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 

Abstract: This research is aimed at tracing the impact of 

Foreign Direct Investment (FDI) in promoting macroeconomic 

variables such as gross domestic production, industrial 

production, total domestic investment, exports, imports, Board of 

Investment approved exports, Board of Investment approved 

imports and Board of Investment approved employments by using 

the time series annual data for 1978 - 2018 in Sri Lanka. Multiple 

Regression Analysis was used to estimate the impact of FDI on 

selected macroeconomic variables. Estimation method was 

Ordinary Least Squares. EViews 10 software were used for data 

analysis. The empirical evidence shows that there is a statistically 

significant positive impact of FDI on selected macroeconomic 

variables except in the case of imports.  However, this study 

further reveals that the actual impact on macroeconomic 

variables can be felt after certain time lag. But the impact on total 

domestic investment was realized immediately. Further, this 

research has identified various problems faced in attracting FDI 

including ideal sector identification and the appropriate 

recommendations have been presented in order to realize the 

major benefits from FDI inflow into the country. 

 
Keywords : FDI; Gross Domestic Production; Industrial 

Production; Total Domestic Investment; Exports; Imports; 

Employments.  

I. INTRODUCTION 

ForeignT DirectT InvestmentT hasT beenT oneT ofT theT 

definingT featuresT ofT theT worldT economyT overT theT 

pastT threeT decades.T FirmsT inT allT levelT ofT 

industriesT areT expandingT internationallyT withT foreignT 

directT investmentT thanT everT before.T TheT pastT threeT 

decadesT hasT witnessedT aT largeT openingT andT 

modernizationT ofT economiesT inT everyT region,T 

encompassingT deregulation,T de-monopolisation,T 

privatization,T andT reductionT andT simplificationT ofT 

tariffsT toT attractT FDI.T InT thisT regard,T thereT areT 

numberT ofT theoriesT explainingT foreignT directT 

investmentT andT itsT features.T MostT ofT theT theoriesT 

areT basedT onT attractingT FDIT intoT aT country.T 

TheseT theoriesT wereT formulatedT toT provideT ideasT 

andT policiesT toT implementT FDIT strategiesT asT FDIsT 

areT capableT ofT influencingT onT grossT domesticT 

productT ofT countriesT significantly.T WhileT FDIT canT 

beT directlyT attractedT byT trade,T production,T localT 

infrastructureT developmentT andT tourismT thatT leadT 

toT economicT growthT ofT aT country.T Theoretically,T 

FDIT canT affectT theT hostT economyT atT bothT macroT 
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andT microT levels.T AtT theT microT level,T FDIT mayT 

influenceT theT technicalT andT managementT efficiencyT 

ofT jointT venturesT andT localT firmsT throughT 

technologyT transfer,T laborT trainingT andT spill-T overT 

effects.T  

 

AtT theT macroT level,T FDIT mayT affectT both,T 

macroeconomicT variablesT suchT asT economicT growth,T 

domesticT investment,T employment,T exportsT andT 

importsT andT financialT variablesT suchT asT interestT 

rates,T foreignT exchangeT rate,T inflationT level,T andT 

balanceT ofT paymentsT (Sun,1998).T However,T thisT 

researchT mainlyT focusesT onT theT macroeconomicT 

variables.T ThereT hasT beenT anT increasingT trendT inT 

mostT ofT theT macroeconomicT variablesT inT SriT 

Lanka.T InT thisT context,T theT variablesT whichT haveT 

beenT takenT toT thisT particularT studyT alsoT showsT 

theT increasingT trendT onT totalT domesticT investment,T 

exports,T imports,T employmentT andT SriT LankaT hadT 

betterT economicT growthT inT theT postT –T 1977T 

period.T Hence,T theT roleT ofT thisT studyT isT toT findT 

theT contributionT ofT FDIT towardsT theT particularT 

macroeconomicT variables.T WhenT consideringT theT 

resultsT ofT theT previousT FDIT analyses,T thereT isT anT 

urgentT needT toT hostT countriesT toT inviteT FDI,T 

commonly;T countriesT tryT toT addressT economicT 

problems.T SriT LankaT alsoT hostsT FDIT inT thisT 

context.T EconomicT growthT andT developmentT isT 

vitalT toT SriT LankaT asT itT isT aT developingT countryT 

withT theT socio-economicT problemsT suchT asT lackT 

ofT investment,T lowT localT savingsT forT aT longT time,T 

deficitT balanceT ofT payment,T lackT ofT savingsT andT 

capital,T expertiseT problem,T problemsT inT internationalT 

marketing,T increaseT inT unemploymentT rate,T 

unutilizedT resources,T lackT ofT capacity,T lackT ofT 

saving,T scarcityT ofT foreignT exchangeT andT poorT 

technologicalT ability.T FDIT isT oneT ofT theT solutionsT 

toT overcomeT theseT problems.T ThisT studyT aimsT toT 

investigateT theT impactT ofT FDIT onT macroeconomicT 

variablesT inT SriT LankaT forT theT twenty-sevenT years.T 

TheT focusT isT mainlyT centeredT onT theT effectsT ofT 

FDIT onT realT macroeconomicT variablesT suchT asT 

GrossT DomesticT Product,T TotalT DomesticT 

Investment,T Exports,T ImportsT andT Employment. 

II. REVIEWT OFT LITERATURE 

ResearchesT relatedT toT FDIT haveT increasedT 

Worldwide.T ManyT 

researchersT haveT doneT 

researchesT inT FDIT andT 
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MacroeconomicT variables.T Especially,T SunT (2001)T 

inT China,T investigatedT theT macroeconomicT impactT 

ofT FDIT inT theT pastT twoT decadesT withT 

concentrationT onT theT effectT ofT FDIT onT realT 

macroeconomicT variables,T andT foundT thatT FDIT hasT 

positiveT impactT onT domesticT investmentT andT 

economicT growth.T AgrawalT (2000)T examinedT 

economicT impactT ofT FDIT inT SouthT Asia,T heT 

foundT aT positiveT correlationT betweenT FDIT andT 

economicT growth.T JansenT (1995)T focusedT onT theT 

macroeconomicT effectsT ofT FDIT inT theT caseT ofT 

Thailand.T HeT foundT thatT theT exportT orientedT FDIT 

isT likelyT toT haveT aT positiveT effectT onT privateT 

investmentT andT GDPT growth.T BalasubramanyamT etT 

al.T (1996)T examined,T withinT aT newT growthT theoryT 

framework,T theT roleT whichT FDIT playsT inT theT 

growthT processT inT theT contextT ofT developingT 

countriesT characterizedT byT differingT tradeT policyT 

regimes.T KohpaiboonT (2000)T examinedT theT roleT ofT 

tradeT policyT regimesT inT conditioningT theT impactT 

ofT FDIT onT growthT performanceT inT investmentT 

receivingT hostT countriesT throughT aT caseT studyT ofT 

Thailand.T BorenszteinT etT al.T (1998)T foundT thatT 

FDIT isT anT importantT vehicleT forT theT transferT ofT 

technology,T contributingT relativelyT moreT toT growthT 

thanT domesticT investment,T theT researchT carriedT outT 

cross-countryT studyT ofT 69T developingT countries,T heT 

alsoT foundT thatT aT positiveT butT insignificantT impactT 

onT growth.T ChakrabortyT &T BasuT (2003)T examinedT 

theT causalT relationshipT betweenT FDIT andT economicT 

growthT byT usingT anT innovativeT econometricT 

methodologyT toT studyT theT directionT ofT causalityT 

betweenT theT twoT macroeconomicT variables.T SahooT 

&T MathiyazhaganT (2003)T investigatesT theT roleT ofT 

FDIT inT promotingT theT growthT ofT theT economyT 

viaT exportT promotionT inT India. 

 

KhanT &T Leng.(1997)T examinedT interactionsT amongT 

theseT threeT importantT macroeconomicT variablesT 

(FDI,T exportT andT growth)T inT Korea,T SingaporeT 

andT TaiwanT andT theyT arguedT thatT freeT tradeT 

policyT launchedT SingaporeT onT aT highT growthT pathT 

thatT tookT theT countryT outT ofT theT developingT 

countryT category.T SharmaT (2000)T investigatedT theT 

determinantsT ofT exportT performanceT inT IndiaT andT 

suggestT thatT demandT forT IndianT exportT increasesT 

whenT itsT exportT pricesT fallT inT relationT toT worldT 

prices.T SolimanT (2003)T examinesT theT effectT ofT 

FDIT activityT onT manufacturingT exportsT inT fourT 

MENAT countriesT andT findingT ofT thisT analysisT 

suggestT thatT FDIT activityT mayT haveT aT positiveT 

effectT onT theT hostT country’sT manufacturingT exports.T 

WilamoskiT &T Tinkler.T (1999)T examinesT theT effectsT 

ofT U.ST FDIT inT MexicoT onT U.ST exportT toT andT 

importsT fromT Mexico.T AncharazT (2003)T examinesT 

theT impactT ofT FDIT onT theT country’sT exportT 

performanceT andT exportT competitiveness.T ItT arguesT 

that,T whileT FDIT hasT beenT instrumentalT isT exportT 

development,T itT hasT notT hadT muchT ofT anT impactT 

onT exportT competitiveness.T LeichenkoT etT al.(1997)T 

assessesT theT effectsT ofT FDIT onT theT manufacturingT 

exportT performanceT ofT U.ST statesT andT resultT 

indicateT thatT increased.T LemiT (2004)T theT purposeT 

ofT thisT studyT isT toT analyzeT theT roleT thatT FDIT 

fromT theT U.S.T andT JapanT playsT inT affectingT 

developingT countries’T productivity,T andT exportT andT 

positiveT productivityT effectsT fromT U.S.T andT 

JapaneseT FDIT firmsT areT notT empiricallyT supportedT 

forT theT caseT ofT sampleT developingT countries.T TheT 

objectiveT ofT theT researchT doneT byT AndersenT &T 

Hainaut.T (1998)T wasT toT lookT forT evidenceT 

regardingT theT preciseT relationshipT betweenT FDIT 

andT employmentT inT theT sourceT countriesT andT 

foundT onlyT limitedT evidenceT thatT FDIT leadT toT 

jobT lossesT inT theT sourceT countries.T JahurT &T 

Rabbanee..T (2002)T FDIT hasT beenT foundT toT haveT 

significantT andT positiveT impactT onT theT employmentT 

generationT inT Bangladesh.T FuT &T BalasubramanyamT 

(2005)T analysesT theT growthT ofT productionT andT 

employmentT inT ChinaT andT ItT arguesT thatT theT 

ChineseT experienceT withT export-ledT growthT providesT 

anT excellentT caseT studyT ofT theT phenomenonT ofT aT 

ventT forT surplusT resourcesT providedT byT exports.T 

AgosinT &T MayerT (2000)T assessedT theT extentT toT 

whichT FDIT inT developingT countriesT crowdsT inT orT 

crowdsT outT domesticT investmentT andT resultsT 

indicateT thatT inT Asia-butT lessT soT inT Africa-T thereT 

hasT beenT strongT crowdingT inT ofT domesticT 

investmentT byT FDI.T SugandhT (2018)T evaluatesT 

evidenceT ofT theT ForeignT DirectT InvestmentT anT 

AnalysisT ofT IndianT Economy.T TheT objectiveT ofT 

thisT paperT isT toT studyT theT roleT ofT IndianT 

GovernmentT toT attractT FDIT andT toT analyseT theT 

trendT toT FDIT inflowsT inT theT IndianT economy.T 

TheT paperT alsoT highlightsT theT effectsT ofT FDIT onT 

hostT country. 

 

Mostly,T theT aboveT literaturesT haveT beenT doneT 

empiricallyT andT haveT benefitedT theT countriesT 

concerned.T ThisT hasT beenT studiedT empiricallyT andT 

hasT benefitedT toT theT aboveT countries.T MostT ofT 

theT researchesT haveT beenT doneT onT theT basisT ofT 

understatedT manner.T InT thoseT literatures,T 

TechnologyT wasT anT exogenousT factorT inT theT neo-T 

classicalT framework,T remainedT aT dominantT paradigmT 

inT economicsT forT aT longT time.T However,T withT 

theT emergenceT ofT newT growthT theoriesT knowledgeT 

–T inducedT growthT hasT becomeT oneT ofT theT focalT 

pointsT ofT researchT inT economics.T EndogenousT 

growthT wasT recentlyT combinedT withT studiesT onT 

theT diffusionT ofT technologyT inT anT attemptT toT 

emphasizeT theT majorT roleT playedT byT FDIT inT 

economy.T However,T inT SriT Lanka,T thereT areT fewT 

researches.T AthukoralaT (1995),T inT hisT studyT onT 

“TheT RelationshipT betweenT TradeT andT ExportT 

orientedT FDI”T andT foundT thatT muchT ofT theT 

exportT dynamismT experiencedT isT dueT toT foreignT 

investment.T WilhelmsT (1998),T inT there,T “FDIT andT 

theT determinantsT inT emergingT economies”,T theyT 

includedT SriT Lanka.T InstituteT ofT PolicyT studyT ofT 

SriT LankaT (2000)T explainedT FDIT andT economicT 

integrationT inT SAARCT region;T FernandoT (1996)T 

explainedT FDIT inT SriT 

LankaT -T DirectionsT forT 

Policy.T NisanthaT (2000)T 

hadT doneT aT studyT onT 
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LiberalizationT andT FDIT inT aT smallT developingT 

countryT –T TheT caseT ofT SriT LankaT -T andT itsT 

objectiveT wasT toT promoteT theT processT ofT FDIT 

andT MultinationalT CompaniesT (MNCs)T developmentT 

inT SriT Lanka.T AthukoralaT (2003)T analysedT theT 

ImpactT ofT ForeignT DirectT InvestmentT forT EconomicT 

GrowthT inT SriT LankaT andT theT mainT objectiveT 

wasT toT considerT theT shortT runT andT longT runT 

relationshipT betweenT FDIT andT economicT growth.T 

Nevertheless,T inT SriT Lanka,T theT studyT onT “FDIT 

andT macroeconomicT variables”T hasT notT beenT doneT 

yet.T ThisT proposedT researchT hasT beenT madeT toT 

investigateT theT relationshipT betweenT FDIT andT 

macroeconomicT variablesT inT SriT LankaT 

econometricallyT andT descriptively.T Therefore,T thisT 

studyT willT fillT theT researchT gapT betweenT FDIT andT 

macroeconomicT variablesT inT SriT Lanka. 

III. METHODOLOGY 

TheT studyT coversT theT periodT 1978-2018.T DataT 

relevantT toT thisT studyT willT beT collectedT fromT theT 

secondaryT sourcesT suchT asT InternationalT FinancialT 

StatisticsT (IFS),T WorldT InvestmentT ReportT 

1990-2018,T InvestorsT GuideT andT CentralT BankT 

AnnualT ReportT 1978-2018.InT thisT study,T 

EconometricT MethodologyT -T MultipleT RegressionT 

andT CorrelationT analysisT willT beT usedT toT analyzeT 

theT dataT andT OrdinaryT LeastT SquareT (OLS)T 

methodT isT usedT toT estimateT theT parametersT ofT theT 

model.T GrangerT typeT causalityT testT willT beT usedT 

toT identifyT theT directionT ofT casualT relationshipT 

betweenT selectedT macroeconomicT variablesT andT 

UnitT rootT testT willT beT appliedT toT testT stationaryT 

propertiesT ofT eachT variable.T Co-integrationT analysisT 

willT beT doneT toT examineT theT longT runT (LR)T 

relationshipT betweenT FDIT andT selectedT 

macroeconomicT variables.T EviewsT andT ExcelT 

statisticalT softwareT usedT forT theT dataT analysis. 

IV. ANALYTICAL FRAMEWORK 

These analytical functions given below test the data 

contributed to performance of economy as a whole and with 

specific to BOI Enterprises. 

 

Gross Domestic Product Function: 

 

Based on the above discussion, the model to investigate the 

relationship of FDI and economic growth derived by using the 

production function framework. The starting point of   model 

formulation is the aggregate production function. 

 

)1.......(..........).........,,( LKAfY   

 

Where Y is output (Gross Domestic Product), L is labour 

input and K is capital. The variable A captures the total factor 

productivity (TFP) of growth in output not accounting for 

increasing in factor inputs (K and L). According to the new 

endogenous growth theory, A is endogenously determined by 

economic factors. However, by making the reasonable 

assumption that the method of estimating FDI has been 

consistent over the years, the effect of FDI on economic 

growth operating through A. Further, the effect of FDI on A 

also depends on the trade policy regime. Hence, the trade 

policy regime (TP) needs to be incorporated in equation 

(Kohpaiboon, 2000).  

 

),,*,( LFDITPFDIFDIfGDP  ………………(2) 

 

Here GDP stands for gross domestic product, DI domestic 

investment, FDI for foreign direct investment, and LF for 

labour force. 

 

 Industrial Production Function: 

)1........(..........).........,,( BB EmpLIFDIfIP   

 

Where IP for Industrial production, FDI for foreign direct 

investment, LI B  for Local investment of BOIE, Emp B  for 

Employment of BOIE. 

 

Total Domestic Investment Function: 

 

This model, based on Sun (1998), formulates model to 

examine the impact of FDI on Sri Lankan’s domestic 

investment, which is taken as a function of FDI, income per 

capita, foreign capital and exchange rate. Thus, for propose of 

this study the domestic investment function is given as follow: 

 

)1...(..........).........,,,( IRREXGDPPCFDIfTDI   

 

Where TDI is the total domestic Investment, GDPPC is the 

per capita income, FDI is foreign direct investment, REX is 

the real exchange rate and IR interest rate. 

 

Total Investment Function (BOI Enterprises): 

)1.(..........).........,,,( IRREXGDPPCFDIfTI B   

 

Where TI B  is the Total investment of BOIE, FDI is foreign 

direct investment; REX is the real exchange rate and IR 

interest rate. 

 

Exports Function: 

FDI has impact on exports as with other variables. To test this, 

based on Wilamoski et al. (1999), the export supply function 

is specified as:   

   

)1....(....................).........,,,( REXLFDIFDIfX   

 

Where X is the export, DI is the domestic investment, FDI is 

foreign direct investment, FK is foreign investment other than 

FDI, L for Labour force and REX is the real exchange rate.  

 

Exports Function (BOI Enterprises): 

)1......(..........).........,,,( REXEmpLIFDIfX BBB   
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Where X B  is the export of BOIE, FDI is foreign direct 

investment, LI B  is Local investment of BOIE, Emp B  for 

Employment of BOIE and REX is the real exchange rate. 

 

Imports Function: 

The import function is specified as: 

 

)1(....................).........,,,( REXGDPPCDIFDIfM   

 

Where M is the import, FDI is foreign direct investment, DI is 

the domestic Investment and REX is the real exchange rate. 

The import demand function is based on the traditional theory 

of demand, where the quantity demanded is expressed as total 

imports.  

 

 Imports Function (BOI Enterprises): 

)1...(....................).........,,( REXLIFDIfM BB   

 

Where M B  is the import of BOIE, FDI is foreign direct 

investment, LI B  is the Local investment of BOIE and REX is 

the real exchange rate. 

 

Employment Function: 

Employment creation is an important positive impact of FDI 

though several factors determine the same. For many 

countries having a large portion of unemployed, the criterion 

of employment takes the lead on agenda. The employment 

equation for the purpose of this study is formulated as: 

 

)1.(....................).........,,( XDIFDIfEmp   

 

Here Emp stands for employment, FDI for foreign direct 

investment, DI is domestic investment and X for exports.  

 

Employment Function (BOI Enterprises):   

)1(....................).........,,( BBB XLIFDIfEmp   

 

Where BEmp  is the Employment of BOIE, FDI is foreign 

direct investment, LI B  is the Local investment of BOIE   and 

X B  for export BOIE.  

 

In Regression analysis the Log - Log model selected by 

considering the results of the adjusted
2R , the estimated F 

value, probability value, Durbin-Watson (DW) D statistics 

and Variance inflating factor (VIF). 

V. RESULT AND DISCUSSIONS 
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Figure 1 - Kernel Fit with Confidence ellipse 

 

Below Graphical presentation of data is very useful to identify 

the trend and underlying relationship between the variables 

GDP: FDI, IP:FDI, TDI:FDI, TI(BOIE):FDI, 

X:FDI,X(BOIE):FDI ,M:FDI, M(BOIE):FDI, EMP:FDI and 

EMP(BOIE):FDI. The Kernel Fit and Confidence ellipse 

graphs show that strong positive relationship between the 

variables. And also show series are correlated.             

 

 

RegressionT ResultsT forT theT ModelT -T GrossT 

DomesticT ProductT Function:T AccordingT toT theT 

regressionT outputT presentedT inT adjustedT 
2R isT veryT 

high,T F-statisticT andT Prob.T (F-statistic)T areT 

appropriate.T TheT coefficientT ofT determinationT ofT allT 

theT independentT variablesT 

ofT 92%T impliesT thatT theT 

selectedT independentT 
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variableT explainT 92%T ofT theT totalT variationT inT 

GDPT thusT validatingT theT statisticalT appropriatenessT 

toT measureT theT relationshipT betweenT economicT 

performanceT andT factorsT whichT affectT theT 

economicT performanceT speciallyT FDI.T TheT modelT 

isT overallT significantT atT 1T %T level.T FurtherT 

regressionT outputT presentedT inT revealsT thatT allT theT 

signT ofT coefficientT ofT theT variablesT areT asT 

theoreticallyT expected,T further,T theT estimatedT 

coefficientT ofT FDIT indicatesT that,T 1%T increaseT inT 

changesT ofT FDIT willT increaseT GDPT onlyT byT 1.12T 

%.T TheT relationshipT betweenT FDIT andT GDPT hasT 

beenT positivelyT andT statisticallyT significantT atT 5%T 

level.T However,T itT revealsT thatT theT actualT impactT 

ofT FDIT canT beT feltT afterT certainT timeT lagT ofT 

twoT years. 

RegressionT ResultsT forT theT ModelT -T IndustrialT 

ProductionT Function:T TheT resultsT ofT theT 

estimatedT modelT whichT explainsT thatT specifiedT 

modelT performedT veryT wellT inT termsT ofT 

F-Statistics.T TheT resultsT describeT thatT modelT isT 

highlyT significant.T R
2
T theT coefficientT ofT 

determinationT explainsT howT muchT linearT 

relationshipT hasT theT dependentT variableT withT 

independentT variables.T TheT valueT ofT R
2
T isT 0.94T 

atT 1%T significantT level,T whichT explainsT thatT 94%T 

variationT inT theT GDPT isT explainedT byT theT 

independentT variables.T ThisT statisticalT 

appropriatenessT toT measureT theT relationshipT betweenT 

economicT performanceT andT factorsT whichT affectT 

theT economicT performanceT especiallyT FDI.T further,T 

theT estimatedT coefficientT ofT FDIT indicatesT thatT 

1%T increaseT inT changesT inT FDIT willT increaseT IPT 

onlyT byT 0.82%.T Therefore,T theT relationshipT 

betweenT FDIT andT IPT hasT beenT positivelyT andT 

statisticallyT significantT atT 5%T level.T However,T itT 

revealsT thatT theT actualT impactT ofT FDIT canT beT 

feltT afterT aT certainT timeT lagT ofT oneT year. 

 

RegressionT ResultsT forT theT ModelT -T TotalT 

DomesticT InvestmentT Function:T theT regressionT 

outputT toT totalT domesticT investmentT functionT 

presentedT veryT highT adjustedT 
2R  andT thisT modelT 

performedT wellT inT F-statistic,T Prob.T (F-statistic).T 

BecauseT bothT areT appropriate.T TheT coefficientT ofT 

totalT domesticT investmentT ofT 95%T atT theT 1%T 

significantT levelT impliesT thatT theT selectedT 

independentT variableT explainsT 95%T ofT theT totalT 

variationT inT TDIT toT estimateT theT relationshipT 

betweenT TDIT whichT affectT theT economicT 

performanceT ofT FDIT andT FDI.T Further,T findingsT ofT 

theT researchT revealT thatT allT theT signT ofT theT 

coefficientT ofT theT variablesT isT asT sameT asT 

theoreticallyT expected.T Further,T theT estimatedT 

coefficientT ofT FDIT indicatesT thatT aT 1%T increaseT 

inT changesT ofT FDIT willT leadT toT increaseT TDIT byT 

0.362%T only.T TheT impactT ofT FDIT onT totalT 

domesticT investmentT wasT realizedT immediately.T AsT 

wellT as,T theT relationshipT betweenT FDIT andT IPT 

hasT remainedT positivelyT andT statisticallyT significantT 

atT 1%T level.T  

 

RegressionT ResultsT forT theT ModelT -TotalT 

InvestmentT FunctionT (BOIT Enterprises):T ThisT 

modelT showT thatT theT adjustedT 
2R isT veryT highT 

andT F-statistic,T Prob.T (F-statistic)T areT alsoT wellT inT 

thisT regressionT model.T TheT coefficientT ofT TIT 

(BOIE)T ofT 96%T impliesT thatT theT 96%T ofT theT 

totalT variationT inT TI(BOIE).T Therefore,T thisT resultT 

explainT thatT thereT isT relationshipT betweenT TIT 

(BOIE)T andT FDI.T TheT modelT showsT theT 1T %T 

overallT significantT level.T TheT outputT revealsT thatT 

allT theT signT ofT coefficientT ofT theT otherT variablesT 

areT theoreticallyT expected.T CoefficientT ofT FDIT 

indicatesT that,T 1%T increaseT inT changesT ofT FDIT 

willT increaseT TIT (BOIE)T onlyT byT 1.61%.T FDIT 

hasT theT positiveT andT 1%T significantT relationshipT 

withT TIT (BOIE).T EvenT though,T thisT researchT 

revealsT thatT theT actualT impactT ofT FDIT canT beT 

feltT afterT certainT timeT lagT ofT oneT years. 

RegressionT ResultsT forT theT ModelT -T ExportsT 

Function:T TheT resultsT ofT theT modelT whichT 

revealsT thatT estimaedT modelT performedT veryT wellT 

inT termsT ofT F-StatisticsT andT probabilityT value.T 

AndT also,T TheT resultsT describeT thatT modelT isT 

highlyT significantT atT 1%.T R
2
T theT coefficientT ofT 

exportT explainT thatT thereT isT relationshipT betweenT 

theT FDIT andT export.T TheT valueT ofT R
2
T isT 0.96T 

whichT explainsT thatT 96%T variationT inT theT FDIT isT 

explainedT byT theT independentT variables.T Further,T 

theT estimatedT coefficientT ofT FDIT indicatesT that,T 

1%T increaseT inT changesT ofT FDIT willT leadT toT 

increaseT exportT onlyT byT 2.3%.T TheT longT runT 

relationshipT betweenT FDIT andT XT isT positiveT andT 

significantT atT 5%T level.T However,T exportT revealsT 

thatT theT actualT impactT ofT FDIT canT beT 

manipulatedT afterT certainT timeT lagT ofT twoT years. 

 

RegressionT ResultsT forT theT ModelT -T ExportsT 

FunctionT (BOIT Enterprises):T AccordingT toT theT 

findingsT adjusted
2R ,T F-statisticT andT Prob.T 

(F-statistic)T areT performedT veryT well.T TheT 

coefficientT ofT determinantsT ofT allT theT independentT 

variablesT ofT 97.3%T explainsT thatT theT selectedT 

independentT variableT explainT 97.3%T ofT theT totalT 

variationT inT X(BOIE)T thusT validatingT theT statisticalT 

appropriatenessT toT estimateT theT relationshipT betweenT 

economicT performanceT andT factorsT whichT affectT 

theT economicT performanceT ofT FDI.T TheT modelT isT 

overallT significantT atT 1T %T level.T Further,T outputT 

revealsT thatT allT theT signT ofT coefficientT ofT theT 

variablesT areT asT theoreticallyT expected.T TheT 

estimatedT coefficientT ofT FDIT explainsT that,T 1%T 

increaseT inT changesT ofT FDIT willT increaseT 

X(BOIE)T byT 2..43%.T ThisT modelT isT positivelyT 

relatedT betweenT FDIT andT X(BOIE)T inT theT longT 

runT andT thisT resultT isT 

statisticallyT significantT atT 

1%T level.T However,T 

findingT explainsT thatT theT 
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impactT ofT FDIT canT beT feltT afterT certainT timeT lagT 

ofT twoT years. 

 

RegressionT ResultsT forT theT ModelT -T ImportsT 

Function:T AccordingT toT theT regressionT modelT 

representedT inT adjustedT 
2R isT veryT high,T 

F-statistic,T Prob.T (F-statistic)T areT appropriate.T TheT 

coefficientT ofT determinantsT ofT allT theT independentT 

variablesT ofT 91%T impliesT thatT theT selectedT 

independentT variableT explainT 91%T ofT theT totalT 

variationT inT importT thusT validatingT theT statisticalT 

appropriatenessT toT measureT theT relationshipT betweenT 

economicT performanceT andT factorsT whichT affectT 

theT economicT performanceT speciallyT FDI.T FDIT andT 

MT hasT beenT positivelyT andT statisticallyT notT 

significant. 

 

RegressionT ResultsT forT theT ModelT -ImportsT 

FunctionT (BOIT Enterprises):T RegressionT resultsT 

forT theT importsT explainsT thatT adjustedT 
2R ofT thisT 

modelT isT veryT high.T AndT also,T F-statistic,T Prob.T 

(F-statistic)T areT performedT veryT wellT inT thisT 

model.T TheT coefficientT ofT allT theT independentT 

variablesT ofT 95%T impliesT thatT theT selectedT 

independentT variableT explainT 95%T ofT theT totalT 

variationT inT M(BOIE)T byT validatingT theT statisticalT 

appropriatenessT toT measureT theT relationshipT betweenT 

economicT performanceT andT factorsT whichT affectT 

theT economicT performanceT ofT FDI.T TheT modelT isT 

overallT significantT atT 1%T level.T Further,T outputT 

revealsT thatT allT theT signT ofT coefficientT ofT theT 

variablesT areT asT theoreticallyT expected.T TheT 

estimatedT coefficientT ofT FDIT indicatesT that,T 1%T 

increaseT inT changesT ofT FDIT willT increaseT 

M(BOIE)T byT 3.42%.T TheT longT runT relationshipT 

betweenT FDIT andT MT (BOIE)T hasT positiveT andT 

statisticallyT significantT atT 10%T level.T However,T 

outputT revealsT thatT theT actualT influenceT ofT FDIT 

canT beT manipulatedT afterT certainT timeT lagT ofT twoT 

years. 

RegressionT ResultsT forT theT ModelT -EmploymentT 

Function:T AccordingT toT theT regressionT output,T 

adjustedT 
2R isT veryT high.T F-statistic,T Prob.T 

(F-statistic)T areT appropriate.T TheT coefficientT ofT allT 

theT independentT variablesT ofT 92%T atT 1T %T levelT 

showsT thatT theT selectedT independentT variableT 

explainT 92%T ofT theT totalT variationT inT EMPT thusT 

validatingT theT statisticalT appropriatenessT toT estimateT 

theT relationshipT betweenT economicT performanceT andT 

factors.T FurtherT regressionT outputT expalinsT thatT allT 

theT signT ofT coefficientT ofT theT variablesT areT likeT 

asT theoreticallyT expected.T TheT estimatedT coefficientT 

ofT FDIT indicatesT that,T 1%T increaseT inT changesT ofT 

FDIT willT increaseT EMPT onlyT byT 0.29%.T TheT 

relationshipT betweenT FDIT andT EMPT hasT beenT 

positivelyT andT statisticallyT significantT atT 10%T level.T 

However,T outputT revealsT thatT theT actualT impactT ofT 

FDIT canT beT feltT afterT certainT timeT lagT ofT oneT 

years. 

 

EmploymentT FunctionT (BOIT Enterprises):T 

RegressionT outputT presentedT inT adjustedT 
2R isT 

highT andT F-statisticT andT Prob.T (F-statistic)T areT 

appropriate.T TheT coefficientT ofT determinantsT ofT allT 

theT independentT variablesT ofT 94%T 1T %T levelT 

revealsT thatT theT selectedT independentT variableT 

impliesT 94%T ofT theT totalT variationT inT EMP(BOIE)T 

toT measureT theT relationshipT betweenT economicT 

performanceT andT factorsT whichT affectT theT 

economicT performanceT speciallyT FDI.T FurtherT 

regressionT outputT revealsT thatT allT theT signT ofT 

coefficientT ofT theT variablesT areT asT theoreticallyT 

expected.T AndT theT estimatedT coefficientT ofT FDIT 

indicatesT that,T 1%T increaseT inT changesT ofT FDIT 

willT increaseT EMPT (BOIE)T onlyT byT 1.06%.T TheT 

relationshipT betweenT FDIT andT EMPT (BOIE)T hasT 

beenT positivelyT andT statisticallyT significantT atT 5%T 

level.T However,T itT explainsT thatT theT actualT impactT 

ofT FDIT canT beT feltT afterT certainT timeT lagT ofT 

twoT years. 

VI. CONCLUSION 

GlobalizationT processT integratesT allT countriesT byT 

transformingT intoT anT internationalT villageT andT itT 

createsT theT interdependenceT ofT world’sT economies,T 

cultures,T information,T technologiesT andT flowsT ofT 

investmentT etc.T Hence,T foreignT directT investmentT 

changeT asT anT importantT toolT toT faceT presentT andT 

futureT challenges.T ItT isT shownT byT theT continuousT 

increaseT inT foreignT directT investmentT inT recentT 

decades.T ForeignT directT investmentT playsT aT vitalT 

roleT inT theT inflowT ofT investmentT andT developingT 

processT ofT anT economy.T Further,T itT contributesT toT 

theT grossT domesticT productT andT exportT throughT 

theT increaseT inT domesticT capital.T DirectT investmentT 

expandsT nationalT economicT activitiesT byT creatingT 

employmentT opportunitiesT andT newT technologicalT 

intervention.T Therefore,T thisT researchT aimsT toT findT 

theT impactT ofT foreignT directT investmentT onT 

macroeconomicsT determinants.T Namely,T grossT 

domesticT production,T industrialT production,T totalT 

domesticT investment,T exports,T imports,T BoardT ofT 

InvestmentT approvedT exports,T BoardT ofT InvestmentT 

approvedT importsT andT BoardT ofT InvestmentT 

approvedT employments.T ThisT researchT isT explainedT 

byT theT secondaryT dataT whichT areT collectedT fromT 

theT secondaryT sourcesT andT usedT theT secondT timeT 

seriesT dataT overT theT periodT ofT timeT 1978T toT 

2018.T CollectedT dataT areT analyzedT byT usingT theT 

OrdinaryT LeastT SquareT ModelT (OLS)T inT multipleT 

regression.T Further,T researchT isT fittedT theT separateT 

modelsT toT analyzeT theT impactT ofT foreignT directT 

investmentT onT eachT andT everyT macroeconomicsT 

variables.T  

 

AccordingT toT theT findingsT ofT multipleT regressionT 

ofT thisT research,T itT isT foundT thatT grossT domesticT 

product,T industrialT 

production,totalT domesticT 

investment,T BoardT ofT 
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InvestmentT totalT domesticT investment,T export,T boardT 

ofT investmentT export,T boardT ofT investmentT import,T 

employmentT andT BoardT ofT InvestmentT employmentT 

areT relationshipT withT theT foreignT directT investmentT 

positiveT andT statisticallyT significantT inT SriT LankaT 

exceptT theT import.T Moreover,T thisT researchT isT 

estimatedT thatT thereT isT aT statisticallyT significantT 

andT positiveT correlationT betweenT foreignT directT 

investmentT andT otherT macroeconomicT 

variables.AccordingT toT theT resultT ofT thisT research,T 

foreignT directT investmentT hasT anT immediateT impactT 

onT totalT domesticT investment.T But,T foreignT directT 

investmentT statisticallyT impactsT onT otherT 

macroeconomicT variablesT afterT aT certainT numberT ofT 

years.T ResultsT ofT thisT researchT showsT thatT FDIT 

hasT theT positiveT impactT onT selectedT 

macroeconomicT variablesT ofT thisT researchT byT 

increasingT theT efficiencyT ofT productsT inT domesticT 

sectorsT andT efficientT resourceT allocationT throughT 

theT technologicalT transformation,T labourT andT capitalT 

movementsT betweenT theT sectors,T expansionT ofT 

harbors,T theT fallT inT BalanceT ofT paymentT crisis,T 

creatingT internationalT marketT andT employmentT 

opportunities,T connectivityT withT theT domesticT 

economy,T improvementsT ofT export,T import,T 

managementT skillsT andT technologicalT andT creatingT 

laboursT withT theT technicalT skills.T EvenT 

macroeconomicT variablesT haveT aT positiveT impactT 

onT FDI,T theyT showT theT differencesT inT theT timeT 

periodsT forT positiveT impactT betweenT theT variables.T 

Therefore,T theT governmentT wantT toT takeT actionsT 

onT theT priorityT basisT toT useT theT FDI. 

 

Recommendations 

ThisT researchT suggestsT theT recommendationT basedT 

onT theT resultsT ofT theT fifthT chapterT andT possibleT 

sectorsT toT attractT theT foreignT directT investmentT 

inflowsT andT problemsT facedT byT theT foreignT directT 

investorsT whichT areT identifiedT basedT onT theT 

econometricsT output.InT SriT Lanka,T toT increaseT theT 

contributionT ofT FDIT onT GD,T theT governmentT wantT 

toT attractT theT FDIT forT theT developmentT ofT humanT 

resourceT skillsT suchT asT theT serviceT sector.T SriT 

LankaT hasT theT possibleT landT resourcesT andT 

weatherT toT cultivateT theT herbalT andT flowers.T 

Hence,T SriT LankaT triesT toT promoteT theT 

agriculturalT sectorT throughT modernT 

techniques.AlmostT thereT isT researchT instituteT forT 

theT coconut,T teaT andT rubberT inT SriT Lanka.T 

Nevertheless,T FDIT canT beT expandedT theT technicalT 

effectivenessT ofT theT institutes.T Therefore,T SriT 

LankaT canT obtainT expertiseT inT theT agricultureT 

sectorT fromT agriculturalT specializedT countries.T 

Moreover,T evenT SriT LankanT investorsT areT capableT 

ofT fisheryT andT animalT husbandry,T theyT needT 

additionalT expertise.T Further,T totalT GDPT canT beT 

increasedT byT connectivityT FDIT throughT theT 

deep-seaT andT freshwaterT fisheryT andT exportT ofT 

colourT fishes.T  

ResearchT findingsT indicateT theT importanceT ofT FDIT 

toT increaseT industrialT production.T Future,T FDIT 

policyT shouldT beT designedT toT diversifyT theT 

domesticT industry.T SriT LankaT hasT anT opportunityT 

toT rankT ofT newlyT industrializedT countryT byT 

identifyingT andT promotingT theT followingT things:T 

investmentsT shouldT beT attractedT accordingT toT theT 

intellectualsT ofT theT country.T Moreover,T politicalT 

stability,T developingT theT infrastructure,T promotingT 

theT technologicalT andT technicalT skillsT ofT labours,T 

purchasingT theT rawT materialsT inT theT globalT marketT 

priceT andT attractingT theT nationalT andT internationalT 

foreignT directT investorsT canT promoteT SriT LankaT asT 

aT newlyT industrializedT country.T FDIT policiesT 

shouldT beT madeT toT increaseT theT totalT domesticT 

investmentT opportunitiesT throughT theT attractingT FDIT 

inflows.T PoliciesT shouldT beT inT theirT ownT languageT 

ofT foreignT investors.T TheyT couldT readT andT easilyT 

understandT theT policiesT whichT areT relatedT toT theT 

FDIT inT SriT Lanka.T ThroughT aT largeT amountT ofT 

FDIT inflowsT canT beT attractedT toT increaseT theT 

totalT domesticT investment.T  

AccordingT toT theT findings,T SriT LankaT hasT toT planT 

theT programsT toT increaseT theT inflowT ofT theT FDIT 

onT employmentsT andT toT stopT theT domesticT 

professionalT andT intellectualT migrations.T Specially,T 

theirT salaryT shouldT beT decidedT basedT onT theT 

exchangeT rateT andT additionalT facilitiesT shouldT beT 

given.T IfT aT countryT needsT theT FDIT contribution,T 

itT mustT beT capableT ofT invitingT theT 

technological-basedT FDI.T ForT that,T thereT shouldT beT 

aT groupT ofT intellectuals.T InT SriT Lanka,T labourT 

incentiveT technologyT isT usedT paperT andT woodT 

productions.T WhenT theseT sectorsT wereT improvedT 

byT FDI,T itT wouldT increaseT theT employmentT 

level.EstablishingT labourT unionsT throughT FDIT 

programsT wasT aT bigT challengeT inT SriT Lanka.T 

EvenT thoughT theT GovernmentT hasT theT authorityT toT 

stopT thoseT labourT unionsT inT theseT investmentT 

programs,T itT isT practicallyT impossible.T Hence,T 

establishingT anT organizationT isT importantT toT solveT 

theT problemsT andT challengesT amongT theT employeeT 

andT theT employer.T  

CreatingT aT networkT amongT industriesT shouldT beT 

buildT upT toT improveT theT technologicalT andT 

managerialT techniquesT networkT amongT theT 

universities.T Further,T vocationalT institution,T researchT 

institutes,T foreignT universitiesT alsoT areT connectedT 

andT createT suitableT employmentT opportunitiesT forT 

theT FDIT inflows.T AT companyT whichT isT authoredT 

byT theT investmentT boardT shouldT offerT moreT thanT 

250T employmentT opportunitiesT orT elseT 5000T 

employmentT shouldT beT givenT forT aT billionT rupeesT 

investment.T Moreover,T suitableT trainingT shouldT beT 

givenT toT theT employeesT 

toT fitT theT technologicalT 

whichT wereT canT throughT 

FDI.WithdrawalT ofT textileT 
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quotaT fromT theT FDIT leadsT theT countryT toT 

competeT withT theT otherT countriesT inT theT 

internationalT market.T So,T toT retrainT fromT thisT 

hazardT followingT twoT strategiesT canT beT used.T 

First,T doingT theT fashionT designT whichT theT helpT 

ofT foreignT expertise.T Second,T gettingT anT agreementT 

fromT theT internationallyT famousT textilesT producers.T 

ImproveT thisT sectorT throughT FDIT wouldT expandT 

theT exportT ofT thisT sector.T IfT theT productsT whichT 

wereT producedT byT theT FDIT wouldT beT ableT toT 

exportT toT moreT thanT 3T countries.T aitT wouldT helpT 

toT obtainT theT worldwideT marketT opportunitiesT toT 

theT country.ExportersT wereT authorizedT byT theT 

investmentT boardT toT sellT 10%T ofT theT productsT inT 

theT domesticT market.T Through,T theseT localT peopleT 

wereT ableT toT getT theT exportT qualityT products.T 

Moreover,T itT helpsT limitT theseT kindsT ofT imports.T 

So,T IfT weT facilitateT toT sellT 20%T ofT exportT 

qualityT productsT inT theT countryT itT wouldT reduceT 

theT importsT andT leadT toT increaseT inT FDI 
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