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BANKING & FINANCE | RESEARCH ARTICLE

Entrepreneurship, foreign direct investments and 
economic wealth in Africa
Daniel Ofori-Sasu1*, Smile Dzisi2 and Joshua Yindenaba Abor1

Abstract:  The paper seeks to examine the joint effect of entrepreneurship and FDI 
inflows on economic wealth in Africa. It employs a dynamic system GMM for a panel 
dataset of 52 African economies between 2006 and 2020. The study finds that FDI 
inflows induced a negative impact on the ease of doing business but it increases the 
business capital start-ups of entrepreneurs. We find that entrepreneurship reduces 
economic wealth in the short term but in the long-term entrepreneurship positively 
affect economic wealth. The results show that FDI inflows increase economic 
wealth and that FDI is an important channel through which entrepreneurship can 
impact economic wealth. We find evidence to support that ease of doing business 
and FDI inflows are substitutes while minimum capital of starting business com-
plements FDI inflows in determining economic wealth. Based on the marginal 
effects, we conclude that entrepreneurship reduces economic wealth but improves 
economic wealth when the level of FDI inflows increases in a country. The impli-
cation is that countries should provide strategies that promote economic wealth of 
individuals, people and entrepreneurs through prudent business development fra-
mework and FDI supports in the short term.

Subjects: Economics; Finance; Business, Management and Accounting; Industry & 
Industrial Studies 

Keywords: Entrepreneurship; FDI inflows; economic wealth

1. Introduction
Recent debate on the concept of entrepreneurship, trade and economic growth (Ács et al., 2014; 
Huang & Chen, 2021; Kim et al., 2022; Majumder et al., 2022; Miah & Majumder, 2020; Zhao, 2022) 
focusses on the impact of trade facilitation and institutions on sustainable environment and 
economic growth (Ibrahim & Ajide, 2022a, 2022b, 2022c; Jiahao et al., 2022; Sakyi et al., 2017); 
the extent to which trade facilitation contributes to improving social welfare in Africa (Sakyi et al.,  
2018); and the impact of entrepreneurship on economic growth in emerging markets (Ivanović- 
Đukić et al., 2022). A number of studies are devoted to the entrepreneurship-technological change 
nexus (Acs & Varga, 2005); impact of corruption on entrepreneurship (Dreher & Gassebner, 2013; 
Dutta & Sobel, 2016), as well as the impact of foreign direct investment (FDI) on entrepreneurship 
(Albulescu & Tămăşilă, 2014; Zhao, 2022). In addition, the role of foreign direct investments and 
entrepreneurial activity, as one of the main engines of economic growth is a topic of much 
discussion in existing literature (Kim et al., 2022; Neumann, 2020; Miah & Majumder, 2020; Gui- 
Diby, 2014, Gui-Diby & Renard, 2015; Coccia, 2011). The debate on the interrelationship between 
entrepreneurship, FDI and economic growth among economists in the past decade has reached 
a consensus that entrepreneurship and FDI independently matter for economic development and 
growth (Ács et al., 2014; Belitski & Desai, 2016; Huang & Chen, 2021; Nguyen, 2022). 

Ofori-Sasu et al., Cogent Business & Management (2023), 10: 2172040
https://doi.org/10.1080/23311975.2023.2172040

Page 1 of 27

Received: 11 October 2022 
Accepted: 19 January 2023

*Corresponding author: Daniel Ofori- 
Sasu, Department of Finance, 
University of Ghana Business School, 
P.O. Box LG, 78, Legon-Accra, Ghana 
E-mail: dofori-sasu@st.ug.edu.gh; 
doforisasu@yahoo.com

Reviewing editor:  
David McMillan, University of Stirling, 
Stirling, United Kingdom 

Additional information is available at 
the end of the article

© 2023 The Author(s). This open access article is distributed under a Creative Commons 
Attribution (CC-BY) 4.0 license.

http://crossmark.crossref.org/dialog/?doi=10.1080/23311975.2023.2172040&domain=pdf
http://creativecommons.org/licenses/by/4.0/


Entrepreneurship in particular is one of the drivers of macroeconomic development, but the 
relationship between entrepreneurship and economic wealth is complex. The literature empha-
sizes that the overall positive impact of entrepreneurship on economic wealth (Atems & Shand,  
2018; Audretsch & Keilbach, 2004a; Fritsch, 2008; Fritsch & Mueller, 2004) depends on a variety of 
associated determinants that influence the magnitude of the impact.”

It is evident that entrepreneurs require resources to make their efforts productive (Alvarez & 
Busenitz, 2001; Kim et al., 2022; Van Stel et al., 2005; Zhao, 2022), and one of the key resource for 
enhancing entrepreneurs’ abilities is foreign direct investments (Huang & Chen, 2021; Nguyen,  
2022). Only recently have researchers begun to assess the impact of FDI on business creation or 
entrepreneurship (Albulescu & Draghici, 2016; Ibrahim & Ajide, 2022c; Urbano et al., 2019a; Zhao,  
2022). Moreover, extant literature has focused on entrepreneurship-economic wealth nexus while 
ignoring the impact of foreign direct investment (FDI) on this relationship. However, to our knowl-
edge, none of the studies examining the interrelationship between entrepreneurship, FDI and 
economic wealth distinguish between channels of entrepreneurial activity to promote economic 
wealth. This particular emphasis is theoretically attractive because entrepreneurs need resources 
to remain productive and that the expected impact of entrepreneurship on economic wealth can 
be amplified by foreign direct investment inflows (Albulescu & Draghici, 2016; Alvarez & Busenitz,  
2001; Ayyagari & Kosová, 2010; Jiahao et al., 2022; Kim et al., 2022). Therefore, this paper seeks to 
contribute to the literature by updating and expanding the empirical literature with the emerging 
stream of research on emerging economies, and incorporating studies that analyze not only the 
impact of entrepreneurship on economic wealth but also the joint impact of entrepreneurship and 
FDI on economic wealth.

Advocates of entrepreneurship have supported the view that entrepreneurship is a channel for 
improving economic wealth (Acheampong & Hinson, 2019; Sobel, 2008) while others show that 
entrepreneurs can increase economic wealth through external financing models such as the FDI 
inflows (Fahed, 2013). FDI inflows provide capital to fund entrepreneurial activity, leading to an 
increase in economic wealth. For most developing countries, FDI inflows are one of the most 
important source of external financing (Albulescu & Tămăşilă, 2014) that contributes to economic 
wealth, as receiving entrepreneurs and private businesses heavily rely on those inflows to enhance 
their businesses (Neumann, 2020).

Extant literature posits that entrepreneurs through their entrepreneurship, function to coordi-
nate, control and combine factors of production in order to create wealth in economies (Kriese 
et al., 2021). FDI is imperative for stimulating entrepreneurs to develop their businesses and 
generate income for start-ups and entrepreneurial activities (Agbloyor et al., 2016). The extensive 
literature has shown that incentives to business entry is associated with the setup capital for 
a new business (Adusei, 2016; Kim & Li, 2012; Kriese et al., 2021). In fact, the usual way of 
evaluating entrepreneurial activities refers to the ability of entrepreneurs to generate resources 
to start a business. This implies that entrepreneurs require good business conditions to start 
a business or even to continue existing business. However, these studies do not take into account 
the ease of starting a business, the ease of doing business, and the minimum capital needed to 
start a business—as well as how these indicators interact with foreign direct investment to affect 
economic wealth. The effect of FDI inflows on the relationship between entrepreneurship and 
economic wealth has been discussed in two ways, as documented in the empirical literature 
(Doytch, 2012). On the one hand, entrepreneurs are expected to benefit from the support and 
know-how they receive through transfers from large companies or direct inflows of foreign capital 
(Doran et al., 2018). On the other hand, entrepreneurs are expected to suffer negative externalities 
due to the increase in the competitive environment (Kritikos, 2014). Despite the mixed debate 
existing between entrepreneurship, FDI and economic wealth in the literature (Kim et al., 2022; 
Majumder et al., 2022; Zhao, 2022; (Ács et al., 2014; Huang & Chen, 2021; Ibrahim & Ajide, 2022a,  
2022b, 2022c; Ivanović-Đukić et al., 2022; Jiahao et al., 2022; Miah & Majumder, 2020; Sakyi et al.,  
2017), as discussed above, most of these studies were focused on developing countries.
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It is important to note that the Agenda 2063 has become Africa’s blueprint and a master plan 
for transforming Africa into developing a strategic framework that aims to deliver on its goal for 
inclusive and sustainable development. Thus, increased globalization and increased integration 
among economies in Africa has made the region a global powerhouse to be reckoned with and 
hence, improving sustainable economic growth through their support to emerging development 
and investment opportunities. Given the importance of globalization and the fact that Africa is 
endowed with abundant resources that serve as primary inputs for entrepreneurial activities and 
investment opportunities for most sectors of an economy (Agbloyor et al., 2014; Awad & Ragab,  
2018), studies that examine how foreign direct investment and entrepreneurship interact to affect 
economic wealth in Africa are lacking. This is because most African economies who seek to 
develop their entrepreneurship and private sector businesses, lack the needed support or capital, 
and capital flows that can enhance their business-wealth nexus (Agbloyor et al., 2014). While there 
are both intuitive and theoretical reasons that FDI inflows play a key role in modulating the impact 
of entrepreneurship on economic wealth, it is unclear in the empirical literature whether FDI 
inflows better modulate the impact of entrepreneurship on economic wealth. The current study 
fills this gap by examining the impact of entrepreneurship on economic wealth that depends on 
FDI flows.

Further, differences in economic activities and the nature of interrelationship between entrepre-
neurship, foreign direct investment and economic wealth across countries in Africa, allow us to 
adopt the dynamic system GMM model to capture assumptions about specific moments of the 
random variables employed instead of assumptions about the entire distribution.

Improving economic growth in the developing and emerging economies remains a top priority 
on the global development agenda, as policymakers, development partners, practitioners and 
researchers worldwide aim to achieve the sustainable development goals. This study makes 
some important and novel contributions to the literature in developing and emerging economies. 
First, it investigates whether foreign direct investment (FDI) is an important driver of the alter-
native measures of entrepreneurship (based on the World Bank indicators of Doing Business). 
Second, the study contributes to the literature by examining the independent effect of the alter-
native measures of entrepreneurship and FDI on economic wealth. Finally, it empirically examines 
the interactive impact of FDI and entrepreneurship on economic wealth do not happen immedi-
ately (in the short term), but they take effect in the long term.

“The rest of the paper is organized into an overview, literature review, methodology, empirical 
results and discussions and conclusion and policy implication and recommendation sections.”
2. Entrepreneurship, FDI Inflows and economic wealth in Africa: an overview
This section provides an overview of entrepreneurship (measured as the ease of doing business), 
FDI flows (measured as FDI inflows relative to GDP), and economic wealth (measured as real GDP 
per capita) in Africa. The World Bank has published the annual Ease of Doing Business report since 
2004, and the report ranks nearly 200 countries on the ease of doing business on various criteria. 
These criteria include 10 indicators of ease of doing business. Data on the ease of doing business 
come from the World Bank’s Doing Business Report, while data on real GDP per capita come from 
the World Bank’s Development Indicators Database.

Ease of doing business represent entrepreneurship that translates into promoting economic 
wealth. Moreover, FDI inflow is a conduit through which entrepreneurship affects economic wealth. 
In Table 1, the average ease of doing business in Africa is 128.54. Over the period 2006–2017, the 
ease of doing business in Africa has shown a stable trends, although there were some marginal 
changes over the period. From Table 1, it decreased generally from 130.07 in 2006 to 128.54 in 
2018. This implies that the ease of doing business in Africa needs to be strengthened. FDI inflows 
increase from 3.69 in 2006 to 5.27 in 2018. Moreover, FDI inflows in Africa shows a general 
changing trends over the 2006–2018 period.
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Considering economic wealth, measured as real GDP per capita, the average is 7.26 with the 
lowest (7.14) and highest (7.35) occurring in 2006 and 2017, respectively. Thus, real GDP per capita 
shows an increasing trends over the 2006–2017 period in Africa.

In Figure 1, it is evident that real GDP per capita has been increasing at a steady state over the 
period while ease of doing business and FDI inflows have shown some changing trends over the 
same period (see, Figure 1). This shows that the relationship between entrepreneurship, FDI 
inflows and economic wealth is not clear from the African perspective.

3. Literature review: theories, empirics
In recent times, increased globalization have driven and stirred up greater interest among 
researchers in understanding how the world business activity and private capital flows can induce 
greater wealth for an economy (Layla et al., 2020). Wealth, which explains the value of all the 
assets of worth owned by a person, community, company or country, is an important concept 

Table 1. Trends in Entrepreneurship, FDI Inflows and Economic Wealth
Year Real GDP per capita Ease of Doing 

Business
FDI Net Inflow

2006 7.14 130.07 3.69

2007 7.18 130.06 4.63

2008 7.20 127.32 4.70

2009 7.20 126.40 4.57

2010 7.23 120.90 5.22

2011 7.24 117.94 9.50

2012 7.30 131.03 9.39

2013 7.31 131.06 5.38

2014 7.33 142.84 3.51

2015 7.33 122.73 3.93

2016 7.33 132.28 3.58

2017 7.35 129.82 5.22

2018 7.26 128.54 5.21

Average 7.262017 128.54 5.27

Source: Authors’ computation based on “Data from Doing Business project” and “World Development Indicators 
database” 
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Figure 1. Relationship between 
Entrepreneurship, FDI inflows 
and Economic Wealth.

Source: Authors’ computation 
based on “Data from Doing 
Business project” and “World 
Development Indicators 
database”
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which cannot be overemphasized. Thus, it can be argued that market economies that allow for 
trade and entrepreneurship create higher national gross domestic product required to create 
economic wealth (see, Jiahao et al., 2022; Kim et al., 2022; Miah & Majumder, 2020).

The study draws insight from the theory of resource-based entrepreneurship, which states that 
“entrepreneurs need resources to start and carry their businesses. Money and time alone are not 
sufficient for a successful startup, hence entrepreneurs require resources to make their efforts 
productive and creating wealth for themselves (Alvarez & Busenitz, 2001)”. The theory is therefore 
important in the process of enhancing an economic agent’s ability to maximize wealth through 
financial, social and human resources. Entrepreneurship has now been linked with all economic 
activities that create residual profits in excess of the rate of return for land, labor and capital 
(Glancey & McQuaid, 2000). The residual profits generated from entrepreneurial activities have the 
potential to yield high returns, drive economic growth and in turn leads to greater national and 
individual wealth. In this regard, many scholars have taken the interest to understand the 
important role that entrepreneurship play in economic growth and economic wealth (Doran 
et al., 2018; Hessels & Van Stel, 2011; Olaison & Meier Sørensen, 2014). In the literature, entre-
preneurship can affect wealth in many ways. These include increased competition and increased 
diversity in terms of product and services offering (D. Audretsch & Keilbach, 2004; Fritsch, 2008). It 
also leads to the creation of jobs, the introduction of new innovations and productivity 
enhancement.

“The entrepreneurship literature has focused on identifying determinants of entrepreneurship, 
including the economic context, government policies, entrepreneurial culture, and the operating 
environment. Recently, researchers have started to study the impact of foreign direct investment 
(FDI) on the set up of new enterprise (Ayyagari & Kosová, 2010). This can be argued from the 
resource curse hypothesis, which explains that many resource-rich countries fail to benefit from 
their natural resource wealth, and governments in these countries fail to respond effectively to 
public welfare needs. In view of this, it is expected that the impact of FDI on entrepreneurship can 
be a curse or a blessing to an economy. On the one hand, demand creation indicates that the 
impact of domestic companies are expected to benefit from the know-how that multinational 
companies transfer. On the other hand, entrepreneurs of domestic companies are expected to 
suffer negative externalities due to increased competition and technology created by barriers to 
entry. Thus, the resource curse hypothesis induces a positive or a negative impact of FDI on 
entrepreneurship (Zhao, 2022). Therefore, foreign direct investment is a key channel through 
which entrepreneurship affects economic wealth. Our work on entrepreneurship and the FDI 
relationship advances a new frontier of research on the determinants of the entrepreneurship 
literature. On the one hand, as explained by Kim and Li (2012), the relationship between FDI and 
entrepreneurship was first examined in the context of the secondary effects of FDI in host 
countries. Previous studies have reported both positive and negative effects of FDI on entrepre-
neurship. Most previous studies are based on state regulations in developed and developing 
countries (Kim & Li, 2012; Sabirianova Peter et al., 2005). Adverse side effects or no effects have 
been reported in emerging economies (Djankov & Hoekman, 2000; Konings, 2001; Sabirianova 
Peter et al., 2005), with less empirical studies in the African region. Similar results were reported by 
De Backer and Sleuwaegen (2003) for firm entry and exit among Belgian manufacturing industries. 
In contrast, Görg and Strobl (2002) find a positive effect of FDI on the entry of new domestic firms 
into Ireland. A more recent work by Zhao (2022) used a panel dataset containing 31 provinces of 
China over 1992–2017, and they found a positive FDI-entrepreneurship nexus. Zhao (2022) provide 
evidence that the knowledge diffusion and technology transfer effect more than offset the 
crowding-out effect of FDI on local entrepreneurship.

Recent studies examine the impact of foreign direct investment (FDI) on entrepreneurship using 
a panel data approach. For instance, Ibrahim and Ajide (2022) investigates whether trade facilita-
tion acts as a stimulus or deterrent for FDI inflows by employing the fixed effects model and 
differece-generalized method of moments (D-GMM) for a panel data of 26 African countries over 
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the period, 2004–2914. They show that trade facilitation significantly hinders FDI inflows. While 
Doytch and Epperson (2012) found that foreign direct investment positively affects entrepreneur-
ship only in the middle-income group, Kim and Li (2012) found that the most important positive 
effect of foreign direct investment on entrepreneurship is in regions with weak institutional support 
is more obvious. Their findings, from the analysis of a committee of 104 countries, are consistent 
with expectations that foreign direct investment is positively associated with starting a business, 
particularly in less developed countries characterized by a lack of institutional support, political 
stability and good human capital. However, the contradictory findings in the literature can also be 
related to the missing distinction between opportunity- and necessity-driven entrepreneurs. In 
terms of FDI inflow, startups are increasing as entrepreneurs see new opportunities in the market. 
On the contrary, since multinational corporations create jobs, foreign direct investment has 
a negative impact on the necessity-driven entrepreneurs. These hypotheses allow us to reconcile 
conflicting findings in the literature. Albulescu and Tămăşilă (2014) studied 16 European countries 
over the period 2005–2011 and showed that FDI inflows have a positive impact on opportunity- 
driven entrepreneurs, while FDI outputs have a positive impact on necessity-driven entrepreneurs 
and a negative effect on the other category of entrepreneurs. In addition, we also examine the 
impact of entrepreneurship and foreign direct investment on economic wealth. When local inves-
tors live in the country to find new opportunities abroad (foreign direct investment), opportunity- 
based business activity decreases while demand increases as more people looking for alternative 
incomes to improve their wealth find no work. Interestingly, the above discussion from the 
literature has not specifically examined the impact of FDI on different measures of entrepreneur-
ship, given the nature and different forms of entrepreneurship in developing and emerging 
markets.

Given that research on the macroeconomic impacts of entrepreneurship and FDI has gained 
increasing recognition over the past two decades and across a wide range of disciplines (Ibrahim 
and Ajide, 2022; Urbano et al., 2019a; Zhao, 2022), empirical work on this relationship in the 
African context needs to be regularly reviewed to inform and reflect current advances and 
stimulate future research. Several high-quality review papers have already summarized the large 
body of research on the impact of entrepreneurship on economic growth, ignoring empirical 
studies on how entrepreneurship affects economic wealth in Africa. For example, Wennekers 
and Thurik (1999) were the first to discuss the relationship between entrepreneurship and eco-
nomic growth in the analysis of the narrative literature. Van Praag and Versloot (2007) made the 
first systematic attempt to distinguish the few economically significant start-ups from the most 
insignificant youth. In a non-systematic study, Fritsch (2013) conducted a comprehensive survey 
and evaluated the knowledge available at the time on how start-ups in particular have affected 
regional development over time.

Improving economic growth in the developing and emerging economies remains a top priority 
on the global development agenda. For that reason, previous studies have shown which factors 
can determine the impact of start-ups or entrepreneurial activities on economic growth. For 
instance, Ivanović-Đukić et al. (2022) showed that entrepreneurial activity has a positive impact 
on economic growth by using a panel data analysis of 20 emerging countries in the period, 2011– 
2018. Block et al. (2017) analyzed the consequences of innovative entrepreneurship based on 
a systematic literature review of 102 studies published between 2000 and 2015. Urbano et al. 
(2019a), a systematic literature review of 104 studies published between 1992 and 2016, focusing 
on the relationship between institutional structure, entrepreneurship and economic growth (see, 
Ibrahim & Ajide, 2022a, 2022b, 2022c; Jiahao et al., 2022; Sakyi et al., 2018). For instance, Jiahao 
et al. (2022) examine the direct and interactive impacts of trade facilitation and institutions on 
sustainable economic growth, by employing the two-step dynamic system GMM estimator for 41 
sub-Saharan African economies over the period, 2005–2019. They find that the interactive impacts 
of trade facilitation and institutions positively predict the sustainable economic growth. 
Accordingly, all existing studies have been structured with an overview of empirical knowledge 
on the impact of entrepreneurship on the economy. However, they did not provide empirical 
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evidence on the impacts of entrepreneurship and foreign direct investment on economic wealth. 
Recently, Doran et al. (2018) examined the role of entrepreneurship in stimulating economic 
growth in 55 countries, including developing and developed countries, between 2004 and 2011. 
They found that entrepreneurial activities suppress or dampen gross domestic product per capita 
in low- and middle-income economies. This result clearly shows that entrepreneurship is a key 
factor in boosting national productivity. Research over the past 25 years shows that entrepreneur-
ship is one of the drivers of economic development, but the impact of entrepreneurship on 
economic wealth is very complex. Although a number of research works have identified different 
types of entrepreneurships as well as trade facilitation and their impacts on sustainable economic 
growth in the African region (Ibrahim & Ajide, 2022a, 2022b, 2022c; Jiahao et al., 2022; Sakyi et al.,  
2018), these studies have ignored the independent impacts of FDI and different measures of 
entrepreneurship (such as ease of doing business, ease of starting business, and minimum capital 
for starting business) on economic growth in Africa. The current literature emphasizes that the 
impact of entrepreneurship depends on a variety of related determinants that influence the 
magnitude of that impact, particularly foreign direct investment. For instance, Fritsch (2008) 
explained that entrepreneurship has several mechanisms through which it can affect economic 
wealth.

Much emphasis has been given to the existing relationship between entrepreneurship and 
growth. However, though, extant literature also assumes a strong connection between FDI and 
economic growth (Mamede & Davidsson, 2004), the potential impact of FDI on the relationship 
between entrepreneurship and economic wealth has not been explored. A recent study by 
Majumder et al. (2022) employed the Generalized Method of Moments (GMM) for a dataset from 
1997 to 2018, to test the effects of foreign direct investment (FDI) on export processing zones in 
Bangladesh. They found that FDI and GDP growth both have a positive relationship in accelerating 
export processing zones. Miah and Majumder (2020) applied the ARDL bound testing and the error 
correction model for a time series dataset covering the period 1972–2017 to explain the impact of 
FDI and export on the economic growth of Bangladesh. They found that an increase in FDI and 
exports lead to an increase in economic growth. However, in the long run, FDI negatively and 
insignificantly related to economic growth. Surprisingly, these studies have not empirically exam-
ined the effect of FDI in the entrepreneurship-wealth nexus, especially in Africa. Based on the 
literature, it is argued that globalization or integration of market economies is critical to developing 
national wealth because it creates higher national GDP, increase world business activities and 
promote economic creativity to obtain wealth through trade and entrepreneurship—yet the role of 
FDI in shaping the effect of entrepreneurship on economic wealth has not been empirically 
examined. Given that FDI drives entrepreneurship to affect economic wealth, it will be interesting 
to examine empirically the impact of FDI on the entrepreneurship-wealth nexus.”

Based on the reviewed literature above, the paper formulates the following hypotheses: 

H1: FDI inflows has a negative impact on entrepreneurship

H2: The independent impact of entrepreneurship and FDI inflows on economic wealth is positive in 
the long term.

H3: FDI inflows moderates the impact of entrepreneurship on economic wealth

4. Methodology
We construct a panel dataset of 52 African economies. The sample covers 13 years from 2006 to 
2020, a period spanning different economic and business conditions. Data were selected based on 
the availability of data. This is because data on the variables of interest (FDI, Global Ease of Doing 
Business indicators and real GDP per capita) that were obtained from the respective databases (i.e. 
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collection of datasets from Global Financial Development, World Bank Ease of Doing Business 
databases and IMF)—captured 52 African countries over the period, 2006–2020, hence, controlling 
for missing data bias. We utilize the baseline model, which is expressed as:

Economic Wealth ¼f Entrepreneurship; FDI Inflows; Control variablesð Þ (1) 

5. Model specification

5.1. Relationship between entrepreneurship, FDI Inflows and economic wealth
Following previous studies (Alfaro et al., 2004; Doran et al., 2018; Ferreira et al., 2017; Ibrahim & 
Ajide, 2022a, 2022b, 2022c; Jiahao et al., 2022; Neumann, 2020; Sakyi et al., 2017) there is an 
interrelationship between entrepreneurship, FDI inflows and economic wealth. We build on their 
model by adopting the dynamic System Generalized Method of Moments (SGMM) that allows for 
the simultaneous determination of entrepreneurship, FDI inflows and economic wealth.

First, we argue that FDI inflows impact entrepreneurship-economic wealth nexus. This implies 
that FDI inflows have a direct impact on entrepreneurship and in turn influence economic wealth. 
Given this complex relationships, the study presents a dynamic SGMM model, as applied by Jiahao 
et al. (2022), Ibrahim and Ajide (2022a, 2022b, 2022c), Wooldridge (2001); Lu & Wooldridge, 
(2020), and Sakyi et al. (2017). This was employed to give an efficient estimates. First, the study 
explains the effect of FDI on the entrepreneurship indicators, as specified below:

Y0jt ¼ βlY0jt� 1 þ β1FDI Inflowsjt þ ∑
N

k¼5
CkVjt þ θt þ �j þ γjt (2) 

“where subscript j denotes cross-sectional dimension (country specifics), j = 1, . . . , M; t denotes the 
time series dimension (time), t = 1, . . . , T; βl is the coefficient of the lag of dependent variable 
(entrepreneurship indicators); β1 represents the coefficient of FDI inflows; Ck : k = 5, . . . , N, 
represent the regression coefficient parameters for vector V to be estimated. V is a vector of 
control variables that explains the model; γjt is idiosyncratic error term, which controls for unit- 
specific residual in the model for the jth country at period t.”

Second, we argue that both entrepreneurship and FDI inflows have an independent effect on 
economic wealth. We apply the SGMM model, as used by Agbloyor et al. (2016, 2019) to deal with 
possible endogeneity that may exist. This is expressed as:

Economic Wealthjt ¼ β1Economic Wealthjt� 1 þ ∑
4

l¼2
βlEntrepreneurshipjt;t� 1 þ α1FDI Inflowsjt

þ ∑
N

k¼5
βkCjt þ θj þ �t þ εjt (3) 

where β1 is the coefficient of the lag of dependent variable (economic wealth); βl : l ¼ 2; . . . ;4;
represent the coefficients of entrepreneurship variables and its lags; α1 represents the coefficient 
of FDI inflows; βk : k = 5, . . ., N, represent the regression coefficient parameters for vector C to be 
estimated. C is a vector of control variables that explains the model.

εjt is idiosyncratic error term, which controls for unit-specific residual in the model for the jth 

country at period t.

6. Independent effect
The dependent variable in the model is economic wealth. Economic wealth refers to the net wealth 
of an economy (Pettinger, 2017a, 2017b; Neumann, 2020). It measures the value of all assets of 
worth (valuable economic resources) owned by a nation or economy. An increase in real output 
and real income suggests an economy is better off and therefore there is an increase in economic 
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wealth. As explained earlier, numerous studies have investigated the determinants of economic 
growth from countries in Africa (Cramer et al., 2020; Heshmati, 2018; Hillbom & Green, 2019; 
Langdon et al., 2018; Mills et al., 2017; Nnadozie & Jerome, 2019; Noman et al., 2019). Following 
Batrancea et al. (2022) and Pettinger (2017a), we measure economic wealth using real GDP per 
capita, where higher values denote greater economic wealth. Data on real GDP per capita were 
obtained from the IMF database.

In equation 3, economic wealth is a function of past year’s economic wealth, entrepreneurship, 
FDI inflows and other macro-economic indicators.

Entrepreneurship, according to the Dau and Cuervo-Cazurra (2014) is the “creation of new 
businesses by a stable collection of individuals, households, entrepreneurs, and micro, small and 
medium-sized enterprises who coordinate their efforts to generate new value-added economic 
activity.” We decompose entrepreneurship into three indicators including; (1) Ease of doing busi-
ness, (2) Ease of starting business, and (3) Minimum capital for starting business. The use of these 
indicators were drawn from the ease of doing business database of the World Bank and the Global 
Entrepreneurship Monitor (GEM) (Herrington, Kew & Kew, 2010), as were used in the studies of 
Kriese et al. (2021). Data on ease of doing business was obtained from the World Bank database of 
ease of doing business index. This is defined as the ease of doing business score, which is 
measured with 10 indicators of the simple average of the scores for each of the doing business 
indicators: “starting a business, dealing with construction permits, getting electricity, registering 
property, getting credit, protecting minority investors, paying taxes, trading across borders, enfor-
cing contracts and resolving insolvency. The score is computed based on the methodology in the 
DB17-20 studies for topics that underwent methodology updates.”

Data on ease of starting business was obtained from the World Bank database of ease of doing 
business index. This is defined as the “score for starting a business”, measured as “the simple 
average of the scores for each of the component indicators: the procedures, time and cost for an 
entrepreneur to start and formally operate a business, as well as the paid-in minimum capital 
requirement.” Data on “minimum capital for starting a business” was obtained from the “World 
Bank database of ease of doing business index, which ranges from 0 to 100, where 0 represents 
the worst regulatory performance and 100 the best regulatory performance.”

“Equation 3 allows an analysis of the impact of entrepreneurship on economic wealth. As 
mentioned earlier, there are three alternative measures of entrepreneurship: ease of doing busi-
ness, ease of starting a business, and minimum capital to start a business. These entrepreneurship 
indicators are expected to have a positive or negative impact on economic wealth. In particular, 
the effects of individual measures may not occur immediately. Previous research suggests that 
entrepreneurial activities can affect growth differently (Ibrahim & Ajide, 2022a, 2022b, 2022c; 
Jiahao et al., 2022; Marcotte, 2013; Sakyi et al., 2018, 2017) due to differences in business 
formation and trade facilitation that exist among entrepreneurs. While previous studies show 
that entrepreneurship drives economic growth (Kim et al., 2022; Ivanović-Đukić et al., 2022; 
Asongu and Tchamyou 2016; Adusei, 2016), the current study contends that the positive impact 
is not straight forward. In view of that we expect entrepreneurship to have a negative effect on 
economic wealth in the short term. This is because initial levels of a country’s entrepreneurial 
capacity may not be sufficient to induce a positive effect on economic wealth. However, in the long 
run, we expect a positive entrepreneurship-wealth nexus. Also, we argue that entrepreneurship 
may not have a short-term positive impact on economic wealth. This is because a country may 
take time to develop its wealth or their economic resources may not be built up immediately to 
increase economic wealth through entrepreneurship. In this regard, we introduce the lag of each 
of the entrepreneurship indicators, and expect past year’s entrepreneurship indicators to positively 
affect economic wealth.
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This suggests that countries that build their capacity to promote entrepreneurial activities are 
able to increase economic wealth in the long term. This is consistent with empirical studies that 
entrepreneurship boosts national productivity and economic growth (see, Adusei, 2016; Asongu & 
Nwachukwu, 2018; Doran et al., 2018) and that general ease of doing business is beneficial 
(Canare, 2018) and thus generate more economic wealth in the long term.”

Equation 3 also shows the impact of FDI inflows on economic wealth.

FDI inflows are generally understood as an investment by a party in one country in a company or 
corporation in another country with the intention of establishing a lasting interest (Durham, 2004). 
FDI inflows in our sample are measured as the ratio of net inflows of foreign direct investment to 
a country’s gross domestic product (GDP). Data on FDI flows were taken from the Global Financial 
Development Database. We expect a positive or negative effect of FDI flows on economic wealth. 
A positive effect suggests that FDI inflows to a particular country are strong enough to promote 
economic wealth. This confirms the work by Gui-Diby (2014). A negative effect suggests that 
countries with greater FDI inflows may channel investment funds into areas that may not directly 
increase economic wealth. This implies that FDI affects economic wealth spillovers negatively (see, 
Adams & Opoku, 2015; Konings, 2001).

Furthermore, as emphasized by earlier studies, FDI inflow has a divergent impact on economic 
growth. Indeed, most reviewed studies show that FDI had no impact on growth or may have been 
harmful to growth. Given that entrepreneurship may have a long-term positive impact on eco-
nomic growth, we expect FDI inflows to supplement or complement entrepreneurship to influence 
economic wealth. Thus, countries with better entrepreneurial capability are expected to attract FDI 
inflows in order to promote economic wealth.

In what follows, we argue that past year’s entrepreneurship has a conditional impact on 
economic wealth conditioned on FDI inflows. Based on this, we introduce an interaction term 
between past year’s values of entrepreneurship indicators and FDI inflows to capture the joint 
effect and heterogeneity in the model. We expand equation 2 and specify the model as follows:

Economic Wealthjt ¼ α1Economic Wealthjt� 1 þ ∑
4

l¼2
αlEntrepreneurshipjt;t� 1

þ α5FDI Inflowsjt þ ∑
3

p¼1
ΩpðEntrepreneurshipjt� 1 � FDI InflowsjtÞ

þ ∑
N

k¼1
βkXjt þ γj þ μt þ εjt

(4) 

where α1 is the coefficient of the lag of dependent variable (economic wealth); αl: represent the 
regression coefficients of a vector of three entrepreneurship variables, namely; ease of doing 
business, ease of starting business and minimum capital for starting business; α5 represents the 
coefficient of FDI inflows; NIL p = 1, . . . ,3 represents the coefficients of the interaction terms; Ωp: 
βk, are regression parameters for vector X (control variables) to be estimated; k ¼ 1; . . . ;N is the 
country fixed effect; and γj is the time fixed effect; and μt is idiosyncratic error term, which controls 
for unit-specific residual in the model in the jth country at period t.

6.1. Interaction effects
In this model (equation 4), we are interested in whether entrepreneurship indicators complement 
or substitute FDI inflows to influence economic wealth. We do this by looking at the signs and 
significance level associated with (1) the coefficients of the variables of interest and (2) the 
interaction terms. Following Compton and Giedeman (2011), we interpret our results considering 
the signs associated with the coefficients of the interaction terms and the variable of interest. 
Given our expected (positive) signs associated with the coefficients of last year’s entrepreneurship 
indicators, a positive coefficient of the interaction terms between last year’s entrepreneurship 
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indicators and FDI inflows suggests that the long-term effects of the variables of entrepreneurship 
and foreign direct investment inflows complement each other to achieve a desirable outcome of 
economic wealth. A negative coefficient of interaction terms between entrepreneurship indicators 
over the past year and FDI inflows suggests that the long-term effects of entrepreneurship 
variables and FDI inflows are substitutes to explain economic wealth. Following Brambor et al. 
(2006), we interpret our results by calculating the marginal effects of the entrepreneurship vari-
ables. This interpretation makes economic sense because it tells us how last year entrepreneurship 
affects economic wealth due to differences in the levels of FDI inflows.

7. Controls
“We control for trade openness (percentage of export plus import to gross domestic product), 
industry employment (industry employment as a percentage of total employment), money supply 
(percentage of broad money to gross domestic product), gross capital formation growth (year-on- 
year percentage change in gross capital formation to gross domestic product), inflation rate 
(consumer price index), population growth (percentage change in year-on-year population on 
natural log of total population) and human development index (ranges between 1 and 0, com-
puted as a function of education, health and income of an economy). Data on control variables 
were obtained from the World Development Indicator database the below variables and show the 
expected impact of the variables on economic wealth. We expect a positive relationship between 
trade openness and economic wealth, which implies that trade openness should increase wealth. 
We expect a positive effect of industry employment on economic wealth. This suggests that 
countries with greater share of industry employment should increase economic wealth. We expect 
positive effect of money supply on economic wealth. This indicates that countries with greater 
money supply should promote economic growth. We expect a positive relationship between gross 
capital formation and economic wealth, which implies that countries that are more focus on 
increasing gross capital formation should increase economic wealth. We expect a negative effect 
of inflation on economic wealth. This shows that macroeconomic uncertainty reduces wealth. We 
expect a negative effect of population growth on economic wealth. This shows that an increase in 
population puts pressure on the resources of a country, leading to a reduction in economic wealth. 
We expect a positive effect of human development on economic wealth. This shows that countries 
with a higher level of human capital development should achieve greater economic wealth.”

7.1. Estimation technique
The study employs a number of techniques to test for the validity, reliability and efficiency of the 
model. Based on the test results, there was no outliers, normality of each variable was achieved, 
multicollinearity was absent (Allison, 2012), and the severity of and presence of cross-sectional 
dependence was ignored for the models (Pesaran, 2015). “A potential problem that may arise from 
the model specified above is that problem of endogeneity. This is because the dynamic term and 
the bi-causal relationship that may exist between some of the explanatory variables and the 
dependent variable, under these circumstances, render the Ordinary Least Square (OLS) and 
Generalized Least Squares (Fixed-and-Random Effects) estimations not useful. In the presence of 
endogeneity, these estimation techniques are either biased upwards downwards. In view of that, 
the study employs the System Generalized Method of Moments (SGMM) Two-Step estimator with 
small sample size adjustments, forward orthogonal deviations and robust standard errors. This 
technique has been used by Jiahao et al. (2022), Ibrahim and Ajide (2022a, 2022b, 2022c), Sakyi 
et al. (2018), (2017) and others. This improves efficiency and reduces finite sample bias (see, 
Arellano & Bover, 1995; Blundell & Bond, 1998). The GMM resolves issues of unobserved hetero-
geneity that may arise between countries and endogeneity that may exist from bi-causality and 
mismeasurements. The use of system GMM helps to generate its own instruments from the data 
and it has the advantage of not searching for external instruments whose exogeneity can be 
difficult to justify. Thus, the instruments that we use are therefore generated from within the data 
as is customary with GMM. The Hansen J test of over-identifying restrictions is used and the 
instruments are valid in our model. The Hansen test is distributed as chi-square under the null 
that the instruments are valid. We also check whether the model is correctly specified by looking at 
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the presence of the nth-order serial correlation. To check for the reliability of the results, we use 
the Arellano and Bond (1991) test of serial correlation in the errors, AR (1) and AR (2) to examine 
the serial correlation properties. Evidence of serial correlation in our model, as explained by 
Arrellano and Bond (1991), Arellano and Bover (1995) and Blundell and Bond (1998), shows that 
the system GMM estimates are valid. We apply Windmeijer (2005) correction to produce robust 
standard errors because the two-step estimator has been shown to be biased without this correc-
tion. The error term of the model was tested for its assumptions of normality, autocorrelation and 
homoscedasticity. We compare the number of instruments to the number of groups and confirm 
that the instrument did not exceed the number of groups (Roodman, 2009).”

8. Empirical results and discussions
Table 2 shows the descriptive statistics of the explanatory variables. From Table 2, economic 
wealth recorded an average of 7.097 real GDP per capita. The average ease of doing business in 
our sample is 50.79, ranging from 19.11 to 81.59. The average score of starting business is 65.73, 
ranging from 2.21 to 95.13. This shows that out of a 100 score, the average score of the ease of 
doing business and starting business is more than half. Business capital start-up has an average 
score of 4.07, ranging from −2.3 to 8.54. FDI inflows recorded an average of 4.036% of GDP, given 
a range between −8.59 and 161.824.

In terms of the controls, trade openness recorded an average of 0.69, ranging between 0.19 and 
3.76. The proportion of industry employment to total employment is 13.37%. Gross capital forma-
tion recorded an average of 21.58, inflation rate recorded an average of 7.74, population has an 

Table 2. Descriptive Statistics
Variables Obs. Mean Std. Dev. Min Max
Economic 
Wealth

1390 7.097 1.047 5.102 9.929

Ease of Doing 
Business

1455 50.787 11.05 19.106 81.589

Ease of starting 
Business

1327 65.731 18.407 2.206 95.131

Business capital 
start-up

1284 4.072 2.189 −2.303 8.539

Foreign Direct 
Investment

1388 4.036 9.132 −8.589 161.824

Trade Openness 1251 0.693 0.35 0.191 3.762

Industry 
Employment

1377 13.367 8.018 1.704 40.37

Gross Capital 
Formation

1293 21.575 9.888 −2.424 85.101

Inflation 1262 44.84 699.58 −11.686 23,773.131

Population 1450 15.691 1.601 11.149 19.067

M2+/GDP 1342 34.54 27.837 0.024 251.618

HDI 1305 0.486 0.133 0.199 0.871

Economic Wealth: Real Gross Domestic Product per capita; Ease of Doing Business: Ten Criteria for doing business as 
measured by the World Bank; Ease of Starting Business: measured as the simple average of the scores for each of the 
component indicators: the procedures, time and cost for an entrepreneur to start and formally operate a business, as 
well as the paid-in minimum capital requirement; Business capital start-up: minimum capital for starting a business; 
Foreign Direct Investment: percentage of foreign direct investment to gross domestic product; Trade Openness: 
percentage of export plus import to gross domestic product; Industry Employment: Percentage of industry employment 
to total employment;; Gross Capital Formation Growth: Year-on-year percentage change in gross capital formation to 
gross domestic product; Inflation Rate: consumer price index; Population: percentage change in year-on-year popula-
tion or natural log of total population; M2+/GDP is the ratio of broad money to GDP; Human Development Index: 
Ranges between 1 and 0 and computed as a function of education, health and income of an economic. Data from Doing 
Business project (http://www.doingbusiness.org/) and World Development Indicators database 
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average of 15.69, money supply has an average of 34.54% of GDP and human development index 
recorded an average of 0.49.

Table 3 and 4 shows evidence of no multicollinearity, as confirmed by a variance inflation factor 
(VIF) less than 10 (see, Wichers, 1975; York, 2012).

8.1. Relationship between FDI and entrepreneurship
In Table 4, it can be deduced that the impact of FDI inflows on entrepreneurship depends on the 
type of entrepreneurship indicator used. The three measures of entrepreneurship including the 
ease of doing business, ease of starting business and business capital start-up are the dependent 
variables in Table 4. It shows how FDI influence the ease of doing business, ease of starting 
business and business capital start-up. For example, in Model 1, FDI flows negatively impact ease 
of doing business. This suggests that FDI inflows limit the ease of doing business. This implies that 
entrepreneurs do not rely heavily on FDI inflows to fuel their activities within an economy. From 
the theoretical view of the resource curse hypothesis, a resource-rich countries fail to benefit from 
their natural resource wealth and their trading environment. Although foreign direct investment 
inflows can promote business activities and economic development, it is widely held among 
economists that FDI inflows can drive entrepreneurs’ interest from productive and economic 
activities to a wealth or rent-seeking activities and hence entrepreneurship can be severely 
hampered (Bjorvatn et al., 2012; Zhao, 2022). Therefore, resource curse hypothesis induces 
a negative effect of FDI inflows on entrepreneurship, and that entrepreneurs with a strong busi-
ness capability attract smaller FDI inflows. This agrees with the debate in the work of Zhao (2022) 
that FDI is a curse to entrepreneurship and it supports the negative impact of FDI on entrepreneur-
ship from the works of Djankov and Hoekman (2000), Konings (2001), and Sabirianova Peter et al. 
(2005). In model 3, however, foreign direct investment has a positive effect on the minimum 
capital required to start a business. This means that FDI inflows into an economy provide an 
immediate source of investment capital to entrepreneurs to start a business—hence, a blessing to 
entrepreneurship. The implication is that countries with higher FDI inflows can help entrepreneurs 
raise the minimum capital to start a business. Although our findings make significant contribution 
to the literature based on alternative use of entrepreneurship measures, it confirms the work of 
Christiansen and Ogutcu (2002) that the FDI supports trade flows. It is also consistent with the 
work of Albulescu and Tămăşilă (2014) that FDI positively influences opportunity-driven entrepre-
neurs. In general, our findings agree with the work of Zhao (2022), who tested whether the impact 
of FDI on local entrepreneurship is a blessing or curse. He found that the impact is positive and 
that the effect of knowledge diffusion and technology transfer is more and offset the crowding out 
effect of FDI on local entrepreneurship in China’s economic transition.

On the control variables, inflation has a positive impact on economic wealth. Population reduces 
economic wealth. This is because countries with greater population may increase the rate of 
unemployment and may lead to lower economic wealth. The Human Development Index aims 
to promote economic wealth and confirms the findings of previous studies (Mankiw et al., 1992) 
that human capital is relevant for the conversion of inputs into productivity outputs.

The control variables have a varying impact on entrepreneurship due to the measure of entre-
preneurship used.

8.2. Relationship between entrepreneurship, FDI Inflows and economic wealth
In Table 5, the ease of doing business has a significant negative impact on economic wealth 
(Model 4). This means that countries that open up their economy for trade are not able to benefit 
from trade opportunities due to the resource curse and provide an indication that the ease of 
doing business reduces economic wealth. This is not surprising, given the theory that unproductive 
entrepreneurship (see, Baumol, 1996) could reduce wealth and productivity in the sense that trade 
globalization drives entrepreneurs’ interest from investing in entrepreneurial activities to investing 
in unproductive sectors of the economy (see, Bjorvatn et al., 2012). Further, our results are 
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consistent with the work of Kim et al. (2022), who do not find evidence of a positive link between 
aggregate entrepreneurship and economic growth in a sample of advanced and developing 
economies. However, this pattern is not consistent with the experiences of developing countries 
in the work of Koster and Rai (2008) and Sautet (2013)—who provide evidence that an increasing 
rate of entrepreneurship leads to a decline in economic growth. Thus, entrepreneurship or the 
activity of starting and running a business is a vital ingredient of economic growth and develop-
ment—which is not consistent with our findings rather, our empirical evidence points to the 
heterogeneous nature of entrepreneurial activity that impedes on economic wealth.

Based on our discussion, we introduce the lags of entrepreneurship indicators (ease of doing 
business, ease of starting business and business capital start-up) to observe whether the impacts 
of entrepreneurship on economic wealth is persistent over time. Interestingly, the lag of ease of 
doing business has a positive and significant impact on economic wealth. This suggests that 
countries that open their economy for business activities have a strong framework for ease of 
doing business to generate more economic wealth in the long run. Similarly, the ease of starting 
a business has a significant negative impact on economic wealth in the short term. In the long run, 
countries are able to increase their economic wealth by providing a favorable environment for 
business start-ups (Model 5). This is not surprising if we follow the theory of unproductive entre-
preneurship (see, Baumol, 1996), which shows that entrepreneurship does not necessarily lead to 
successful wealth creation in short-term productivity, but will affect long-term wealth creation. 
Thus, in the long run, wealth-seeking entrepreneurs benefit from effective resources from business 
start-ups. Interestingly, minimum start-up capital has a positive impact on economic wealth in 
both the short term and long term (see Model 6). This shows that countries that open their 
economy for trade have the incentives to provide minimum start-up capital for entrepreneurs to 
persistently increase their wealth. In general, countries with strong entrepreneurship models are 
able to improve economic wealth in the long run. Thus, entrepreneurs that have easy access and 
enabling business environment are able to increase economic wealth over time. This is consistent 
with work by Canare (2018), who found that the general ease of doing business has a positive 
impact on business formation, which ultimately promotes long-term economic growth and devel-
opment (Doran et al., 2018). This adds that improvement in the ease of doing business contributes 
to economic wealth, as supported by Adepoju (2017). The implication is that entrepreneurship 
promotes a good business environment, allowing companies and private entrepreneurs to prosper 
more and better contribute to economic wealth.

The results show a negative and significant impact of FDI inflows on economic wealth in the 
presence of ease of doing business (models 4) but has no significant impact on economic wealth 
(models 5–7) in the presence of other entrepreneurship indicators like ease of staring business and 
business capital start-up. This indicates that the impact of FDI on economic wealth is not direct but 
can provide an important channel through which entrepreneurship can impact economic wealth. 
Our negative impact can be explained that when FDI increases excessively and it is not used 
efficiently, it can be detrimental to the host country, thereby hindering economic wealth. This 
supports the resource curse hypothesis that countries that open their economy for FDI inflows do 
not benefit from it and hence, agrees with Gui-Diby (2014), who found a negative effect of FDI on 
economic growth in 50 African countries in the period 1980–1994. This disagrees with recent work 
of Nguyen (2022) who provide evidence to support a positive impact of FDI on economic growth. 
Our findings also disagrees with previous works by Lucas (2005) and Catrinescu et al. (2009) who 
supported that FDIs lead to positive economic growth. This is because foreign direct investment 
that flows to resource-rich countries produces negative spillover effects or no effect on an 
economy’s transition (Djankov & Hoekman, 2000; Konings, 2001; Sabirianova Peter et al., 2005). 
Therefore, countries that develop and grow their investment channels, through FDI inflows do not 
impact economic wealth directly.

Ofori-Sasu et al., Cogent Business & Management (2023), 10: 2172040                                                                                                                             
https://doi.org/10.1080/23311975.2023.2172040

Page 14 of 27



Ta
bl

e 
3.

 P
ai

rw
is

e 
co

rr
el

at
io

ns
Va

ria
bl

es
VI

F
(1

)
(2

)
(3

)
(4

)
(5

)
(6

)
(7

)
(8

)
(9

)
(1

0)
(1

1)
(1

) E
as

e 
of

 
Do

in
g 

Bu
si

ne
ss

1.
07

1.
00

0

(2
) E

as
e 

of
 

st
ar

tin
g 

Bu
si

ne
ss

1.
02

0.
56

8
1.

00
0

(0
.0

00
)

(3
) B

us
in

es
s 

ca
pi

ta
l s

ta
rt

-u
p

1.
05

−0
.2

95
−0

.6
68

1.
00

0

(0
.0

00
)

(0
.0

00
)

(4
) F

or
ei

gn
 

Di
re

ct
 

In
ve

st
m

en
t

1.
96

0.
01

3
0.

02
5

0.
08

1
1.

00
0

(0
.6

39
)

(0
.3

67
)

(0
.0

38
)

(5
) I

nf
la

tio
n

1.
03

−0
.0

59
0.

01
4

0.
09

1
−0

.0
15

1.
00

0

(0
.0

36
)

(0
.6

26
)

(0
.0

28
)

(0
.6

10
)

(6
) P

op
ul

at
io

n
1.

45
−0

.1
00

−0
.0

10
−0

.0
35

−0
.1

78
0.

04
9

1.
00

0

(0
.0

00
)

(0
.7

24
)

(0
.3

70
)

(0
.0

00
)

(0
.0

80
)

(7
) T

ra
de

 
O

pe
nn

es
s

1.
55

0.
08

3
0.

01
2

0.
08

5
0.

30
0

−0
.0

25
−0

.3
77

1.
00

0

(0
.0

03
)

(0
.6

86
)

(0
.0

32
)

(0
.0

00
)

(0
.4

08
)

(0
.0

00
)

(8
) I

nd
us

tr
y 

Em
pl

oy
m

en
t

2.
42

0.
09

3
0.

00
4

0.
12

6
−0

.0
11

−0
.0

34
−0

.1
67

0.
31

0
1.

00
0

(0
.0

01
)

(0
.8

95
)

(0
.0

01
)

(0
.6

77
)

(0
.2

43
)

(0
.0

00
)

(0
.0

00
)

(9
) G

ro
ss

 
Ca

pi
ta

l 
Fo

rm
at

io
n

1.
32

0.
16

0
0.

09
4

−0
.0

02
0.

29
2

−0
.0

51
−0

.0
59

0.
34

3
0.

17
2

1.
00

0

(0
.0

00
)

(0
.0

01
)

(0
.9

68
)

(0
.0

00
)

(0
.0

83
)

(0
.0

34
)

(0
.0

00
)

(0
.0

00
)

(1
0)

 M
2+

/G
DP

2.
01

0.
00

2
−0

.0
59

0.
09

2
−0

.0
37

−0
.0

41
−0

.1
04

0.
25

5
0.

47
6

0.
20

7
1.

00
0

(C
on

tin
ue

d)

Ofori-Sasu et al., Cogent Business & Management (2023), 10: 2172040                                                                                                                             
https://doi.org/10.1080/23311975.2023.2172040                                                                                                                                                       

Page 15 of 27



Ta
bl

e 
3.

 (C
on

tin
ue

d)
 

Va
ria

bl
es

VI
F

(1
)

(2
)

(3
)

(4
)

(5
)

(6
)

(7
)

(8
)

(9
)

(1
0)

(1
1)

(0
.9

53
)

(0
.0

39
)

(0
.0

20
)

(0
.1

78
)

(0
.1

62
)

(0
.0

00
)

(0
.0

00
)

(0
.0

00
)

(0
.0

00
)

(1
1)

 H
DI

2.
43

0.
11

8
−0

.0
04

0.
05

6
0.

03
5

−0
.0

49
−0

.2
25

0.
36

9
0.

73
4

0.
30

5
0.

56
8

1.
00

0

(0
.0

00
)

(0
.8

80
)

(0
.1

72
)

(0
.2

21
)

(0
.0

99
)

(0
.0

00
)

(0
.0

00
)

(0
.0

00
)

(0
.0

00
)

(0
.0

00
)

Ec
on

om
ic

 W
ea

lth
: R

ea
l G

ro
ss

 D
om

es
tic

 P
ro

du
ct

 p
er

 c
ap

ita
; E

as
e 

of
 D

oi
ng

 B
us

in
es

s: 
Te

n 
Cr

ite
ria

 fo
r 

do
in

g 
bu

si
ne

ss
 a

s 
m

ea
su

re
d 

by
 t

he
 W

or
ld

 B
an

k;
 E

as
e 

of
 S

ta
rt

in
g 

Bu
si

ne
ss

: m
ea

su
re

d 
as

 t
he

 s
im

pl
e 

av
er

ag
e 

of
 th

e 
sc

or
es

 fo
r e

ac
h 

of
 th

e 
co

m
po

ne
nt

 in
di

ca
to

rs
: t

he
 p

ro
ce

du
re

s,
 ti

m
e 

an
d 

co
st

 fo
r a

n 
en

tr
ep

re
ne

ur
 to

 s
ta

rt
 a

nd
 fo

rm
al

ly
 o

pe
ra

te
 a

 b
us

in
es

s,
 a

s 
w

el
l a

s 
th

e 
pa

id
-in

 m
in

im
um

 c
ap

ita
l r

eq
ui

re
m

en
t; 

Bu
si

ne
ss

 c
ap

ita
l s

ta
rt

-u
p:

 m
in

im
um

 c
ap

ita
l f

or
 s

ta
rt

in
g 

a 
bu

si
ne

ss
; F

or
ei

gn
 D

ire
ct

 In
ve

st
m

en
t: 

pe
rc

en
ta

ge
 o

f f
or

ei
gn

 d
ire

ct
 in

ve
st

m
en

t t
o 

gr
os

s 
do

m
es

tic
 p

ro
du

ct
; T

ra
de

 O
pe

nn
es

s: 
pe

rc
en

ta
ge

 o
f e

xp
or

t 
pl

us
 im

po
rt

 to
 g

ro
ss

 d
om

es
tic

 p
ro

du
ct

; I
nd

us
tr

y 
Em

pl
oy

m
en

t: 
Pe

rc
en

ta
ge

 o
f i

nd
us

tr
y 

em
pl

oy
m

en
t t

o 
to

ta
l e

m
pl

oy
m

en
t;;

 G
ro

ss
 C

ap
ita

l F
or

m
at

io
n 

Gr
ow

th
: Y

ea
r-

on
-y

ea
r p

er
ce

nt
ag

e 
ch

an
ge

 in
 g

ro
ss

 c
ap

ita
l 

fo
rm

at
io

n 
to

 g
ro

ss
 d

om
es

tic
 p

ro
du

ct
; I

nf
la

tio
n 

Ra
te

: c
on

su
m

er
 p

ric
e 

in
de

x;
 P

op
ul

at
io

n:
 p

er
ce

nt
ag

e 
ch

an
ge

 in
 y

ea
r-

on
-y

ea
r 

po
pu

la
tio

n 
or

 n
at

ur
al

 lo
g 

of
 t

ot
al

 p
op

ul
at

io
n;

 M
2+

/G
DP

 is
 t

he
 r

at
io

 o
f 

br
oa

d 
m

on
ey

 t
o 

GD
P;

 H
um

an
 D

ev
el

op
m

en
t 

In
de

x:
 R

an
ge

s 
be

tw
ee

n 
1 

an
d 

0 
an

d 
co

m
pu

te
d 

as
 a

 f
un

ct
io

n 
of

 e
du

ca
tio

n,
 h

ea
lth

 a
nd

 in
co

m
e 

of
 a

n 
ec

on
om

ic
. D

at
a 

fr
om

 D
oi

ng
 B

us
in

es
s 

pr
oj

ec
t 

(h
tt

p:
//w

w
w

. 
do

in
gb

us
in

es
s.

or
g/

) a
nd

 W
or

ld
 D

ev
el

op
m

en
t 

In
di

ca
to

rs
 d

at
ab

as
e 

Ofori-Sasu et al., Cogent Business & Management (2023), 10: 2172040                                                                                                                             
https://doi.org/10.1080/23311975.2023.2172040

Page 16 of 27

http://www.doingbusiness.org/
http://www.doingbusiness.org/


In general, we can be deduced from our results and discussions above that FDI can be an 
important channel through which entrepreneurship impact economic growth. In view of that, the 
next section provides the results showing the impact of FDI on the entrepreneurship-wealth nexus.

8.3. Interactive Effects of Entrepreneurship and FDI Inflows on Economic Wealth
We have earlier found that entrepreneurship has a negative impact on economic wealth but the 
lag impact of entrepreneurship is positive in the determination process of economic wealth.

In this section, we argue that the influence of the initial level of entrepreneurship alone is not 
meaningful in determining economic wealth. We show that entrepreneurship complements or 
substitutes FDI inflows to generate an optimal level of economic wealth. Therefore, we interact the 
contemporaneous values of entrepreneurship variables with FDI inflows and regress on economic 
wealth.

From Table 5, the coefficients of ease of doing business are negative and significant (models 4). 
Similarly in Table 6, the coefficients of ease of doing business is negative and significant (model 8) 
while the coefficients of the interaction terms between the ease of doing business and FDI inflows 
is positive and significant (model 8). This implies that ease of doing business can substitute for FDI 
inflows in determining economic wealth. In model 10, minimum capital for starting business has 
a positive coefficient and the coefficient of the interaction term between minimum capital for 
starting business and FDI is positive. This shows that minimum capital for starting business 
complements FDI to promote economic wealth.

According to Asongu and Nwachukwu (2018), it is necessary to calculate the marginal effects of 
interactions to obtain a meaningful economic interpretation. For instance, the marginal effect of 
the ease of doing business is −0.00102[−0.00194 + (0.00023*FDI inflows)] (see model 8), when FDI 
inflow assumes an average of 4.036 (see, Table 3). The marginal effect is negative but less 
negative compared to the unconditional impact. This suggests that the negative impact of ease 
of doing business on economic wealth is reduced at higher levels of FDI inflows. Moreover, the 
marginal effect of minimum capital of business start-up is positive: 0.0245[0.0192 + (0.00132* FDI 
inflows)] (see model 10), when FDI inflows assumes an average of 4.036 (see, Table 3). This 
suggests that the positive impact of minimum capital of business start-up on economic wealth 
is amplified at higher levels of FDI inflows.

In general, entrepreneurship increases the economic wealth of people and entrepreneurs when 
there is more FDI inflows but the impact differ based on the kind of business activity an economy 
may engage in. Thus, countries that focus on enhancing FDI inflows are able to engage businesses 
and individuals (i.e. encourage or facilitate the entrepreneurships), which in turn has the potential 
to increase the economic wealth of people and businesses in the real sector of the economy. The 
implication is that good business environment should create more successful businesses, create 
more opportunities to start a business and generate income for entrepreneurs (Dreher & 
Gassebner, 2013) in other to drive economic wealth (Poschke, 2010). In support of Fritsch (2008) 
who argued that entrepreneurship has several mechanisms through which it can affect economic 
wealth, we therefore provide evidence that entrepreneurship reduces economic wealth but 
improves economic wealth when FDI inflows increase in a country.

9. Conclusion and policy implication
The paper examines the combined effect of entrepreneurship and foreign direct investment 
inflows on economic wealth. The motivation for this study is that while entrepreneurship is seen 
as a driver of value creation and economic wealth, Africa has lagged behind in improving economic 
wealth through entrepreneurship and FDI inflows in the short term. In this sense, the study seeks 
to present new evidence on how entrepreneurship and FDI inflows jointly affect economic wealth. 
To this end, this study uses a dynamic GMM system for a panel dataset of 52 African economies 
between 2006 and 2020. First, the study examines the impact of FDI on entrepreneurship. Next, 
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the independent effect of entrepreneurship and foreign direct investment on economic wealth is 
presented. Finally, the study interacts with entrepreneurship and FDI flows to examine their true 
impact on economic wealth.

The study shows that FDI inflows have a varying impact on entrepreneurship depending on the 
nature of business activities or measure of entrepreneurship of a country. We show that resource 

Table 4. Dynamic System GMM Estimation: Impact of FDI Inflows on Entrepreneurship
Ease of Doing 

Business
Ease of Starting 

Business
Business Capital 

Start-up
VARIABLES Model 1 Model 2 Model 3

Ease of Doing Business t-1 0.975***
(0.0365)

Ease of Starting Business 
t-1

0.940***

(0.0442)
Business Capital Start-up 
t-1

1.116***

(0.0210)
Foreign Direct 
Investment

−0.120*** −0.109 0.0473*

(0.0420) (0.0883) (0.0253)
Trade Openness −1.021 2.212 −0.834

(1.477) (3.266) (0.666)

Industry Employment −0.339*** 0.0429 0.0432

(0.106) (0.195) (0.0273)

Gross Capital Formation 0.141*** 0.0687 0.0155

(0.0480) (0.106) (0.0179)

Inflation −0.000780** 0.000913 0.00587*

(0.000324) (0.000677) (0.00309)

population −0.917 1.451 −0.180

(0.924) (1.404) (0.225)

M2+/GDP −0.120*** −0.255*** 0.0439***

(0.0304) (0.0616) (0.0102)

HDI 17.77** 17.64 −5.372**

(6.987) (13.51) (2.162)

Time Effect Yes Yes Yes

Country Effect Yes Yes Yes

Constant 63.55*** 39.08* 7.541**

(14.10) (22.29) (3.582)

Observations 899 806 867

Number of id 44 43 34

Number of Instruments 42 42 42

AR(1) −2.31*** −2.04*** −2.47***

AR(2) 1.79 1.90 −0.06

Sargan Test (Chi2) 7.012* 7.002* 7.021*

Hansen Test (Chi2) 32.32 30.84 30.79

Standard errors in parentheses 
*** p < 0.01, ** p < 0.05, * p < 0.1 
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Table 5. Effect of Entrepreneurship and FDI on Economic Wealth
VARIABLES Model 4 Model 5 Model 6 Model 7
Real GDP per  
capitat-1

0.992*** 0.983*** 0.961*** 0.974***

(0.0295) (0.0198) (0.0453) (0.0338)

Ease of Doing 
Business

−0.00247*** −0.00230***

(0.000426) (0.000769)

Ease of Doing 
Business t-1

0.00658*** 0.00196***

(0.000928) (0.000639)

Ease of Starting 
Business

−0.000755*** −0.000838**

(0.000220) (0.000371)

Ease of Starting 
Business t-1

0.00538*** 0.0573*

(0.00144) (0.0335)

Business Capital 
Start-up

0.0172*** 0.0183***

(0.00263) (0.00350)

Business Capital 
Start-up t-1

0.00313**

(0.00133)
Foreign Direct 
Investment

−0.000927* −0.000785 0.000774 0.00143

(0.000524) (0.000553) (0.00138) (0.00153)

Trade Openness −0.00579 −0.00793 0.0611 0.00539

(0.0202) (0.0219) (0.0408) (0.0475)

Industry 
Employment

−3.60e-05 0.000676 −0.00284 −0.00401**

(0.00157) (0.00160) (0.00179) (0.00183)

Gross Capital 
Formation

−0.00127** −0.00168** −0.000350 0.000193

(0.000636) (0.000684) (0.00102) (0.00113)

Inflation 1.00e-05** 1.37e-05*** −0.000266 −0.000176

(3.97e-06) (4.08e-06) (0.000166) (0.000178)

population −0.282*** −0.261*** −0.313*** −0.311***

(0.0289) (0.0302) (0.0385) (0.0403)

M2+/GDP 0.000319 0.000489 −4.90e-05 −0.000373

(0.000445) (0.000465) (0.000727) (0.000751)

HDI 3.739*** 3.736*** 3.312*** 3.452***

(0.129) (0.134) (0.167) (0.172)

Time Effect Yes Yes Yes Yes

Country Effect Yes Yes Yes Yes

Constant 9.979*** 9.565*** 10.48*** 10.48***

(0.424) (0.443) (0.570) (0.603)

Observations 886 798 459 413

Number of id 43 43 34 34

Number of 
Instruments

42 42 42 42

(Continued)
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curse hypothesis induces a negative effect of FDI on the ease of doing business but FDI increases 
the business capital start-ups of entrepreneurs. This means that countries that open their econo-
mies for conducive business activities attract smaller FDI inflows due to the natural resource curse 
while FDI inflows into an economy, provides an immediate source of investment capital to 
entrepreneurs to start a business—hence, a blessing to entrepreneurship. The implication is that 
a country’s framework on trade and entrepreneurship should be strengthened to make such 
economy an investment hub. We provide evidence to support that entrepreneurship reduces 
economic wealth in the short term but in the long-term entrepreneurship positively affect eco-
nomic wealth. This suggests that countries with strong framework for entrepreneurship models are 
able to increase economic wealth in the long run. The implication is that governments and trade 
economists should strengthen their trade polices within the short term to better attract FDI inflows 
into the productive sectors of the economy, and hence promoting entrepreneurship. The results 
show that FDI inflows increase economic wealth and that FDI is an important channel through 
which entrepreneurship can impact economic wealth.

We find evidence to support that ease of doing business and FDI inflows are substitutes while 
minimum capital of starting business complements FDI inflows in determining economic wealth. 
Therefore, based on the nature of entrepreneurship of a country, entrepreneurship, in general, has 
a substitutability effect and complementarity effect on economic wealth when conditioned on FDI 
inflows. The marginal effect shows that the negative impact of ease of doing business on economic 
wealth is reduced when interacted with FDI inflows while the positive impact of minimum capital 
of starting business on economic wealth is enhanced when interacted with FDI inflows. Thus, 
entrepreneurship increases the economic wealth of people and entrepreneurs when a country 
increases its FDI inflows. In conclusion, entrepreneurship reduces economic wealth but improves 
economic wealth when the level of FDI inflows increases in a country.

Theoretical and Practical Implications

In general, the study makes novel contributions to the strand of literature by providing evidence to 
support that FDI can help shape the complex relationship between measures of entrepreneurship 
and economic wealth. The study helps policymakers, practitioners and researchers to understand 
the role that globalization and players of the world market economies play in explaining the effect 
of business environment or entrepreneurship on economic wealth in the regions.

Based on the findings of this study, countries in Africa as well as developing countries should 
have appropriate trade policies to reverse the negative impact of FDI on entrepreneurship. In 
particular, the policymakers should focus more on improving trade and investment conditions 
(foreign investments) as well as improving policies that increase the absorptive capacity to FDI 
inflows in order to promote entrepreneurship development. Policymakers should strengthen their 
trade polices within the short-term to better attract FDI inflows into the productive sectors of the 
economy, and hence promoting entrepreneurship. Countries should bring up strategies that pro-
mote economic wealth of individuals, society and entrepreneurs through prudent business 

Table 5. (Continued) 

VARIABLES Model 4 Model 5 Model 6 Model 7
AR(1) −3.21*** −3.67*** −3.45*** −2.07***

AR(2) 0.917 0.926 0.202 0.298

Sargan Test (Chi2) 129.03*** 150.53*** 90.24*** 123.08***

Hansen Test (Chi2) 32.04 33.81 30.71 35.25

Standard errors in parentheses 
*** p < 0.01, ** p < 0.05, * p < 0.1 
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Table 6. Interaction Effect of Entrepreneurship and FDI on Economic Wealth
VARIABLES Model 8 Model 9 Model 10
Real GDP per capitat-1 0.909*** 0.978*** 0.965***

(0.0654) (0.0476) (0.0384)

Ease of Doing Business −0.00194***

(0.000447)

Ease of Starting Business −0.000279

(0.000248)

Business Capital Start-up 0.0192***

(0.00284)

Foreign Direct 
Investment

0.0105*** 0.0106*** 0.00667*

(0.00325) (0.00290) (0.00342)

Ease of Doing 
Business*Foreign Direct 
Investment

0.000230***

(6.44e-05)
Ease of Starting 
Business*Foreign Direct 
Investment

0.000181***

(4.54e-05)

Business Capital Start- 
up*Foreign Direct 
Investment

0.00132*

(0.000705)
Trade Openness 0.00971 0.00305 0.0531

(0.0205) (0.0218) (0.0408)

Industry Employment −0.000192 0.000540 −0.00279

(0.00156) (0.00158) (0.00178)

Gross Capital Formation −0.00104 −0.00102 −0.000370

(0.000634) (0.000697) (0.00102)

Inflation 1.03e-05*** 1.37e-05*** −0.000289*

(3.94e-06) (4.04e-06) (0.000165)

population −0.285*** −0.262*** −0.313***

(0.0289) (0.0300) (0.0386)

M2+/GDP 0.000395 0.000507 −4.37e-05

(0.000442) (0.000460) (0.000723)

HDI 3.701*** 3.693*** 3.308***

(0.129) (0.133) (0.166)

Time Effect Yes Yes Yes

Country Effect Yes Yes Yes

Constant 10.00*** 9.543*** 10.47***

(0.424) (0.439) (0.573)

Observations 886 798 459

Number of id 43 43 34

Number of Instruments 42 42 42

AR(1) −2.54*** −3.02*** −2.23***

AR(2) 0.662 0.775 0.694

Sargan Test 150.31*** 129.03*** 90.17***

(Continued)
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development strategies and FDI supports in the short term. The level of trade and entrepreneur-
ship among participants should be improved comprehensively in market economies, aiming to 
maintain an effective and robust entrepreneurship framework that captures the dimensions of 
entrepreneurship and promote the wealth of individuals and the economy at large. Appropriate 
policies that allow the complementarity framework of entrepreneurship and FDI (that is effective 
and favorable trade environment protocols) to be put in place to facilitate the role FDI play in 
shaping the entrepreneurship-wealth nexus. Thus, policies and trade regulations are needed to 
reverse the resource curse and the adverse effects of entrepreneurship on economic wealth 
through FDI.

9.1. Limitation and future research recommendation
The study is limited to only African economies. In addition, it was not able to collect data on 
various dimensions and characteristics of entrepreneurship as well as measures of private capital 
flows or financial sector development from different economies in Africa and developing econo-
mies perspective. Acquiring these data were very difficult because some are not available publicly 
as a secondary source. Again, the empirical framework presented in the study does not allow to 
interpret the estimates (interaction coefficients) as causal effects. Future research is required to 
explore this study (including data extension) to other regions in the world to reveal how applicable 
this model fits the other part of the world. Future studies should explore alternative measures of 
entrepreneurship and private capital flows from different market economies to ascertain their 
impacts on economic growth, by using different methodological and contextual approaches.
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APPENDIX
List of Countries

Algeria Congo, Dem. 
Rep.

Gambia Mali Senegal

Angola Congo, Rep. Ghana Mauritania Seychelles

Benin Côte D’Ivoire Guinea Mauritius Sierra Leone

Botswana Djibouti Guinea Bissau Morocco South Africa

Burkina Faso Egypt, Arab Rep. Kenya Mozambique Sudan

Burundi Equatorial Guinea Lesotho Namibia Tanzania

Cabo Verde Eritrea Liberia Niger Togo

Cameroon Eswatini Libya Nigeria Tunisia

Central African 
Republic

Ethiopia Madagascar Rwanda Uganda

Chad Gabon Malawi Sao Tome and 
Principe

Zambia

Comoros Zimbabwe
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