upward shift of 

money demand function and increases in productivity of domestic capital generate 
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capital inflows, ceteris paribus, and vice versa. These factors usually result in 

sustained capital flows. Falling interest rate, all things being equal, cause inflow of 

capital while rising rates cause outflows. 

2.2.2 Portfolio Allocation Model (PAM) 

Portfolio Allocation Model (PAM) was developed by Feddeke & Liu (2002). PAM 

posits that capital flows are driven by two classes of determinants which are 

rates of return and risk factors with positive responses to rates of return and negative 

to risk. PAM is a dynamic optimization model in which an individual seeks to 

maximize the present value of his utility derived from expected return on a portfolio 

of capital assets driven by three component of the equilibrium capital flows, namely; 

(a) initial divergence effect (b) impetus effect and (c) time path effect. The initial 

divergence effect is the ratio of initial divergence between foreign and domestic (the 

starting level of capital stock) and inter-temporal equilibrium holdings of foreign and 

domestic assets respectively. The 

stronger the divergence is in foreign assets holdings, the greater the capital inflows. 

The second effect depends crucially on the strength of the social rate of time 

discounting, marginal rate of return, and marginal cost of adjustment and 

appropriation risk factors which are due to harsh domestic macroeconomic and policy 

environment. This serves to enhance or dampen the divergence effect. The time path 

effect features the optimal mix of flows of funds to foreign and domestic assets as 

they approach their inter-temporal equilibrium values. It also reinforces either 

positively or negatively the first two effects.  
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Linking the theories to the current study, capital could affect growth indirectly 

through the level of human capital. The capital could be either from foreign or local 

sources. 

2.3 Empirical Review 

The review concentrates on what others have done similarly to the current study. In 

understanding the study from diverse perspectives, the empirical review documents 

the particular context of study, methodologies, and findings from previous studies. 

Akinmulegun (2018) explored the effect of capital market development on foreign 

portfolio investment in Nigeria from 1985 to 2016. The study employed descriptive 

statistics, Augmented Dickey Fuller (ADF) unit root test, Granger causality and 

Vector Error Correction Mechanism (VECM) for the analysis. It was revealed that 

capital market development has significant effect on foreign portfolio investment. 

Again, using Augmented Dickey Fuller, Phillip Peron tests, Cointegration test, Vector 

Auto-Regressive technique, Variance Decomposition and Impulse Response analysis, 

Ibrahim & Akinbobola (2017) investigated the relationship between foreign portfolio 

investment, democracy and economic growth in Nigeria from 1986 to 2013. The 

results revealed that foreign portfolio investment inflow was more stable in 

democratic periods between 1999 and 2013 than the military periods between 1986 

and 1998 and that the correlation between economic growth and foreign portfolio 

investment is positive and very significant. 

Similarly, Shanab (2017) examined the effect of Foreign Portfolio Investment (FPI) 

on capital market indices for the period 2005-2016. The study employed Ordinary 

Least Square (OLS) for the analysis. The study revealed that there is a statistically 

significant effect on both the purchases and sales by foreign investors on market 
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capitalization. The study found no statistically significant effect between inflation and 

market capitalization. 

Further, Haider et al. (2017) used series quarterly data from 2007Q1 to 2015Q4, to 

investigate the impact of stock market performance and inflation on foreign portfolio 

investment (FPI) in China. The study employed descriptive statistics for the analysis. 

The results showed that there was significant positive impact of stock market 

performance on the FPI, whereas inflation is found to be negatively associated with 

the FPI.  

Also, Oladejo (2016) investigated the impact of foreign portfolio investment on 

economic growth in Nigeria for the period of 1991 to 2014. The ordinary least square 

estimation method was employed for the data analysis. The findings revealed, among 

others, that there were increase in the foreign portfolio investment for a given period, 

followed by decline, as a result of massive capital outflow and divestment by the 

investors, caused by the global recession. 

More importantly, Tokunbo et al. (2010) stressed that despite the increased flow of 

foreign portfolio investment to developing countries in especially sub Sahara African 

countries. In their study, it was revealed that foreign portfolio investment, domestic 

investment growth and Net Export growth impacted positively and significance on 

economic growth in most SSA countries. 

In addition, Calderon & Nguyen (2015) investigated a causal link between capital 

flows and output growth for a set of 38 SSA countries. Their study employed FDI, aid 

and foreign borrowing and measures of capital flows and GDP growth to proxy output 

growth. It was revealed that portfolio investment flows provide avenue for sectors that 

are less attractive to traditional FDI capital. 
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2.4 Conceptual Model and Hypothesis Development 

The conceptual model explains the underlying theories as well as the empirical 

relationship that exist between the variables (dependent and independent). The model 

maps out how the variables relate to each other. According to the study, the dependent 

variable is economic growth which is measured by increase in Gross Domestic 

Product (GDP) whilst the independent variable is foreign portfolio investment which 

is measured by stock returns, inflation rate, interest rates, exchange rates, and equity 

index. 

              Independent Variable                                      Dependent Variable 

 

 

Figure 1: Author’s own construction (2020)                                               

Hypothesis Development  

Foreign Portfolio Investment and Economic Growth 

Calvo et al. (1993, 1996); Taylor et al. (1997); Fernaindez-Arias (1996); Kim (2000), 

Byrne et al. (2011) stress that global factors like decline in interest rates and 

slowdown in growth of industrialized countries influence capital to developing 

economies.  Again, Bohn et al. (1996), The World Bank (1997), Mody et al. (2001) 

and Felices et al. (2008), find that domestic factors like equity index, sufficient 

availability of domestic reserves, and country creditworthiness attract portfolio flows 

to developing countries. Remarkably, Chuhan et al. (1993); Montiel et al. (1999); De 

Vita et al. (2007); and Borensztein, De Gregorio et al. (1998) conclude that FPIs are 

an important vehicle to spur the technological transfer and support growth. Moreover, 

Mello (1999) argues that the productivity enhancing effects of FPI holds only when a 

sufficient absorptive capability for advanced technologies is available in the host 
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economy, and unless a given threshold is reached, the FPI in itself has no significant 

positive impact on growth. Interestingly, Mello concludes that there is a positive 

impact of FDI on long-run growth via technological upgrading and knowledge spill 

overs, both for developed and developing economies. In addition, Alfaro (2004); 

Hermes et al. (2003); and Durham (2004) ague that depth, financial intermediation 

effectiveness and financial sector regulation soundness are relevant in generating 

positive effects from FPI to growth. Similarly, Prüfer & Tondl (2008) posit that a 

positive FPI-growth nexus requires a functioning legal and institutional framework 

and political stability. From the foregoing arguments, it is hypothesized that: 

Foreign Portfolio Investment positively and significantly affect Economic Growth. 

2.5 Chapter Summary 

The reviews focused on the concepts of the study documenting the relevant theories 

and what others have done, as well as the determinants that influence foreign portfolio 

investment. After thorough review, the study identified that most of the studies done 

on similar topic used times series analysis (Akinmulegun, 2018 and Ibrahim & 

Akinbobola, 2017). Again, others used foreign portfolio investment as dependent 

variable and macroeconomic variables such as aid, borrowing, FDIs etc. as 

independent variables (The World Bank,1997; Mody et al., 2001; and Felices et al., 

2008). The current study deviates from time series analysis and adopt panel data 

analysis. Again, the study uses foreign portfolio investment as independent variable 

and economic growth as dependent variable. 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.1 Introduction 

This chapter outlined the methodology to be used in this study. The chapter discussed 

the research philosophical underpinnings and thereafter focused on the theoretical 

framework, model specification, estimation strategy, types and sources of data, 

description of variables and data collection, test for unit root and test for co-

integration. 

3.2 Research Design 

The researcher used the quantitative method of study. The study gleaned 

informational data from secondary sources. Consequently, explanatory study design 

was used to understand the linkage between foreign portfolio investment and 

economic growth in Ghana. Explanatory study design, according to Yin (2014); Stake 

(1995) & Merriam (2009) focused on the scope, process, and methodological 

characteristics of the research, emphasising the nature of inquiry as being empirical, 

and the importance of context to the case. It is the study of the particularity and 

complexity of a single case, coming to understand its activity within important 

circumstances. Despite its apparent flaws, the explanatory design provides 

detailed descriptions of specific cases. 

3.3 Sources of Data 

This investigation employed mainly secondary sources of information for its analysis. 

The time frame ranges from 2009 to 2019. The data will be obtained from the World 

Development Indicators (WDI, 2017) of the World Bank. The data focused on private 

capital flows, portfolio equity, portfolio debt and growth. The selection of the study 
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period will be influenced by conclusions of Gourinchas & Jeanne (2013) that 

economies were financially open at the start of the 1980s.  

3.4 Study Population 

The study population consist of manufacturing sectors, services sector, industry and 

agriculture. In effect, the researcher uses secondary data in estimating the result. 

Regarding the sample size, the study agreed with Israel (2009) that when the 

population required for the study is less than two hundred (200), the population 

should be taken to be equal to the sample size.  

3.5 Theoretical Framework 

The theoretical base for the study is Portfolio Allocation Model (PAM) developed by 

Feddeke & Liu (2002). PAM posits that capital flows are driven by two classes of 

determinants which are rates of return and risk factors with positive responses to rates 

of return and negative to risk. PAM is a dynamic optimization model in which an 

individual seeks to maximize the present value of his utility derived from expected 

return on a portfolio of capital assets driven by three component of the equilibrium 

capital flows, namely; (a) initial divergence effect (b) impetus effect and (c) time path 

effect. The initial divergence effect is the ratio of initial divergence between foreign 

and domestic (the starting level of capital stock) and inter-temporal equilibrium 

holdings of foreign and domestic assets respectively. The stronger the divergence is in 

foreign assets holdings, the greater the capital inflows. The second effect depends 

crucially on the strength of the social rate of time discounting, marginal rate of return, 

and marginal cost of adjustment and appropriation risk factors which are due to harsh 

domestic macroeconomic and policy environment. This serves to enhance or dampen 

the divergence effect. The time path effect features the optimal mix of flows of funds 
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to foreign and domestic assets as they approach their inter-temporal equilibrium 

values. It also reinforces either positively or negatively the first two effects.  

3.6 Model Specification 

Panel data was used in assessing the impact of Effect of Foreign Portfolio Investment 

on Economic Growth in Ghana. According to Baltagi (2001) cited in Gujarati (2004), 

by combining time series of cross-section observations, panel data gives more 

informative data, more variability, less collinearity among variables, more degrees of 

freedom and more efficiency.   

By studying the repeated cross section of observations, panel data are better suited to 

study the dynamics of change.  Since this panel data relate to different sectors over 

time, there is bound to be heterogeneity in these units. The techniques of panel data 

estimation can also take the inevitable heterogeneity relating to the study of the 

sectors over time explicitly into account by allowing for individual-specific variables 

(Gujarati, 2004). Panel analysis entails dataset where there is the observation of the 

behaviour of entities or individuals across time.  These entities can include countries, 

firms, institutions and others (Green, 2008). In this study, twenty-three (23) different 

operating universal banks across time are used justifying the need to use panel 

regression.  

Towing the line of Ezike et al. (2013) & Aymen (2013), the regression model in panel 

is specified using Ordinary Least Squares (OLS) as: 

𝑌𝑖𝑡 = 𝑓(𝑋𝑖𝑡, 𝑍𝑖𝑡 … ) + 𝜇𝑖𝑡                             

Where 𝑌𝑖𝑡  the dependent variable which represent economic growth. Furthermore, 

𝑋𝑖𝑡, 𝑍𝑖𝑡 are the vector of the independent variables. 𝜇𝑖𝑡 is the error term which 

incorporated all other factors that were not included in the model. Precisely, the 
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model hypothesised the independent variables as Domestic Stock Market 

Performance (SMR), Exchange Rate (ER), and Interest Rate Differential (IN R). 

Operationally, the equation is simplified as: 

𝑌𝑖𝑡 = 𝑓(𝑆𝑀𝑅𝑖𝑡, 𝐸𝑅𝑖𝑡, 𝐼𝑁 𝑅𝑖𝑡) 

𝑌𝑖𝑡 =  𝛾1 +  𝛾2𝑆𝑀𝑅 𝑖𝑡 + 𝛾3𝐸𝑅𝑖𝑡 + 𝛾4𝐼𝑁 𝑅𝑖𝑡 +  𝜇𝑖𝑡 

where, 

𝛾1 is a vector of constant term, 𝛾2,𝛾3, 𝛾4 are the vector of coefficients of the 

explanatory variable (NPL) which measures the magnitude of impact on the economic 

growth. 𝜏𝑡 captured the time-specific effects respectively whiles 𝜇𝑖𝑡 is the vector of 

error term which was assumed to be uncorrelated with the explanatory variables.  

3.6.1 Estimation Strategy 

Diagnostic Test Procedure 

The Classical Linear Regression Model (CLRM) estimated the value of a dependent 

variable 𝑦 expressed in terms of a set of independent variables 𝑋. According to Brook 

(2008), CLRM is the best linear unbiased estimator because it has stood the test of 

four underlying assumptions - normality assumption, the absence of multicollinearity, 

autocorrelation and heteroscedasticity.   

Following the CLRM equation, the equation for the present study was expressed in 

the form: 

𝑦 = 𝛽0 + 𝛽1𝑋 + 𝜀         

Where the error term 𝜀 was assumed to be independently identically distributed with 

zero expected mean and constant variance. 
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3.7 Variable Definition & Measurement, and Source 

The study made use of secondary source of data obtained from the World 

Development Indicators (WDI, 2017) of the World Bank. The variables employed 

include the Domestic Stock Market Performance (SMR), Exchange Rate (ER), and 

Interest Rate Differential (IN R). The study based its analysis on annual dataset 

spanning the period 2009 to 2019.  This time period and the respective banks were 

chosen based on the availability and accessibility of the data at hand. 

Table 1: Variable Definition & Measurement, and Source 

 

 

 

 

Variable Measurement Source 

Domestic Stock 

Market 

Performance 

(SMR), 

Foreign investors buy (sell) when equity index is 

falling (rising), with the expectation that returns 

will rise (fall) in future   

Gordon et al., 

2003; Griffin et al., 

2002. 

 

Exchange Rate 

(ER), 

Appreciation of currency of the host country is an 

additional avenue of gaining returns for foreign 

investors. 

 

Bank of Ghana  

Interest Rate 

Differential (IN 

R). 

capital is mobile and exchange rates are fixed, 

capital flows occur so as to restore interest parity, 

i.e., capital moves in or out of the country till the 

domestic and foreign interest rates equalize. 

Investors invest their capital wherever the interest 

rates adjusted for risk are higher. 

Verma et al. 

(2011); Iwata 

(2010) 

Economic 

Growth 

Domestic output growth indicates the soundness of 

macroeconomic and institutional fundamentals of 

the host country, which are important in attracting 

capital flows. 

Bank of Ghana 



 

31 

CHAPTER FOUR 

DATA PRESENTATION AND ANALYSIS 

4.1 Introduction 

The chapter provides information on the data presentation and analysis of the study. 

The chapter details information on the analysis conducted to examine the effect of 

foreign portfolio investment on economic growth, as well as the results of such 

findings. The chapter, further, conducts a discussion of the results presented, in 

relation to literature. The main reason for the chapter was to find answers to the 

research objectives and questions, with the central reason of trying to reject4 or 

support the various hypotheses that developed for the study. The study used panel 

analysis in conducting the research, with mean, standard deviation, minimum and 

maximum as the descriptive statistics.  

 4.2 Descriptive Analysis 

The descriptive statistics of the study was presented in this section. The information 

presented captured the variables such as the capital flows, portfolio equity and 

portfolio debt and economic growth. The period under review was from 2009- 2019, 

thus spanning an 11 year period. The descriptive statistics were displayed in table 4.1.  

Table 4. 1: Descriptive Analysis 

Variable  Mean  Std. dev. Min.   Max.       

Private Capital Flow  12.93  2.88  3.46             15.42      

Port Folio Equity 15.42  3.42  2.88     13.69    

Port Folio Debt 13.99  2.96  2.12    14.20 

Economic Growth 16.45  1.69  6.24  16.32  

Source: Estimations based on the annual reports  
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Table 4.1 presented information on the descriptive analysis of the study. The table 

displays that private capital flows had a mean score of 12.93, standard deviation of 

2.88 and a range of 3.46 to 15.42. Furthermore, the table showed that portfolio equity 

had a mean score of 15.42, standard deviation of 3.42 and a range of 2.88 to 13.69. 

Portfolio debt, on the other hand, had a mean score of 13.99, standard deviation of 

2.96 and a range of 2.12 to 14.20. Finally, economic growth had a mean score of 

16.45, standard deviation of 1.69 and a range of 6.24 to 16.32. 

4.3 Panel Analysis 

The study conducted a panel analysis that examined the effect of private capital flows, 

portfolio equity and portfolio debts on economic growth. The analysis used year as 

the time series variable (11 years) and the country variable as the panel ID. The study 

used private capital flows, portfolio equity and portfolio debts as the independent 

variable and economic growth as dependent variable. The results are presented in 

table 4.2 below.  

Table 4. 2: Random Effect output with Economic Growth as the dependent 

variable 

Variable  coefficient Std. Error Z   P>|z|   

Portfolio Debt  -.283     .014         3.712     0.000   

Portfolio Equity .346      .0509           3.421     0.017 

Capital Flows   2.546       .046          1.73                  0.000 

Constant  -1.243        . 425          -1.47                 0.023 

R-sq: 

within = 0.623                                             

between = 0.976 

F test that all              u_i = 0:      F (1, 19) = 11.18    Prob > F = 0.0042 

Source: Estimations based on Annual Reports 
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The table 4.2 presents the random effect output based on the panel analysis conducted 

on economic growth. The study findings showed the effect of portfolio debt, portfolio 

equity and capital flows on economic growth of a country. The results showed that 

generally the model was significant (F1, 19  = 11.18, p = 0.0042). Furthermore, the 

study presented information on the individual effects for Portfolio Equity (coefficient 

= .346, z = 3.421, p>lzl = 0.017), Capital Flows (coefficient = 2.546, z = 1.73, p>lzl = 

0.000) and Portfolio Debt (coefficient = -.283, z = 3.712, p>lzl = 0.000). The study 

results showed that portfolio equity and capital flows had a positive weight, with 

portfolio debt having a negative weight. Furthermore, all the independent variables 

had significant effects with the effect size moderately high, with portfolio debt having 

a high effect, followed by portfolio equity and then capital flows. 

4.4 Discussion of the Study 

The purpose of the discussion is to put the findings of the study, within the context of 

extant literature and theories on foreign portfolio investment on economic growth in 

Ghana. The main objective of the study was to examine the effect of foreign portfolio 

investment on economic growth in Ghana. The study results showed that portfolio 

equity and capital flows had a positive weight, with portfolio debt. Furthermore, all 

the independent variables had significant effects with the effect size moderately high, 

with portfolio debt having a high effect, followed by portfolio equity and then capital 

flows. The results of the study were supported by literature.  

The International Arbitage Portfolio Theory supports the findings of the study. 

According to Ross & Walsh, IAPT is a multifactor model that considers additional 

determinants of expected returns, and the international diverse consumption tastes and 

relative price uncertainty. In augmenting the theory’s argument, Fernandez-Arias and 

Mortiel (1996) developed Return and Credit Worthiness Model. The model further 
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asserts that long run and short run changes in equilibrium capital flows are due to the 

initial shocks of liabilities, changes in pull factors such as domestic economic 

environment and push factor like external financial conditions.  

Furthermore, the Portfolio Allocation Model (PAM) supported the results of the 

study, especially in line with capital flows. PAM is a dynamic optimization model in 

which an individual seeks to maximize the present value of his utility derived from 

expected return on a portfolio of capital assets driven by three component of the 

equilibrium capital flows, namely; (a) initial divergence effect (b) impetus effect and 

(c) time path effect. The initial divergence effect is the ratio of initial divergence 

between foreign and domestic (the starting level of capital stock) and inter-temporal 

equilibrium holdings of foreign and domestic assets respectively. The stronger the 

divergence is in foreign assets holdings, the greater the capital inflows. The second 

effect depends crucially on the strength of the social rate of time discounting, 

marginal rate of return, and marginal cost of adjustment and appropriation risk factors 

which are due to harsh domestic macroeconomic and policy environment. Linking the 

theories to the current study, capital could affect growth indirectly through the level of 

human capital. The capital could be either from foreign or local sources. 

Again, in line with the findings of the study, a study conducted by Ibrahim and 

Akinbobola (2017) found that foreign portfolio investment inflow was more stable in 

democratic periods between 1999 and 2013 than the military periods between 1986 

and 1998 and that the correlation between economic growth and foreign portfolio 

investment is positive and very significant. Although, the methods and approaches 

used in conducting both studies were different. Similarly, Shanab (2017) examined 

the effect of Foreign Portfolio Investment (FPI) on capital market indices for the 

period 2005-2016. The study employed Ordinary Least Square (OLS) for the analysis. 
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The study revealed that there is a statistically significant effect on both the purchases 

and sales by foreign investors on market capitalization. The study found no 

statistically significant effect between inflation and market capitalization. 

Ngowi (2001) maintains that African countries and other developing countries need 

substantial inflow of foreign capital to fill the saving and foreign exchange gaps 

associated with a rapid rate of capital accumulation and growth needed to overcome 

the widespread poverty in these countries. In addition, Ghose (2004); Knill (2005); 

and Vita & Kyaw (2008) reason that the developing countries are preferred to 

developed countries by foreign investors because of the higher rate of return on 

investment in these countries. This notwithstanding, Dell’Ariccia et al. (2008) and 

Obstfeld (2009) further posit that the developing countries across the globe have been 

making conscious efforts to attract foreign financial capital which provides an 

impetus to economic growth and financial market development. Interestingly, Fosu & 

Magnus (2006) and Omisakin, et al. (2009) point out rightly that foreign capital 

inflow is an important vehicle for augmenting the supply of funds for domestic 

investment.  

Furthermore, using another approach, Oladejo (2016) found that an increase in 

foreign portfolio investment for a given period, followed by decline, as a result of 

massive capital outflow and divestment by the investors, caused by the global 

recession. This showed that the three variable had a collective impact, other than the 

individual effects created. More importantly, Tokunbo et al. (2010) stressed that 

despite the increased flow of foreign portfolio investment to developing countries in 

especially sub-Sahara African countries. In their study, it was revealed that foreign 

portfolio investment, domestic investment growth and Net Export growth impacted 

positively and significance on economic growth in most SSA countries. In addition, 



 

36 

Calderon & Nguyen (2015) investigated a causal link between capital flows and 

output growth for a set of 38 SSA countries. Their study employed FDI, aid and 

foreign borrowing and measures of capital flows and GDP growth to proxy output 

growth. It was revealed that portfolio investment flows provide avenue for sectors that 

are less attractive to traditional FDI capital. 
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CHAPTER FIVE 

SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATIONS 

5.1 Introduction 

The previous chapter of the study detailed the data presentation and analysis. This set 

the precedence for the current chapter, which focuses on the summary of findings, 

conclusion and recommendation of the study. The highlights of the study are 

summarized, with conclusion presented from the findings, based on the research 

questions and objectives.  

5.2 Summary of Findings of the Study  

The main objective of the study was to examine the effect of foreign portfolio 

investment on economic growth in Ghana. The summary of findings presents a 

summary of the main findings of the study, for reference purposes and are outlined 

below based on the specific objectives noted for the study.  

5.2.1 The effect of Private Capital Flows on Economic Growth  

This objective investigated the effect of capital flows on economic growth in Ghana. 

The study findings showed that private capital flows had a positive weight on 

economic growth, and the effect was significant. Thus, an increase in capital flows led 

to increase in economic growth.  

5.2.2 The effect of Portfolio Equity on Economic Growth 

This objective examined the effect of portfolio equity on economic growth in Ghana. 

The study findings showed that portfolio equity had a positive weight on economic 

growth, and the effect was significant. Thus, an increase in portfolio equity led to a 

increase in economic growth.  
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5.2.3 The Effect of Portfolio Debt on Economic Growth  

This objective examined the effect of portfolio debt on economic growth in Ghana. 

The study findings showed that portfolio debt had a negative weight on economic 

growth, and the effect was significant. Thus, an increase in portfolio debt led to a 

decrease in economic growth. 

5.3 Conclusion  

In conclusion, the main purpose of the study was to examine the role played by 

portfolio investment on economic growth in Ghana. The study was able to achieve its 

purpose and was able to determine the role played by portfolio investment. The study, 

achieved this by developing three main research objectives: to investigate the effect of 

private capital flows on economic growth; to examine the effect of portfolio equity on 

economic growth; to examine the effect of portfolio debt on economic growth.  

The study used panel data analysis to observe the impact that independent variables 

(portfolio debt, portfolio equity and private capital flows) on the dependent variable 

(economic growth). The study findings were that both private capital flows and 

portfolio equity had a positive effect, with portfolio debt having a negative impact, 

with all of these effects noted to be significant. However, the study noted a few 

limitations as its focused was on secondary data, to the neglect of primary data, the 

study was unable to ascertain the reasons for the relationships noted.  

5.4 Recommendation of the Study  

The study makes various recommendations based on the findings, limitations and 

discussions that have been conducted on the study. The recommendations were 

generally categorized into two, namely recommendations for practice and 

recommendations for future studies.  
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5.4.1 Recommendations for Practice 

The study makes various recommendations for practice in regards to foreign portfolio 

investment in Ghana and these are outlined below. 

• The study recommends that the government of Ghana should have a clear 

directive in relation to foreign portfolio investments in Ghana.  

• Again, the study recommends that these directives should come with clear cut 

strategies and policies, in the bid to attract foreign investment.  

• Furthermore, the study recommends that private capital flows and portfolio 

equity should be promoted, with portfolio debt reduced in regards to 

improving economic growth. 

5.4.2 Recommendations for Future Research  

The study makes various recommendations for future research. These 

recommendations are in line with the limitations, findings and implications of the 

study.  

• The study recommends that future studies should focus on using control 

variables like GDP, Exchange Rate and Interest Returns to ensure that the 

effect of the foreign portfolio investment on economic growth can be 

ascertained.  

• The study recommends that future studies should consider using both primary 

and secondary data to ensure a rich set of data for analytical purposes.  

• Furthermore, the study recommends that future studies should apply 

qualitative and quantitative methods (mixed methods) to ensure that the study 

explores the relationship effectively.   
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