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Abstract

Globalisation and trade integration have positioned Foreign Direct Investment (FDI) as a
development imperative for many developing countries, including Southern African Development
Community (SADC) economies. Despite concerted efforts both at individual country level and at
regional level, FDI flows to the SADC region have declined compared to other regions in the
world. The main reasons posited for SADC’s inability to attract and retain FDI include negative
risk perceptions; a weak ease of doing business environment, and endemic corruption. Hence, the
study seeks to investigate the relationship between FDI inflows and corruption and ease of doing
business in SADC. The research applies Generalised Method of Moments (GMM) analysis to all
16 SADC countries over a period of 2010 to 2019. The results show that although both corruption
and ease of doing business are significantly and positively relate to FDI inflows in SADC, ease of
doing business affects FDI to a greater extent compared to corruption. In addition, the inclusion of
the interaction between corruption and ease of doing business shows that FDI inflows are more

closely attracted by ease of doing business than by corruption.

Xi



CHAPTER ONE: INTRODUCTION
1.1 Introduction

Globalisation and trade integration have positioned FDI as a development imperative for many
developing economies, including the Southern African Development Community (SADC)
countries (Mahuni & Bonga, 2017). According to the neo-classical growth theory, foreign direct
investment (FDI) commonly enhances production capacity of the host country through increased
fixed and human capital, and technology transfer, which in turn boosts savings and investments,
thereby resulting in higher economic development (Al-Khouri & Khalik, 2013) . The FDI-led
growth hypothesis argues that Foreign Direct Investments fills three developmental gaps namely:
tax revenue, investment and foreign exchange gaps (Quazi, Vemuri, & Soliman, 2014). FDI also
facilitates technology transfer and transfer of managerial skills; it boosts global market access for
export commodities, creates modern job opportunities and generates domestic investment in

matching funds, which all ultimately backs economic development of hostcountries (ibid).

In theory, developing economies benefit from the policies of Multinational Corporation (MNC)
affiliated with deepening regulatory authority, political freedom, and social justice while also
improving the living standards of citizens (Abimbola and Oludiran, 2018; and Enisan, 2017).
Nevertheless, many FDI recipient countries have been unable to benefit from the FDI inflows due
to poor governance (Ali et al., 2019) and corruption (Al-sadig, 2009), which have been found to
negatively affect poverty alleviation, education levels, human capital formation, health care and
economic development (Asongu, 2013; Omoteso & Ishola Mobolaji, 2014; Forson, Buracom,

Chen, & Baah-Ennumh, 2017).

Synopsis of SADC FDI Trend

In its common usage, FDI refers to investments undertaken by firms or individuals who have
business interests in foreign countries either through establishing business enterprises or by
acquisition of business assets in the foreign country, often taking up a controlling stake or assuming
complete ownership of a foreign company (Jaiblai & Shenai, 2019). FDI flows have been found
to positively affect a range of aspects in the host country economy to include productivity and

efficiency gains from competition; introduction of new processes, transfer of technology and



management skills, expertise including other know-how, capacity building through training,
plugging into regional and global production networks as well as accessing value chains and new

markets (Nangpiire et al., 2018).

As can be seen from Figure 1.1 below, FDI in SADC increased by 18% during the five-year period
from 2000 to 2004, 13% during 2005-2009, and 45% during 2010 — 2014, before declining by
40% from 2015 to 2019 (on a yearly basis the highest level of FDI inflow was recorded in 2012
and 2013) (UNCTAD, 2020).

Figure 1.1: Corruption, Doing Business and FDI for SADC
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According to the International Monetary Fund and World Bank, (2011), corruption is abuse of
public office for private gains and thus primarily concerns bureaucratic corruption. (Ohlsson,
2007). Gossel (2018) notes that a major reason why most SSA countries, including the SADC, are
unlikely to attain their set long-term development targets enshrined in the Sustainable
Development Goals is the level of corruption. For frontier markets, corruption has significant
developmental impacts (Qureshi et al., 2020), and according to the World Bank (2012), corruption
has been a huge cost to African economies and, at a whooping annual figure of US$148 billion, it

accounts for the equivalent of 25% of the entire continent’s Gross Domestic Product. The World



Bank’sDoing Business index (2020) observes that, although developing economies have made
positive progress, a businessperson in high-income economies spends about 4.2% of the
economies’ per capita income towards costs of launching a business compared to an astronomical
50% of per capita income spent by entrepreneurs in low-income economies to launch a company
and taking on average almost six times as long in terms of turnaround times to establish a company
in economies which are in the bottom 50 rung compared to those ranked in the top 20.
Nevertheless, it is possible that it takes time for FDI to reflect the positive changes to ease of doing
business improvements and corruption and Table 1.1 below depicts patterns for the five-year (2010
to 2014 and 2015 to 2019) average of Doing Business, Corruption and FDI flows in SADC member

countries’ economies.

As is evident from Table 1.1, Sychelles is the best performing country in terms of corruption as
noted by a 52% decrease, whereas Malawi performed better on the Ease of Doing Business
measure with an 11% improvement, and Lesotho on FDI inflows as percentage of GDP standing
at 185%. However, it can also be noted that some countries that made progress in fighting
corruption (such as Comoros, Zambia and Zimbabwe) and/or improvements in rankings of Ease
of Doing Business (such as Democratic Republic of Congo, Zambia and Zimbabwe) did not
receive increased FDI inflows. It is against this backdrop that the research explores the relationship

between Corruption, Doing Business and FDI to 16 SADC countries. !

' SADC member countries: Angola, Botswana, Comoros, Democratic Republic of Congo, Eswatini, Lesotho,
Madagascar, Malawi, Mauritius, Mozambique, Namibia, Sychelles, South Africa, Tanzania, Zambia and Zimbabwe



Table 1.1: Corruption Indices, Ease of Doing Business Score and FDI Inflows for SADC

Country Corruption EODB FDI Inflows
Indices Score % of GDP
2010 - 2015 - 2010 - 2015 - 2010 - 2015 -
2014 2019 2014 2019 2014 2019
Angola -1.33 -1.66 39.96 38.98 -2.08 -1.40
Botswana 0.99 0.87 64.50 65.72 1.67 1.41
Comoros -0.80 -0.68 46.66 46.80 1.00 0.49
Democratic Republic of Congo -1.36 -1.33 31.48 35.02 7.63 2.84
Eswatini -0.29 -0.40 56.96 57.76 1.60 0.75
Lesotho 0.13 0.10 52.42 57.02 2.17 6.19
Madagascar -0.44 -0.88 47.54 44.66 6.44 3.40
Malawi -0.45 -0.71 48.92 54.08 5.89 2.17
Mauritius 0.49 0.27 75.98 77.52 3.82 2.90
Mozambique -0.49 -0.75 53.90 53.64 27.79 20.16
Namibia 0.38 0.32 62.48 60.80 5.42 3.46
Seychelles 0.42 0.64 62.16 60.58 20.03 10.40
South Africa 0.09 0.00 69.72 66.46 1.41 0.93
Tanzania -0.55 -0.64 55.18 53.28 4.23 2.05
Zambia -0.41 -0.39 59.72 61.82 6.62 3.76
Zimbabwe -1.37 -1.32 44.44 47.82 1.98 1.83
SADC -0.21 -0.33 48.67 49.27 5.85 3.77

Source: World Bank Group (2020)

1.2 Research Problem

Despite SADC’s efforts to create an enabling environment for foreign investment, FDI flows to
the region have declined in comparison to other economic regions on the globe. The main reasons
posited for SADC’s inability to attract and retain FDI include negative risk perceptions; a weak
ease of doing business environment, and endemic corruption (UNCTAD, 2020; Bank, 2019).
Gossel (2018) notes that corruption is singled as one of the major factors for most of the countries
in Sub-Saharan Africa, including the SADC, being unlikely to attain their set long-term
developmental targets in accordance with the SDGs while (Nangpiire et al., 2018) state that some
SSA countries have fared well in attracting significant FDI due to their marked improvement on
doing business performance. Nevertheless, the trend of FDI showed that between the period of
2010-2014 and 2015-2019, FDI inflows to SADC have declined by 36%, whilst corruption
increased by 57% and ease of doing business increased by 1.2% (Bank, 2019). Consequently, the



research seeks to establish whether the combined impact of corruption and doing business

indicators explain the low levels of FDI inflows in SADC countries.

1.3 Research Objectives

The objectives of this study are:

1. To investigate the relationship between Corruption, Ease of Doing Business and FDI
inflows in the SADC region.

2. To examine which of the two indicators has the most significant impact on FDI in the
SADC region.

3. To investigate whether there is a significant interactive effect between Corruption and

Ease of Doing Business on FDI?

1.4 Research Questions

Based on the previous discussion, this research seeks to investigate the following primary research

question:

Is there a significant relationship between Corruption, Ease of Doing Business and FDI inflows
in the SADC region?

In order to explore the primary research question, the following sub-questions are also

investigated:

1. Which of the two indicators has the most significant impact on FDI in the SADC region?
2. Is there a significant interactive effect between corruption and ease of doing business on

FDI?

1.5 Significance of the Study

Despite SADC’s efforts to create an enabling environment for foreign investors, FDI inflows to
the region have declined compared to other regions in the world due to negative risk perceptions
(UNCTAD, 2020), a weak ease of Doing Business environment and endemic corruption (Bank,
2019). Whilst a significant body of literature focusing on FDI determinants in Africa exists, most
studies tend to focus on the relationship between Doing Business performance or rankings and

FDI patterns in SSA compared to other regions (Nangpiire et al., 2018) or on the effect of



corruption on FDI (Gossel, 2018; Quazi et al., 2014). Therefore, the research intends to contribute
to the body of knowledge on the combined effects of corruption and Doing Business indicators on
FDI flows to SADC countries. The researcher hopes that findings of the study will aid as an
instrument to proffer solutions to policy makers in formulating successful foreign direct

investment framework.

1.6 Organization of the study

The research is organized in the following manner: Chapter 2 discusses the highly intricate and
complex nature of the relationship between corruption, Doing Business and foreign direct
investment, both at a global level as well as in the context of the African continent, with a particular
focus and empasis on the SADC sub-region. The study also presents a comprehensive review of
the theoretical as well as empirical studies conducted in both the developed and developing
economies. The methodology and data that will be used to conduct the research is discussed in
Chapters 3 and 4. Chapter 5 and 6 concludes the research with a discussion of research findings

and conclusions to the study respectively.



CHAPTER TWO: LITERATURE REVIEW

This section of the study explores the cross-country studies devoted to examining the relationships
between FDI, corruption, and Doing Business. The chapter starts with theoretical framework used
by the study followed by an exploration of the international literature on corruption, ease of doing

business and FDI before focusing on studies devoted to Africa.

2.1 Theoretical Framework

There are various scholars who addressed the reasons behind foreign direct investment inflows
such as (Heckscher-Ohlin, 1933), who emphasized the criticality and importance of factor
endowment as part of the key FDI determinants. The theory explains the role of macroeconomic
factors as determinants of FDI inflows to include market size, macroeconomic and policy stability
in the domestic economy. As argued by Dunning (1980) that foreign investors are more concerned

about ownership, locational and internalization advantages.

Ownership advantages are enjoyed when the entity is owned by the foreign company and takes
advantage of their competitors especially on low production costs thereby earning higher profits
whilst location advantages occur when the firm enjoys market, economic factors of the host
country. In the same vein, internalization advantages are the benefits of sound legal, political and

economic institutions in the jurisdictions invested in.

2.2 Corruption and Foreign Direct Investment

Corruption can affect a country’s level of foreign investments through various channels which
include increasing cost of FDI. This is so because in some instances the MNC has to pay bribes
which is a cost (Dahlstrom & Johnson, 2007). In this sense, it will most likely have the effect of
an additional tax, but as it is ruled by law, there is no “official bribe rate”, hence corruption is
more than a mere higher cost. Moreover, there is lack of certainty from bribes as no law regulates
corruption and it can easily change overnight. If an MNC pays a bribe there is no guarantee that it
will receive and reap the benefits that it paid for. Similar, in the event of a change in government
system there is high possibility that policies change and earlier arrangements are foregone which
results in loss of value to the MNC from bribes paid earlier resulting in overall discouragement of

foreign investment inflows particularly for more corrupt environments. In such circumstances,



corruption can either be a benefit or cost to the foreign investors thus bringing in ambivalence to

their decision making on commitment to investment.

Resultantly, there are two commonly hypothesized relationships between FDI and corruption. The
first one being the ‘grabbing hand’, which postulates in the main that corruption impedes FDI in
that it raises uncertainty and transaction costs (World Bank, 2012; Emeka & Texas, 2016;
Muzurura, 2015). In contrast, proponents of the other hypothesis, namely the ‘helping hand’
hypothesis, counter this argument and contend that corruption can facilitate FDI inflows through
‘greasing the wheels’ of business particularly in circumstances of weak regulatory environments

(Gossel, 2018; Quazi et al., 2014)

With regards to cross-country studies, Wei (2000) analyzes diverse bilateral flows of capital from
fourteen (14) source economies channeled to fifty-three (53) recepient states and concludes that
corruption had the impact of reducing foreign direct investment more than other capital flows.
Analysing bilateral foreign direct investment to forty-five recipient economies channeled from
twelve source countries, Wei (2000) concludes that corruption acts as a tax charge which
discourages FDI. Using two distinct measures of corruption, Ak¢ay (2001) investigated the effect
of corruption on FDI in fifty-two (52) emerging markets and found that there is no negative
connection between corruption and Foreign Direct Investment. This finding runs contrary to (Weit,
2000), who avers that akin to a tax charge, corruption adversely affects FDI inflows. Furthermore,
Habib & Zurawicki (2002) examining bilateral FDI on a panel of seven (7) source countries and

eighty-nine (89) host economies, finds that foreign investors are generally averse to corruption.

In their seminal work on inflows of FDI to 97 recepient economies, Caetano & Caleiro (2005)
conclude that for high-income countries, the adverse effects of corruption on FDI inflows are more
pronounce than is the case in low-income economies. In further studies, Cuervo-Cazurra (2006)
find that foreign investors comimg from more corrupt source jurisdictions are equally more

inclined towards investing in similarly more corrupt recipient countries.

In an empirical study re-examining the effect of corruptuon on inflows of FDI to 117 recipient
economies from 1984-2004, Al-Sadig (2009) finds that corruption discourages FDI in host
countries. However after factoring in other attributes of the recipient country to include

institutional quality the adverse impact becomes insignificant. In the same study, Al-Sadig



concludes that corruption prevalence is less important to foreign investors than concerns over the
quality of institutions in the host jurisdiction. Craigwell, Wright, Craigwell, & Wright (2011)
studied 43 emerging economies and found that a bidirectional causal link exists between FDI flows
and corruption. In propounding further on the ‘helping hand’ hypothesis, Corcoran & Gillandersz
(2013) argue that corruption enhances decision making efficiencies and speeds up processes

especially in markets with heavy bureaucary combined with rigid regulatory frameworks.

2.3 Foreign Direct Investment and Ease of Doing Business

A recipient country’s investment climate enhances the ability of governments to implement
reforms in business regulation which in turn spurs growth of the private sectors and attracts
incremental investments including FDI (World Bank, 2012). Dissecting through a gamut of
determinants of foreign direct investment employing the Bayesian model, Blonigen & Piger (2014)
found that four Doing Business indicators have small appeal probability. Nonetheless, the impact
of Doing Business is mostly influenced by market size. A study by Jayasuriya (2011)showed that
in emerging economies, the influence of Doing Business on FDI is insignificant, whereas in the

case of developed economies it does not matter since it has small effect size.

In a study of 172 economies and using panel data from 2006-2010, Haidar (2012) finds that each
unit improvement of business regulations results in a 0.15 increase in FDI inflows. Corcoran &
Gillandersz (2013) examine the link between FDI flows and Doing Business on 53 countries world
over using various panel data techniques over the period of 2004-2010 but in contrast to Jayasuriya
(2011), Haidar finds that with respect to FDI flows to emerging economies, an improvement in
Doing Business indicators is a key determinant. Festus, Kasongo, Moses, & Yu, (2016) uses seven
panel data sets for 40 African economies to examine the relationship between FDI flows and Doing
Business. The study results show that factors relating to the time taken to launch a business and
the cost of incorporating a company are a significant determinant of inflows of FDI. Furthermore,
improvements in Doing Business in the context of emerging economies could have an explicatory
power in attracting increased FDI inflow. According to Bayraktar (2013), emerging economies
that have performed better on the Doing Business record enjoy a greater chance of attracting more
FDI. In addition, it is found that the main factors associated with this effect are the time it takes to
start a business, close a business, and investor protection. Corcoran & Gillandersz (2013)

propounded that improvements in business regulatory environments, trade across borders draw in



more FDI in developing countries, but the effect is not present or evident in the world’s poorest

countries, particularly in SSA.

Examining diverse factors regarding their impact on FDI inflows covering 33 economies with
special attention to the services sector, Hyung-Gon (2014) divided the variables into two
categories, that is, demand and system related conditions. Under, system-related factors,
intellectual property rights (IPR), bribery and corruption, ease of doing business and transparency
greatly impact FDI inflows whereas on demand conditions, GDP; cost of living and office rentals

influence business services and manufacturing industry FDI.

Matei & Drumasu (2015) examines effects of Doing Business indicators on foreign direct
investment to 29 economies comprising South Asia, Southeast and East Asia. Study results show
the presence of a generally positive association between the Doing Business performance and
foreign direct investment but specific factors pertaining to getting a construction permit and
accessing credit have negative effects on FDI, while cross-border trade and registering a property
have positive effects. Vogiatzoglou & Thi (2016) closely examines the effect of a diverse range
of business regulations on FDI attraction across ASEAN member countries. The study empirically
examined the determinants of intra-ASEAN FDI flows and extra-ASEAN inflows using data from
eight (8) ASEAN economies for the period 2003-2013. Results of the study reveal that efficient
business regulatory environments are a significant determinant of FDI, and they reckon as a critical
determinant particularly of inward bound FDI. Similarly, Nangpiire, Rodrigues, & Adam, (2018)
reports that the ease with which one is able to launch a business; obtain a construction permit,

register a property, and access credit attracts FDI inflows to Asian economies.

Hossain, Hassan, Shafiq, & Basit, (2018) uses a multivariate regression model (MRM) to examine
the nexus between easy of doing business indicators and foreign direct investment flows with a
sample of 177 out of 190 countries in the period 2011 to 2015. The study overall shows that
countries with better EODB scores have a positive relationship with FDI flows. More specifically,
the findings of the study indicated that FDI is positively influenced by enforcing contracts while
property registration and accessing credit were inversely related to FDI, and lastly payment of
taxes and launching a business insignificantly influence FDI for the sampled economies. The study
concluded that FDI inflow is significantly enhanced by ease of doing business conditions through

improved contract enforcements, property registration and accessing credit.
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2.4 Cross-Country Studies Devoted to Africa

The following are studies devoted to Africa in a bid to analyse the relationship between EODB,
Corruption and FDI.

2.4.1 Studies to assess the effect of corruption

With respect to cross country studies, Asiedu (2015) investigates determinants of inflows of FDI
with special focus on the role of institutions and political instability, government policy, natural
resources, and market size. The study covered 22 African countries spanning a period between
1984 and 2000, empirical analysis finds that FDI is inter alia attracted by large local markets, an
efficient legal system, good infrastructure stock, low inflation, high natural resource endowment

and sound investment frameworks, but is negatively affected by political risk and corruption.

Using a model adapted from Dunning’s 1981 eclectic paradigm adjusted to incorporate
institutional variables and applying fixed effects and random effects estimations, Basemera, S. et
al, (2012) analyse institutions’ role in flows of foreign direct investment to East Africa between
1987 and 2008. Results of the study reveal that the institutional factors financial risk, corruption
and economic risk significantly influence the inflows of FDI to East Africa. Al-Khouri & Khalik
2013) study sixteen Middle East and North Africa (MENA) economies between 1984 and 2011
using random effects and fixed effects. They find evidence of a positive relationship between
political risk, market size and foreign direct investment. Furthermore, among 12 political risk
variables, the study shows the existence of a close relationship between external conflict (tension),

corruption and FDI movements.

Helmy (2013) examines the relationship between foreign direct investment flows to 21 MENA
countries and corruption, assessing whether corruption is more significant than other foreign direct
investment factors. Employing several panel settings utilizing various econometric specifications
covering the period 2003 to 2009, the results show that corruption attracts FDI inflows thus the
“helping hand” hypothesis holds. In a study analysing effects of coruption on FDI flows in fifty-
three (53) African economies for the period between 1995 and 2012, using GMM, Quazi, Vemuri,
& Soliman, (2014) find support for the argument which states that corruption facilitates FDI
inflows and thefore backing up the ‘helping hand’ hypothesis. Gossel (2018) examines the
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relationship between democracy, corruption and FDI amongst 30 SSA countries for the period
1985 to 2014 to establish whether it is the ‘helping hand’ or ‘grabbing hand’ hypothesis that is
more applicable. Findings of the study further reveal that FDI investors use corruption as a means
to navigate SSA’s weak democracy, regulatory and institutional framework in the early phases of
democratization, but also establishes that with democratic capital accumulating, this relationship
flips and becomes a ‘grabbing hand’ instead. Using a panel of nine (9) African economies,
Lindelwa & Makoni (2018) explore the link between FPI, institutional quality and FDI for the
period 2009 to 2016. The results reveal that institutional quality matters more for both FPI and
foreign direct investment inflows particularly for SSA economies largely reliant on natural

resources endowment or countries which still have undeveloped financial markets.

More speciffically, Ngundu & Ngepha (2019) point out that FDI from both EU and the US has
positive developmental effects in SSA economies with governance ratings ranging between -0.90
to -0.62 while FDI from China and Asia shows positively in SSA economies with ratings of at
least -0.89 but is negative for economies falling within a -1.35 to -0.89 governance rating. Ngundu
& Ngepha (2019) therefore conclude that US and EU FDI is attracted to SSA countries with strong
governance whereas FDI from China and Asia is willing to invest both in SSA economies with

weak and strong governance.

2.4.2 Studies to assess the effect of Doing Business indicators

Morris & Aziz (2011) investigate how the EODB indicators influence FDI for a selected fifty-
seven (57) SSA and Asian countries using the World Bank’s 2006 indicators for panel data
spanning the period 2000-2005. From the sample out of the two regions, launching a business and
property registration were confirmed as significant indicators. Festus et al. (2016) uses seven panel
data sets for 40 African countries and also finds that factors such as cost of registering a property
and starting a business were significant in determining inflows of FDI in the region while time
taken to register a property, the actual cost of launching a company and time to export are

insignificant.

Using correlation analysis and OLS approach, Nangpiire et al. (2018) examine the link between

the EODB metrics and foreign direct investment inflows among 44 SSA economies. The study
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shows that protecting minority interests, resolving insolvency and crossborder trading are

statistically significant factors.

2.5 Summary

This chapter explored the theoretical frameworks and empirical evidence. While Dunning (1980)
argues that foreign investors invest in a country on the basis of ownership, locational and
internalization advantages, the empirical literature considers the countervailing impacts of
corruption and policy changes associated with the ease of doing business. The empirical evidence
shows that despite the elegance of the theories, the relationship between corruption and FDI are
inconclusive with some studies finding evidence of the “helping hand” hypothesis (Gossel, 2018;
Quazi et al, 2014; Cheung, Rau, & Stouraitis, 2012; Woo, 2010) while others find support for the
“grabbing hand” hypothesis (Basemera, Mutenyo, Hisali, & Bbaale, 2012; Al-Khouri &Khalik,
2013; Al-Sadig, 2009; Caetano &Caleiro, 2005). Although fewer studies directly focus on the
relationship between FDI and EODB, existing studies give credit to the hypothesis that the EODB
performance is positively associated with foreign direct investment (Nangpiire et al., 2018;
Hossain et al., 2018; Vogiatzoglou, 2016). Hence, to date, there is no study that examines whether
the effects of corruption outweigh the Doing Business impact. This study therefore seeks to fill

that gap.
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CHAPTER THREE: RESEARCH METHODOLOGY

This section of the study outlines the methodology that will be used to conduct the empirical
analysis. The chapter comprises the research design before going on to describe the estimation

technique adopted, and ends with the specification of the empirical model.
3.1 Research Design

Research design can follow either a positive or normative approach (Inanga & Schneider, 2005)
where a positive approach defines real world problems as they are whereas normative paradigm
describes real world situations as they should be. A positivist paradigm is based on the ontological
principle that reality is independent of the researcher’s viewpoint, therefore, this study follows
positivist approach, which assumes that real world situations can be scientifically and empirically
investigated (Aliyu, Bello, Kasim, & Martin, 2014). The empirical investigations are conducted
by collecting relevant data, formulating hypothesis and testing the hypothesis through independent
research process (Inanga & Schneider, 2005). Guba & Lincoln (1994) argued that the research
must follow a rigorous process to ensure the problem being investigated is free from the

researchers influence.

Furthermore, Bradford (2017) pointed out that deductive research focuses on testing existing
hypothesis so as to reach a conclusion with regards to the validity and usefulness of these
hypothesis. Consequently, the study will also employ a deductive reasoning approach for assessing
the relationship between corruption; EODB and foreign direct investment inflows in SADC. The
research is quantitative in nature and conducted through the collection of relevant data which after
being quantified can be run through statistical analytical tools, which are most suitable in the
analysis of large numerical data volumes collected for purposes of the research (Leacock,
Warrican, &Rose, 2015). Lastly, given the existence of a body of theory on the relationship
between Doing Business and corruption with FDI, as evaluated and discussed in literature review,
the deductive paradigm was deemed more appropriate for the study because it evaluates and tests

the validity of existing theory/hypothesis for a given study.

Therefore, in this study a deductive approach will be employed.
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3.2 Econometric Estimation

The empirical analysis is conducted utilizing GMM estimator developed by Arellano & Bover
(1995). The advantages of GMM compared to other panel data methods are that GMM was
designed to address the endogeneity problem, fitting in linear models with a dynamic dependent
factor and to include control factors with fixed effects (Roodman, 2009). Furthermore, the GMM
approach allows both current and past values of explanatory variables which are not strictly
exogenous to be factored in the data generating process (Bun &Sarafidis, 2013; Tiper, 2014). As
a result, the dynamic GMM analysis employed to determine the impact of both corruption and

EODB on FDI is expressed as:

Yo = aYiiq + BXj + 6Z, + ¢ i=1,..,N;t=1,..,T (1)

& = W; + wj, where y; is individual specific effects and w;; is the error term. Y;; represents FDI
expressed as ratio of GDP, Y; ,_, signify lagged FDL X}, is a vector of factors of interest comprising
of corruption and Doing Business, Z;, are five control factors consististing of inflation, trade
openess, gross capital formation, total population and GDP per capita, ¢; is stochastic disturbance

term.

The above formula, Y; ,_; correlates with u; given the historic values depend on the specific effects,
which would violate orthodox panel data techniques compatibility (Kruiniger, 2009). If Y; ,_; is
correlated with X;, and w;;, the Generalised Least Squares random effects and fixed effects
Within Group (WGQG) fixed effects techniques become biased and unreliable since the model will
be suffering from endogeneity problem (Bond, 2002; Bund & Sarafidis, 2013). However,
Anderson and Hsiao (1982) attempted to tackle the problem by assuming AY;,_, and Y;,_, as
instruments of Y;,_;, which approach is supported by Holtz-Eakin, Newey, & Rosen, (1988).
Arellano and Bond (1991) extending the work of Holtz-Eakin et al. (1988) and previous work by
Hansen (1982), developed the Diff-GMM technique and attained estimators through utilizing
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moment conditions engendered by lagged levels of the endogeneous factor, (Y; ¢—2, Y; ¢—3, ... Vi ¢—n)

with w;;.

Through simulation tests, Arellano and Bond (1991) demostrated that difference GMM estimator
yields the smallest possible bias in comparison to Within Group and Generalised Least Squares
techniques, hence, difference GMM estimator is more efficient (Bond & Windmeijer, 2010). A
key to efficient GMM estimatation is the validation of the instruments. Commonly, the instruments
make use of current values and first lags of dependent variable (in this case FDI) and independent

variables as the instruments (Roodman, 2009). Consequently, equation (1) transforms to:

Yip = a¥iq1 + BX|; + 6Zj, + &; gmmstyle (Yi,t—l; Zi, laglimit (# #)) ivstyle (Z;,) (2

Lags (# #) instructs the defined lags to be utilized as the dependent factors. The presence of serial
correlation in the error term, the instruments in turn become invalid, which garbles the proficiency
and consistency of estimators (Arellano & Bond, 1991; Bond & Blundell, 2000; Bowsher, 2000).
Given that w;, suffers from autocorrelation of order 1, then Y;,_, is endogenous to w;. To
authenticate the dependability of the Generalised Method of Moment approach, we have to
conduct the Hansen test of instrument validity to verify that lagged values of the independent
factors are valid instruments in foreign direct investment regression (Hansen, 1982). Additionally,
GMM technique necessitates that the serial correlation test be conducted to check whether or not

the error term exhibits second order serial correlation.

The GMM model will be run as a log-log model because the log transformation allows the results
to be interpreted as elasticities (percentage changes), which minimises heterogeneity problem
(Gujarati, 2004). Finally, the study conducts a sensitivity test, thus excluding the three major
commodity-FDI reliant recipient countries, which include South Africa, Angola and the
Democratic Republic of Congo, in the region to factor out the probable adverse impact that

commodity exports might have on foreign direct investment (Gossel, 2018).
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3.3 Model Specification

The empirical analysis will be conducted using the following models:

FDIyy = Bo + B1CCit + BoEODBy + B3 Xy + i + Wy A3)
FDIi¢ = Bo + B1CCit + BaXie + pi + Wyt 4)
FDIi¢ = Bo + B2EODB; + B3Xie + i + Wyt (5)
FDI; = Bo + B1CCit + B2EODB; + B4(CCi * EODBy) + B3Xj + p; + wye (6)

where i and t represent country and year respectively; FDI, foreign direct investment, CC, control
of corruption; EODB signifies ease of doing business score; X represents matrix of five explanatory

variables and ¢;;, is disturbance term.

3.4 Diagnostic Tests

In order to ensure that the empirical models specified in equations (3) - (6) are correctly specified,

the following diagnostic tests will be conducted:

3.4.1 Multicollinearity Test

Multicollinearity occurs when some of the independent variables are collinear, thus rendering the
coefficients indeterminate or spurious. Multicollinearity is tested using a correlation matrix to
determine whether any of the pairwise correlation coefficients exceed 0.8 (Gujarati, 2004). If
multicollinearity is identified among the factors then typically those factors are run in separate

estimations rather than jointly.
3.4.2 Autocorrelation Test

Autocorrelation problem is quite a persistent challenge experienced under a dynamic panel data

analysis approach which might result in variables invalidity (Baltagi & Kao, 2012). This problem
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mostly arises as result of the involvement of the lagged dependent variable. In a GMM model,

main focus is given to ensuring that the significance of the AR (2) value is greater than 5%.

3.4.3 Hansen Test

Hansen (1982) pointed out that one of the challenges encountered under GMM analysis is that of
instrument subsets validity and over-identification problem. Thus, there are two tests that can be
employed to test the over-identification problem and these are Sargan and Hansen tests. Since the
Hansen test has been found to be more robust than the Sargan test, this study will make use of the

Hansen test, where a p-value in excess of 5% implies that the model is correctly specified.
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CHAPTER FOUR: DATA

This study utilises panel data for all SADC member states for the period 2010 to 2019. This start
date is limited by the availability of Ease of Doing Business data. The analysis utilises one
endogenous variable, two key variables and five independent variables; all variables data was

collected from both the World Bank’s Development and World Governance Indicators.

4.1 Dependent Variable

The study utilised foreign direct investment as the dependent variable, which in common parlance
is defined as the net investment inflows to acquire a long-lasting management interest (with a
minimum of ten percent voting stock) by the investor entity in an enterprise or entity operating in
the recipient economy. FDI includes the aggregate equity capital invested; retained and/or
reinvested earnings, other forms of long-term investment and transitory short-term capital flows
reflected under balance of payments positions. It also reflects net inflow into the reporting
economy. FDI data is normalised as a percentage of GDP as is depicted in Figure 4.1 herein below.
It is noteworthy that the highest level of FDI inflows in SADC as shown in Figure 4.1 peaked in
2012 but the region has been experiencing inflows from 2012 to 2019.

Figure 4.1: Foreign Direct Investment
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Source: Researchers Computation using World Bank — World Development Indicators Dataset (2020)
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4.2 Key Variables

The study utilised two variables of interest, that is, corruption and ease of doing business.

4.2.1 Corruption (CC)

This study measures corruption using the World Bank published Control of Corruption index under
the Governance Indicators. The indicator score ranges from -2.5 to 2.5 depicting most corrupt and

least corrupt score respectively.

4.2.2 Doing Business Indicator

To capture and track the absolute regulatory performance level over time, the World Bank
developed an Ease of Doing Business (EODB) index as a robust tracking and assessment tool. The
index ranges between a scale of 0 to 100, where a score of 75 implies an economy that is 25%
away from the top-most regulatory performance attainable under the tool reckoning and comparing
with all other economies and across time. Under the measure, a Doing Business score is calculated
as a simple average of EODB metrics; namely starting up a business, obtaining a permit for
construction, connecting to electricity, property registration, accessing loan facilities, protecting
minority interests, payment of taxes, cross-border trading, contracts enforcement, and resolution
of insolvencies, hiring labour and government contracts. These metrics are fully outlined and

described in Table 4.1 below and the EODB index will be a proxy for purposes of the study.
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Table 4.1: Ease of Doing Business Component Metrics

Indicator

Metric

Starting a business

Procedures, time, cost, and paid-in minimum capital to start a limited

liability company for men and women

Dealing with  construction

permits

Procedures, time, and cost to complete all formalities to build a
warehouse and the quality control and safety mechanisms in the

construction permitting system

Getting electricity

Procedures, time, and cost to get connected to the electrical grid; the

reliability of the electricity supply; and the transparency of tariffs

Registering property

Procedures, time, and cost to transfer a property and the quality of the

land administration system for men and women

Getting credit

Movable collateral laws and credit information systems

Protecting minority investors

Minority shareholders’ rights in related-party transactions and in

corporate governance

Paying taxes

Payments, time, and total tax and contribution rate for a firm to comply

with all tax regulations as well as post filing processes

Trading across borders

Time and cost to export the product of comparative advantage and to

import auto parts

Enforcing contracts

Time and cost to resolve a commercial dispute and the quality of

judicial processes for men and women

Resolving insolvency

Time, cost, outcome, and recovery rate for a commercial insolvency

and the strength of the legal framework for insolvency

Employing workers

Flexibility in employment regulation

Contracting with the

government

Procedures and time to participate in and win a works contract through

public procurement and the public procurement regulatory framework

Source: Doing Business Report (2020)

4.3 Control Variables

In addition to the dependent variable and two variables of interest, the empirical estimation

factored in a set of five macroeconomic control factors.
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4.3.1 Inflation (INF)

The consumer price index (CPI) reflecting movement of prices in the market is used as proxy
reflecting the macroeconomic environment, monetary policies, independence and overall policy
stability in an economy. A rise in inflation may result in increases in interest rates, and that can
lure long term equity-based foreign direct investment in search of higher returns, whilst on the
other hand, higher inflation rates can corrode long-term investment returns thereby undermining
overall creditworthiness of the economy and adversely affecting investments looking for start-ups
or ‘greenfield’ FDI (Gossel, 2018; Sayek, 2009). Therefore, inflation levels and their movements

can be double-edged with both positive and negative influence on Foreign Direct Investment.

4.3.2 Economic Development (GDPC)

Gross domestic per capita entails the degree of economic development within an economy and
explains the level of economic activity and market size. It is expected that less developed
economies are much more susceptible to the blight of corruption than their richer counterparts in
the developed world who enjoy better and more robust regulation (Gossel, 2018; Gani & Clemes,
2015). A4 fortiori the prevalence of corruption impedes economic development whilst the contrary
holds for heightened and greater economic growth which is associated with lower corruption levels

and buoys additional foreign direct investment inflows.

4.3.3 Total Population Growth (PG)

Population growth explains the magnitude of change in population size and derives from the
conventional definition of population to take into account the sum total of residents irrespective of
their actual nationality, immigrant status or citizenship. Studies find that population size can
positively affect FDI inflows because FDI will be attracted to opportunities of growing consumer
markets and low wages (Al-Sadig, 2009; Hassan et al., 2011; IMF, 2015). However, studies also
report that a high proportion of youth population is associated with socio-political instability and
widening inequality (Al-Sadig, 2009; Hassan et al., 2011). Therefore, population growth rate was

used as a proxy and a positive relationship is expected.
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4.3.4 Trade Openness (TO)

In its common usage, trade openness explains how open an economy is to trade, and is reckoned
as annual exports and imports expressed as a percentage of the country’s GDP. Consequently, a
rise in trade should lead to increased productivity, higher wages and broadening domestic

consumer markets (Faroh & Shen, 2015 and Xaypanya, et al., 2015) and thus attract FDI inflows.

4.3.5 Gross Capital Formation (GCF)

GCF entails the expenditure on long term or fixed assets in an economy plus net variations in
inventory levels, reflected as a percentage of GDP. GCF captures productivity benefits of increased
long-term or fixed investments, which have spill-over benefits and are thus expected to attract FDI

(Gossel, 2018).
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CHAPTER FIVE: DISCUSSION OF RESEARCH FINDINGS

The empirical analysis results are presented and discussed in this section of the study. The chapter
is sub-divided into two parts, the first comprises a brief description of the descriptive statistics,
and summation of the multicollinearity test for the variables included in regression analysis. The
second part comprises of a presentation and discussion of results of the System Generalised

Method of Moments analysis.
5.1 Descriptive Statistics

Results of the descriptive statistics for the sampled sixteen SADC countries covering ten-years
from 2010 to 2019 are presented in Table 5.1. As is depicted, FDI inflows to sampled SADC
economies as a percentage of GDP averaged 4.897% of GDP with a standard deviation of 7.751,
implying high data variation, possibly because of heterogeneous income groups of the sampled
economies (the maximum and minimum levels of FDI as a percentage of GDP were 57.838% and

-6.370%, respectively).

Control of corruption averaged -0.352 with a standard deviation of 0.687 and minimum vale of -
1.444 and maximum of 1.039, which indicates that worse corruption is more prevalent than
declining corruption. In contrast, the EODB index averaged 54.812 with a standard deviation of
10.945. The maximum and minimums were 80.3 and 27.4 respectively, which indicates that SADC

countries largely have favourable ease of doing business conditions.

With regards to the control variables, the descriptive statistics highlight that SADC is generally a
fast-emerging region with an average gross fixed capital formation value of 21.841% as a
percentage of GDP; trade at 85.833% of GDP, real GDP per capita of 1.965%, and population
growth averaging 2.04%. However, the average inflation of 5.906 indicates that there is an ongoing

risk of policy instability.
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Table 5.1 Descriptive Statistics Results

Standard

Variable Observations Mean Deviation Maximum Minimum
FDI 160 4.897 7.751 57.838 -6.370
CcC 160 -0.352 0.687 1.039 -1.444
EODB 160 54.812 10.945 80.300 27.400
GCF 155 21.841 7.759 47.846 2.310
INF 160 5.906 8.024 32.378 -60.496
GDPC 160 1.965 3.165 18.066 -9.396
TO 157 85.833 37.502 216.483 30.156
PG 160 2.04 1.06 3.671 -2.629

Source: Researchers Calculations using Stata 14.1: FDI is Foreign Direct Investment;, CC is Control of

Corruption; EODB is Ease of Doing Business; GCF is Gross Capital Formation; INF stands for Inflation;

GDPC is per capita Gross Domestic Product; TO, Trade Openness and PG is Total Population Growth.

5.2 Multicollinearity Results

This study adopted the Pairwise Correlation matrix for testing for the presence of high correlation

between the factors (that is, multicollinearity). Table 5.2 results indicate that the variables do not

suffer from significant multicollinearity. The pairwise correlation value for the key of the study

(that is EODB and control of corruption) was 0.437, and although this does not suggest the

presence of significant multicollinearity, the GMM analysis adopts a conservative approach and

models these two factors in separate estimations in addition to a combined model.

Table 5.2 Pairwise Correlation Matrix Results

Variable FDI CC EODB GCF INF GDPC TO POP
FDI 1.000

CC 0.104 1.000

EODB 0.044 0.437 1.000

GCF 0.381 0.173 0.268 1.000

INF 0.012 0.055  -0.150  -0.155 1.000

GDPC 0.123 0.106 0.362 0.063  -0.129 1.000

TO 0.245 0.144 0.321 0.480  -0.145 0.249 1.000

PG 0.206 -0.301 0.251 0.371 0.146  -0.227 0.437 1.000

Source: Researchers Calculations using Stata 14.1

25



5.3 Estimated Regression Analysis Results

To conduct regression analysis, the study used GMM and results are presented in Table 5.3.
Lagged FDI was found to be statistically significant which suggests that as anticipated, investors
are inclined to direct more foreign direct investment to countries or regions that also attracted FDI
in the past (Gossel, 2018; 2020). With regards to the control variables, trade openness (TO),
population growth (PG), per capita GDP (GDPC) and gross fixed capital formation (GCF) were
statistically positively related to foreign direct investment inflows into SADC while inflation (/NF)
has an inverse relationship with FDI inflows. These findings accord with literature that FDI is
attracted by opportunities associated with export-led hypothesis (Yee-Ee, 2016) and expanding
consumer markets and the development of a middle class (Aziz & Makkawi, 2012) while the
inverse relationship between inflation and FDI suggests that investors get discouraged by policy
and macroeconomic instability related with weak monetary policy independence, stability and
control that ultimately give rise to erosion of returns (Gossel, 2018; Nijathaworn & Disvatat, 2009;
Mishkin, 2008). The smaller coefficients of trade openness, GDP per capita, and population
growth compared to fixed investments (GCF) suggest that trade diversification and growing
consumer markets are less important for attracting FDI than SADC’s ability to overcome its

significant infrastructure deficits (Gossel, 2018; Mahembe & Odhiambo, 2014).

With respect to control of corruption (CC), the results highlight that a negative and highly
significant relationship exists, which suggests that foreign direct investment to SADC is attracted
by increasing levels of corruption in accordance with the “helping hand” theorem (Quazi et al.,
2014; Gossel, 2018). In comparison, the ease of doing business coefficient (EODB) is significant
and positive, which suggests that in accordance with the literature, an improved investment climate
attracts more foreign investment (Piwonski, 2010; Bayraktar, 2013). Hence, these results appear
to indicate that both the Doing Business indicators and corruption attract foreign direct investment
but the EODB coefficient is greater than the corruption coefficient, implying that foreign direct
investment is attracted more by a favourable investment environment than by the ability to take
advantage of deregulation (Pieroni & d’Agostino, 2012) or speeding up of weak bureaucratic
systems (Egger & Winner, 2005). In order to examine this possibility more explicitly, the

discussion next considers the results of the estimations that include the interaction term.
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Table 5.3 Generalised Method of Moments Results

Joint Model Excluding Ease of Doing Business Excluding Corruption

L.FDI 0.965 0.732 0.668
0216%%* 0.103%%* 0.252%
GCF 1.442 1.036 1.425
0.232%%% 0.446** 0.224%%*
INF -0.517 -0.490 -0.361
0.058%%%* 0.195%* 0.142%*
TO 0.657 0.514 0.727
0.050%%* 0.047%%%* 0.097%%%
PG 0.708 0.614 0.517
0.190%** 0.321* 0.134°%%*
GDPC 0.425 0.728 0.532
0.16 ** 0.049%%%* 0.186**
CcC -1.603 -1.206
0.518%** 0.248%%*
EODB 2.821 3.574
1.028%* 0.603%%*
Hansen 0.348 0.428 0.382
AR(2) 0.271 0314 0.216
Instruments 15 10 11
F-stat 13.33 14.19 18.26
Prob <0.01 <0.01 <0.01
Obs 141 141 141

Source: Researcher Calculations using Stata 14.1; *** ** (*) denote significance at 1%, 5%, and 10% level,

in italics are the standard errors

Table 5.4 summarised the results of including the interaction between corruption and EODB
(CC*EODB) terms in the GMM analysis. The positive and significant coefficient of the interaction
term coupled with greater coefficients for the ease of doing business relative to corruption (as in
Table 5.3) indicates that FDI inflows to SADC are attracted by the ease of doing business more
than by corruption, likely because foreign investors find it easier and potentially less expensive to
abide by the rules and regulations than by paying bribes (Nangpiire et al., 2018). Hence, it is
possible that as the ease of doing business in SADC countries improves, there will be a level that
will switch the role of corruption from a ‘helping hand’ to a ‘grabbing hand instead’ in accordance

with Quazi et al. (2014) and Gossel (2018).
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Table 5.4 Interaction Results

Joint Model  Excluding Ease of Doing Business Excluding Corruption
L.FDI 0.592 0.882 0.620
0.083%%* 0.373%* 0.240%*
GCF 1.039 1.653 1.825
0.092%%* 0.477%**%* 0.124***
INF -0.441 -0.603 -0.451
0.117%%* 0.075%%* 0.160**
TO 0.562 0.693 0.593
0.133%%* 0.095%** 0.089%**
PG 0.708 0.921 0.892
0.203%%* 0.081*** 0.089***
GDPC 0.390 0.213 0.485
0.036%%* 0.086%** 0.157%%%
CcC -1.439 -1.151
0.239%%* 0.334%**
EODB 2917 2.435
0.185%%* 1.015%**
CC*EODB 1.703 1.253 1.450
0.398%** 0.452%* 0.132%**
Hansen 0.314 0.420 0.456
AR(2) 0.281 0.335 0.183
Instruments 16 15 16
F-stat 23.412 13.94 9.61
Prob <0.01 <0.01 <0.01
Obs 141 141 141

Source: Researcher Calculations using Stata 14.1; *** ** (*) denote significance at 1%, 5%, and 10% level,

in italics are the standard errors

Additionally, to test the sensitivity of Table 5.3 and 5.4 results, the estimations next exclude from

the region the three main commodity-FDI recipients namely; Angola, the Democratic Republic of

Congo and South Africa. Therefore Table 5.5 presents outcomes of the sensitivity test, with results

showing that control of corruption and EODB maintained similar significance and signs as in Table

5.3 and 5.4, which indicates that high commodity endowment does not impact the associations.

The sensitivity results of including the interaction term (CC*EODB) when the three commodity-

FDI led countries similarly shows that the sign and significance of the coefficients of corruption,

ease of doing business, and the interaction terms are relatively unchanged. Hence, these findings

similarly show that resource endowment insignificantly affects the interactions and FDI in SADC

region.
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Table 5.5 GMM Sensitivity Results

Excluding Resource Endowed Countries

Excluding Resource Endowed and including

Interaction Term

Joint Excluding Ease  Excluding Joint Excluding Ease  Excluding
Model of Doing Corruption Model of Doing Corruption
Business Business
L.FDI 1.014 0.901 1.008 1.121 0.918 1.013
0.226%** 0.249%%* 0.408** 0.226%** 0.348** 0.411**
GCF 1.614 1.236 1.453 1.241 1.035 0.875
0.32%%x 0.541%* 0.535%* 0.330%%* 0.209%** 0.253%%*
INF -0.817 -0.649 -0.914 -0.641 -0.574 -0.719
0.319%* 0.238** 0.184*** 0.2]17%%* 0.146*** 0.318**
TO 0.816 0.751 0.704 0.825 0.912 0.774
0.103%%* 0.066%** 0.196%** 0.113%%* 0.252%%* 0.115%%*
PG 1.008 0.941 1.115 0.621 0.715 0.832
0.147%%% 0.401%* 0.118%** 0.175%%* 0.119%** 0.058%**
GDPC 0.661 0.701 0.816 0.528 0.683 0.519
0.211%%* 0.137%%* 0.297%%* 0.061%** 0.062*** 0.147%%*
CcC -1.235 -1.016 -1.102 -0.851
0.261%%* 0.124%%* 0.097%%* 0.134%%*
EODB 1.516 1.849 1.719 1.345
0.401%** 0.367*** 0.295%%* 0.282%%*
CC*EODB 1.513 1.302 1.193
0.469%** 0.473** 0.432%*
Hansen 0.185 0.257 0.235 0.214 0.235 0.194
AR(2) 0.316 0.179 0.461 0.126 0.114 0.138
Instruments 12 09 12 10 11 10
F-stat 16.35 14.19 18.26 13.42 6.23 10.24
Prob <0.01 <0.01 <0.01 <0.01 <0.01 <0.01
Obs 114 114 114 114 114 114

Source: Researcher Calculations using Stata 14.1; *** ** (*) denote significance at 1%, 5%, and 10% level,

in italics are the standard errors
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CHAPTER SIX: CONCLUSION AND RECOMMENDATIONS

The primary objective of the research was to examine the relationship between EODB, corruption
and FDI inflows for 16 Southern African Development Community economies covering a ten-year
period from 2010 to 2019 utilising the Generalised Method of Moments technique. This section
presents the research conclusions that answer the research question and recommendations for

future research.

6.1 Research Conclusions
The primary research question that this study sought to explore was:

Is there a significant relationship between ease of doing business, corruption and Foreign

Direct Investment inflows in the SADC region?

The empirical findings highlighted that both corruption and ease of doing business are significantly
positively related to FDI inflows in the SADC region. This indicates that FDI is attracted by
increasing levels of corruption in accordance with the “helping hand” hypothesis, which accords
with Quazi et al. (2014) and Gossel (2018), as well as by an improved investment climate in
accordance with Piwonski (2010) and Bayraktar (2013). A possible reason for this joint
significance is that Sub-Saharan Africa is characterised by weak institutional capabilities which
allows investors to use corruption for circumventing these weak institutional capabilities
Lalountas, Manolas, & Vavouras, (2011) as the investment climate improves. Following on from

the primary research question, the study also sought to investigate two other sub-questions:
Which of the two indicators has the most significant impact on FDI in the SADC region?

The GMM analysis finds that the ease of doing business coefficient exceeds the corruption
coefficient. Hence, there are two implications from this result. First, that FDI is attracted by a
favourable investment environment more than by the ability to take advantage of deregulation
(D’Agostino, Dunne, & Pieroni, 2016) or speed up the weak bureaucratic systems (Egger &
Winner, 2005). Second, it is possible that as the ease of doing business in SADC countries
improves, there will be a level that will switch the role of corruption from a ‘helping hand’ to a

‘grabbing hand’ instead in accordance with Quazi et al. (2014) and Gossel (2018).
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Is there a significant interactive effect between EODB and Corruption on FDI?

Running GMM analysis with inclusion of an interaction term between control of corruption and
Doing Business indicators finds that SADC’s FDI inflows are more closely attracted by ease of
doing business than positively associated with corruption. This strengthens the possibility that
there will be a level that will switch the role of corruption from a ‘helping hand’ to a ‘grabbing
hand instead’ in harmony with Quazi et al. (2014) and Gossel (2018). Further analysis also shows
that these results are unaffected by the extent of resource endowment in the recipient countries.
The findings thus suggest that for SADC countries to attract FDI in a sustainable manner, they
should continue to create conducive business procedures, and regulations while also strengthening

anti-corruption measures and related legislative and institutional frameworks.

6.2 Recommendations for Future Research

The study employed GMM to investigate the relationship between EODB, Corruption and FDI
flows to sixteen (16) SADC countries for a period from 2010 to 2019. It is recommended that the

study could be developed as follows:

e Future studies should factor in the differences in countries level of ease of doing business
and corruption, which might have a biasness effect on results of the studies, therefore, a
comparison study can be done on the basis of high and low ease of doing business and

corruption sub-samples.

e Furthermore, future studies can disaggregate ease of doing business parameters and
investigate the relationship between FDI and ease of doing business metrics so as to

understand which metrics are mostly considered by foreign investors.

¢ Inaddition, future studies can factor in the issue of locational advantages thus SADC versus
other regional blocs such as COMESA, MENA, EAC, ECCAS, ECOWAS? among other

subregional blocs on continental Africa.

2 Thus: Common Market for Eastern and Southern Africa, Middle East North Africa; East African Community;
Economic Community of Central African States; Economic Community of Western African States
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Future studies could also investigate the relationship between corruption, ease of doing
business and FDI to determine whether the source of FDI has an effect on the development

of ease of doing business and control of corruption in SADC.

Future studies could examine the relationship between ease of doing business, corruption

and Foreign Direct Divestments (the reverse perspective of the variables).

Future studies could also investigate the impact of pandemics, poor management of ntural

resources, markets among other factors on FDIs.
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