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ABSTRACT

THE MODERATING ROLE OF INSTITUTIONAL QUALITY ON THE
FINANCIAL DEVELOPMENT AND FOREIGN DIRECT
INVESTMENT NEXUS:

EVIDENCE FROM EAST AFRICAN COUNTRIES (EAC)

Joseph James Mapendo

The study examines the effect of financial development measured by banking
services and stock market size on FDI inflows, with the moderated role of
institutional quality (Corruption, government effectiveness, and political
stability) in East African countries. The FDI inflows in EAC have been
challenging as the level that flows to this region has been declining. The
attraction of this crucial foreign-based investment is essential in the economic
development of this region due to its beneficial spillover effects. The study
considers financial development a critical aspect that is pivotal in enhancing the
host country’s investment climate. The study used panel data for twenty-six
years, from 1995 to 2020. Similarly, the institutional FDI fitness, the Eclectic
paradigm (OLI framework), and the Capital Market (currency areas) theories
were employed to examine the relationship between banking services, stock
market size, institutional quality, specified macroeconomic variables, and FDI

inflows.

The study has been governed by five objectives, which include investigating the
influence of banking services on the level of FDI inflow, investigating the
influence of stock market size on the level of FDI inflow, investigating the

influence of institutional quality (Corruption, Government Effectiveness,

Vv



Political stability) on the level of FDI inflow, investigating the moderating effect
of institutional quality (Corruption, Government Effectiveness, Political
stability) on the relationship between banking services and the level of FDI
inflow, and investigating the moderating effect of institutional quality
(Corruption, Government Effectiveness, Political stability) on the relationship

between stock market size and the level of FDI inflow.

Using the Feasible Generalized Least Squares (FGLS) estimator as the main
model and the Panel Corrected Standard Errors (PCSE) estimator for a
robustness check, the study findings reveal a significant relationship between
financial development and FDI. Specifically, banking services positively
influence FDI inflows to the EAC, implying that stronger, more efficient
banking sectors can attract more foreign investment. This suggests that
improving financial infrastructure, such as increasing credit availability,
enhancing financial transparency, and ensuring regulatory stability, can boost
investor confidence and capital inflows. As a result, policymakers in this region
may prioritize financial sector reforms to stimulate economic growth through
increased FDI inflows. On the other hand, the stock market size negatively
impacts FDI. The negative impact of stock market size on FDI reveals that
underdeveloped stock markets may signal limited capital market depth, which
can deter foreign investors. This highlights the importance of developing and
strengthening stock markets to enhance investor confidence, improve financial
transparency, and attract more stable, long-term FDI. The findings reflect that
foreign investors in EAC are more attracted by the banking sector when they

need financial support to finance their growth and expansion strategies. Again,
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policymakers may need to focus on capital market reforms as part of a broader

strategy to boost FDI inflows.

The results further reveal that institutional quality in EAC hurts FDI inflows.
The findings reflect that poor governance, legal uncertainty, and a lack of
regulatory enforcement deter foreign investors. This suggests that improving
institutional quality, such as strengthening the rule of law, reducing corruption,
and enhancing regulatory effectiveness, is critical for attracting and sustaining
FDI. Policymakers should prioritize institutional reforms to create a stable and
predictable investment climate. Additionally, the moderated institutional quality
has a dual effect on the investment process, either positively or negatively
altering the impact of banking services and stock markets on FDI. The findings
imply that strong institutions enhance the positive impact of banking services
and mitigate the adverse effects of underdeveloped stock markets on FDI. This
dual influence suggests that institutional quality acts as a key enabler for
financial development to attract foreign investment effectively. Thus,
policymakers should focus not only on financial sector reforms but also on

strengthening institutional frameworks to maximize FDI inflows.

However, the study has theoretical, practical, and policy implications regarding
financial development and institutional quality practices for diverse parties,
including investors, authorities, and scholars. The study suggests that to attract
more FDI, EAC countries should pursue integrated reforms that develop both
the financial sector through improved banking services and balanced stock

market growth and institutional quality. Strong institutions enhance the positive
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effects of banking development and help manage the mixed influence of stock
market size on FDI inflows. Therefore, policymakers should focus on
strengthening governance, legal frameworks, and regulatory effectiveness
alongside financial sector reforms to create a stable, transparent, and investor-

friendly environment that supports sustained foreign investment.

Keywords: Financial development, foreign direct investment, institutional

quality, banking size, stock market development, FGLS, PCSE.

Subject Area: 0412-Finance, Banking and Insurance
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CHAPTER ONE

1.0 Introduction

This chapter provides an overview of the study's background, followed by a
statement of the problem. The chapter outlines the research questions and
objectives that guide the study's focus. This chapter also highlights the
significance of the study, followed by its scope, and concludes with an overview

of the organization of the remaining research structure parts.

1.1 Background of the study

Foreign direct investment (FDI) is crucial for building stability and promoting
economic growth in emerging countries. FDI has grown phenomenally since the
early 1980s, making the global market much more competitive by influencing
the economy's future direction through multinational companies (MNCs) that
control assets in foreign countries. Investing through FDI for more significant
economic benefits is no longer an option, as the maximum advantages from
foreign investments can be achieved by linking investors' needs with host
countries' available resources. Companies operating in developing countries
require access to multinational funding and exposure to the international
business arena to improve their sales and profitability. The findings of Pham et
al. (2022) on the crucial role of FDI suggest that it is a pillar for economic

development.



FDI is an essential aspect and form of international investment approach for
multinational enterprises (MNESs) to take advantage of investment opportunities
and resources available in foreign markets. Multinational Enterprises adopted
FDI as their model of business, driven by the motives of seeking resources,
acquiring strategic assets, achieving efficiency, and, additionally, expanding into

new markets (Krifa-Schneider et al., 2022).

Over time, FDI has become a primary strategy and cornerstone for economic
development in different countries (Appiah et al., 2023). FDI has been identified
as a crucial driver of economic growth in integrated economies, such as the EAC,
under the study. FDI is a fundamental pillar for economic development, driven
by incentives such as the intensification of capital accumulation, creativity, and
innovation. FDI inflows are associated with numerous economic benefits for
host countries, including the introduction of new technologies, job creation,
improved service delivery levels, economic growth promotion, and labour

market stability (Lestari et al., 2022).

The FDI business strategy and its impact on the host country's economic
environment have been extensively discussed. Nevertheless, the mechanism is
not clearly understood as an aspect of prominence to most concerned parties,

including researchers, policymakers, and even managers of international



businesses. The debate on the role of FDI and the factors influencing it is

inconclusive due to the diversity of theories on which it is based.

The fundamental relationship between FDI and financial development lies in the
role of financial systems as facilitators of investment, risk management, and
efficient capital allocation (Majeed et al., 2021). Financial development through
robust banking services and capital markets reduces transaction costs, improves
access to credit, and enhances information transparency, all of which lower the
barriers and risks associated with FDI (Pham et al., 2022). Well-functioning
financial systems also complement FDI by enabling better integration into local
economies, supporting domestic firm growth, and fostering spillover effects like
technology transfer. Conversely, underdeveloped financial systems can limit
these benefits, deter foreign investors, and hinder the full economic impact of
FDI (Lestari et al., 2022). Thus, financial development is both a channel and a

catalyst for maximizing the growth potential of FDI.

Additionally, FDI and banking services are closely related, stemming from the
role of banks in reducing financial frictions and supporting investment activity
(Jena & Seth, 2021). Efficient banking services improve access to credit,
facilitate capital mobilization, and enhance financial intermediation, which
lowers the cost and risk of doing business for foreign investors (Haque et al.,
2022). A strong banking sector signals macroeconomic stability and institutional
reliability, making a country more attractive for FDI. Moreover, banks support

foreign firms by offering local financing, managing currency risk, and providing



payment and settlement systems (Jeanluc & Muiruri, 2022). In essence, well-
developed banking services create a supportive financial infrastructure that

enables and amplifies the positive economic impact of FDI.

Similarly, FDI and stock market size have a close economic association as the
stock market shapes the role of capital markets in providing investment
alternatives, liquidity, and financial transparency (Mapendo et al., 2025). A
larger, more developed stock market can attract foreign investors by signaling
economic maturity and offering opportunities for portfolio investment (Islam et
al., 2020). However, it may also substitute for FDI, as investors might prefer
liquid, short-term equity investments over long-term direct investment (Krifa-
Schneider et al.,, 2022). Conversely, a well-functioning stock market can
complement FDI by improving capital allocation, facilitating firm growth, and
increasing market confidence (Cang & Alida, 2020). Thus, the relationship is
dual as stock market size can both attract and divert FDI depending on market
dynamics, investor preferences, and the broader financial and institutional

environment.

At the same time, the relationship between FDI and institutional quality stems
from the role institutions play in shaping the investment climate. High
institutional quality, characterized by strong rule of law, effective governance,
regulatory stability, and protection of rights, reduces uncertainty and transaction
costs for foreign investors (Gupta et al., 2024). It enhances trust in a country’s

legal and economic systems, making FDI less risky and more attractive



(Ozekhome, 2022). Strong institutions also ensure better enforcement of
contracts and reduce corruption, which are crucial for long-term investment
decisions. In contrast, weak institutions deter FDI by increasing operational risks
and reducing investor confidence (Fengju & Wubishet, 2024). Therefore,
institutional quality is a foundational determinant of FDI inflows and their

sustainable impact on the recipient economies.

In the same vein, the relationship between financial development and
institutional quality is grounded in their mutual reinforcement in promoting
efficient and stable economic systems (Kostova et al., 2020). Strong institutions
through effective governance, legal enforcement, and regulatory frameworks
create the foundation for well-functioning financial markets by ensuring
transparency, protecting property rights, and reducing information asymmetries
(Ozekhome, 2022). In turn, financial development enhances resource allocation,
investment, and economic growth, but its effectiveness largely depends on the
quality of institutions (Wang et al., 2023). Without strong institutions, financial
systems may become prone to inefficiency, corruption, or instability (Jahanger
et al., 2022). Thus, institutional quality is both a prerequisite for and a

complement to sustainable financial development.

However, the relationship between financial development, institutional quality,
and FDI is based on their interdependent roles in creating a favourable
investment climate (An & Yeh, 2021). Financial development through efficient

banking systems and capital markets facilitates access to capital, reduces



transaction costs, and supports business growth, all of which attract FDI (Silva
etal., 2021). Similarly, the effectiveness of financial development in driving FDI
depends heavily on institutional quality. Strong institutions provide legal
certainty, enforce contracts, and ensure regulatory stability, which reduces
investment risk and enhances investor confidence (Saleh, 2023). Together,
financial development and institutional quality act as complementary forces:
institutions enable the financial system to function efficiently, while financial
development amplifies the economic impact of good institutions (Gupta et al.,
2024). Haque et al. (2022) emphasize that this point effort is crucial for attracting

and sustaining high levels of FDI in the developing economies.

It is worth noting that the African continent ranks FDI inflows as a significant
opportunity for speeding up economic growth. The efforts to increase FDI
inflows to the African continent have been aligned with reducing regulatory
trading barriers and expanding the market for easy access across different
countries and interaction among its economic regions. The African continent is
divided into five economic parts: Northern Africa, Southern Africa, Central
Africa, Western Africa, and Eastern Africa. Most of the FDI flowing to the
African continent originates from European countries, followed by China. The
FDI stock flowing from Europe to the African continent has declined over the
past decade, while the direction has shifted to Asian countries, whose inward
FDI share has increased (Morgan et al., 2022). Similarly, FDI destinations in
Africa have turned to Northern and Southern Africa since the mid-2000s, at the
expense of Eastern Africa, which has seen a decline in its share of FDI. Statistics

reveal that the FDI inflows to Northern and Southern Africa have increased from



6% and 8.9% to 10.8% and 51.9% respectively (World Investment Report,

2022).

Most FDI received in Africa from foreign private investors is majoring in food
and beverages, as these sectors are directly connected to economic development.
Investment in food and drinks enhances the value of agricultural initiatives,
promoting inclusive economic growth, increasing food security, and generating
additional income from the food chain. Over the years, the African continent's
traditional and dominant FDI attractions have been mining, oil, and metals under
the greenfield FDI approach. Between 2014 and 2020, the rate of FDI inflows in
this sector had already declined by 31%, amounting to $109 billion. Following
this massive loss in FDI stock, strategies have been formulated to create intra-
continent FDI flows, the initiatives facilitated by the African continent's free
trade area policy. The intra-African investment strategy has been an increasingly
important source of FDI flows, and it has been pioneered by Mauritius, South
Africa, Kenya, Nigeria, and Togo. Their contribution to the intra-continent FDI

flows accounts for about 75%.

FDI inflows to the EAC carry the same significance for economic development
as they do for the African continent. FDI growth in the EAC can be traced back
to the 1980s, when the phenomenon emerged and became the most popular and
strategic investment approach for many multinational enterprises, driven by
increased trade competitiveness in the global market. The growth and

development of the FDI business approach in EAC has passed through three



phases. The first phase occurred in the 1980s, when the FDI investment strategy
gained direction for the region. In this period, the FDI inflows to the region
remained low and almost negligible until the 1990s. The second phase was the
1990s, during which the EAC started experiencing FDI growth. However, at this
stage, the growth rate was meagre, almost insignificant to the economy. The third
phase began in the 2000s, when the growth rate increased and tripled to the level
it had previously achieved. The FDI stock flowing to EAC continued to rise from
the 2000s until 2010, when it peaked before experiencing tremendous

fluctuations.

From 2010 onwards, FDI inflows to the EAC have varied substantially. UN
investment statistics revealed that in 2010, the FDI inflows to EAC declined to
7%, far below the average of 15% of the common FDI share that used to flow to
this region. Surprisingly, from 2013 to 2014, FDI inflows in the region increased
due to the discovery of natural gas and oil reserves in Tanzania and Uganda.
Contrary to this increase in FDI inflow, UNCTAD's (2019) statistical report
showed that FDI inflows to EAC in 2016 declined by 14% of the earlier share
received in 2015. Thus, the statistics suggest that the FDI inflow to EAC from

2010 onwards has no clear pattern.

The empirical study by Moh’d Hemed and Suleiman (2017) on FDI inflows
to the EAC highlighted that the region's low FDI attraction is not balanced across
its member states. This situation forces each member state to focus on strategies

to attract more FDI inflows to their host countries at the expense of their



counterparts' partner states. The uneven distribution of FDIs flowing to the EAC
region through the member countries is based on the size of the host country's
economy, which is defined by its GDP level. Formulating international
architecture for investment and national policies is necessary, as it can serve as
a roadmap for balancing FDI inflows and attraction in the EAC region.
Consequently, member countries can attract FDI inflows in proportion to their

absorption capacity (Wilhelms, 1998).

In the continued efforts to attract more FDI inflows to the region, sectoral
investment priorities have been established. The EAC investment guide provides
information on the sectors requiring investment attention, including oil and gas,
research and innovation, infrastructure, agriculture and agribusiness,
manufacturing, mining and metals, energy, health, and education. The EAC
investment priorities align with the United Nations' focus on investments that
foster liaison within the country's active economic activities and lead to

increased job creation (UN, 2022).

EAC needs active investment policies and strategic efforts to maintain the FDI
inflows and attract further growth. The EAC's deliberate efforts to attract more
FDI inflows to the region have been supported by a large market size, with more
than 300 million people, and a growing GDP of over US$240 billion. Moreover,
the EAC region is unified by major global business languages; hence, there is an

absence of a language barrier since English and French are used within the



member states. Furthermore, in the region, there is a provision of insurance

services for risk sharing, customer loyalty, and hospitality to people.

Despite the crucial role of FDI in the development process, its flow pattern to
EAC is unstable as it is affected by continuous dynamics caused by market
forces. Different market forces create fluctuations in the FDI flows stemming
from policies, strategies, and sectoral factors. The factors affecting FDI flows
also affect investors' decisions regarding where to locate their investments.
Factors such as banking services, stock market size, institutional quality,
inflation, exchange rate volatility, trade openness, and GDP per capita influence

FDI flows.

However, remarkable efforts are being made to enhance EAC's financial systems
for ongoing improvements, aiming to achieve stability and growth, thereby
serving a wide range of market participants. Strategies for improving the EAC
business environment include emphasizing the rule of law, offering investment
incentives to foreign investors, and establishing robust institutions. Additionally,
it motivates companies that have met the listing requirements to register with the
stock exchange, increases the availability of stock market products, and
establishes friendly trading platforms for both existing and potential investors to

participate in stock market activities.

At the sectoral level, financial development is among the factors influencing FDI

inflows to host countries. The growth of the FDI business approach and the
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increase in its flow to the host economy depend on the stability and strength of
financial sector development. The development of the financial sector reflects
the level of economic activity in the host countries or economic regions during
a particular time interval (Rao et al., 2020). Countries with higher financial

development could attract more FDI inflows to their economies.

The World Bank defines financial development as an increase in the allocation
efficiency of financial resources and capital projects, achieved by encouraging
competition and amplifying the role of the financial system. The World Bank
further describes financial development as comprising financial institutions,
such as banks and insurance companies, and financial markets, including stock
markets and bond markets. Similarly, the World Bank classifies financial
development into four measurement categories: depth, access, efficiency, and
stability of the financial system. In this study, financial development is defined
and measured by the banking sector's services and the size of the stock market.
It is worth noting that banking services are based on financial institutions, while
the stock market size originates from financial markets, providing a
representative broad aspect of financial development, as reported by the World

Bank.

Additionally, the study confines itself to in-depth measures of financial
development, as it provides essential information to investors during the
investment process, and also due to data limitations for the other measurements.

In the same vein, the study considers the banking sector among the financial

11



institutions and stock market size from financial markets, leaving behind other
categorical classification involvement such as insurance companies, central
banks, credit unions, brokerage firms, mortgage companies, bond markets,
derivative markets etc because of data challenges and study environment in
which these financial development segments are less prominent. The financial
development definition by the study provides sufficient information relating to
financial development as banking sector services and stock market size describe
the key functions of the financial system proposed by the World Bank covering
(1) provision of information about possible investments and allocation of capital;
(i1) Mobilizing and pooling savings; (iii) monitoring investments and exerting
corporate governance after providing finance; (iv) Easing exchange of goods and

services; (v) facilitating the trading, diversification, and management of risk.

Generally, banking services, the stock market, and FDI are closely associated,
as market forces and major economic activities influence all three. The
relationship between the banking sector, stock market activities, and FDI is built
on three significant aspects. First, banking services and stock market operations
attract FDI inflows, which increase fund availability in the economy. Secondly,
banking services and stock market undertakings create favorable market
regulations, which, from a practical point of view, result in attracting FDI, thus
strengthening the relationship between the three sectors (Majeed et al., 2021).
Thirdly, a well-functioning banking sector and active stock market attract FDI,

which is considered a vital, friendly market environment, and trade openness.
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Additionally, the development of the banking sector is influenced by stock
market efficiency, which guides existing and potential investors on the financial
services they can obtain from FDI recipient economies. The decision-making
process concerning the international investments they wish to undertake is
simplified in a way that a well-functioning banking sector and capital-supportive
stock market could facilitate. The development of the banking sector and stock
market activities is crucial in mobilizing capital through banking services and
stock market trading operations, thereby meeting investors' needs for financial

services (Irandoust, 2021).

Consequently, FDI is influenced by banking services and stock market
development, as multinational companies expect to receive the financial support
required to enhance their business operations in host countries. Development in
the banking sector, based on its level of assets and the flexibility to finance
private sector business operations, influences FDI inflows (Jena & Sethi, 2021).
Likewise, stock market development influences FDI inflows. Given the vital role
of banking services and stock market development in influencing FDI inflows to
the host country, the study considers these two financial development

dimensions as significant factors that could affect FDI inflows to the EAC.

EAC member states are making deliberate efforts to create a suitable investment
climate in which the government has the role of promoting availability of sound
financial services by ensuring effective banking systems and stock market

operations are put in place (Haque et al., 2022; Lestari et al., 2022; Pham et al.,
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2022; Krifa-Schneider et al., 2022; Majeed et al., 2021; Cang & Alida, 2020;
Khan et al., 2020; Islam et al., 2020; E1 Menyari, 2019; Jeanluc & Muiruri, 2022;
Aibai et al., 2019; Sabir et al., 2019). The role of governments and their diverse
institutions in creating a sustainable and good investment climate stems from
exercising good political governance (political stability), accountability, good
regulatory framework and adherence to enforcement of law (government
effectiveness) and combating corruption (Lestari et al., 2022; Pham et al., 2022;
Krifa-Schneider et al., 2022; Islam et al., 2021; Abdouli & Hammami, 2020;

Khan et al., 2020; Islam et al., 2020; Sabir et al., 2019; Aibai et al., 2019).

At the same time, institutional quality (including corruption, government
effectiveness, and political stability) affects FDI, as the quality of institutions in
the FDI recipient economy influences the business environment and investment
attractiveness (Pham et al., 2022). The study by Islam et al. (2021) argued that
countries with strong institutional quality have a relative advantage of attracting
more FDI to their economies. Similarly, quality institutions in host countries
increase FDI attraction and absorption capacity, benefiting from the spillover
effects. According to Wilhelms (1998), foreign investors are attracted to invest
in economies with high-quality institutions, expecting their investments to be

supported and protected against unexpected investment policy reversals.

Like any other economic region, the EAC recognizes the pivotal role of
institutional quality in the investment process, a point also emphasized by Lestari

et al. (2022). The investment policies need to be modelled with institutional
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quality practices to develop stable FDI inflows to the host countries. The EAC
region has been making deliberate efforts to improve the institutional quality
environment to attract more FDI inflows. However, like any other developing
economy, the EAC faces some institutional quality challenges, as Pham et al.
(2022) postulate, including corruption, excessive bureaucracy, and political

turbulence, which adversely impact FDI inflows.

The reflection of the EAC's institutional quality status, based on corruption,
government effectiveness, and political stability, reveals challenges common to
developing economies. Corruption has been a persistent problem, as noted by
Krifa-Schneider et al. (2022), which suggests that it is part of the investment
influencing factors in developing economies, as they are often tolerant of it.
Similarly, government effectiveness deters investment because excessive
bureaucracy intentionally focuses on corruption. In the same vein, political
stability, which is usually disrupted by turbulence, especially during elections,
has commonly affected the region's attractiveness for FDI, as expressed by

Carino (2019).

The efforts exerted by the EAC member states to win the competition for
attracting FDI inflows to their respective countries and the region have led EAC
countries to develop diverse investment policies. Among the active initiatives
are availing of tax incentives to foreign investors. Likewise, efforts have been
made to build infrastructure that meets investors' investment needs and create

special investment facilities, such as export processing zones (EPZs), as well as
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the provision of subsidies and free import duties (EAC Investment Guide, 2020).
Taxation policies and infrastructural setups that meet investors' targets are more

left to individual member states discretion.

However, EAC has four joint standard investment policies applicable to all
member states. The policies include a customs union, a common market, a
monetary union, and the harmonization of financial policies (Penev & Marusi¢,
2014). These policies aim to promote intra-regional business and investment
flows. Likewise, the guidelines reflect trade openness for regional and foreign
investors through FDIs. Of the developed policies, only two (2) customs unions

and common markets out of the four (4) have been implemented as of 2023.

The monetary union and harmonization of financial policies are not yet in
implementation. Delays in implementing these policies depend on the customs
union's performance and adherence to standard market policies. Nontariff trade
barriers still exist between EAC member states. Economic theories suggest that
an integrated economy governed by a common market and customs union is an
opportunity to increase the region's FDI inflows. It is expected that the common
market will replace exports with FDI. Customs unions expedite consignment
clearance between partner states, saving time and enhancing trading efficiency.
Common markets increase location advantages by widening investment

opportunities (Dunning & Rojec, 1993).
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The FDI inflow trend in the EAC exhibits tremendous dynamics, with ups and
downs. When FDI inflow declines, the impact is significant, as all plans and
economic projections are distorted by the failure to achieve them. In 2016, the
FDI flow to the EAC was significantly below the recorded figure in 2015
(UNCTAD, 2019). The decline of FDI inflow by 14% is a significant percentage
change. As a result, the EAC region must increase its efforts to compete for the

limited FDI flowing to Africa.

Figure 1. 1: FDI inflow in East Africa by country from 2011 to 2020
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Figure 1.1 shows the pattern of inward FDI flows to EAC member states
characterized by the decline from mid-2013 to 2016. The decline of FDI inflows
to EAC countries has been a long-term problem. In 2010, the UN revealed that

the EAC region received only 7% of the total FDI allocated to Africa. The
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decline in FDI inflows from late 2013 to 2016 can be supported by the earlier
observation made by the UN, which noted low levels of FDI inflows to the EAC
region. However, the exceptionally sharp and high rise in FDI inflows for
Tanzania in 2013 resulted from the discovery and confirmation of a large volume
of natural gas reserves stemming from an intensive exploration project that had

been ongoing for an extended period.

Similarly, as shown in Figure 1.1, the increase in FDI inflows from 2011 to 2013
observed for Tanzania and Uganda was attributed to the discovery of natural gas
reserves and oil fields in these countries (UNCTAD, 2019). On the other hand,
Kenya has relatively stable FDI inflows compared to other EAC partner states
due to its mature and experienced stock market, which dates back to 1954. Kenya
exhibited the highest FDI inflows in 2018, a 27% increase attributed to the active
marketing of its export processing zones (EPZs), which attracted many investors.
Its manufacturing, oil and gas, chemicals, and hospitality sectors gained massive
attention from domestic and foreign investors, accompanied by an investment
philosophy that facilitates easy business operations (Igbadoo et al., 2023).
Rwanda has the least FDI inflows compared to other EAC member states, and
the reasons include political turmoil, the 1993/1994 genocide, low GDP, and an

immature stock market.
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Figure 1. 2: FDI inflow trend in the EAC region from 2011 to 2020
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Figure 1.2 above shows that FDI inflows to the EAC region declined from 2012
to 2016, due to an 18% decline in overall global FDI distribution, from US$7.55
billion in 2012 to US$3.38 billion in 2016. Despite the worldwide decrease in
FDI distribution, the amount of FDI inflow received by the EAC region is low
compared to other African regions, accounting for only 13% of the total FDI
inflows to the African continent. In comparison, the remaining 87% went to the
other four regions. The rise in the FDI inflow pattern exhibited in 2012 stems
from strategic investments made in the gas and oil sectors in Tanzania and
Uganda, respectively. Figure 1.2 shows that the FDI inflow pattern from 2017 to
2019 increased, primarily due to strategic investment initiatives and policies
implemented by most EAC countries to ease the investment process. The efforts
and strategies employed include creating special investment facilities, such as
export processing zones (EPZs), and providing investment incentives, primarily

in the form of tax benefits (Igbadoo et al., 2023). The FDI inflow trend declined
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from 2019 onwards, primarily due to the COVID-19 pandemic, which had a
negative economic impact globally. However, despite economic recoveries from
the pandemic, EAC received the lowest FDI inflows in 2021 compared to other

African regions (World Investment Report, 2022).

Figure 1.3 presents the statistics for FDI inflows to the EAC and Africa for 2020
and 2021. In 2021, FDI inflow to the EAC region was US$8 billion, a 33%
increase from the 2020 record (UNCTAD, 2021). Despite the reported rise in
FDI inflow to the EAC for 2021, the amount received was the lowest, accounting
for less than 10% of the total FDI inflows to Africa. However, FDI inflows to
the African continent in 2021 reached a record of US$83 billion, compared to
US$39 billion in 2020, representing an increase of 113%. Despite the FDI
growth rate in 2021, the EAC was unable to attract a large share, ending up with

only 9.6 per cent of the continent's FDI share.

Figure 1. 3: FDI inflows to the African continent and subregions, 2020-2021
(Billions of dollars)
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Figure 1.3 above shows that FDI inflows to the EAC in 2021 totalled US$8 billion,
equivalent to 9.6% of the total FDI inflow to the African continent. The FDI inflow
of USS$8 billion for 2021 is found to have increased by 33% from the 2020 base
inflow of US$6 billion. Despite a 33% increase in FDI inflow, the amount remains
very low, accounting for just 3% of the EAC GDP, which exceeds US$240 billion.
The above statistics suggest that FDI inflows to the EAC do not accurately reflect the
level of GDP and do not adequately reward the initiatives to ensure the region
receives sufficient FDI. The analysis of FDI inflows to the EAC, based on a market
population of more than 300 million people, shows that the FDI investment rate
remains low. The FDI inflows to the EAC account for only 5.2% of the overall FDI
that the African continent has attracted from the global investment market.
Additionally, it is worth noting that FDI inflow to the EAC region was the lowest.
Thus, this implies that there is a need to employ more competitive policies and
strategies to attract more FDI inflows to the region by competing with other African

regions.

Table 1: FDI inflow to the African continent and subregions in 2020-2021

YEAR 2020 YEAR 2021
SUBREGION
ANNUAL GLOBAL ANNUAL GLOBAL
4.1% 5.2%

East Africa 15.0% 0.6% 9.6% 0.5%
North Africa 26.0% 1.1% 10.8% 0.6%
West Africa 23.0% 0.9% 16.9% 0.9%
Central Africa 26.0% 1.1% 10.8% 0.6%
Southern Africa 10.0% 0.4% 51.9% 2.6%

Source: World Investment Report 2022
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Table 1 presents the statistics on FDI inflows to the African continent and its
subregions for 2020 and 2021. Data for other regions is also provided to simplify
the analysis of the actual position of the EAC regarding FDI inflows compared
to other African regions. The data above shows a decline in actual FDI inflows
of 5.4% from 15% in 2020 to 9.6% in 2021. Likewise, the FDI inflows to the
EAC at a global proportion declined by 0.1 percentage points from 0.6% in 2020
to 0.5% in 2021. The decline of FDI inflows to EAC is consistent with previous
trends. As noted, EAC has the lowest FDI inflows compared to other African
regions. In 2010, the UN reported that the EAC had the lowest FDI inflows, at
only 7%, compared to 36% in Southern Africa, 30% in West Africa, and 27% in
North Africa. The decline in FDI inflow to EAC is found to be a consistent

problem.

Challenges that hinder the attractiveness of the EAC investment climate for FDI
inflows can be viewed from different angles. The low level of FDI inflows to the
EAC is attributed to the unavailability of affordable finance (high financing
costs) from the banking sector and the central banks' strict credit policies
imposed on commercial banks for providing credit to the private sector.
Additionally, limited stock market products, low volume of stock market
activities, low intra-regional trade, and excessive government bureaucracy in
service provision all contribute to the problem. In connection with the challenges

above regarding low FDI inflows to the EAC region, unpredictable investment
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policies, such as tax holidays and other discretionary tax incentives, also have
adverse impacts (UNCTAD, 2019). These factors hinder foreign investors when
deciding on a location for their cross-border investments, as they pose location

risks.

The region's financial sectors are facing challenges from economic and political
inefficiencies, including irresponsible borrowings that fail to consider financing
costs, their impact on domestic financial development, and repayment capacity
based on internal resource mobilization. A lack of access to financial services,
such as bank overdraft facilities, adversely impacts investors when deciding
where to locate their investments (Pham et al., 2022). Additionally, the financial
development of EAC countries, like that of other developing countries, is
hindered by weak financial institutions and a riskier business environment
(Jeanluc & Muiruri, 2022). The EAC financial sector development challenges
include low turnover ratios, thin trading, and lack of market depth (Mutize et al.,
2020). Likewise, growing stock markets lack experience, making it difficult to
issue new shares and minimizing stock market trading activity (Cang & Alida,

2020).

At the same time, corruption is one of the factors that affect the investment
climate, strongly distorting the pattern of capital inflows and negatively
impacting the flow of FDI to the host country (Sabir et al., 2019). The emergence
of corruption and its impact on the economy originates from inconsiderate

political environments. Changes in political regimes associated with trading
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mechanisms significantly impact the formulated policies that attract FDI to the
host country (UNCTAD, 2019). When a reversal of investment policies
accompanies changes in political regimes, it can adversely impact investors'
investment potential. Other factors that negatively affect the EAC investment
climate include a lack of good governance, insufficient alternative sources of

capital, the need for regulatory reforms, and the quality of institutions.

In tackling the challenges facing the region that deter FDI inflows, the EAC has
taken action and implemented measures to rectify the situation. Like other
economic regions, EAC's financial development is affected by the diverse
cultural systems of its member states (Bahri et al., 2018). The development of
the financial sector is significant for economic growth and development (Matei,
2020). EAC financial development has been strengthening from time to time as
a result of different institutional players covering central banks, commercial
banks, non-bank financial institutions, mortgage companies, insurance
companies, development finance institutions, microfinance institutions, building
societies, social security funds, foreign exchange bureaus and stock markets
(EAC Investment guide, 2020). Improvements are made to banking systems,
stock markets, and financing strategies to cope with innovations and
technological advancements in providing quality services. Over time, there has
been an increase in the number of stock markets in EAC from one stock market
in 1954 (Nairobi Securities Exchange (NSE), Kenya) to four (4). The EAC, for

now, is pursuing the agenda of forming a monetary union and integrating the
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regional member states' financial development to modernize the investment

climate, thereby attracting more foreign investors.

The efforts to make the EAC's financial sector robust, effective, and more
conducive to investment have resulted in a move toward market liberalization,
making the region more attractive to foreign investors. The need for and strategic
initiatives in financial development have recently led to significant changes in
the EAC financial sector. There have been substantial changes from traditional
banking systems to digital ones, with a focus on the role of capital markets in
economic development. The changes in EAC's financial development resulted
from continuous economic reforms, which are implemented periodically to
create a favorable business climate. The establishment of stock markets, despite
differing times across member states, has increased and improved financial
operations. All the efforts to strengthen the financial sector are centred on
attracting more FDI to the region and reaping the benefits associated with FDI

inflows for economic growth.

To overcome the challenges highlighted, EAC needs a well-developed and
functioning financial sector with a balance of banking services and stock market
activities. Likewise, institutional quality aspects require appropriate attention.
For that matter, the study aims to investigate the source of the region's low FDI
inflow, focusing on the role of financial development in influencing FDI inflows.

The FDI-financial development relationship will also be moderated by
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institutional quality (corruption, government effectiveness, and political

stability).

1.2 Problem Statement

Financial development, institutional quality, and FDI are related on the basis that
foreign investors expect access to better services in the host countries through
banking services, stock market operations, and the presence of quality
institutions. The three dimensions are not aligned based on the trend and volatile
performance of FDI in the EAC, as well as the expected role played by financial
sector development (including banking services and stock market activities) and
institutional quality. While prior research explores FDI determinants, few
studies examine how institutional quality moderates the influence of banking

services and stock markets on FDI inflows in the EAC context.

The pattern of FDI drifting to EAC indicates that if efforts are not made to
balance financial sector development by aligning the banking sector and stock
markets while strengthening institutional quality practices, FDI inflows to EAC
will remain low. As a result, the region will still face challenges of poor
economic growth and natural development, which can raise the living standards
of its people. An underdeveloped financial sector leads to unavailability of
affordable finance (high costs of financing) from the banking sector, central
banks' strict credit policies given to commercial banks on the provision of credit
to the private sector, irresponsible borrowings that do not take into account the

financing costs, limited stock market products, low volume of stock market
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activities, unpredictable investment policies, low intra-regional trade, low-
quality institutions which provide loopholes for corruption, political
inefficiencies, and government excessive bureaucracy in service provision.

These challenges will still foster the problem of low FDI inflows to the region.

The trend of FDI inflows to the EAC is not stable; instead, it is characterized by
a decrease in the level of inflows for both individual countries and the region as
a whole. The decline in FDI inflows to the EAC region is attributed to the
region's relatively low FDI attraction compared to other African economic areas.
The reduction in the level of FDI inflows to the EAC negatively impacts the
region's potential for attracting foreign investors, influencing their decisions to
invest in and contribute to economic development, especially in large-scale

projects such as infrastructure.

The privatization project in developing countries did not solve economic
challenges such as infrastructure, underdeveloped financial sectors, and low FDI
inflows. The EAC did not benefit sufficiently from the privatization initiatives
to strengthen its financial sector development and make its market more liquid
and flexible for investors. Each EAC member state is now in a race to develop
strategies, initiatives, and policies for its financial sector, aiming to keep up with

the competition and attract more regional FDI inflows.

In efforts to alleviate the severe economic losses suffered by countries due to the

effects of COVID-19, FDI is the most effective investment approach, as it is
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associated with numerous benefits essential for each country's economic
prosperity in such situations. If FDI inflows remain low, the economic downturn

in the EAC region due to the pandemic will not be able to recover.

The concern over low levels of FDI inflows in the EAC has been a focus of each
government of the member states, as they have made deliberate and outstanding
efforts to formulate policies and strategic infrastructure initiatives, which can
help attract more FDI inflows. Sensitivity towards FDI inflows is based on their
diverse benefits and significant contribution to development. Given the shift in
trade mechanisms, FDI has become the primary source of foreign capital,
generating increased revenue for the host country and stimulating economic
growth. An increase in FDI inflows to developing countries results in increased
employment opportunities, the provision of adequate skills, and the development
of human resources, as well as the enhancement of the host country's financial

and technological sectors.

Likewise, FDI plays a crucial role in the industrial transformation process for
emerging economies. The industrial economy has multiplier effects on
development, such as increased market competitiveness for the goods produced,
which are sold in the domestic market and exported abroad. Domestic production
through FDI improves the host country's exchange rate stability and capital
inflows and is also an essential revenue stream. Due to the significance of FDI
inflows to host countries, persistent low FDI inflow problems cannot be left

unaddressed.
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The problem of low FDI inflows to the EAC affects various levels, including the
regional level itself, member states, the country level, governments, economic
sectors, society, and individuals. At the regional level, low FDI inflows to the
EAC have slowed down the development level, which could have been attained
had the challenge of declining FDI inflows not been present. The region has lost
its competitiveness in attracting FDI, its share of FDI, and has failed to attract
more foreign investors, which has shrunk its market. Low FDI inflows to EAC
at the country level significantly impact economic growth and development.
Low FDI inflows to the EAC region and its member states have adversely
affected their development targets and investment in strategic projects. The
member states have lost industrial benefits, production advantages, and the
utilization of their resources for local production setups, which could have been
achieved through FDI. The governments of member states have lost revenues
from FDI projects, weakening their ability to provide good services and improve

their people's living standards.

The impacts of low FDI inflows on the region have affected different sectors,
especially the financial sector, manufacturing, technology, and innovation. The
financial sector has been affected by the loss of foreign capital inflows, financial
expertise, and the interconnection between financial, physical, and human
capital. Society has been deprived of the overall FDI spillover benefits, which

extend to the individual level. Social services have been reduced, and individuals

29



have lost income that could have been generated from employment opportunities

created by FDI projects.

However, FDI inflows and the overall investment process are closely linked to
access to banking services. Sound banking services in the host countries play a
pivotal role in creating a conducive environment for FDI inflows. The
development of the banking sector provides the financial infrastructure that
investors need, including risk mitigation mechanisms, transaction facilitation
services, increased investment trust, capital mobilization channels, financial
expertise, and access to capital markets. All these essential roles of banking
services for investors are among the key factors foreign investors consider when
deciding where to locate their investments in foreign markets. In light of this
study, banking services are considered a significant path-maker for FDI inflows,
as the sector blocks all the barriers that affect investors' decisions, such as limited
access to finance, capital flight, increased transaction costs and delays,
undermining confidence, impeding economic growth, and restrictions on market
access. All these challenges are resolved by banking services that enhance the

attractiveness of the host country to foreign investors.

Similarly, the stock market is essential in shaping the host country’s investment
climate for inward FDI flows. Stock market activities influence investors'
sentiment and confidence, reflect market attractiveness, provide access to
capital, facilitate efficient allocation of funds between portfolio investment and
FDI, support mergers and acquisition activities, and influence risk perception.
Due to the significant role played by the stock market in the investment channels,
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the stock market operations in the host country link FDI with the economic
activities, financial system, and regulatory platform. Hence, the study finds it
worth examining the role of the stock market in FDI attraction on the view that
stock market operations increase investors' confidence, create liquidity in the
economy, enhance access to capital, signal economic status, press company
valuations, strengthen financial intermediation, and widens the competitiveness

of the host country for more FDI and real sound investments.

At the same time, institutional quality is crucial in determining the FDI inflows
attracted to host countries. Generally, institutional quality shapes the host
country's regulatory environment, political stability, corruption prevention,
governance effectiveness, policy stability, access to finance, infrastructure
development, and human capital development. Therefore, the successful
attraction of FDI inflows to recipient economies results from institutional
quality, which continuously improves through reforms and the strengthening of
governance frameworks. Similarly, institutional quality is a crucial factor of
concern among investors, which supports sustainable FDI flows that link it to
economic growth and enhance a competitive business environment. Given the
pivotal role of institutional quality in FDI attraction, the study finds it necessary
to investigate the impact of institutional quality on FDI and its moderating effect
on banking services, stock market size, and FDI relations. This prior belief is
grounded in the host country's institutional quality, which is expected to increase
investors' confidence, enhance transaction transparency, and improve regulatory

certainty and investor protection.
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Therefore, the study brings novelty, which lies in its integrated approach to
examining the dual impact of financial development and the moderating role of
institutional quality on FDI inflows, a perspective that is often overlooked in
existing literature, including the EAC. While previous studies have typically
analyzed financial development or institutional quality in isolation, this study
uniquely explores how institutional quality strengthens or weakens the
relationship between financial sector development and FDI attraction. By
highlighting this interaction, the study provides new insights into how the
effectiveness of financial systems in attracting FDI is not merely a function of
their size or depth, but also critically depends on the strength of governance,
regulatory frameworks, and institutional credibility. This nuanced understanding
is particularly relevant for developing regions like the EAC, where financial
expansion without strong institutions may fail to yield the expected FDI benefits.
The findings thus offer a novel framework for policymakers, emphasizing the
need for coordinated reforms in both financial and institutional domains to

maximize FDI potential.

Thus, the study aims to investigate the challenges of FDI inflow to the EAC
region, focusing on the role of financial development gauged by banking
services and stock market size. Likewise, the study utilizes institutional quality
(measured by corruption, government effectiveness, and political stability) to
moderate the relationship between banking services, stock market size, and FDI.
Using scientific research approaches, FDI theories, a review of past studies and
findings from the study, and an emphasis on the role of banking services, stock

market operations, and institutional quality in attracting FDI inflows to the EAC
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region can be elucidated and documented. The study can suggest improvements
to the available investment policies and propose a formulation of inclusive
investment policies that align with investors' expectations and achieve the

economic targets set by the EAC region.

1.3 Research Questions

To achieve the objectives of investigating the relationship between financial
development (banking services and stock market size), institutional quality
(corruption, government effectiveness, and political stability), and FDI, the

study poses five research questions, as presented below.

1. Do banking services influence the level of FDI inflow in EAC?

2. Does stock market size influence EAC's level of FDI inflow?

3. Does institutional quality (Corruption, Government Effectiveness, and

Political stability) influence EAC's level of FDI inflow?

4. Does institutional quality (Corruption, Government Effectiveness, and
Political stability) moderate the relationship between banking services

and the level of FDI inflow?

5. Does institutional quality (Corruption, Government Effectiveness, and
Political stability) moderate the relationship between stock market size

and level of FDI inflow?
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1.4 Research Objectives

For the study to be successful, it has been governed by five research objectives

as outlined below.

1. To investigate the influence of banking services on the level of FDI

inflow.

2. To investigate the influence of stock market size on the level of FDI

inflow.

3. To investigate the influence of institutional quality (Corruption,
Government Effectiveness, and Political stability) on the level of FDI

inflow

4. To investigate the moderating effect of institutional quality
(Corruption, Government Effectiveness, Political stability) on the

relationship between banking services and the level of FDI inflow.

5. To investigate the moderating effect of institutional quality
(Corruption, Government Effectiveness, Political stability) on the

relationship between stock market size and the level of FDI inflow.

1.5 Significance of the Study

The study makes a significant theoretical contribution to existing research on
FDI. Unlike previous studies, which employed only banking sector variables, the
study has used banking services and stock market size variables to give a broader
definition of financial development. Likewise, institutional quality (corruption,

government effectiveness, and political stability) has been examined to
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determine its direct and moderating effects on the FDI-financial development

relationship.

The conceptual framework in this study is formed by extending the institutional
FDI fitness theory, which serves as the underpinning theory employed in the
study. The theory is oriented towards a country's specific ability to attract,
absorb, and retain FDI flowing to its economy. The theory considers only bank
credit to the private sector in its concept of capital market fitness. To gain a
broader scope of financial development, the study has expanded the capital
market fitness concept by adding three additional variables. The first variable
introduced to the theory is bank assets. The credit to the private sector variable,
initially introduced in the capital market fitness concept, helps broaden the
measurement of banking services. The other two variables added to the capital
market fitness segment are stock value traded and market capitalization, which

captures the aspect of stock market size, an element of the capital markets.

Adding the three variables proposed by the study has made the institutional FDI
fitness theory unique in its ability to describe the FDI-financial development
relationship. This theory has been capable of adequately explaining the
dimensions and variables involved in the study. The dimensions include banking
services (bank assets and bank credit to the private sector), stock market size
(stock value traded and market capitalization), and institutional quality

(measured by corruption, government effectiveness, and political stability).
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The study has examined the relationship between institutional quality and FDI.
According to the institutional FDI fitness theory, institutions play a more
significant role in attracting FDI inflows to host countries than relying solely on
resources. In ascertaining this proposition, the study employed institutional
quality based on three dimensions (corruption, government effectiveness, and

political stability).

The significant contribution of the moderation effect of institutional quality has
been examined by interacting it with the FDI and financial development relation.
Financial development and FDI are two major economic sectors requiring more
attention, particularly in emerging economies. These sectors are highly
influenced by a conducive business and investment climate built on strong,
quality institutions. Quality institutions serve as a mechanism for controlling
corruption, enhancing government effectiveness, and fostering stable political
systems. Consequently, foreign investors' sentiment regarding the country's
attractiveness for investment increases, hence, higher FDI inflows. Therefore,
using institutional quality (corruption, government effectiveness, and political
stability) as a conditional interactor in examining its moderation effect on the
studied relations has provided a more robust explanation between the two

sectors.

The findings of this study can assist the policymakers in developing sound,
relevant, and up-to-date investment policies when planning, developing, and

implementing strategies and initiatives for sustainable FDI inflow attraction to
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the EAC region through (1) setting priorities to develop the financial sector (2)
creating conducive investment climate (3) setting up robust, efficient, and
quality institutions. The study findings can enhance policymakers' understanding
of setting investment policies that attract foreign investors, thereby increasing
the level of FDI inflows to the EAC region. The knowledge from the study is
instrumental in providing advice on reviewing the EAC investment policies to
fit the needs. The pivotal role played by the stock market and banking sector in
financial development, as an inevitable tool required by the government in
formulating policies to enhance FDI inflow and promote economic growth, has

been made available to policymakers.

Through their investment advisors and policymakers, the EAC governments
know that attracting more regional FDI inflows requires a well-developed and
functioning financial sector with balanced banking services and stock market
activities. The study has also provided insight into the importance of FDI as a
primary source of external funding and capital investment. The information
patterning of economic benefits from FDI has been highlighted, including new
technologies, job creation, improved service delivery, economic growth, and

labor market stability.

The findings of this study are beneficial to society, including academicians,
students, and researchers, for future research in financial development and FDI
in the EAC, which can contribute to a deeper understanding of the role of

financial sector development in FDI and overall economic growth. The findings
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are valuable to academics, as minimal empirical studies have examined the
financial development nexus in the EAC. Additionally, using institutional
quality to moderate the financial development and FDI nexus has been beneficial

and further contributes to the body of knowledge.

1.6 Scope of the Study

This study focuses on financial development and FDI in the East African
Community (EAC). It aims to investigate the impact of financial development
on the flow of FDI by utilizing bank assets, credit to the private sector, market
capitalization, and value traded as independent variables. The study also
examines the direct effect of institutional quality (corruption, government
effectiveness, and political stability) and its moderating role in influencing

financial development, which in turn affects FDI.

The study is confined to EAC for several reasons. First of all, EAC is an
emerging market with the potential for more investments, such as FDI, for
economic growth. In this region, FDI plays a crucial role in economic growth,
technology transfer, and industrial development, making it an ideal region for
assessing the effectiveness of financial and institutional frameworks in attracting
foreign investments. Second, the EAC region has unique economic and
institutional characteristics with diverse levels of financial system maturity and
governance quality, making it suitable for analyzing how these factors influence
FDI inflows. Third, this region has varying degrees of institutional strength,

which offers natural variation for testing these theoretical models.
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The fourth reason for choosing the EAC is based on practical considerations,
which include data availability, the policy relevance of this research, and the
presence of ongoing regional reforms in the areas of the financial sector and
governance structures. The availability of data and the strategic importance of
the policy transitions make the findings more impactful. Lastly, the EAC has
been chosen as a focus for this study because the relationship between financial
development, institutional quality and FDI is understudied, which enhances the

originality of this research, contributing to closing gaps in the existing literature.

The study utilizes secondary data from EAC countries from 1995 to 2020. The
data are obtained from published business and investment information for
countries that form the EAC. The EAC members include Burundi, the
Democratic Republic of Congo (DRC), Kenya, Rwanda, South Sudan, the
United Republic of Tanzania, and Uganda. However, Burundi, the Democratic
Republic of the Congo (DRC), and South Sudan, despite being member states of
this economic region, are excluded due to the unavailability of data. Burundi and
the DRC have no stock markets in their economies, while South Sudan is a
relatively new state formed from the Republic of Sudan in 2011. Thus, the study
will be confined to four (4) EAC member states, including Kenya, Rwanda, the

United Republic of Tanzania, and Uganda.
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1.7 Organization of the Research Structure

The study is organized into five chapters. Chapter One introduces the study.
Chapter Two is based on reviewing the findings of previous studies regarding
FDI, its determinants, and the underlying theories. Chapter three describes the
study's methodology, including research design, research hypotheses,
conceptual framework, measurement of variables, and analysis methods.
Chapter four presents the empirical results and the analysis of the findings.
Chapter Five provides an in-depth discussion of the findings and concludes with

a summary and implications of the study outcomes.
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CHAPTER TWO

2.0 LITERATURE REVIEW

2.1 Introduction

This section describes various FDI theories and relevant past empirical studies,
which serve as the focal point for the study's analysis. An in-depth review of FDI
theories and the selection of the appropriate theory for the study has been
provided. The relationships between financial development, institutional quality,
and FDI have been constructed by reviewing various FDI theories and findings
from past studies. The financial development variables are categorized into
banking services (bank assets and bank credit to the private sector) and stock
market size (value traded and market capitalization). Meanwhile, the
institutional quality variable comprises three dimensions: corruption,

government effectiveness, and political stability.

2.2 Underlying Theories of FDI

Due to the significant contribution of FDI in accelerating economic
development, various countries, through their governments, have been found to
exert considerable effort in attracting FDI by improving and shaping their
investment climate. Countries have continuously been creating a conducive
business environment in their economies in an attempt to reap the benefits

associated with the FDI, especially technology, capital flow, and knowledge-
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based human capital (Krifa-Schneider et al., 2022; Pham et al., 2022; Rao et al.,
2020; Jeanluc & Muiruri, 2022; Sabir et al., 2019; Osei-Attakora, 2022; Kingori,
2022). Since the 1950s, investments in FDI have gained interest. They took arms
operationally, stemming from the increased volume of capital flow from foreign
investors when locating investments across the border from their domestic
countries (Veeramani et al., 2020). Globalization and trade liberalization in the
1960s created a need for new policies and strategies in international trade.
During this period, FDI gained momentum and expanded significantly,
becoming one of the primary channels for global trade arrangements
(Tennakoon, 2022; Kashyap & Salunkhe, 2022; Gorus et al., 2022; Hossain et
al., 2022). The growth of FDI drew the attention of many researchers. From that
point, economists began examining how the FDI trading mechanism affected
MNCs and capital flows in international markets. Different studies have revealed
that the challenges of information flow in the FDI mechanism, particularly in
cross-border business operations, have led to the development of an FDI
theoretical view (Brakman et al., 2022; Coveri & Zanfei, 2022; Arikan et al.,

2022; Jursa, 2022).

The FDI concept gained focus and started to grow in the 1960s. Its noted
literature on FDI theories does not provide information as to when researchers
actively started making sound developments on FDI theories and even of the
developed theories, neither were in a position to capture all the FDI characteristic
features (Kashyap & Salunkhe, 2022; Gorus et al., 2022; Hossain et al., 2022;

Tennakoon, 2022). FDI theories have been classified into two main categories:
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macroeconomic and microeconomic factors, and push and pull factors. On the
other hand, Veeramani et al. (2020) noted another FDI theory classification
based on diversification and exchange risk, but both are based on stock market
efficiency. This classification alleviates the concern of financing by
multinationals when operating in host countries, making it less of an issue in FDI
location decisions. The growing literature of financial theories on FDI
phenomena aims to determine the impact of capital market imperfections on
FDI. Regardless of the difference in classification, FDI theories are generally
built up by integrating the theory of international trade, the theory of the firm,
and the theory of international capital market while centering on location
enhancers for MNCs during the decision-making process (Rahman &
Semenovskiy, 2022; Li et al., 2022; Verbeke & Yuan, 2022; Paul & Feliciano-
Cestero, 2021; Oviatt & McDougall, 2018). The occasional developments in FDI
theories suggest that no single theory can fully explain FDI. Instead, each
theoretical argument contributes to further defining and understanding existing

theories (Majeed et al., 2021; Islam et al., 2021).

The following section discusses various FDI theories and their potential to
address the study's research questions and objectives, assist in developing
hypotheses, and inform the conceptual framework. Additionally, the justification
for the relevant and appropriate theory used in this study, among the discussed

theories, is provided.
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2.2.1 Capital Market Theory

The capital market theory is sometimes referred to as currency areas theory. The
idea was developed by Aliber (1970) and is one of the oldest financial theories
explaining the behavior of multinationals, focusing on the impact of currency
appreciation and depreciation on the direction of FDI flows. Aliber (1970)
opined that currency exchange risk can influence the FDI pattern. When the host
country's currency depreciates, it attracts FDI inflows, while its appreciation

supports more FDI outflows.

The argument behind the capital market theory is that financial development is
irrational towards appreciating (strong) currencies, as it tends to underestimate
their exchange risk. This permits firms from strong (appreciating) currency areas
to access financing in weak (depreciating) currencies at a lower cost. From the
theory, it is observed that firms from countries with strong currencies have a
better competitive advantage in borrowing capital in host countries, even at
higher interest rates, and still make profits, compared to their counterparts from
countries with weaker currencies. This observation was supported by Abbas et
al. (2021), who argued that in countries with strong currencies, their firms tend
to prefer making investments in other countries. In contrast, firms from countries

with weak currencies do the opposite.

When the currency of a particular country depreciates, the expected returns on
assets held in that economy decrease due to the price decline of such assets. Upon

extending the exchange capital market theory, Froot and Stein (1991) and
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Blonigen (1997) explained the influence of currency depreciation on FDI flows.
Froot and Stein (1991) argued that lenders in imperfect capital markets charge
premiums as a cost for monitoring financial credits extended to borrowers, which
results in costlier external financing. Under these circumstances, firms with more
assets in the strong (appreciating) currency outbid domestic firms in terms of
wealth accumulation, as they accrue more gains from their investments.
However, Blonigen's (1997) arguments focused on how firm-specific assets
influence acquisitions in cross-border investment arrangements. He argued that
in capital markets where foreign and domestic firms have access to raise capital
but differ in their opportunities to generate returns from assets held in foreign
markets, acquiring a foreign firm boosts the profitability level for all
multinational branches. In this situation, the decline in value of the currency to
which capital is intended to flow affects the relative asset valuations, amplifying

FDI inflows.

FDI flows to host countries with depreciating currency based on the investor's
future expectations of currency exchange rate movements (Liu & Lee, 2022;
Jamal & Bhat, 2022; Zaytsev & Loschenkova, 2022; Takawira & Motseta, 2021;
Lin & Chen, 2022; Latief & Lefen, 2018; Oladeji & Musa, 2022; Kafula, 2022;
Heroja, 2022). The argument is that if investors expect the foreign currency to
appreciate in the future after a vast devaluation, the value of their profits
repatriated from FDI investments held in such foreign countries will be more
valuable in their domestic currency. The term' significant devaluation'
(depreciation) of a currency contradicts the traditional exchange rate movement

stipulated under the random walk hypothesis. Instead, the focus is on the mean
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reversion theory, where the equilibrium price is expected to be attained over
time. Relative to wealth theory, FDI investments carried out by foreign investors
from appreciating currencies are found to be more effective at accruing wealth,
contrary to their domestic counterparts, which operate in imperfect capital
markets and are hindered by significant devaluation of the local currency (Froot

& Stein, 1991).

The more the host country's currency depreciates (or devalues), the more the
assets held in the economy become temporarily cheaper. This results in a fire
sale for a short period in which foreign investors with strong (appreciating)
currencies readily buy them under the expectation of a gradual price regain.
Consequently, their FDI projects generate valuable future profits by reversing
the theory of expectation (Veeramani et al., 2020). In the case of export-based
FDIs, the currency's depreciation lowers the investment cost in the host country.
The appreciation of the currency in the future discourages this type of FDI, as
costs rise more than revenues, thereby lowering both the expected level of profits
and the rate of return (Okafor et al., 2022; Sarnstrom & Ryan, 2022; Morshed &

Hossain, 2022).

The limitations of capital market theory stem from (1) exchange rate variables
and (2) exchange rate systems. The exchange rate variables are factored into the
heterogeneity of the theoretical level of currency appreciation or depreciation,
the lack of a clear definition regarding volatility, and biases in the aggregate of

future expectations, focusing on the type of FDI, such as import or export FDI.
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Since the response of FDI to exchange rate variables depends on different FDI
motives, firm-level and industry-level responses to exchange rate fluctuations
and FDI flows remain debatable (Doytch, 2022; Liu & Zhang, 2022; Joshua et
al., 2021). Regarding the exchange rate system, there is no clarity on which
exchange rate regime is more proper and appropriate for influencing FDI
inflows. There is no clarity as to which exchange rate system is more important,
either fixed or flexible. A flexible exchange regime determines the real exchange
rate, which is used for investment decisions. Policymakers cannot control
exchange rate volatility, which is expected to influence FDI flows (Huawei,
2022; Duan et al., 2022; Balomenou & Pajollari, 2022; Liu & Lee, 2022; Latief
& Lefen, 2018). Similarly, the benefits expected to be brought about by
increased FDI inflows arising from a fixed exchange rate regime are offset by
the effects of exchange rate volatility on FDI flows (Tien et al., 2022; Zaytsev

& Loschenkova, 2022; Kafula, 2022; Moraghen et al., 2021).

Thus, it has been noted that the capital market theory does not provide
explanations and reasons for the FDI flows existing between developed countries
with equal currency strength (Bussiere et al., 2022; Eren & Malamud, 2022;
Candian & De Leo, 2022; Jiang et al., 2021; Bacchetta & Van Wincoop, 2021;
Corsetti et al., 2021). Such a tendency contradicts the proposition put forward
by currency capital market theory, which suggests that FDI moves from strong
currency economies to weak currency economies. The same scenario can be
argued to indicate that the capital market theory does not explain how a firm
from a developing country with a weaker currency invests in a developed

country with a stronger currency. The theory failed to explain the influential
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effects of FDI location and the currency value level, which can significantly

influence the attraction of FDI flows.

Consequently, the idea that internationalization minimizes exchange rate
volatility making the capital market theory to be effective in its possibility to
influence FDI inflows through financial development was criticized on the
ground that internationalization increases exchange rate exposure which in
return lowers the value of the firm and deter FDI flows (Tahir et al., 2022; Asif
& Frommel, 2022; Lin & Chen, 2022; Li et al., 2022; Xing & Wang, 2022;
Korsah et al., 2022). The criticism of capital market theory aimed to challenge
the notion on which the theory is based, namely, that internationalization through
investing in different countries worldwide reduces exchange rate volatility due

to correlations in exchange rate differentials across these countries.

However, the capital market theory is further criticized on the argument that the
more firms internationalize, the more they are exposed to exchange rate risk and
the more they can be adversely affected by exchange rate volatilities (Salomao
& Varela, 2022; Latief & Lefen, 2018; He et al., 2022; Qureshi et al., 2022; Van
Cauwenberge et al., 2021; Taylor et al., 2021). The implication is that the impact
of risk intensity arising from exchange rate exposure is greater for
internationalized firms than for purely domestic firms. This criticism pertains to
capital market theory, specifically regarding multinationals establishing
production facilities in foreign markets to mitigate exchange rate volatility.

Reflecting on the critics over the argument that firms with production facilities
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in different countries have profitability advantages compared to purely domestic
firms has mixed implications. Based on the risk exposure created by
internationalization, the argument that purely domestic firms have less of an

advantage than internationalized firms does not hold.

Another criticism of capital market theory was made on the notion that
internationalization reduces exchange rate risk by matching revenues and costs
(Sokhanvar & Bouri, 2022; Iyke et al., 2022; Jiang et al., 2022; Jamal & Bhat,
2022; Chandrarin et al., 2022; Adam et al., 2022; Itskhoki, 2021; Saidi et al.,
2021). The opinion is that since costs incurred on investments occur at different
time intervals until revenues are generated from the investments, the matching
principle of revenues and expenses is an ineffective strategy for reducing
exchange risk. Internationalization of a business strategy is used as a hedging
tool, in which matching revenues with costs in a particular foreign market
decreases the risk of exchange rate volatility. Since the revenue and cost
matching strategy is based on future outcome expectations, it does not hold water

in explaining FDI flows being influenced by exchange rate movements.

Based on capital market theory, it is argued that exchange rate volatility
increases uncertainty in investment returns when deciding where to locate an
investment in a foreign country, given that such an investment is long-term and
irreversible (Liu & Lee, 2022; Feng et al., 2021). The uncertainty surrounding
exchange variation affects most investors’ decisions, as they opt to hold onto

their investable resources before deciding to execute their investment plans. This
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delay in making investments caused by hold-on decisions affects the flow of FDI
during periods of high exchange rate volatility. When exchange rate volatility
exists in the economy, potential investors who wish to invest in foreign markets
wait for some time. This decision affects even the firms that are neutral to
exchange rate fluctuations and hinders the flow of FDI. The resolution to this
challenge is holding production facilities in different countries through
multinationals, which can minimize the exchange rate uncertainties stemming
from exchange rate fluctuations. Firms that are neutral to exchange rate volatility
can adopt holding production facilities in different countries for a better relative

advantage than domestic firms.

Investors typically carry out foreign investments under the risk aversion
criterion, knowing that exchange rate volatility arises because of differing times
between when the investment is undertaken and when profits are realized. Then,
the investment decision should focus on whether the expected returns are
sufficient to cover costs incurred, plus a risk premium for offsetting the possible
risk of losses arising from unfavorable exchange rate movements (Gallati, 2022;
de Jong & Swinkels, 2022). The expected profit function for risk-averse firms
indicates that today’s decisions to invest in an exchange-volatile environment
result in a lower expected return level (Irwin et al., 2022; Fabozzi et al., 2021).
From this perspective, unless operating costs are reduced, the loss on repatriated
profits arising from exchange rate volatility cannot be offset, which deters FDI
flows. Diversification by multinationals who hold an investment in different
countries reduces uncertainties on their future expected profits as they exploit

exchange rate correlations between countries, making them continuously invest
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in foreign economies; hence, steady FDI flows (Contractor et al., 2021; Albertus

et al., 2022; Su et al., 2021; Canh et al., 2020).

When investing in foreign markets, whether analysis is based on exchange rate
volatility or a risk aversion approach, there is a need to consider the duration of
exchange rate volatility, whether short-term or long-term. The decision to invest
in such markets should be aligned with the cost factors attached to the
investment, including production costs. When long-term exchange rate volatility
persists, regaining asset prices in the future under the expectation of attaining
equilibrium prices does not occur, affecting the investor’s expected returns in
the short term. In this situation, holding on to the resources before committing
them to executing the investment is proper. In the case of short-term exchange
rate volatility, investors’ decision to proceed with the investment plan under the
expectation of future stability is appropriate. The essence is that asset prices soon
fetch their fundamental values, and investors' expected future returns from the

investment will not be affected by other constant factors.

When considering foreign market investments, it is also necessary to evaluate
the nature of the FDI involved, specifically whether it is import or export FDI.
In the case of import FDI, the impact of currency depreciation on host countries
is more severe than that of export-based FDIs. The reason is that payment for
imports erodes much of the expected profit due to unfavorable exchange rate
movements. The exchange rate volatility and FDI location in foreign markets are

also influenced by the degree of volatility, the source of the fluctuation, and the
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extent to which the host country is developed (Duan et al., 2022; Tahir et al.,
2022; Oladeji & Musa, 2022; Moraghen et al., 2021; Ashraf & Nagia, 2021;

Latief & Lefen, 2018).

Studies that have provided empirical evidence and support the argument that
depreciation of the host country’s currency influences inward FDI flows include
Heroja (2022), Morshed & Hossain (2022), Boburmirzo & Boburjon (2022), Liu
et al. (2022), Kafula (2022), Adikari (2022), Piteli et al. (2021), Moraghen et al.
(2021), Ashraf & Nagia (2021), Mandigma (2021), Pecari¢ et al. (2021), and
Rathnayaka et al. (2021). However, the results reported by other scholars found
no significant association between the exchange rate movement and FDI flows
(Mesagan et al., 2022; Kisswani et al., 2022; Okonkwo et al., 2021; Raksong &

Sombatthira, 2021; Qamruzzman et al., 2021; Lee & Brahmasrene, 2020).

Furthermore, Huong et al. (2020) provide empirical evidence of an adverse effect
on FDI flows upon domestic currency appreciation. On the other hand, Tiwary
et al. (2022), Duan et al. (2022), and Mesagan (2022) found a positive effect
between FDI and exchange rate volatilities. Not surprisingly, Nguyen & Do
(2020), Moraghen et al. (2021), and Boubakri et al. (2019) found no linear
relationship between FDI and exchange rate volatility, while Eregha (2019)
found no significant effect between the two. It can be observed that the
expectation of appreciation of the host country’s currency decreases FDI

inflows, while devaluation (or depreciation) of the host country’s currency
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results in increased FDI inflows (Li & Nakagawa, 2022). This tendency is based

on the expectation that asset prices will regain their value in the future.

In examining the determinants of FDI inflows to emerging economies, Wilhelms
(1998) noted that market size, political stability, and general institutional fitness
influence inward FDI flows. He argued that a lack of a competitive and attractive
investment climate, combined with low institutional quality, hinders FDI
attraction. Likewise, in the assessment of location advantages for FDI attraction,
Kamal et al. (2022), Islam et al. (2020), Sethi et al. (2019), and Awadhi et al.
(2022) noted that trade openness, market size, and financial development, human
capital, GDP growth, and infrastructure development are crucial determinants
for FDI inflows to the developing countries. Given that this study focuses on
examining the impact of financial development and the moderating effect of
institutional quality (corruption, government effectiveness, and political
stability) on inward FDI flows, this theory cannot fully explain the relations and
the variables involved. In this regard, there is a need to consider other FDI

theories.

2.2.2 The Eclectic Theory

Before the development of the location-based theory, various empirical studies
had already been conducted on country-specific features that influence FDI
location, including the work of Dunning (1958). The impact of the social and

economic structuring of business enterprises on managerial capitalism was
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identified as vital for large corporations in concentrating and centralizing capital.
Likewise, economic restructuring influenced capital concentration by dictating

its direction and facilitating its movement through investments.

The location-based FDI theory was subsequently proposed by Dunning (1973),
drawing on orthodox neoclassical economic theories. The idea focused on the
factors (advantages) influencing host countries' FDI inflows. Such advantages
were identified as ownership, location, and internalization (OLI framework).
The setting up of the OLI framework, which explains FDI flows, is a result of a
successful series of research conducted by Dunning (1958), Caves (1971),
Hymer (1976), Buckley and Casson (1976), Rugman (1980) and Hennart (1989)

as pioneers for the formulation of theories which explain FDI phenomena.

Growth and continued developments on the location-based FDI theory are the
results of combining the main economic theories: (1) the macroeconomic
theories of trade, (2) the macroeconomic theories of industrial organization and
innovation, (3) international capital movement and location, and (4) the
microeconomic theories of the firm (Dunning & Cantwell, 1987). Ownership,
internalization, and location factors in the location-based FDI theory, also known
as the OLI framework, are synthesized by macroeconomic theories to elaborate
on location advantages. On the other hand, mesoeconomic and microeconomic
theories are used to develop the concept of ownership and internalization
advantages. The OLI advantages were later elaborated upon by Dunning (1980),

who argued that for a firm to have an advantage in competing with rivals in the
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foreign market, it should possess a competitive edge in terms of technical know-
how, firm brand name, and patents. A firm that decides to operate in foreign
countries benefits from lower production marginal costs due to economies of
scale, monopoly, and possession of technology, which serve as its operational
advantages. The previously outlined competitive advantages position the firms

to reap higher profits.

FDI flows are influenced and dominated by capital market development,
whereby MNEs from developed capital markets are found to be pioneers in
international business, utilizing FDI strategies (Gutola & Milos, 2022; Arikan et
al., 2022; Nguyen, 2020; Papanastassiou et al., 2020; Mishra & Jena, 2019).
Buckley and Casson (1976) noted that after experiencing growth and saturation
in their domestic markets, the next stage for further development and expansion
was to undertake FDI to explore and exploit the unsaturated foreign markets.
The immediate advantages possessed by firms that entered foreign markets were
their ability to produce different products that were perceived as unique and
competitive in those markets (Hymer, 1976). It can be conceptualized that the
competitive advantage of MNE:s in foreign markets is created by their ability to
develop new products, leverage location advantages, and exploit financial

market imperfections, which serve as tools to encourage them to undertake FDI.

For MNEs to win in foreign markets through FDI, they should have effective
financing strategies that involve adhering to good accounting standards and

disclosure practices. Such achievement can be attained by running cross-border
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equity and debt swap arrangements and listing on reputable stock exchanges to
sell equity stocks in both domestic and foreign financial markets. The
implication is that a solid and active financial strategy enables firms to lower
their capital costs and increase their capital availability compared to their
competitors in both domestic and global markets. When a firm has a lower cost
of capital, the discounting factor for its investment projects increases the
likelihood of project acceptance in both domestic and foreign markets, thereby
putting the firm in a better position to engage in FDI. Kingori (2022) suggests
that a firm should focus on finance-specific strategies when deciding on its
investment pattern and location, whether domestically or globally, through the

FDI approach.

The finance-specific strategies that MNEs can use in influencing their decisions
for FDI locations are classified into two main categories: (1) proactive strategies
controlled by MNEs and (2) reactive strategies that deal with the financial
market imperfections (Jiang et al., 2022; Jamaleh & Shukla, 2021; Cooper &
Nguyen, 2020; Pearce & Tang, 2019). The reactive financial strategies that
respond to financial development imperfections were accommodated in the OLI
framework for FDI influential factors, such as accounting practices, involvement
with capital markets for selling financial assets, including equity stocks, listing
on stock exchanges in both domestic and foreign markets, and establishing good
relationships with financial institutions. Proactive financial strategies for
attracting FDI inflows are designed to provide ownership, location, and
internalization advantages, such as unique technology and the development of

innovative products that are not common to competitors (Ghahroudi et al., 2018).
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MNEs from emerging capital markets need to develop finance-specific
strategies. They must compete with MNEs from developed capital markets to
win foreign market share. The reason is that it is customarily considered that
MNEs from liquid and developed markets have relative advantages in terms of
a lower cost of capital and readily available additional capital offered by their
domestic developed capital markets. It is also a notion that MNEs from the
developed markets can absorb financing costs from the host countries in which
they locate their FDIs, giving them a financing advantage (Farah et al., 2021;
Paul & Feliciano-Cestero, 2021; Irandoust, 2021; Lee et al., 2020; Tripathi &
Thukral, 2018). The need for MNEs from developing economies to develop
proactive finance-specific strategies is inevitable to provide a level playing field
for competition with MNEs from developed markets. It is well known that MNEs
from developed economies already possess competitive advantages in terms of
lower capital costs, greater financing flexibility, and the ability to raise additional
funding from both domestic and foreign financial markets. Firms with
established financing strategies have a competitive edge in international business
through FDI (Vargas-Hernandez, 2023; Peng et al., 2023; Zhang & Colak, 2022;

Reurink & Garcia-Bernardo, 2022).

Financial development provides a suitable platform for MNEs to implement
proactive financing strategies for FDI flows (Srinivasan & Eden, 2021; Van
Tulder et al., 2021; Adams et al., 2019). Financial development is among the

advantages of ownership, location, and internalization proposed by the OLI
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framework for accelerating FDI flows, enabling firms to win foreign market
competition relative to domestically based firms (Dunning, 2001). Dunning and
Rojec (1993) argued that a developed and well-functioning financial sector is the
source of financial asset advantages to MNE:s, as it provides superior knowledge
on how to access capital in foreign markets for additional funding to finance
investments held in host countries under FDI arrangements. Dunning further
argued that the financial asset advantage brought by the development of the
financial sector is essential for increasing a firm’s size and efficiency and gaining
knowledge of foreign markets for smooth FDI activities. From this perspective,
firms that engage in FDI tend to be large, symbolized by financial strength and
creativity, which involve finance-specific factors. The finance-specific
advantages pave the way for such firms to pursue successful FDIs as they win
competition in the foreign markets by outweighing the domestic firms in the host

countries.

However, firms with unique financial strategies not yet known to their
competitors are identified as financial assets (Mondal et al., 2021). Those
advantages align with the OLI framework's concept of competitive edge, such
as the adoption of new technology in the banking sector. Financial institutions
and portfolio investors have financial asset advantages that give them more
access to foreign markets during investment decisions under FDI arrangements
(Dunning & Dilyard, 1999). Non-financial firms can also benefit from financial
assets in terms of ownership advantage by developing new technology that
competitors cannot easily copy. Firms that use financial innovation to invest in

developing markets have a relative competitive advantage over their peers in
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developed markets. This strategy helps them create ownership advantages and
eliminate ownership disadvantages that may deter their FDI flows to host

countries.

After studying the factors of production that influence international trade
advantages, such as skilled labor and availability of raw materials, Abbas et al.
(2021) supported the location-based FDI theory. The author highlighted why
FDI occurs, attempting to capture immobile advantages in the international
market arena. MNEs are compelled to expand their business investments through
cross-border investments to benefit from factors of production, such as skilled
labour, low production costs, and the availability of raw materials. The OLI
framework for MNEs’ decisions to locate their FDIs clearly describes the motive

for participating in foreign markets.

According to Dunning (1980), internalization is a means by which a firm can
benefit from market imperfections, maintain its sales level, and protect its
reputation. Additionally, internalizing is a strategy where a firm can fully utilize
its spare organizational and entrepreneurial capacity at a minimal additional cost

to produce goods similar to those already circulating in the market.

The location-based FDI theory is limited by the assumptions put forward, as it
considers a model of two countries (Krifa-Schneider et al., 2022). The world
comprises many countries with distinct characteristics in terms of resources,

technology, labor, geography, and various infrastructural differences, which no
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two countries can fully represent. The real world, with its diverse countries,
provides MNEs with more internationalization advantages than their domestic
competitors. The assumption of two countries deprives MNCs of the benefits of
selling products to different countries and other parts of the world, spreading
fixed costs and maximizing contribution margins. Another limitation of this
theory is the assumption that a single product will be produced and distributed
by MNEs to compete in foreign markets. Dealing with only one product is riskier
regarding decline or loss of demand, especially when consumers' tastes or
fashion change, giving competitors a chance to win large market shares or
control the market pattern. The production of a single product can also increase
the chances of the firm’s failure, as it lowers the fixed production and

distribution costs.

The study by Dunning (2001) criticized the location-based FDI theory for its
static analytical approach, which assumes that the variables involved are
interdependent, as they are typically gathered and displayed. Findings from the
same study observed that location-based FDI theory failed to give a detailed and
sufficient explanation of how international production influences decisions for
FDI location. Although location-based FDI theory helps provide a specific
model to explain foreign direct investment (FDI) location, the author later
realized that it could not fully explain the decisions behind FDI location. Apart
from the challenges Dunning (2001) posed for the location-based FDI theory,
the literature identified three central oversights. First, the theory did not explain
the economic effects exerted by FDIs in which they are located. Second, the

theory did not analyze the OLI advantages of greater importance in influencing
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FDI. Third, the location-based FDI theory failed to provide an acceptable level

for OLI advantages to be captured, thereby failing to attract FDI flows.

Different studies have also criticized the location-based FDI theory, arguing that
it does not account for finance-specific factors crucial to FDI location advantages
(Veeramani et al., 2020; Cooper & Nguyen, 2020; Kottaridi et al., 2019; Cai et
al., 2019). Most MNE:s struggle to lower their financing costs and share financial
risks by raising additional capital from the host country’s economy, as facilitated
by its financial sector. Some suggestions were put forward that, in considering
finance-specific factors, the theory needs to include finance strategies such as
debt-to-equity swaps and cross-listing between MNEs’ home countries and the
host countries. Furthermore, most MNEs used to explain FDI flows under the

location-based FDI theory were from liquid markets in the USA, UK, and Japan.

The recent criticism by Lestari et al. (2022) argues that location advantages do
not matter, as some countries without directly identifiable specific-location
advantages attract more FDI to their host countries. They say that FDI attraction
is a function of institutional quality, especially in combating corruption and
promoting the rule of law practices. The criticisms of the location-based FDI
theory are based on the argument that the theory does not fully describe FDI
phenomena. According to Majeed et al. (2021), no single theory can adequately
explain the concept of FDI, including its determinants, level of sensitivity to

influential factors, motives, and direction of FDI flows.
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Despite criticism of the theory, it remains one of the most widely used theories
in the context of FDI phenomena. The application of the location-based theory
emerged in response to criticisms of the neoclassical economics theory, which
recognized the impact of transaction costs and location advantages available
worldwide (Verbeke & Yuan, 2022; Chewaka & Zhang, 2021; Wagner, 2020;
Asongu et al., 2018). Neoclassical economic theories believed that markets are
the primary focus for business location in foreign markets. Contrary to that
notion, the location-based FDI theory identifies transaction costs as another
valuable factor in investment location decisions. Dunning's critics, from time to
time, contributed to the development of the location-based FDI theory by

challenging the variables included in the theory.

The location advantages proposed in the OLI framework, which are found to
influence FDI flows, are categorised into economic, political, social, and cultural
benefits. Economic factors include transportation costs, market size, and
telecommunications, while political factors are based on good government
policies. On the other hand, social factors depend on the distance of social
interactions between host and domestic countries, and the cultural aspect is taken
into account in attitudes towards foreigners. Trade openness is among the
political location advantages that influence FDI inflows, depending on the
government's policies. Other location advantages represented in the OLI
framework included macroeconomic environment, financial development status,

level of infrastructural development, and political stability.
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Ownership-specific (firm-specific) advantages are characteristics that enable a
firm to compete in domestic markets and transfer these competitive advantages
to foreign markets. Firm-specific characteristics are know-how qualities that are
collectively in (1) economies of scale and scope, (2) managerial and marketing
expertise, (3) advanced technology stemming from extensive research, and (4)
differentiated products. The economies of scale and scope refer to financial
strength, an advantage of MNE:s to locate their investments in well-developed
financial sectors with sufficient liquidity and unsegmented markets with
unlimited capital access (Li et al., 2019; Dunning, 1993). The ownership-specific
advantages imply that transaction costs are reduced when an MNE has total

ownership of foreign subsidiaries.

The location-specific advantages reflect the decision on where FDIs are to be
located in a particular market. The FDI location decisions can be based on a
behavioral approach (Kolesa et al., 2022; Xie et al., 2022; Buckley et al., 2018).
Network theory explains that FDI location decisions are influenced by
behavioral aspects and competition for power between MNEs and their
subsidiaries during the internationalization process, particularly in reinvestment

decisions (Saikia et al., 2020; Verbeke & Yuan, 2022).

Some FDIs are motivated by financial market imperfections (Temouri et al.,
2022; Buckley et al., 2018; Tang, 2021; Sahin et al., 2022). Dunning (1993)
recognized the possibility of market imperfections and suggested that MNEs

have income-generating assets (financial assets such as equity stock) in foreign
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markets, taking into account exchange rate variables that have an economic
impact on the profit-generating potential of the firm. One of the mechanisms that
was found to be best in controlling exchange rate volatilities is locating
production facilities in the host countries (Aziz et al., 2022; Nor et al., 2020;
Rapetti, 2020). Market imperfections in exchange rate volatilities and political
risk affect location advantages but are not among the crucial financial solid
factors affecting FDI location. These factors can be reviewed for foreign

investment location decisions during the risk diversification assessment stage.

The internalization advantages flowing to MNEs depend on their capabilities to
synthesize information for proper and timely business decisions and develop and
control human capital, valuable tools for a perpetual succession of business
operations (Sethi et al., 2022). Internalization provides justifiable reasons why
MNE:s utilize FDI to operate business activities in foreign markets by having
sufficient, relevant, and reliable information and properly developed human
capital. These factors help them use ownership-specific and location-specific
advantages to maximize the firm's value while creating owners’ (shareholders’)

wealth.

Trade openness, economic growth rate, infrastructure development, market size
and inflation influence FDI inflows in developing countries (Sinha & Sengupta,
2022; Asamoah et al., 2019; Su et al., 2021; Nketiah et al., 2019; Sabir et al.,
2019). On the contrary, high interest and continuous inflation rates deter FDI

inflows (Rafidi & Verikios, 2022; Okafor et al., 2022). Generally, the common
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host country economic factors influencing FDI inflows include growth rate,
interest rate, previous FDI inflows, and trade rates, while inflation rates have an
inverse effect (Azam & Khan, 2022; Su et al., 2019). The FDI inward influencing

factors are location advantages.

Despite the location-based FDI theory providing a good explanation of FDI
phenomena, it still cannot be used as the leading underpinning theory for this
study. The reason is that, apart from the theory recognizing the role of political
systems, government policies, and financial development on FDI inflows, no
highlight has been made on the impact of institutions and institutional quality on
inward FDI flows. Given that this study employs institutional quality
(corruption, government effectiveness, and political stability) as a moderator,
this theory cannot correctly explain the variables involved. The deficiency of the
OLI framework allows for other FDI theories to be considered, which can
provide an appropriate explanation of the institutional quality, financial

development and FDI nexus.

2.2.3 The Institutional FDI Fitness Theory

The institutional FDI fitness theory is among the less-debated FDI theories
developed by Wilhelms (1998). The author elaborates on the concept of FDI
fitness, meaning a country’s specific ability to attract, absorb, and retain FDI
flowing into its economy. Its primary focus is on the role played by institutions
in attracting FDI inflows. The theory is built on the principle of survival of the
stronger in the sense that the question of attracting FDI inflows to the host
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countries does not depend on the size of the country, geographically or by
population. What matters is the ability of the country to fit into the struggle for
developing favorable policies and strong institutions for influencing and

attracting inward FDI flows.

The institutional FDI fitness theory postulates that some prior host country
conditions are supposed to be in place before decisions are made to locate FDI
projects in that particular environment. These primary conditions include
political stability, infrastructure, and economic systems. Once these
preconditions are in place, government investment policy reforms will be a green
light for investors, especially foreign investors who regard the country as a

potential FDI location.

The institutional FDI fitness theory took arms for its development as a result of
the emergence of the need for institutions to adapt and take part in attracting FDI
flows by the movement which originated in Western Europe in the 1990s (Luo
& Witt, 2022; Séepanovi¢ & Bohle, 2018). The argument put forward by the
theory’s founder is on the importance of government in taking active and
continuous initiatives by formulating effective strategies for motivating foreign
investors to invest in their domestic countries in the form of FDI. Illustrating the
theory's applicability in African countries, Wilhelms (1998) argued that what
matters in attracting more FDI inflows is not the traditional determining factors
but institutional variables such as legal practices and enforcement pieces of
machinery, which governments can manage for implementation in achieving the

targeted outcomes.
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Based on this theory, FDI inflows are determined by macroeconomic factors
rather than microeconomic factors. When country factors are regarded as
attractive for investment, investors ponder how their investment strategies
materialize through industry and firm factors, which can be accommodated in
the country-level factors. Without FDI-attractive country factors stemming from
quality institutions and efficient and dynamic investment strategies, investors
find the FDI business mechanism very difficult, with roadblocks limiting entry
to the host countries and the growth of their investments (Rygh et al., 2022). The
theory emphasizes the significant role of increasing FDI inflows to developing
countries, positively impacting budgetary and socioeconomic aspects, and

improving living standards (Zafar et al., 2020).

The institutional FDI fitness theory has four categoric fitness levels:
sociocultural, government, education, and market linkages. The four fitness
dimensions are aligned in a pyramidal hierarchy where sociocultural forms the
base, and the government is at the top. The Government’s fitness is weighed by
corruption control, economic openness, transparency, and non-intervention in
exchange rate movements and trade. In contrast, market fitness is traced to low
costs, easy and fast financial access, generated trade volume, physical capital
(machinery), financial (credit) fitness, and energy access, which are key for FDI
attraction (Wilhelms, 1998). Educational fitness is concerned with the
development of human capital, while sociocultural fitness deals with cultural

systems. Government fitness manages market fitness by adopting protective
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regulations (Younas & Ogli, 2021; Sauvant, 2021). The uneven distribution of
FDI inflows across different countries stems from the aforementioned
institutional parameters that act as internal and external pillars for economic

propellants (Hoang et al., 2022; Kim, 2022).

Figure 2. 1: Pyramid of FDI fitness institutions
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Source: Institutional Fitness Pyramid: Adopted from Wilhelms (1998)

From the pyramidal Figure 2.1, sociocultural fitness forms the base since all
institutions are derived from this permeating oldest institution, which diffuses
and accommodates all other forms of institutions. The ease with which citizens
in a particular country welcome investors from different sociocultural and varied
business practices is a sign of educational attainment, cultural exposure, and
openness to integrate into the global economy (Wilhelms, 1998). The

transparency to multicultural receptiveness indicates the host country’s capacity
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to attract inward FDI to their economies. The education fitness in the pyramid
provides flexibility on sociocultural fitness by enhancing the capacity of human
capital for processing information, patterning investment projects. Education
and cultural fitness influence FDI inflows by allowing foreign investors to enter

the economy and seed their capital, letting it grow and bear optimal returns.

On the other hand, market fitness reflects financial and physical capital
readiness, and the logic is that competitive markets with laws protecting
investors’ rights are more attractive to FDI locations (Contractor et al., 2021).
However, the government's fitness in the pyramid comes last at the cone,
meaning it is responsible for all other institutions. Wilhelms argued that
investors rely on government policies and actions to create a conducive
investment climate, thereby shaping FDI direction. The relationship among all
the institutional fitness levels in the pyramid interchange by influencing one
another. For example, the government impacts socio-cultural fitness, the market,

and educational institutions, and vice versa.

The extent to which one institution can influence the other reflects the ease and
time required to absorb the impact and changes. The government can be changed
in a short time. Even if the government is long-lived or formed by dictatorship,
it can be changed shortly by revolution or by a pre-planned single cause of
action. Likewise, markets can be temporarily distorted or made competitive by
government policies upon implementation. On the other hand, the education

system that impacts human capital cannot be changed quickly. It takes a long
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time for the educational impact to be reflected in human capital in acquiring the
necessary skills for performing specific jobs and developing technology to fit the
aspects needed. Similarly, sociocultural systems and practices cannot be
changed abruptly within short dynamics because they are built on deep roots.
Sociocultural changes take a long time because they are evolutionary,

multicausal, and unplanned.

For a country to attract more FDI inflows, it must have proper and interconnected
functional institutions (Wilhelms, 1998). The formulator of the theory argued
that countries with quality institutions have the fitness advantage of attracting
and retaining FDI inflows. Countries with a relative advantage in attracting more
FDI inflows are the ones that can adjust abruptly to the changing environment,
taking opportunities as they emerge, increasing their creativity, controlling
threats, overcoming competition, and seeking proper and appropriate FDI

locations for survival.

In an environment where a particular country’s investment policies are not
attractive and unfriendly, such an economy is unfavourable to investors. In that
case, MNCs leave such countries to avoid the burden of political risk on their
investment (Liu et al., 2022). Emphasizing the vital role played by the
government in formulating suitable policies and forming quality institutions to
create a conducive investment climate, Wilhelms and Witter (1998: p 2) wrote:

“Without a green welcome light, namely strong policies and institutions,
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investors find the road to FDI rather rocky due to an array of roadblocks and

unfavourable entry and driving conditions. ”

The institutional FDI fitness theory denotes that foreign investors rely on
institutional structures that provide access to financial services and assure
political stability, quality education, and good health for human capital. The
higher the degree of institutional development in the host countries, the more
flexible and readily investors are attracted to undertake FDI projects in the
economy. The argument under the theory is that domestic private investments
pave the way for FDI, as high domestic investments indicate the availability of
a stable investment climate and viable investment opportunities. The presence
of foreign investors in the host countries’ economies improves the business

environment for the whole private sector (Stack & Amissah, 2022).

It is further postulated under the institutional FDI fitness theory that, other
factors remaining constant, FDI inflows to the host countries are influenced by
the quality of their institutions, their policies, and implementation
(Qamruzzaman, 2022; Mariotti & Marzano, 2021; Sabir et al., 2019). The
interaction between institutions, policies, and implementation procedures is
crucial in increasing the level of FDI inflows to the host countries. Countries
with high institutional fitness are deemed to have higher FDI inflows than others.
The strength of institutional fitness of a particular country is reflected in its
institutions’ transparency, reliability, well-functioning, and predictability in

supporting investments (Larsson & Grimes, 2022; Kaasa & Andriani, 2022).

71



The institutional FDI fitness theory can further be conceptualized as the bank of
FDI fitness capital. When comparing the two, institutional fitness and
institutional capital, institutional fitness is more flexible in describing the
attraction of FDI since it is a dynamic process rather than a static and pre-existing
state. Attracting FDIs to the host countries requires active efforts rather than
passively relying on already established industries and natural resources
(Wilhelms, 1998). Achieving high institutional fitness while increasing FDI
inflows is a continuous process rather than a capital requirement. The notion of
institutional capital reflects the nation’s assets and their capacity to attract and
absorb FDI. In contrast, institutional fitness goes beyond considering the

retention of the FDIs after attraction and absorption.

Figure 2. 2: Bank of FDI Capital
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Source: FDI fitness capital adopted from Wilhelms (1998)
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The institutional capital opens the host country to foreign investors, and its
impact keeps attracting inward FDI to the economy. Well-functioning
institutions improve FDI location advantages. Market fitness, which results in
open markets, increases FDI attraction and facilitates higher FDI inflows.
Government systems and policies that provide a green light for FDI inflows

continue to attract FDI and make the country more FDI-welcoming.

The institutional FDI fitness theory encompasses four main variables: (1)
governmental fitness, (2) market fitness, (3) educational fitness, and (4)
sociocultural fitness. These key constructs are further described: Governmental
fitness is defined by economic openness and legal and administrative equity.
Market fitness is defined at four levels: (I) overall market fitness described by
gross domestic product (GDP) and population, (IT) goods and services defined
by trade and tax revenue, (III) capital market fitness defined by credit provision,
(IV) market linkage fitness combining (II) and (III) described by energy.
Educational fitness is defined by primary schooling, while sociocultural fitness

is defined by region.
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Figure 2. 3: Key variables of Institutional FDI fitness theory
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From the institutional FDI fitness theory, FDI is the endogenous variable
determined as net FDI inflows. Net FDI inflows are the appropriate measure of
FDIs flowing to the host countries, representing the amount received in the host
economies. Four explanatory or independent variables are traced from the model

above. Details of the subconstructs are given below.

Governmental fitness involves the legislature, executives, and judiciary. High
governmental fitness is built on the legislature, executives, and judiciary from
the involvement of all top governance hierarchies in governmental
policymaking, decision-making, and implementation. High governmental fitness
means transparency, independence, equity, reliability, and fairness in legal,

financial, and economic decision-making. Strong government fitness increases
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FDI inflows and reduces economic and financial instability and investment risk.
Governmental fitness comprises economic openness, legal and administrative
impartiality, and transparency. Economic openness is described by the exchange
rate, which reflects the currency’s actual value and reduces uncertainty and
transaction costs to foreign investors. The implication is that a free market is
built on market forces of demand and supply. On the other hand, law

enforcement describes legal and administrative impartiality and transparency.

Market fitness refers to moving foreign and local capital, services, and goods.
High market fitness is reflected by well-developed market systems for domestic
and international markets linked by infrastructures, allowing the flow of goods,
services, and capital. Market fitness is measured by four variables: overall
market fitness, goods and services market fitness, capital market fitness, and
market linkage fitness. Overall market fitness is defined by GDP per capita (for
economic development) and population (for market size and population density
between urban and rural). On the other hand, the goods and services market
fitness is measured by foreign trade (trade volume) and tax revenue (taxation of
the private sector). In contrast, capital market fitness is given by credit to the
private sector. The market linkage fitness is measured by energy (commercial

energy use for indicating the development of energy infrastructure).

Educational fitness is a tool for human capital development. The country’s
workforce competitiveness internationally in terms of productivity and

education reflects high educational fitness. High educational fitness is expected
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to increase the level of FDI inflows to the economy. Education exposes
individuals to diverse ways of doing things, including business. It also helps
holders to increase interaction with foreign investors for more expanded business
opportunities. An educated society with a knowledgeable workforce facilitates

inward FDI flows.

Sociocultural fitness refers to increased interaction in the global business
markets and practices without adopting other people’s sociocultural practices.
High sociocultural fitness denotes a country’s flexibility towards international
markets and openness to FDI inflows. Sociocultural fitness minimizes the rise

of local attitudes and behaviors, that harm inward FDI flows.

The relationship between financial development and FDI can be explained based
on the physical and financial capital market fitness components. The
explanations align with the argument made by Ezeoha and Cattaneo (2012) that
the availability of capital creates liquidity easing, economic efficiency, and
allocation efficiency, which are essential for attracting foreign investments.
Countries with allocation efficiency and well-developed and functioning
financial systems have a better advantage in attracting foreign capital and
allocating it to viable and productive projects that generate higher returns.
Economies with market fitness regarding absorption and retention of FDIs
benefit from location advantages. Most of the investors prefer holding their
investments in such countries (Munjal et al., 2022; Vicard, 2022; Arikan et al.,

2022; Duramany-Lakkoh et al., 2021; Soh et al., 2021). One of the open roles of
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a well-developed and functioning financial market is to facilitate the attraction
of FDI inflows and simplify access to low-cost external funding for both
individuals and corporate concerns (Chitranka, 2022; Yiadom et al., 2022; Tri,

2022).

Wilhelms and Witter (1998) argued the importance of financial intermediation
in attracting inward FDI flows, in which banks and other financial institutions
facilitate the flow of credit services to the private sector. Financially strong banks
move up FDI investment projects, as noted from the investigation carried out for
US banks on the firms owned by Japan in the US (Wijoyo, 2021; Kong, 2019;
Das & Chaudhuri, 2018). Flexibility in accessing credit to finance investment in
foreign countries is the source of foreign investors in locating their investments

in economies with developed financial sectors.

However, the main limitation of the institutional FDI fitness theory is the scope
of its empirical testing, which relies on the African context and foregoes other
economies with similar characteristics (Makoni, 2021). The theory has been
tested mainly in the emerging economies, covering African countries, thereby
providing an imbalance in geographic and economic development levels and
their impact on FDI attraction. There is a need for the theory to be also tested in
other economies of Europe, the USA, Asia, and Latin America to come up with
a wide range of literature and a broader scope of applicability. Applying the
theory in emerging economies revealed that some nations have more country

risk, implying challenges to governmental fitness and overall quality of
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institutions (Makoni, 2021). The observations that have been made regarding
this theory are essential as they raise the need for the theory to be tested in other
economies with different political systems, different socio-cultural and

education systems, different market niches, and so on.

As pointed out earlier in the theories section, this theory is less debated among
FDI theories, making it less criticized. It is criticized that, although the pyramid
of the institutional FDI fitness theory is orderly arranged from sociocultural
fitness, education fitness, market fitness, and government fitness at the top, the
order does not matter since the institutions are interconnected and they
interchangeably influence one another (Makoni, 2021). The institutional
influence of one on the other is random and does not follow any systematic
pattern as proposed in the theory. For example, education influences
sociocultural systems, market power, and government efficiency. Likewise, the
government influences sociocultural practices and the education system while it
protects, regulates, and empowers markets. The same is done by the market and

sociocultural fitness in exerting their impact on the other institutions.

Assuncgdo et al. (2011) observed that the institutional mechanism in attracting
FDI that the government practices under governmental fitness is not applicable
for congruent regional goals, such as the EAC economic region, since the
process involves one government competing against other governments to attract
FDI inflows to its respective country. The theory considered only the power of

institutions in attracting FDI flows but ignored the impact FDI exerts in
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influencing the institutional setups in the host countries, such as channeling
funds to political parties for political movements and changes in government

regimes.

Recent studies on FDI have widely applied institutional FDI fitness theory (Osei-
Attakora, 2022; Kingori, 2022; Awadhi et al., 2022; Matima & Gossel, 2023;
Bhandari, 2022; Takawira & Motseta, 2021; Khalfaoui & Derbali, 2021;
Matthew et al., 2021; Renzi, 2021; Janda & Nuangjamnong, 2021). Of those
studies, very few have concentrated on investigating the FDI-financial
development relationship. One of the recent studies on financial development
and FDI utilizing the institutional FDI fitness theory is the one conducted by
Takawira and Motseta (2021). Their study focused on credit ratings and capital
flows (FDI) in South Africa. The findings from the study revealed that a higher
credit rating leads to higher capital flows (FDI). The implication is that countries
rated high regarding credit are perceived as safer for investment by investors,

increasing FDI inflows.

However, in recent studies on FDI, the institutional FDI fitness theory has been
based on diverse factors. Some studies have examined infrastructure
development's role in FDI (Kingori, 2022; Matthew et al., 2021). These studies'
findings expressed a significant relationship between infrastructure development
in general and FDI flows. Contrary to the general findings, Kingori (2022) noted
that different infrastructural sectors have a mixed relationship with FDI inflows

in Kenya. For example, the communication sector had a positive significant
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relationship with inward FDI, while the transport sector had an insignificant

adverse effect on FDI inflows.

Using institutional FDI fitness theory, Corekcioglu (2020) and Sooreea-
Bheemul et al. (2020) studied the role of economic freedom on FDI. The findings
from their studies indicated that an increase in economic freedom parallels the
rise in FDI inflows. Matima and Gossel (2023) and Osei-Attakora (2022)
examined the role of politics and political risk on FDI based on the same theory.
Their findings highlighted that FDI inflows increase with decreased political
risk, while corrupt politics deter FDI. On the other hand, weak laws hurt FDI

flows, similar to the effects of corrupt politics (Osei-Attakora, 2022).

Other studies that have devoted attention to FDI using institutional FDI fitness
theory have navigated the role of institutions and institutional quality (Awadhi
et al.,, 2022; Matthew et al., 2021; Makoni, 2018). The findings from these
studies reported that strong institutions characterized by growth and governed
by institutional quality significantly impact FDI. Awadhi et al. (2022) noted that
the rule of law and government effectiveness have vital roles in FDI attraction
compared to other institutional components. Moreover, good governance is also
found to significantly impact FDI inflows as it strengthens the institutions

(Narayanan et al., 2020; Makoni, 2018; Awadhi et al., 2022).

Wilhelms (1998), in the hierarchy of FDI institutional fitness, the market fitness

segment contains the capital market fitness component, which provides banks'
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role in intermediation by giving credit to the private sector. Wilhelms argued
that intermediate services offered by banks and other financial institutions are
critical in creating the availability of credit and circulation in financial
development. The author further argues that the strength of the financial
development in the supply of credit influences FDI flows by attracting the latter
to domestic economies. The provision of credit through intermediation creates
assurance to MNCs regarding the availability of capital, which induces them to
locate their investments in such countries. While testing the theory’s
applicability in emerging economies, Wilhelms and Witter (1998) noted a
significant relationship between credit provision to the private sector and FDI
flows. The implication is that investors can raise capital in the host countries and

their home countries.

The findings from the use of institutional FDI fitness theory in East African
countries, covering Kenya, Tanzania, and Uganda, using data from 1995 to 2007,
noted that FDI is influenced by financial, social, political, economic, and market
factors. The study revealed that the government has a significant role in
institutionalizing attraction for FDI inflows (Musonera et al., 2010). The study
by Muthoga (2012) carried out in Kenya noted that GDP growth rate, economic
openness, internal rate of return, and credit availability are institutionally driven
factors influencing FDI inflows. These factors are also known as proponents of

governmental economic policies for attracting investors (Makoni, 2021).
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Asongu et al. (2018) argue that financial development largely contributes to how
much a host country benefits from FDI inflows, particularly in emerging
economies. Financial development paves the way for allocating financial
resources to profit-maximizing projects and facilitating timely financial services
such as loans and foreign currency transactions. Developed and well-functioning
stock markets increase market interactions between domestic and foreign
investors through the reduction of entry and exit market barriers (Dada &

Abanikanda, 2022).

Sabir et al. (2019) noted the power of quality institutions in attracting FDI rather
than economic factors such as low labor costs and market size. The role played
by institutions in influencing FDI flows is not only in the attraction of inward
FDI but also in increasing the level of inflows. Quality institutions ensure the
attraction of significant, quality, and the most needed FDIs to the host countries
(Ullah & Khan, 2017). Based on the focus of institutional FDI fitness theory,
variables involved, and explanations concerning FDI, financial development,
and institutional quality, the theory acquires merit as the underpinning theory for

this study.

2.2.4 Appropriate Theory for this Study

The primary focus of this study is on financial development and FDI inflows to
EAC, moderated by institutional quality (corruption, government effectiveness,
and political stability). The underpinning theory used in this study is institutional

FDI fitness theory. The theory was developed by Wilhelms (1998), and it is used
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to study the determining factors for FDI inflows to emerging markets. This
theory indicates that the decisions of foreign investors to carry out cross-border
investments in emerging markets are influenced by country factors
(macroeconomic) rather than firm and industry-level factors (microeconomic).
As applied to this study, it is expected that bank assets level, credit to the private
sector, stock market capitalization, and stock value traded influence FDI inflows,
and this theory is the most appropriate and relevant FDI theory for this study.
This theory considers both capital market aspects, host countries’ location

advantages, and the vital role of quality institutions in FDI attraction.

The financial development variables employed by the study can be clearly
explained by the theory under capital market fitness, which contains only one
variable, the credit provision to investors. Bank assets, value traded, and market
capitalization variables can be added as an extension to the theory on capital
market fitness. The institutional quality (corruption, government effectiveness,
political stability) can also be explained well by the theory, as it focuses on the

role of institutions in inward FDI attraction.

The analysis of FDI inflows to EAC is a macroeconomic scope. In achieving the
objectives of this study, attention to FDI theories has been based only on
macroeconomic theories, which can better explain the FDI-financial
development nexus. The reviewed theories are based on the capital market,
location-based advantages, and institutional fitness. The capital market theory

offers less explanation for this study, as it concentrates on currency areas across
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countries as a significant factor for FDI flows. The capital market theory
highlights that FDI flows from strong currencies to weak currencies. The capital
market theory cannot explain the movement of FDIs flowing across equal
currency strength in emerging economies or FDIs flowing from weak currency
countries to strong currency economies. Since this study focuses on examining
the influence of financial development and the moderation effect of institutional
quality in FDI attraction, the capital market theory cannot fully explain this

phenomenon.

On the other hand, the location-based FDI theory (OLI framework), which
considers the role of host countries’ available advantages in influencing FDI
inflows, partially explains this study. However, it does not consider the role of
quality institutions in attracting inward FDI. The location-based FDI theory
cannot explain why countries with fewer or no specific country advantages
attract more FDIs than countries with such advantages. The institutional FDI
fitness theory best explains why countries with less specific advantages can

attract more inward FDI.

It follows that the institutional FDI fitness theory focuses on FDI attraction to
emerging markets, drawing attention to the role of quality institutions in this
process. The institutional FDI fitness theory has governmental fitness, market
linkage fitness, sociocultural fitness, and education fitness. All these dimensions
form the basis for a good investment climate in emerging economies.
Developing countries such as EAC face institutional quality challenges that

hinder FDI inflows. The theory suggests that the attraction of FDIs to emerging
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economies can be fostered by ensuring that institutional quality is put in place.
Based on this study environment, which intends to examine the influence of
financial development gauged by banking services and stock market size on FDI
moderated by institutional quality, institutional FDI fitness theory provides a

better explanation than the other theories.

The institutional FDI fitness theory provides the best explanation for the study
variables covering financial development as defined by the banking services
(bank assets, credit to private) and stock market size (stock value traded, market
capitalization), moderated by institutional quality (corruption, government
effectiveness, political stability), and FDI measured by net FDI inflows. The
institutional FDI fitness theory explains the studied variables in which the
financial development proxies are covered under capital market fitness. In
contrast, institutional quality variables are described under the governmental and

sociocultural segments.

This study uses the institutional FDI fitness theory as the most relevant theory
among the reviewed theories because of its power to explain all the variables
involved in this study. Financial development is influenced by capital market
fitness, while institutional quality results from governmental fitness, all under
the institutional FDI fitness theory. This theory provides a theoretical rationale
for the relationship between financial development, FDI, and institutional

quality, facilitating solid ground for developing the research hypothesis.
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The formulation of this study’s conceptual framework has been based on the
relationship described by the institutional FDI fitness theory. Financial
development is linked with FDI inflows, which is explained by market linkages.
In contrast, institutional quality is presented by the role of government in
overseeing all institutions and economic operations in the country, fostered by
sociocultural practices. Since the theory focuses on macroeconomic factors, the

conceptual framework appropriately contains control variables.

The limitations surrounding the institutional FDI fitness theory, which are major
in its scope of testing and applicability being confined to the African continent
and precisely for the emerging markets, cannot affect this study’s objectives. The
study focuses on EAC, which belongs to the emerging markets economic region.
Since emerging economies are facing challenges in the extent to which the
financial sector is developed, including the role of quality institutions in the
attraction of FDI inflows to their host countries, institutional FDI fitness theory
is the relevant and appropriate theory to explain the relationship between
financial development and FDI moderated by institutional quality (corruption,

government effectiveness, political stability).

The institutional FDI fitness theory is relevant for this study as it can answer the
research questions to achieve its objectives. The use of institutional FDI fitness
theory by this study can also be substantiated by heavy application of this theory
by most of the recent FDI studies (Osei-Attakora, 2022; Kingori, 2022; Awadhi

et al., 2022; Matima & Gossel, 2023; Bhandari, 2022; Aromasodun, 2022;
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Takawira & Motseta, 2021; Khalfaoui & Derbali, 2021; Matthew et al., 2021;
Renzi, 2021; Janda & Nuangjamnong, 2021; Corekcioglu,2020; Sooreea-

Bheemul et al.,2020; Narayanan et al., 2020; Makoni, 2018).

2.3 Review of Relevant Past Studies

The debate on the factors influencing FDI flows, the role of financial
development, and how it influences FDI inflows is inconclusive. This study
reveals a literature gap by explaining the FDI-financial development nexus in
emerging markets. To the researcher’s knowledge, there are scant studies that
relate financial development and FDI cover the EAC countries under this study.
The available studies on financial development and FDI relations have been
conducted more in developed countries than in emerging markets such as the
EAC. The few studies on financial development available in emerging markets
have concentrated on economic growth rather than FDI. Likewise, empirical

studies linking FDI and financial development are very few.

This study has also noted the existence of a knowledge gap in the role of quality
institutions in attracting FDI inflows to developing countries. Institutional
quality plays a significant role in business interaction, in which higher
institutional quality promotes international trade, which could enhance FDI
inflows for developing countries (Fon et al., 2021). In developing economies,
including EAC and its partner states, studies on FDI linked with financial
development and the moderating effect of institutional quality have not yet
gained the appropriate attention.
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The literature and knowledge gap allow this study to examine the relationship
between these two economic sectors and contribute further to the limited
literature on this sphere. Discussions and findings from the study contribute to
the existing literature, which can be used for future research references. The
study also closes the knowledge gap on the significant role of quality institutions
in attracting FDI inflows in emerging economies through the moderation effect
of institutional quality (corruption, government effectiveness, political stability)
on the FDI-financial development relationship. Discussion on the moderation
effect of institutional quality provides further understanding of the role of quality
institutions for FDI attraction in line with the proposition put forward by the
institutional FDI fitness theory. The identified literature gap in this study can be
addressed by reviewing relevant past studies that link financial development and

FDI inflows to the host countries.

2.3.1 Financial Development and FDI

The FDI-financial development relationship is asserted to evolve in different
ways, like mitigating transaction costs, enforcing financial contracts, allocating
financial resources, and upgrading liquidity in the economy (Ezeoha & Cattaneo,
2012). Intermediation services offered by the financial sector provide risk
diversification by reducing investment process costs and directing the resources
to profitable investment activities. Financial sector development enables foreign
and domestic firms to access external funding at low financing costs, which is
crucial for attracting FDI.
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The literature on the FDI-financial development nexus generally supports the
view that financial development plays a crucial role in attracting FDI (Olorogun,
2022). Well-functioning financial systems through improved credit access, risk
management, and the presence of financial intermediaries reduce transaction
costs and uncertainties for foreign investors (Islam et al., 2021). This is
particularly true in middle-income countries where developed financial
institutions can stimulate both short-term and long-term FDI inflows. Moreover,
the availability of capital and efficient banking systems encourages the
formation of industrial clusters, which further enhances the appeal of a host

country to multinational corporations (Jena & Sethi, 2021).

However, the relationship is not always straightforward. Some studies suggest
that highly developed financial systems may increase domestic competition,
which could discourage certain types of foreign investment (Alfaro & Chauvin,
2020; Majeed et al., 2021). Additionally, financial development might
encourage foreign firms to engage in outsourcing rather than establishing a full
presence in the host country, reducing the expected benefits of FDI (Donaubauer
et al., 2020). There is also evidence of bidirectional causality; FDI not only
benefits from strong financial systems but can also help strengthen them by
stimulating reforms, increasing demand for financial services, and improving

institutional quality (Saud et al., 2019).

Importantly, the benefits of FDI are often conditional on a country’s level of

financial maturity and institutional quality (Pham et al., 2022). Financial

89



development amplifies FDI’s positive effects on growth only when the host
country has reached a certain threshold in financial sophistication (Irandoust,
2021). Moreover, governance factors such as regulatory quality and corruption
control significantly influence this relationship (Sabir et al., 2019). Weak
institutions can undermine the gains from FDI, even if financial systems are

relatively advanced (Islam et al., 2020).

Despite the largely positive link, recent findings caution against potential
downsides (Appiah et al., 2024). In some developing countries, FDI may crowd
out domestic investment, especially when financial resources are reallocated
towards foreign firms (Magbondé¢ et al., 2025). Country-specific evidence shows
that FDI’s contribution to growth is most effective when it complements
domestic financial and labor market conditions (Sahoo & Dash, 2022). These
variations highlight the importance of local context in shaping the FDI-financial

development nexus.

Overall, the relationship between financial development and FDI is multifaceted
and context-dependent (Abor & Bekoe, 2025). While financial maturity and
strong institutions typically enhance FDI inflows and their development impact,
outcomes can vary based on sector, country, and policy environment (Bhasin &

Gang, 2020).

The FDI flows across countries, and the overall trading mechanisms of this

approach largely depend on the availability of timely and quality information.
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The financial sector provides the information foreign investors require regarding
opportunities and possible risks that can be encountered in foreign markets to
avoid an unfair market competitive environment with domestic investors (Kinda,
2010). Therefore, developments in the financial sector are essential in providing
sufficient financial and market information to enhance investors’ ability to make
informed, sound, and viable investment decisions. Investors’ transaction and
information costs on services, industries, and markets are reduced by the
efficiency and development of the financial sector in the host country (Bartels et
al., 2009). Consequently, financial development reduces information
asymmetry, which induces mobility for international capital and improved

investment returns.

The efficiency of the banking system, for instance, reduces the cost of capital to
foreign enterprises by providing them with financial services such as working
capital, bank overdraft facility, and long-term financing for expansion (Agbloyor
et al., 2013). Similarly, the developed banking sector facilitates fast access to
key investment services such as funding availability, quick services, lower
transaction costs, and competitive foreign exchange, all influential factors for
inward FDI attraction (Kaur et al., 2013). The underdeveloped financial sector
is reflected in fragile and inefficient banking services and deters foreign
investments (Ezeoha & Cattaneo, 2012). The implication is that strong financial
development eliminates the possibilities of business distress by providing quality
financial intermediation between domestic and foreign trading activities, thus

attracting FDI inflows.
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Considering the case of MNEs, they prefer to invest in host countries with well-
developed and functional stock markets to introduce their products, promote
their brand name, and increase their capital (Otchere et al., 2016). The developed
financial sector should support a conducive business environment with friendly
markets. Foreign investors can access multiple financial products and services
to support their investments. Weak financial institutions result in inefficient
stock markets characterized by speculative activity, high volatility, and
asymmetric information. Under such a stock market environment, foreign
enterprises cannot list on the stock markets for fear of losing the share price value
and the inability to raise the financing needed. Therefore, inefficient stock
markets discourage foreign firms from investing in the host countries, resulting

in low FDI inflows.

Well-functioning and developed financial sectors are the primary ways the
benefits associated with FDI are channelled to the host country’s economy (Rao
et al., 2020). The nature and extent of the financial system maturity of the host
country dictate how they benefit from FDI inflow (Pham et al., 2022; Islam et
al., 2021; Irandoust, 2021; Cang & Alida, 2020; Bahri et al., 2018; Jeanluc &
Muiruri, 2022). For an active and functional economy, there is a need for a well-
established financial system that promotes investments by facilitating the
circulation of funds. This process is achieved by the flow of funds from the
economic surplus spending units (SSUs) to the economic deficit spending units

(DSUs), thereby mediating lenders, investors, and borrowers (Pham et al., 2022;
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Irandoust, 2021; Islam et al., 2021; Majeed et al., 2021; El Menyari, 2019;
Jeanluc & Muiruri, 2022; Aibai et al., 2019). Investors who hold their
investments abroad with developed financial systems are assured of getting good
financial services for routine business transactions and external financing needed
(Krifa-Schneider et al., 2022; Pham et al., 2022; Islam et al., 2021). Foreign
investors’ financial needs are met if the host country has a developed financial

system (Jeanluc & Muiruri, 2022; Aibai et al., 2019).

Recent studies on the FDI-financial development nexus have stressed the vital
role of financial development in attracting inward FDI. Pham et al. (2022) noted
that a well-developed financial sector influences more inward FDI flows. The
well-developed financial sector positively and significantly impacts FDI inflows
to the host countries (Lestari et al., 2022). Majeed et al. (2021) revealed that the
impact of financial development on FDI involves other economic factors, such
as trade openness and inflation. Emphasizing the crucial role of financial
development in FDI attraction, Islam et al. (2021) regarded financial
development as a symbol of trust and greatness in driving the attention of
potential investors and a channel through which existing investors have allocated
their valuable financial resources. The findings from the study by Islam et al.
(2020) indicated a significant impact on FDI attraction being influenced by
financial development. Bahri et al. (2018) examined the influence of financial
development on FDI. They highlighted that financial development must grow to
a certain level to exert its impact on inward FDI attraction. Other studies that
have related financial development and FDI include (Samour et al., 2022;

Shahbaz et al., 2022; Nguyen & Lee, 2021; Ahmad et al., 2020; Islam et al.,
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2020; Aibai et al., 2019; Jeanluc & Muiruri, 2022; Cang & Alida, 2020;

Irandoust, 2021).

The stability of FDI inflows to a particular country or region is based on a
conducive investment environment created by an efficient, integrated,
developed, and competitive financial sector. On top of that, the financial sector
has to be built on quality and strong institutions (Krifa-Schneider et al., 2022;
Pham et al., 2022; Majeed et al., 2021; Islam et al., 2021; Cang & Alida, 2020;
Islam et al., 2020; El Menyari, 2019; Bahri et al., 2018; Nkoa, 2018). Also, the
attraction for foreign investors in the form of FDI results from a pre-established
good investment climate fostered by attractive policies such as investors’ rights
protection (Rao et al., 2020). Different theoretical and empirical studies have
shown the crucial role played by financial sector development in stimulating
investments for stable economic growth (Lestari et al., 2022; Krifa-Schneider et
al., 2022; Pham et al., 2022; Islam et al., 2021; Liu et al., 2020; Khan et al., 2020;

Sabir et al., 2019; Aibai et al., 2019; Pradhan et al., 2019).

Different studies reveal that the FDI-financial development linkage is mixed,
Ngo et al. (2022), Shahbaz et al. (2021), Pham et al. (2022), and Saud et al.
(2019) reported a bidirectional linkage between financial development and FDI.
The implication is that financial development influences FDI, and FDI also
impacts financial development. Contrary to their findings, Majeed et al. (2021)
indicated a unidirectional relationship between the two economic sectors.

Financial development is the one that influences FDI attraction in the reported
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unidirectional relationship between the two (Bayar & Gavriletea, 2018).
However, Lee et al. (2022) reported a negative FDI-financial development
nexus. The findings are contrary to the majority of the reported results on the
positive and significant impact of financial development on FDI (Pham et
al.,2022; Lestari et al., 2022; Islam et al., 2021; Islam et al.,2020; Bahri et al.,
2018; Aibai et al., 2019; Jeanluc & Muiruri, 2022; Cang & Alida, 2020; and

Irandoust, 2021).

On the other hand, Gebrehiwot et al. (2016) could not establish relations between
financial development and FDI using data sets from 1991 to 2013 for eight Sub-
Saharan African (SSA) countries. Their study used Granger causality tests and
two-stage least squares. Gebrehiwot et al. (2016) noted that discussions on FDI-
financial development linkages are inconclusive. The study results did not
provide any evidence of the impact of financial sector indicators on FDI.
However, Sahin and Ege (2015) obtained mixed results for different countries
on the relationship between the two sectors. Their study involved three countries
(Bulgaria, Greece, and Turkey). Their results identified Bulgaria and Greece as
having a unidirectional linkage between financial development and FDI, while

Turkey showed a bidirectional linkage between financial development and FDI.

However, Hajilee and Al Nasser (2015) explained the bidirectional linkage
between the two sectors and argued that financial sector development attracts
foreign investors by creating a conducive investment environment. The more

inflows of foreign investors and the establishment of investments under the FDI
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mechanism expand the base of economic activities in the host countries and, in
turn, push growth in the financial sector. Later on, Otchere et al. (2016) further
explained the reason behind the bidirectional linkage between the two industries
based on the impact of FDI on the host’s economy. Otchere et al. postulated that
FDIs are attracted to the host countries once the financial sector is developed.
The effects of FDIs attracted to the economy create liquidity through the profits
generated from the investments that led to financial development in the host

countries.

The influence of FDI inflows on the host countries towards financial sector
development occurs with other economic factors. While investigating the
relationship between financial development and FDI, Pradhan et al. (2019)
concluded that trade openness and FDI stimulate financial development. The
study used a dataset from 1988 to 2013 for 19 Eurozone countries. The authors
highlighted that strong financial development, economic growth, and trade
openness contributed to the host countries’ capacity to attract FDI inflows. In a
later study by Pradhan et al. (2019) for G-20 countries, they narrated that more
functional and efficient financial sectors create better chances for foreign
investors to raise much-needed funds from the host countries to support their

business growth and expansion.

The FDI flow pattern across borders depends on the financial sector development
of the countries involved. The argument patterning, which country, either the

host country or the domestic country of the foreign investors, should the financial
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sector be developed to attract FDI flows, was investigated by Desbordes and Wei
(2017) using data for 83 countries from 2003 to 2006 and 3919 companies. Their
findings revealed that the source and host countries’ financial sector
development are essential for FDI inflows. They indicated that the more a source
country’s financial sector is developed, the more firms in those economies are
motivated to carry out FDIs under mergers and acquisitions (M&A)

arrangements.

Similarly, in examining the importance of the host country’s financial
development towards FDI attraction, Nkoa (2018) demonstrated that financial
development is a key to attracting FDI inflows. The study employed the GMM
model and data set from 1995 to 2015 for 52 African countries to examine the
FDI determining factors. From the findings, it was argued that financial
development plays an intermediation role for both domestic and foreign firms in
accessing different financial services such as foreign exchange services,
overdraft facilities, global trading systems, payment of workers’ salaries, and

deposit services regarding their investments in the host countries.

On the other hand, Irandoust (2021) examined the FDI-financial development
relations using the bootstrap panel Granger causality method. The study used
data from 1990 to 2016, covering eight post-communist countries. The study's
findings revealed a unidirectional linkage between financial development and
FDI. The explanation for the observed tendency is that financial development

exerted an impact on FDI because of financial services received by foreign firms

97



from the host country’s financial growth, in support of their investments. On top
of that, the perception placed by foreign investors on a well-developed financial
sector, patterning a strong regulatory set-up and good governance for protecting
investors’ rights, is a pillar that creates attractiveness for more FDI inflows to

the host countries.

FDI flows across countries are also influenced by institutional quality. Pham et
al. (2022) argued that institutional quality is the background for enhancing
foreign investors’ confidence. Quality institutions of the host country improve
the products and services offered by local banks and stock markets to attract FDI
inflows. Likewise, the display of institutional quality induces cross-border
investments in the host countries because of the assurance of banking and stock
market services. Aibai et al. (2019) expressed that countries with better
institutional quality attract more FDI inflows, influenced by financial
development. Pham et al. (2022) indicated that strong institutional quality
minimizes investment risks in the host countries. Risk reduction stemming from
quality institutions encourages banks and stock markets to improve the quality
of their services and the range of financial products they offer to their customers

to fulfil the expectations of diverse investors, including foreigners.

Moreover, Krifa-Schneider et al. (2022) reveal that investment-friendly factors
form institutional quality. Best institutional quality enables host countries to
create a conducive investment climate that attracts inward FDI (Otchere et al.,
2016). Therefore, FDI-recipient countries with better institutional quality can

control corruption, which hurts FDI inflows (Wang et al., 2020). When
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corruption is controlled, other institutional quality variables, such as political
stability and government effectiveness, prevail. Likewise, the rule of law should

be adhered to protect investors’ property rights.

On the other hand, Le et al. (2016) highlighted that financial development, a key
factor for FDI attraction, is fostered by institutional quality prevailing in the host
countries. As a result, institutional quality reduces market imperfections,
promotes investments, and becomes a mechanism for monitoring economic and
financial activities (Pham et al., 2022). The implication is that quality institutions
create a conducive and fair competitive business environment for all domestic

and foreign investors.

Mapendo et al. (2025) postulate that the participation of foreign investors in the
host country’s stock markets is contributed to by the influence of institutional
quality within the economy in bringing about reforms that can accommodate
investors’ needs. Such reforms are aligned with operational competence, quality
trading regulations, investor protection, and information disclosure. However,
an increase in the level of FDI inflows to the host countries resulting from
institutional quality leads to the development of the overall financial system and
the expansion of their products and services (Otchere et al., 2016; Agbloyor et
al., 2013). In line with earlier studies, Hajilee and Al Nasser (2015) highlighted
that more attraction of FDI inflows results from financial sector reforms

catalyzed by quality institutions.
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Similarly, the findings from the study conducted by Pham et al. (2022) reported
that the performance of banks and stock markets in influencing inward FDI flows
is stimulated by institutional quality. The results support the earlier observation
made by Law and Azman-Saini (2012). The impact of institutional quality on
banks and stock markets development in exerting influence on FDI inflows
stems from an effective legal system, motivation to participate in financial
development, efficient financial regulations, and protection of investors’
property rights. Consistently, quality institutions are revealed to be against
corruption and enhance the safety of investors’ rights (Le et al., 2016; Feng &

Yu, 2021).

Contrary to the findings from other studies, Aluko and Ajayi (2018) noted an
insignificant impact of institutional quality on the banking sector in Sub-Saharan
African countries. The findings align with the prediction made by David et al.
(2014). They argued that the influence of Institutional quality on the banking
sector and overall financial development is weakened by low protection of
property rights, weak regulations, and insufficient supervisory capacity. Given
these institutional weaknesses, the banking system cannot be improved in
developing countries. Unlike Aluko and Ajayi’s findings, Pham et al. (2022)
established a strong relationship between institutional quality and the
development of stock markets. Similarly, Billmeier and Massa (2009) expressed
that institutional quality increases stock market participation due to information

transparency, protection of investors’ interests, and less corruption.
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In placing further emphasis, Rehman and Islam (2022) and Sabir et al. (2019)
have strongly argued that the influence of banks and stock markets in attracting
inward FDIs relies on institutional quality in strengthening infrastructures for
this sector. The authors further indicated that improvements are required for the
quality and quantity of financial products and services offered, including
international trading services, payment systems, information disclosure, savings,
and lending products. On top of that, Feng and Yu (2021) emphasized that
stronger institutions improve banks and stock market infrastructures, which can
accommodate the needs of foreign investors for more inward FDI flows to

developing economies.

While demonstrating the crucial role of institutional quality in financial
development, Lestari et al. (2022) noted that the future direction of FDI flows
should be modelled on institutional quality and financial sector development.
The opinion is that the focus of developing countries in attracting FDI to their
economies should be based on the enforcement of institutional quality. The
findings from the study by Lestari et al. are consistent with previous studies,
which revealed that weak institutions harm both financial sector development

and FDI (Islam et al., 2020; Feng & Yu, 2021).

However, Krifa-Schneider et al. (2022) expressed that developing countries are
relaxing their rules to attract FDIs to their economies despite the low institutional
quality they have in place. They warned that diluting the institutional quality

standards cannot be a permanent solution for FDI attraction, but rather a
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relatively temporary one. The only way for developing economies to create
sustainable FDI inflow mechanisms and establish stable financial developments
is through quality institutions and walking on the culture of institutional quality
(Lestari et al., 2022; Krifa-Schneider et al., 2022; Zhang & Zhou, 2021; Nguyen

et al., 2018; Yudaruddin, 2022).

Remarkably, Lestari et al. (2022) provided that institutional quality has to be a
priority for each country wishing to attract FDI supported by financial sector
development to their economy. This observation is consistent with earlier
findings, which narrated that the ultimatum of host countries in attracting or
deterring FDI inflows and financial sector development is vested in their national
policies toward philosophical stance on institutional quality (Nguyen et al.,

2018; Yudaruddin, 2022).

2.3.2 Institutional Quality and FDI

The influence of institutional quality on attracting or deterring FDI was initially
highlighted by Dunning (1980) in the eclectic paradigm theory. Subsequently,
numerous researchers have addressed this issue, often illustrating that strong
institutions in the host countries lead to higher FDI inflows (Islam et al., 2021;
Sabir et al., 2019). Pham et al. (2022) noted that disparities in institutional quality
across countries can serve as a basis for comparative advantage, as certain
activities rely more heavily on institutional support, potentially resulting in

increased trade and capital movements. In most cases, MNCs tend to leverage
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the aforementioned comparative advantage of a specific country, thereby

contributing to the expansion of FDI (Aibai et al., 2019).

The consensus across numerous empirical studies reveals that better institutional
quality significantly boosts FDI inflows (Gupta et al., 2024). This holds
especially in developed countries where measures such as control of corruption,
government effectiveness, rule of law, political stability, regulatory quality, and
voice and accountability are strong predictors of FDI (Ozekhome, 2022). In
developing economies like EAC, these institutional factors may have a dual
impact, either positive or negative, due to the structural fragility of institutions

(Fengju & Wubishet, 2024).

Not all institutional dimensions are equally influential, and their relative
importance varies by context (Kostova et al., 2020). For lower-income countries,
corruption control, government effectiveness, and political stability stand out as
compelling drivers of FDI, whereas the impact of rule of law, regulatory quality,
and voice and accountability is more conditional, requiring high GDP per capita
to become effective, rendering them more practical and effective in developed
economies (Jena & Sethi, 2021). Regional and economic context thus shape

which institutional components most matter (Rodriguez-Pose & Ketterer, 2020).

Recent contributions by Mapendo et al. (2025) add nuance by highlighting
moderating mechanisms between stock market development, institutional

quality, and FDI. Institutional improvements foster trade openness, industrial
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development, and technological innovation, all of which in turn encourage FDI
inflows (Wang et al., 2023). Moreover, financial development and natural
resources abundance tend to amplify the institutional influence on FDI (Jahanger

et al., 2022).

Temporal and threshold dynamics also play a role in determining the FDI pattern
(An & Yeh, 2021). Before the 2008 Global Financial Crisis, institutional
indicators broadly had a positive effect on FDI (Silva et al., 2021). However,
post-crisis volatility attenuated their significance, suggesting that during crisis
periods, institutional quality becomes less of a consideration for investors (Saleh,
2023). Similarly, several studies indicate that FDI only yields substantial growth
benefits when host countries surpass a certain institutional quality threshold,

particularly in the rule of law and property rights protections (Ozekhome, 2022).

The quality of institutions greatly influences the nature of business and FDI
attraction as they establish the framework within which economic activities
occur (Krifa-Schneider et al., 2022). The implication is that the host country's
institutions play a crucial role in determining the location decisions of FDI.
Similarly, Aibai et al. (2019) argue that countries aiming to attract more FDI
should strive to create a favorable institutional environment, which includes
factors such as government effectiveness, political stability, corruption
prevention, protection of property rights, and reduced business uncertainty and

risk. Additionally, Islam et al. (2021) stressed that higher institutional quality
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indicates a more active and efficient consumer market in the country, leading to

increased profitability of investment projects undertaken in that country.

However, inadequate institutional quality can hinder the flow of FDI as it risks
investments and raises the costs associated with conducting business (Ashraf et
al., 2022; Rao et al., 2020). Foreign investors perceive the absence of issues
related to regulations, bureaucracy, judiciary, property rights, enforceable
contracts, and performance and content requirements as favorable (Nguyen et
al., 2018; Yudaruddin, 2022). Nevertheless, it is important to acknowledge that
corruption, government ineffectiveness, and political instability are significantly
more prevalent in emerging markets than in developed economies (Krifa-

Schneider et al., 2022; Pham et al., 2022).

The flow of FDI to different locations across countries and markets involves risk
assessment regarding the investment and the perpetual succession of the projects
built on financial development and institutional quality in the host countries
(Ross, 2019). The risks involved in choosing an appropriate FDI location in
foreign markets are low information about foreign markets, the uncertainty of
returns from their investments, and the low possibility of securing additional
financing for the growth and expansion of their investments (Kurtovi¢ et al.,
2020). Likewise, fear of an unfair competitive business environment,
unpredictable political systems, and unreliable investment policies can be
reversed anytime upon changes in political regimes (Sabir et al., 2019). All the

uncertainties mentioned above lower investors’ confidence, and potential
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investors cannot even be attracted or build up the self-motivation to make cross-
border investment decisions readily (Zou et al., 2022). In light of the need to
increase host countries' attractiveness for FDI inflows, Ali et al. (2020) and
Zhang and Zhou (2021) expressed the significance of linking the quality of

institutions, financial development, and FDI attraction policies.

In developing the financial sector to attract investments from foreign investors
in the form of FDI, the initiatives must be aligned with the institutional quality
and investment policies of recipient economies put in place (Fon & Alon, 2022;
Silajdzic & Mehic, 2022). Thus, financial development is influenced by
formulated policies and adopted institutional quality practices (Ferrara & Sattler,
2018). On the other hand, weak financial systems, poor institutional quality, and
bad investment policies characterized by inconsistencies and the possibility of
short-term reversal deter FDI inflows (Bhasin & Garg, 2020; Carino, 2019). The
underdeveloped financial sector results in the instability of financial asset prices,
thereby increasing the risk of realizing the expected return from investment in
those assets (Pham et al., 2022). The price stability of financial assets increases
investors’ confidence and reliability in the worthiness of such assets (Lestari et
al., 2022). Any investor or reputable institution can invest or raise funds from
the financial markets as they expect them to have low transaction costs, which
is stimulated by quality institutions in the host countries (Hrnjic et al., 2019). A
clear understanding of this relationship is paramount, given the importance of
financial development and institutional quality toward FDI attraction (Islam et

al., 2020).
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2.3.3 Financial Development, Institutional Quality and FDI Linkage

In East African countries, the relationship between financial development and
FDI is heavily contingent on institutional quality due to persistent structural and
governance challenges (Fengju & Wubishet, 2024). A recent study by Mapendo
et al. (2025) focusing on Kenya, Tanzania, Uganda, and Rwanda reveals that
while financial sectors in the region have expanded significantly through mobile
banking and fintech innovations, their ability to attract and retain FDI remains
limited without corresponding improvements in institutional governance. For
example, improved financial access in Kenya has not consistently translated into
higher FDI inflows due to concerns over judicial independence, regulatory
enforcement, and political risk (Osuma et al., 2024). Fengju and Wubishet
(2024) emphasize that in East Africa, institutional quality, measured through
indicators like control of corruption, regulatory quality, and government
effectiveness, plays a critical moderating role in ensuring that financial
development creates a stable investment climate. Countries like Rwanda, which
have made significant institutional reforms, demonstrate the need for quality
institutions in catalyzing the role of financial development in attracting FDI
inflows (Umutoniwase, 2023). This underscores the importance of tailored
institutional reforms in the region to leverage financial sector advancement for

fully sustainable FDI attraction.

Studies carried out in different economic regions with diverse levels of financial

and economic development reveal that institutional quality significantly
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moderates the financial development-FDI relationship (Islam et al., 2020; Pham
et al., 2022; Majeed et al., 2021). In sub-Saharan Africa, for instance, Githaiga
and Kilong’i (2023) and Appiah et al. (2024) highlight that institutional quality
plays a more decisive role due to historically weaker governance structures and
less mature financial markets. These studies find that improvements in
institutional effectiveness, such as anti-corruption efforts and legal reforms, are
crucial for financial development to translate into higher FDI inflows. In
contrast, Almounsor and Mensi (2024) note that in high-income and upper-
middle-income countries, where financial markets and institutions are relatively
developed, institutional quality has a subtler but still statistically significant
influence. Meanwhile, Ahmi¢ and Isovi¢ (2023) demonstrate that in Eastern
European economies, institutional reforms post-EU accession have considerably
strengthened the link between financial development and FDI, suggesting that
regional integration and harmonization with international standards amplify
institutional effects. These geographic distinctions suggest that while
institutional quality is universally relevant, its moderating impact varies based

on local economic maturity, political history, and regional policy frameworks.

The review of literature reveals that numerous studies converge on the findings
that institutional quality significantly enhances the positive impact of financial
development on FDI inflows (Pham et al., 2022; Lestari et al., 2022; Islam et al.,
2020). For instance, Majeed et al. (2021) and Aibai et al. (2019) demonstrate
that well-functioning financial systems, coupled with strong institutions, create
an enabling environment for foreign investors by reducing transaction costs,

information asymmetries, and risks associated with policy unpredictability.
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These studies used panel data across multiple countries and concluded that
financial development is most effective in attracting FDI when accompanied by
a stable rule of law, transparent regulatory frameworks, and effective
governance. These consistent results suggest a complementary interaction where
institutional quality acts as a catalyst in transforming financial development into

tangible FDI gains.

Despite the prevailing consensus, some scholars challenge the moderating role
of institutional quality. For example, Feulefack and Ngassam (2020) find that
the impact of financial development on FDI is largely independent of
institutional strength, especially in resource-rich or politically strategic
economies where FDI is driven by natural resources or political considerations
rather than institutional quality. Similarly, some empirical results in post-conflict
or transitional economies suggest that FDI may be attracted by high returns,
regardless of poor institutional frameworks (Moore, 2021). These contradictions
point to the need for a more context-specific understanding of how institutional

quality influences the finance-FDI nexus.

The inconsistencies in the literature often stem from methodological variations
(Abaidoo & Agyapong, 2022), including the choice of proxies for financial
development (banking sector, stock market, insurance, social schemes),
institutional quality (corruption indices, rule of law, governance indicators), and
estimation techniques (OLS, Fixed effects, FGLS, GMM). For instance, Sabir et

al. (2019) used a different institutional index than Abdouli & Hammami (2020)
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and reported divergent outcomes. The period covered and the heterogeneity
across country samples (developed vs developing) also contribute to differences
in findings. These methodological disparities raise questions about the
comparability of results and underline the importance of robust, consistent

measurement and modelling approaches.

Some studies, such as Majeed et al. (2021) and Lee et al. (2022), uncover a
unidirectional causal relationship where financial development influences FDI,
moderated by institutional quality, but not vice versa. For example, Irandoust
(2021) applied Granger causality techniques and showed that financial
development, when filtered through the lens of high institutional quality, drives
FDI inflows. However, the reverse, that FDI drives financial development, is not
supported in his model. This unidirectionality implies that institutional quality
acts primarily to unlock the potential of financial systems in attracting FDI,

rather than being transformed by the FDI itself.

Conversely, other studies argue for a bidirectional relationship, suggesting that
FDI can enhance financial development through spillovers and technology
transfer, and this interaction is further intensified by institutional quality
(Shahbaz et al. 2021; Pham et al. 2022; Saud et al. 2019). Ngo et al. (2022) find
that countries with robust institutional frameworks experience a reinforcing loop
where financial development attracts FDI, which in turn strengthens financial

institutions through demand for more sophisticated financial products. This
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perspective positions institutional quality not just as a moderator but also as a

facilitator of mutual reinforcement between FDI and financial development.

A minority of the literature posits no significant relationship between financial
development and FDI, even when institutional quality is considered (Aluko and
Ajayi, 2018). For example, the study by David et al. (2014) on the emerging
markets suggests that institutional reforms and financial sector development
have not translated into higher FDI inflows, possibly due to deeper structural
issues such as infrastructure deficits, political instability, or macroeconomic
volatility. This view is echoed by Rehman and Islam (2022), who argue that
financial and institutional reforms in isolation are insufficient to attract FDI

without broader economic transformation.

Despite variations, a robust strand of literature strongly supports the moderating
role of institutional quality (Ashraf et al., 2022; Rao et al., 2020; Nguyen et al.,
2018; Yudaruddin, 2022). Krifa-Schneider et al. (2022), using panel data and
econometric models, show that institutional quality not only enhances the
attractiveness of financial systems but also significantly reduces the risks faced
by foreign investors. These findings are particularly compelling in regions such
as Fast Asia and Eastern Europe, where improvements in institutional
governance coincide with both financial development and sharp increases in FDI
inflows. These results underscore the importance of institutional reforms as a
strategic policy lever in maximizing the benefits of financial development for

FDI attraction.
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2.4 Research Gap in the Literature and Its Significance

A comprehensive set of literature for the recent studies on FDI has focused on
outward FDI flows aiming to seek the influence of home-based companies in
foreign markets (Wang & Tao, 2023; da Silva-Oliveira et al., 2021; Dai et al.,
2021; Chen et al., 2020; Ren et al., 2022; Tang & Buckley, 202) but little
attention was given to FDI inflows which are essential sources of capital and
financial sector development in emerging economies (Pham et al., 2022; Krifa-
Schneider et al., 2022). Nevertheless, few studies have linked financial
development and FDI inflows. Most prior studies have investigated the impact
of FDI on economic growth and vice versa (Rao et al., 2023; Wei et al., 2022).
According to the findings given by Islam et al. (2021), financial development is
a fundamental aspect of FDI inflows, which is associated with economic growth
in the host countries. Therefore, more research must be directed to investigate
further the significance of linking financial development and FDI inflows to the
recipient economies (Lestari et al., 2022). Thus, it is crucial to address this gap,
particularly in developing countries where FDI flows are much needed as a
backup source for financing development projects and enhancing financial and
economic activities. This study, therefore, focuses on investigating the impact of
financial development gauged by banking services and stock market size on the

emerging economies of EAC.

According to Gomber et al. (2018), banking services are the channel through
which investors are expected to get different financial services. The services

include bank deposits, facilitation of local and international payments, and short-
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and long-term financing. In other words, the sensitivity of banking services on
the day-to-day activities in facilitating business transactions can raise foreign
investors' motivation to locate their cross-border investments in a certain
economy. Banks are also involved in the underwriting process while raising
funds from the public through issuing shares and bonds, and in intermediation
roles for collecting and disbursing investors' returns from dividend distribution.
Similarly, according to Nkoa (2018), an economy with well-established stock
markets creates liquidity in the market and dramatically attracts FDI inflows to
the host countries. Islam et al. (2021) argued further that stock markets add value
to the economy by improving the efficiency of financial systems. Therefore,
given the importance of banking services and stock market operations in
investment, the study investigates their role in FDI attraction in the regression

model.

Literature has also paid little attention to the impact of institutional quality on
FDI attraction, particularly in emerging economies. A scant number of studies
have shown the relationship between institutional quality and influencing inward
FDI (Aibai et al., 2019; Ismam et al., 2020; Pham et al., 2022). On the other
hand, literature has acknowledged the existence of a direct association between
institutional quality proxies and FDI (Rao et al., 2020). Accordingly, the level
of investor protection is comparatively higher, with quality institutions
prevailing in the FDI recipient economies (Ashraf et al., 2022). Hence,
institutional quality practices in the host countries restrain foreign investors from
being affected by corruption challenges, government inefficiency, and the

political environment when acting on investment policies (Carino 2019). Thus,
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based on the above findings, this study utilizes institutional quality indicators
(corruption, government effectiveness, and political stability) to examine the

impact of institutional quality on inward FDI attraction.

In addition, past studies have shown a significant impact on the relationship
between institutional quality, financial development and FDI (Krifa-Schneider
etal., 2022; Lestari et al., 2022; Pham et al., 2022). However, most studies have
focused on relating institutional quality and FDI, leaving behind its relationship
with financial development (Aibai et al., 2019). According to Islam et al. (2020),
research on institutional quality and its effect on the relationship between
financial development and FDI has yet to receive adequate empirical attention,
especially in emerging economies, including EAC, under the study. Notably,
most prior studies have addressed the impact of institutional quality on FDI using
the institutional quality index. However, this study intends to examine the effects
of individual, institutional quality proxies on FDI and the moderated function of
the FDI-financial development nexus, similar to those of Islam et al. (2020) and
Pharm et al. (2022). The study provides new evidence of a moderated role of
institutional quality in the relationship between financial development and FDI

in developing countries.

Furthermore, studies investigating the impact of financial development and
institutional quality on FDI attraction are mostly limited to data from developed
countries. Acknowledging likely differences with developing countries, such as

cultural dimensions that affect financial sector development, institutional
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environment, and economic and legal frameworks, are among the determining
factors that influence the association between banking services, stock market
operations, institutional quality, and FDI (Colonnelli &Prem, 2022; Wilhelms,

1998).

Consequently, the role of financial development and institutional quality on FDI
attraction can vary according to country-level-specific factors (Majeed et al.,
2021). For example, the concern over investor protection, institutional context
and economic development differs between developed and developing countries,
thus increasing the chances of dissimilar findings. Like other emerging
countries, EAC has some challenges with economic growth patterns, less
developed financial factors, and institutional quality practices, which adversely
affect the investment climate. Therefore, this study focuses on data from EAC
member states to establish evidence of the effect of financial development and
institutional quality on FDI, with the moderated role of institutional quality

proxies on the FDI-financial development nexus.

2.5 Research Hypothesis

The FDI concept as a tool of economic growth and development, and how it
affects the host country’s economic environment, has been extensively
discussed. This phenomenon has acquired attention from different parties,
including researchers, policymakers, and even managers of international
businesses (Barnard & Luiz, 2018). The role of FDI and factors influencing FDI
stems from the diversity of theories on which FDI is built, as it involves the
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theory of the firm, international capital market theory and international trade
theory (Popovici & Cailin, 2014). The FDI investment approach has been
growing remarkably because of the advantages of diverse business locations,
such as the existence of natural resources or artificial resources in the form of
well-established infrastructure, skilled labour, and an attractive business

environment (Dunning, 1973).

Foreign investors use the FDI strategy as their model of business across borders,
driven by the motives of seeking resources, seeking strategic assets, seeking
efficiency, and, on top of that, seeking markets (Krifa-Schneider et al., 2022;
Kamal et al., 2019; Bahri et al., 2018). Likewise, different governments are
found to set strategies and policies to attract FDI inflows to their countries or
economic regions. FDI has been considered a primary strategy and cornerstone
of economic growth at a national level or even for economic integrations such
as the EAC covered in the study (Pradhan et al., 2019; Rao et al., 2020). The
reason for FDI to be an essential and fundamental pillar for economic
development is based on capital accumulation made by multiple foreign

investors individually or through corporate arrangements (Pham et al., 2022).

The FDI tendency as a modern and practical approach to undertaking
investments away from home to host countries has increased tremendously in
recent years. The growth of FDI flows worldwide has been accompanied by a
significant increase in the financial resources invested, reaching billions and

trillions of dollars (UNCTAD, 2017). FDI inflows are the primary source of
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investment flows and economic growth in emerging markets. This supports the
propositions proposed by neoclassical, modernization, and endogenous growth
theories, highlighting the crucial role of FDI for developing countries (Sabir et
al., 2019). The FDI investment approach is consistent with the modernization
theory, which suggests that economic growth and sound investment require
substantial capital investment. Foreign investors usually facilitate this (Lee et al.,
2022; Muhammad et al., 2020; Kilicarslan, 2019). The impact of FDI on
emerging markets is positive and significant in boosting economic growth. It is
associated with many benefits, such as technology transfer, relaxation of market

conditions, infrastructure development, innovation, and managerial skills.

With the growing importance of FDI as an appropriate approach for foreign
investors and emerging economies in boosting their economies and speeding up
development, understanding this theme is inevitable. On this ground, the purpose
of this study’s overall objectives and focus is to investigate the impact exerted
by financial development on FDI. The influence of financial development on the
attraction of FDI leads to economic growth through the associated benefits that
are grabbed by host countries when FDI inflows are attracted to their respective
economies. The study utilizes nineteen (19) hypotheses to examine the FDI-
financial development nexus. Also, the hypotheses involve the direct and
moderating effects of institutional quality (corruption, government
effectiveness, and political stability) on FDI and the FDI-financial development
nexus. The hypotheses are classified into five categories covering direct and

indirect relationships between the explained and explanatory variables.
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2.5.1 Financial Development Relationship with FDI

Usman et al. (2021) and Ji and Zhang (2019) assert that financial development
and FDI are highly associated as they all get involved in speeding up economic
growth. The prior belief is that a developed and well-functioning financial sector
increases the host country’s capacity to absorb the economic benefits of FDI
inflows. This is achieved by maximizing the efficient allocation of investments
(Chen et al., 2021). This assertion is consistent with the findings reported by
Bayar et al. (2018), who noted that the financial sector must develop
significantly to influence and facilitate FDI inflows to host countries. Likewise,
Agyapong and Bedjabeng (2019) stressed that FDI is influenced by the
development of the financial sector, thereby speeding up the rate and ability to
capture the spillovers attached to FDI, including technology transfer, innovation,

and economic growth.

The strong relationship between financial development and FDI is built on three
significant aspects. First, financial development attracts FDI inflows, which
increase fund availability in the economy, strengthening financial intermediation
through banking services and stock market movement (Desbordes & Wei, 2017).
Secondly, a developed financial market creates friendly market regulations,
which, from a practical point of view, results in FDI attraction, thus
strengthening the financial sector. Thirdly, a well-functioning financial system

attracts FDIs because of its vitality of investment attraction, friendly market
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environment, and trade openness (Sharma & Kautish, 2020; Otchere et al.,

2016).

Developing the host country’s domestic financial sector creates flexibility and
alternative sources of financing needed for growth and expansion (Li et al.,
2018). A well-developed and functional financial sector provides an avenue for
foreign investors to undertake sound FDIs by getting access to borrow from the
local markets through financial debt instruments (bond market) offered by the
capital markets (Morrison, 2019). Accessing financing from the host country’s
financial development is advantageous to investors as it boosts their funding
adequacy for investment and operational efficiency. The opinion is consistent
with the argument put forward by Aibai et al. (2019), who noted that the
efficiency of financial development resulting from financial sector development
plays a vital role in attracting FDI to the host countries. Financial sector
development lowers financial transaction costs, reduces investment risks in
foreign countries, and simplifies access to financial resources. The developed
financial sector supports MNEs in satisfying their investment financial
requirements in case they need additional funding from money markets, bond

markets, or stock markets (Juasrikul et al., 2018).

The flow of foreign capital for international investments and the banking sector
is found to play a facilitation role in cross-border capital movement to the host
countries (Zhen & Luu, 2020). Studying the role of the banking sector in

international capital flows, Bailliu (2000) expressed that the domestic banking
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system is an essential channel through which global capital flows to the host
countries. Bailliu’s study ignored the stock and bond markets, contrary to
different studies recognizing the overall financial sector as a mechanism through
which international capital can flow to host countries via the stock market, bond

market, and banking sector (Rillo, 2018).

Donaubauer et al. (2020) revealed that financial development is a key sectoral
aspect of creating an attractive investment environment for undertaking FDI
operations by removing market distortions, facilitating knowledge transfer
across firms, and creating a competitive edge. This opinion supported the
argument made by Ferras-Hernandez and Nylund (2019) that the financial sector
has a crucial role in FDI attraction as it is involved in speeding up innovation
and technology advancement and its spillovers. The financial sector
development helps foreign investors increase their business ventures by
providing them with the financial support they need to expand and soften up
their business operations (Zarrouk et al., 2021). Based on these arguments, it is

hypothesized that.

H1: Financial development is positively related to FDI.

The banking system’s efficiency in providing services is a channel through
which investors are expected to get different financial services (Gomber et al.,
2018). The services include bank deposits, facilitation of local and international
payments, and short- and long-term financing. Banks are also involved in the

underwriting process while raising funds from the public through issuing shares
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and bonds, and in intermediation roles for collecting and disbursing investors’
returns from dividend distribution. According to Pham et al. (2022), bank
services facilitate savings from surplus spending units regarding deposit
collections and make them available to deficit spending units regarding overdraft
facilities and short-term and long-term bank loans. This means that banks’ roles
are to facilitate the productive use of financial resources by assisting net savers
in channeling their funds to more profitable investments. Empirical studies
carried out to examine the role of the banking sector in FDI attraction noted a
significant impact exerted by banking services in influencing FDI inflows to the
host countries (Tongurai & Vithessonthi, 2018; Sethi et al., 2020; Jena & Sethi,
2021). The observation is that the banking sector contributes to economic
prosperity in developing countries. At the same time, Tongurai and Vithessonthi
(2018) noted a negative relationship between banking sector development and
agriculture in developed economies. Contrary to this finding, the positive impact
of banking sector development has been indicated in enhancing FDI attraction
through the acceleration of economic growth (Sethi et al., 2020; Jena & Sethi,

2021).

Qamruzzman and Wei (2019) pointed out that the development of the banking
sector attracts FDI inflows as it assures foreign investors access to quality
financial services. One of the aspects of the bank sector that can create investors’
confidence is the level of assets held, as it forms the basis of financial resources
available for extending credit to private investors (Anvarovich, 2022). The
extent to which banks have a high level of assets is a symbol of liquidity,

efficiency in providing services, lower transaction costs, and quick and short-
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term service provision, accompanied by competitive foreign exchange services.
On top of that, it indicates the availability of funds for smooth credit provision,
which attracts foreign investors to invest in the host countries in the form of FDIs
(Duffie, 2022). However, a weak, inefficient, and uncompetitive bank system
characterized by illiquidity discourages foreign investors from flowing and
making investments in such economies, thereby receiving low FDI inflows
(Viktorov & Abramov, 2020). Thus, the influence of banking services on FDI

inflows, particularly its level of assets held, forms the basis for hypothesis H1a.

Hla: Bank assets level is positively related to FDI.

According to Islam et al. (2020), banking sector development, which facilitates
credit provision to the private sector, plays a significant role in attracting FDI
inflows as foreign investors are convinced by access to finance, particularly
additional funding, during the expansion of their investments in the host
countries. Despite the crucial role of the banking sector's credit provision to the
private sector in attracting FDIs, Islam et al. (2021) reported that credit to the
private sector has been negatively associated with FDI in BRIC countries
(Brazil, Russia, India, and China). This implies that more credit is provided to
foreign investors as a sign of lowering their returns through compensation for
the financing costs and loss of financial control. Hence, foreign investors are
influenced by the low level of credit financing by the host countries’ banking
system to protect their profit margins from their investments in FDI projects.
Credit offering to the private sector is a mechanism for risk sharing, and for that

matter, it is essential for attracting investors, especially foreigners, for inward
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FDI. A similar proposition was made by Nkoa (2018), who noted a significant

positive impact of private credit on FDI inflows.

The examination of the determining factors for FDI inflows to the host countries
reveals that bank sector development, currency appreciation, reduction of
corporate tax rate, import tariffs, and reforms in the financial sector have
significant and positive impacts on FDI inflows to the host country (Sadiq et al.,
2021; Shafiq, 2021). The provision of credit to the private sector simplifies the
need for additional capital during the growth and expansion stage. The emphasis
on the pivotal role of bank credit to the private sector in attracting FDI inflows

leads to hypothesis H1b.

H1b: Credit to the private sector is positively related to FDI.

The higher the value of stock traded in the stock market, the more foreign
investors are attracted to invest in the economy in the form of FDI (Sabir et al.,
2019). This indicates that the investors consider the market attractiveness for
them to register, get listed, and trade their equity stocks. According to Nkoa
(2018), an economy with well-established stock markets and the stock value
being traded is significant; it creates liquidity in the market and dramatically
attracts FDI inflows to the host countries. Performing stock markets adds value
to the economy by improving the efficiency of financial development (Islam et

al., 2021).
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Aibai et al. (2019) noted the significant role of a well-developed and efficient
stock market based on its stock value traded, as it influences the attraction of
FDI to such economies. The attraction of FDI inflows to countries with
performing stock markets is defined by the value traded, resulting from foreign
investors (customers) demanding the products and services offered by such stock
markets (Pham et al., 2022). The value of stock traded provides investment
flexibility to the investors to hold or not to hold the stocks for future
expectations, since investors can sell their shares and create liquidity or buy
shares for future profit. The sensitivity of value traded in making the stock

market attractive for inward FDI governs the development of hypothesis Hlc.

Hlc: Value traded is positively related to FDI.

High stock market capitalization reflects the liquidity and efficiency of the stock
market and its contribution to financial development (Sharma & Bardhan, 2018;
Pradhan et al., 2019). According to Pham et al. (2022), high stock market
capitalization is a valuable tool for investors to assess the unsystematic risk
affecting their return from an equity interest to realize the anticipated profit.
Stock market capitalization is used to predict profit-making or loss-making
stocks. In the case of loss-making stocks, the immediate financial advice on the
investment is to sell them, while in the case of profit-making stocks, the decision

is to keep or buy more for better expected future returns.

Omar et al. (2022) observed that high stock market capitalization indicates the

performance of the stock market and the protection of investors’ equity interest,
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attracting FDI inflows to the host countries. Likewise, the argument Islam et al.
(2021) put forward, patterning the impact of stock market capitalization is that
the relationship between the two is positive. On top of that, the findings of Nkoa
(2018) reported that when examining the impact of financial development on
FDI for African countries, a positive relationship was found between stock
market capitalization and FDI. These empirical arguments on the essential role
of stock market size based on market capitalization in attracting FDI lead to

hypothesis H1d.

H1d: Market capitalization is positively related to FDI.

2.5.2 Effect of Institutional Quality on FDI

The study investigates the impact of different dimensions of institutional quality
(IQ) on FDI. The institutional quality dimensions covered by this study
(corruption, government effectiveness, and political stability) play a crucial role
in attracting foreign investors and FDI at large (Ashraf et al., 2022; Islam et al.,
2020). Attractive institutional qualities create efficient, integrated, competitive
financial development. The quality attached to the institutions in the host
countries provides a good investment environment that attracts foreign investors

and projects in the form of FDIs (Aibai et al., 2019; Rao et al., 2020).

In creating a suitable investment climate that can attract foreign investors, the
government has to promote financial development by setting up effective
banking systems and well-functioning stock markets among the key initiatives
(Krifa-Schneider et al., 2022). The government has a regulatory role in the
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provision of quality services by creating strong and sustainable quality
institutions, exercising good governance through political stability and
accountability, reasonable regulations through government effectiveness, and
enforcing the law through minimizing and ultimately eliminating corruption

(Nguyen et al., 2018; Yudaruddin, 2022).

Countries with either solid or weak institutions and developed or
underdeveloped financial sectors, as long as they are in economic transition, both
benefit from all spill-over effects attached to FDI inflows (Ross, 2019). The
reason behind equity in benefiting from FDI inflows is that countries with
underdeveloped financial sectors, while in economic transition, depend more on
FDI inflows for investment in their host countries than countries with developed
financial systems and still in economic transition. Zou et al. (2022) highlighted
that developing countries need capital for investments, and such capital is less
costly when they receive inward FDI. Institutional quality is a crucial aspect of

FDI attraction, and on this premise, hypothesis H2 is developed.

H2: Institutional quality is positively related to FDI.

Corruption negatively affects institutional quality by distorting the pattern of
capital inflows and also affects FDI inflows to the host country (Lestari et al.,
2022). Various literatures investigating the effects of corruption on FDI and
financial development reveal that political environments, lack of good
governance, lack of alternative sources of capital, need for regulatory reforms,

and lack of quality institutions are the leading causes of corruption (Ali et al.,
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2020; Zhang & Zhou, 2021; Lestari et al., 2022). The corruption growth rate is
usually minimized by the rule of law, government effectiveness, and suitable
governance structures (Khan et al., 2019; Islam et al., 2020). This argument

enables the formulation of hypothesis H2a.

H2a: Corruption is negatively related to FDI.

Government effectiveness promotes financial sector development by creating a
smooth banking and stock market operations environment. Since the government
is involved in establishing policies and all economic development initiatives, it
is in an excellent position to facilitate the development of the financial sector to
attract investors and sound investments. In countries where government
institutions are effective, a good investment climate prevails. This also entails
the rate of FDI inflows attracted to the economy (Fon & Alon, 2022; Silajdzic &
Mehic, 2022). Government effectiveness reflects the absence of excessive
bureaucracy in the economy. Excessive bureaucracy is among the sources of
corruption as it creates difficulties in accessing services, which pollutes the
business environment, making it unattractive for investors, hence low FDI
(Bhasin & Garg, 2020). Excessive bureaucracy is also created by changes in
political regimes (Carino, 2019). The mixed views on the role of government

effectiveness on FDI lead to hypothesis H2b.

H2b: Government effectiveness is positively related to FDI.

Political stability is critical for inward FDI attraction and financial sector

development for individual countries and economic regions such as the EAC
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(Olorogun, 2022; Alshamlan et al., 2021; Fernandez & Joseph, 2020). A suitable
investment climate depends mainly on the political stability required for calm
business operations for domestic and foreign investors and is essential in
deciding on FDI locations in the host country (Dada & Abanikanda, 2020;
Munjal et al., 2022). A conducive investment climate comprises quality
institutions capable of controlling corruption, standing for accountability,
insisting on the rule of law, and maintaining political stability. Likewise, these
institutions ensure the effectiveness of government activities (Sabir et al., 2019).
Quality institutions help the host country attract more FDI inflows (Aibai et al.,
2019). Hypothesis H2c is developed to reflect the influence of political stability

on FDI inflows.

H2c: Political stability is positively related to FDI.

2.5.3 The Moderating Effect of Corruption on the Relationship between

Financial Development and FDI

The perception of the existence of corruption in the economy has a significant
impact on inward FDI flow (Bawole & Langnel, 2023). Corruption is perceived
to exist in the economy where there is no enforcement of the law, no protection
for investors’ rights, and poor institutional quality (Islam et al., 2020). When the
country’s economy is characterized by a developed financial sector with quality
institutions, the perceived rate of corruption is low, and investors’ confidence is
high (Kaidi et al., 2018; Khan et al., 2018; Khan et al., 2019). Countries with

reasonable control of corruption due to quality institutions in place are found to
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attract more foreign investors as they have promising financial developments
that can absorb the needs of multiple investors when deciding on their FDI
locations (Lestari et al., 2022). Reliability of the financial transactions and
transparency play a pivotal role in developing the country’s financial system
(Islam et al., 2020). Because of this significant role, control of corruption and its
perceived existence depend on quality institutions that can moderate these two

sectors (Aibai et al., 2019).

Lower corruption level helps foreign investors hedge against investment risks
(Pham et al., 2022). Scholars highlighted that corruption misleads investors to
invest their financial resources in unproductive sectors (N’dri & Kakinaka, 2022;
Chen et al., 2022). Consequently, the misallocation of these resources results in
financial distress. Corruption and its impact deter inward FDI flows and shrink
the financial sector (Pham et al., 2022; Song et al., 2021). Institutional quality is
the only tool that can be used to mitigate the effects of corruption and limit the
same from further deepening roots (Feng & Yu, 2021). Given this adverse
impact of corruption on FDI inflows, the relation between the two is negative

(Krifa-Schneider et al., 2022).

Lestari et al. (2022) elucidated that corruption’s impact on financial
development and FDI varies across countries, with negative and positive effects.
The observation made by Krifa-Schneider et al. (2022) is that developed
countries have a lower rate of corruption relative to developing economies. The
reason behind this variation in corruption levels between developed and

developing economies is institutional quality. Developed countries have more
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vital institutions that adhere to regulatory systems than emerging economies
(Wang et al., 2020). Fighting against corruption is critical for FDI attraction
(Krifa-Schneider et al., 2022; Heo et al., 2020; Mauro et al., 2019). Countries
free from corruption tend to attract more FDI under foreign investors’
perceptions that the economies have a safe investment environment (Lestari et
al., 2022). However, the high corruption level discourages investors and makes

them hesitant towards the country’s attractiveness for investment.

The location-based FDI theory postulates that for a country to gain location
advantages for FDI attraction, it should have a well-developed financial sector
supported by a low corruption level. Lestari et al. (2022) noted that, even if the
country has a sound financial development system, the prevalence of corruption
deters FDI inflows. Lestari et al. (2022) stressed that a country that is corruption-
free with vibrant financial developments attracts inward FDI flows to the
economy. On the other hand, Ali et al. (2020) reported a non-linear relationship
between corruption, financial development, and FDI. These contradicting

findings lead to hypothesis H3.

H3: Corruption moderates the relationship between financial development and

FDIL

The level of banking assets used as reserves for operational and transactional
requirements highly influences financial development, thereby impacting FDI
inflows to the host countries (Donaubauer et al., 2020). The effect of corruption

on financial development has the same magnitude on the banking sector,
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particularly for its growth and attainment of high levels of assets (Lestari et al.,
2022). The effects of corruption on bank performance render its efficiency in a
devastating state, towards the capacity to meet customers’ credit needs in doubt,

discouraging foreign investors.

Banking sector development, its contribution to facilitating capital movement
locally and internationally, and attracting domestic and foreign investments
depend on the country’s regulatory system (Fant et al., 2022; Liu et al., 2020;
Sharma & Paramati, 2021). A country governed by law enforcement and strict
anti-corruption policies has well-established financial developments since norms
and culture are embedded in formulating financial policies, rules, and regulations
(Lestari et al., 2022). When quality institutions are implemented, the positive
relationship between financial development and FDI prevails as institutional

quality already contains corruption (Bilir et al., 2019).

For a country to be better positioned to attract FDI inflows, establishing quality
institutions is key (Islam et al., 2020; Khan et al., 2020). Corruption hurts
financial development and FDI (Martins et al., 2020). It is essential to consider
its effects when developing financial sector strategies to attract more FDIs to the

host countries (Krifa-Schneider et al., 2022).

H3a: Corruption moderates the relationship between bank assets and FDI.
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The development of the financial sector, including the banking system, depends
on institutional quality (Zhang & Zhou, 2021). FDI attraction is influenced by
the control of corruption through quality institutions so that FDIs can flow to the
economy (Yudaruddin, 2022). Regardless of how the banking sector is
developed, if the country has no mechanisms for controlling corruption, banks
cannot provide credit to the private sector smoothly and equitably. This tendency
of uncertainty of accessing financing from the host country’s financial
developments discourages foreign investors, leading to low FDI flows (Lestari

et al., 2022).

According to Krifa-Schneider et al. (2022), financial development reflects the
financial sector’s capability to provide financing to investors through credit for
their business growth. The financial sector development provides the funding
needed by investors through banking services at a low cost. When the country
has a system of controlling corruption, the provision of credit by banks to the
private sector is made possible and efficient (Islam et al., 2020). Without
corruption, the banking system becomes functional by providing quality services
to investors (Sharma & Paramati, 2021). The quality of services banks offer to
investors influences FDI inflows and reflects the host countries having a low
level of corruption stemming from institutional quality (Liu et al., 2020; Aibai

et al., 2019).

H3b: Corruption moderates the relationship between credit to the private sector

and FDI.
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The development of the financial sector in conjunction with stock market growth
impacts FDI inflows (Krifa-Schneider et al., 2022). Well-developed stock
markets are avenues for the provision of good services to investors in attracting
FDI to the hosting economy. The efficiency of the stock markets in providing
services to investors without corruption intervention increases investors’
confidence and trust in the stocks traded (Liu et al., 2020). According to Sharma
and Paramati (2021), the development of the stock markets encourages saving
tendencies by surplus spending units, in which the saved financial resources can
be invested in profitable securities traded in the stock exchange markets. When
the economy is affected by corruption, the growth and performance of the stock
markets cannot be achieved, and the stock value traded is low (Islam et al.,
2020). The higher the value of the stock traded, the better it attracts investors
since it symbolizes well-functioning performance (Islam et al., 2021). The
existence of corruption negatively affects the stock markets and its influence on

FDI (Krifa-Schneider et al., 2022).

H3c: Corruption moderates the relationship between value traded and FDI.

The higher the stock market capitalization, the higher the value the investors
place on the stock markets in a given country, with a view to its liquidity and
performance (Pradhan et al.,, 2019). Stock market capitalization positively
influences FDI inflows, but when corruption occurs, the impact is negative
(Islam et al., 2020). According to Pham et al. (2022), stock market capitalization
assists investors in assessing the unsystematic risks affecting investment in

stocks at a given time. Higher market capitalization contributes to the financial
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development and attraction of FDIs (Bardhan, 2018). In an economy with
corruption, the contribution of stock market capitalization in attracting FDI to
the host country is withered by adverse effects of corruption on investors’ rights

(Krifa-Schneider et al., 2022; Islam et al., 2020).

H3d: Corruption moderates the relationship between market capitalization and

FDIL

2.54 The Moderating Effect of Government Effectiveness on the

Relationship between Financial Development and FDI

Government effectiveness is one of the key components of institutional quality.
It plays a significant role in attracting FDI inflows to the host countries in the
developing economies, resulting from less developed institutions, including the
financial sector (Peres et al., 2018). In developing strategies and formulating
policies while setting up initiatives for attracting FDI inflows to developing
countries, government effectiveness is the precondition that has to be in place to
minimize the challenges brought by excessive bureaucracy (Sabir et al., 2019).
The institutional quality indicators are closely related, but government
effectiveness influences the others (Karim et al., 2022; Barbier & Burgess,
2021). Different studies reveal that quality institutions have a positive impact on
both economic development and FDI inflows (Aziz, 2022; Huang et al., 2022;
Duodu & Baidoo, 2022; Khan et al., 2022; Van Bon, 2019; Hayat, 2019). The
country with poor institutions experiences low FDI inflows. This indicates that

weak institutions harm attracting FDI inflows to the host country (Beazer &
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Blake, 2018). Foreign investors’ confidence to carry out investment in host
countries is found to be higher in countries where the government is stable. Since
government effectiveness is an essential indicator of institutional quality and
positively impacts FDI, it is used in the study to moderate the impact of financial

development on FDI (Islam et al., 2020; Sabir et al., 2019).

The government’s proper use of public funds reflects its effectiveness in
controlling financial resources (Bani-Mustafa et al., 2022; Musau, 2022).
Albassam (2022) opined that government effectiveness influences financial
sector performance towards providing financial services. This results in
economic development, solid financial developments, a conducive investment
climate, and the attraction of foreign investors. The effectiveness of the
government leads to control of corruption and inflation. These factors adversely
affect the investment climate and discourage foreign investors, deterring inward
FDI flows (Pham et al., 2022). When government effectiveness prevails in the
economy, entrepreneurial activities promote growth in international trade and
FDI flows (Fon & Alon, 2022; Farooq, 2022). This makes the government’s
effectiveness positively related to FDI inflows (Islam et al., 2020; Pham et al.,
2022; Feng &Yu, 2021).

H4: Government effectiveness moderates the relationship between financial

development and FDI.

Islam et al. (2020) observed that the moderating effect of government

effectiveness on financial development positively influences FDI, although the
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impact is not very strong. On the other hand, Sabir et al. (2019) revealed that the
effects of government effectiveness on FDI attraction are higher in developed
countries than in emerging economies. The rationale behind government
effectiveness in having a diverse impact in attracting FDI inflows across
different countries is based on institutional quality established in the developed
economies relative to the emerging markets (Sabir et al., 2019). When the
government is ineffective in having strong institutions, FDI inflows are low

(Sabir et al., 2019).

The level of bank assets reflects its sectoral efficiency in providing quality
services to investors in the economy (Tahir & Alam, 2020; Aibai et al., 2019).
Koop and Hanretty (2018) indicated that government effectiveness captures the
process of quality service provision in the economy by making the services
required independent from political pressure. Through government
effectiveness, financial development is strengthened, and the banking sector
grows by offering quality services to the public. The central role played by the
banking sector is intermediation, in which the collection of deposits in the form
of savings is made, and such savings are lent to borrowers. The impact of
government effectiveness in quality service provision is the same across
countries regardless of income level (Sabir et al., 2019). Du & Zhang (2018)
opined that government effectiveness attracts foreign investors more than policy
uncertainty when investing their capital in host countries. Under government
effectiveness and sufficient bank assets supported by quality services, more

foreign investors will be attracted to invest in host countries in the form of FDI.
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H4a: Government effectiveness moderates the relationship between bank assets

and FDI.

Sabir et al. (2019) reported a positive and statistically significant impact exerted
by government effectiveness in attracting FDI inflows. The relationship
observed is powerful, implying that quality institutions matter for inward FDI
flows. Privatization is deemed a key factor for government effectiveness, in
which the more the financial sector is privatized, the higher the level of FDI
inflows (Ofoeda et al., 2022; Olorogun et al., 2022; Lestari et al., 2022). Availing
credit to the private sector is among the vital banking services that reveal the
development of the financial system. As Kemoe and Lartey (2022) highlight, all
the services provided to the economy are captured by government effectiveness.
Hence, credit provision by banks to the private sector to facilitate FDI inflows is
enhanced by government effectiveness. Likewise, government effectiveness is
vital in the privatization process as it influences the flow of credit to the private
sector and smoothens out investment platforms. Bank credit to the private sector
is the measure of the financial sector development in facilitating funding
availability to support the private sector investment regarding financial needs
(Appiah-Otoo & Song, 2022). Certainty of credit to foreign investors becomes a

catalyst for inward FDI attraction.

H4b: Government effectiveness moderates the relationship between credit to the

private sector and FDI.
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Jeanluc and Muiruri (2022) noted that stock value traded is essential in financial
sector development. The authors elucidated that the stock value traded has a
significant positive relationship with FDI inflows. The influence of the stock
value traded in the economy creates financial market liquidity, increasing
investors’ confidence and attraction to FDIs. Stock value traded positively
impacts inward FDI flows in developed countries (Jeanluc & Muiruri, 2022).
However, in the same study, Jeanluc and Muiruri (2022) failed to establish a
relationship between stock value traded and FDI inflows for developing

countries.

Despite the crucial role of stock markets in attracting inward FDI to host
countries observed in developed economies, the situation can be different for
emerging markets because of multiple factors stemming from the development
status of these markets. First, the stock markets in emerging economies are less
significant in attracting FDI due to their small size and liquidity constraints
compared to those in developed economies, which create challenges for foreign
investors to enter smoothly and consequently reduce the attractiveness of FDI.
Secondly, emerging economies may have less developed regulatory frameworks
and transparency standards for their stock markets, making them less robust,
which in turn deters foreign investors who prioritize stability and predictability
in the investment environment. Thirdly, emerging markets are generally
perceived to have higher risks due to political instability, currency volatility, and
shallowly grounded legal systems, which increase the perceived risk premium

for investing in stocks in these markets, thereby discouraging FDI inflows.
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Other factors that make stock markets in emerging economies less attractive to
foreign investors compared to developed markets include market efficiency,
which could lead to inefficient price discovery; market infrastructure, which may
pose challenges to the trading platforms, settlement systems and intermediation
process; lack of alternative investment avenues, and currency risk where
fluctuations in the local currency can affect returns for foreign investors when
repatriating funds. Despite the challenges facing the stock markets in emerging
economies, government effectiveness strengthens the services provided to the
public, which can also be seen through the high value of stocks traded.
Consequently, the moderating effect of government effectiveness on the two
sectors reveals a positive influence of stock value traded on FDI (Islam et al.,
2020). Governments and market regulators in these economies continuously
implement reforms to improve market transparency, investor protection, and

operational efficiency to attract more FDI through stock markets over time.

H4c: Government effectiveness moderates the relationship between value traded

and FDI.

The moderating effect of government effectiveness positively impacts FDI
(Islam et al., 2020). The efficiency of the government through the established
institutions increases the stock market services (Purewal & Haini, 2022). The
stock market capitalization reflects the performance of the capital markets and
the financial development in general (Omodero, 2020; Garcia et al., 2019). The

author expressed that stock market capitalization is an appropriate measure of
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the availability of financing in the economy. Government effectiveness creates
a conducive environment for stock market activities (Ali & Ramakrishnan,
2022). A host country with an effective government attracts more foreign
investors since the stock market capitalization level reflects the stock market’s
ability to mobilize funds for investments through interaction with the market

participants (Pham et al., 2022).

H4d: Government effectiveness moderates the relationship between market

capitalization and FDIL.

2.5.5 The Moderating Effect of Political Stability on the Relationship

between Financial Development and FDI

Political stability has an influence on FDI inflows to the host countries since the
government is in control of the political pressure (Forte & Abreu, 2022; Farooq
et al., 2022). This is a sign of government effectiveness in creating a conducive
investment climate by encouraging investors to locate their investments in their
countries (Othman, 2022; Nkansah-Dwamena & Yoon, 2022; Nhuong & Quang,
2022; Ramasamy & Yeung, 2022). Foreign investors are more confident to
invest in countries with political stability characterized by a stable government,
as there is no possibility of sudden change or reversal in foreign and local
investment policies (Sabir et al., 2019). Politically stable countries are found to
be suitable locations for FDI by foreign investors since democracy is assumed
to prevail in such countries. In such countries, the reliability and transparency of
transactions are high, thereby rendering less fear to foreign investors (Simbi et

al., 2022; Burchill et al., 2022). Wilhelms (1998) argued the importance of
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political stability when developing the institutional FDI fitness theory, noting it
to be one of the preconditions when deciding where to locate FDI in the host
country. Politically stable countries simplify the risk and return analysis to be
carried out by the investor during the assessment of the viability of the
investment in the foreign markets (Wang et al., 2022). Based on the empirical
findings, Sabir et al. (2019) reported on the positive significant relationship
between political stability and FDI inflows. The study intends to use the same to

moderate the impact of financial development on FDI.

Political stability is instrumental in financial development (Khan et al., 2022).
Political stability creates competitive markets where all interested investors can
interact freely under fair treatment. Political stability accelerates financial
development, improving the business environment for FDI attraction (Muye &
Muye, 2017). Aibai et al. (2019) revealed that political stability is essential for
attracting FDI and utilizing the benefits of FDI. On top of that, Irandoust (2021)
stressed that political stability is the most critical location-specific advantage for
FDI attraction. Given its economic impact, political stability and FDI are

positively related (Islam et al., 2020; Kaufmann et al., 2011; Aibai et al., 2019).

HS: Political stability moderates the relationship between financial development

dimensions and FDI.

Political stability is an essential factor in developing a conducive investment
climate. Pham et al. (2022) and Islam et al. (2020) expressed that political

stability results from quality institutions. Political stability builds up a well-
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ordered society, which is one of the critical location advantages when foreign
investors decide where to locate their investments in host countries. Islam et al.
(2020) postulated that political stability enhances government stability,
socioeconomic conditions, and investment profile. All these factors contribute
to inward FDI attraction. The moderating role of political stability on the
relationship between bank assets and FDI is significantly positive (Pham et al.,

2022; Islam et al., 2020).

H5a: Political stability moderates the relationship between bank assets and FDI.

Political stability is built on better institutional quality, making host countries
attractive for FDI inflows (Pham et al., 2022). Otchere et al. (2016) elucidated
that political stability fosters FDI inflows to the host countries by ameliorating
the investment climate. This is achieved through attractive economic policies,
enforcement of contracts, protection of property rights, and an improved
regulatory environment. Political stability strengthens the market’s competitive
position for all investors. The moderating role of political stability on bank credit
to the private sector positively impacts FDI inflows as investors become
confident in the financial developments (Pham et al., 2022; Islam et al., 2021;

Islam et al., 2020).

H5b: Political stability moderates the relationship between credit to the private

sector and FDI.

Audi et al. (2022). Khan et al. (2022) and Mertzanis and Allam (2018) indicated

that political stability is the basis for legal stability and the performance of the
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stock markets. Investors are motivated to invest in a stable legal environment
(Islam et al., 2021). Political stability has been revealed to increase capital
inflows across the border and enhance trade (Li et al., 2021; Anthony-Orji,
2018). The authors further argued that stock value traded contributes to FDI
inflows in host countries where political stability exists. The moderating effect
of political stability on stock value traded has a significant positive impact on
FDI inflows (Islam et al., 2020; Pham et al., 2022; Sabir et al., 2019; Islam et al.,

2021; Irandoust, 2021).

H5c: Political stability moderates the relationship between value traded and FDI.

Babhri et al. (2018) noted that political stability increases freedom in the capital
markets. Consequently, capital markets influence FDI inflows by increasing the
flow of financial capital. Political stability strengthens the ability of inward
attraction of FDIs to the host countries and widens the loops for benefiting from
FDIs received (Aibai et al., 2019). In host countries with political stability, the
local markets and international interactions function properly (Krifa-Schneider
et al., 2022). Functional markets are crucial location advantages for FDI
attraction (Islam et al., 2020; Krifa-Schneider et al., 2022). The moderating role
of political stability on stock market capitalization has a positive impact on
inward FDI flows (Irandoust, 2021; Islam et al., 2020; Pham et al., 2022; Sabir

etal.,, 2019; Islam et al., 2021).

H5d: Political stability moderates the relationship between market capitalization

and FDI.

143



2.6 The Conceptual Framework

This section provides the suggested conceptual framework for the study. The
set-up of this conceptual framework is based on the pieces of literature reviewed
from past empirical studies and the theoretical underpinnings conceptualizing
the FDI phenomena. Generally, the focus is on investigating whether financial
sector development impacts inward FDI flows to the host countries and, in this

case, the EAC countries from the emerging economies.

The study employs developments of integrating theoretical rationale and
empirical underpinnings when setting up the conceptual framework, which
provides guidance and a roadmap in giving proper direction for the ongoing
study. The study utilizes the institutional FDI fitness theory to examine the
impact of financial development on FDI. The theory considers the role of quality
institutions. Likewise, overall location advantages of the host countries are
identified as preconditions for foreign investors when deciding where to locate

their investments (Wilhelms, 1998).

The relationship between financial development and FDI can be adequately
explained using the framework proposed by Ezeoha and Cattaneo (2012),
Agbloyor et al. (2013), Otchere et al. (2016), and Ho and Gan (2021). The model
is appropriate for studying the long-run linear relationship between financial
development and FDI (Nguyen & Cieslik, 2021). This model addresses financial
development's impact on FDI and its role in facilitating international capital flow

to the host countries.
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The development of the financial sector in the host countries is structured under
market fitness. Likewise, institutional quality is a significant location advantage
for both FDI and financial sector development (Krifa-Schneider et al., 2022;
Lestari et al., 2022). In conjunction with other conceptual underpinnings, the
institutional FDI fitness theory is relevant in describing and conceptualizing the
FDI phenomenon. Therefore, the proposed conceptual framework is embedded

in previous studies' theoretical rationale and empirical analytics.

Most previous researchers on the FDI concept have considered only banking
sector proxies and ignored the broad aspect of financial development (Anton &
Nucu, 2020). Contrary to the earlier studies, the study uses banking and stock
market proxies to capture a broader scope of the financial sector. Likewise, bank
assets, value traded, and market capitalization variables can be added to the
institutional FDI fitness theory on capital market fitness to accommodate all the

model components.

The proposed conceptual framework considers the positive relationship between
financial sector development and its impact on FDI, as supported by theories and
past empirical studies. Most of the studies on financial development that have
examined its effects on FDI have reported a significant positive relationship in
attracting FDI to the host countries by increasing the absorption rate and capacity
for foreign investments (Lee et al., 2022; Samour et al., 2022; Islam et al., 2020).

Financial development is significant when focusing on FDI in such a way that
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FDI and its associated spillover benefits start flowing in the host countries only
when the financial development reaches a certain minimum level (Shahbaz et
al., 2021; Lee et al., 2022; Nguyen & Lee, 2021; Nasir et al., 2019). Due to the
crucial role played by financial sector development in influencing FDI inflows
to host countries, economies with underdeveloped financial systems cannot
wholly reap the FDI benefits because of market shallowness (Magbond¢ &

Konté, 2022).

Financial development is a prerequisite condition to be in place when
formulating FDI policies. Financial sector development is the channel through
which foreign capital is directed for investment in host countries. The host
country’s financial sector development makes it an attractive environment for
FDI inflows and facilitates the host country to grab the FDI economic benefits
(Islam et al., 2020). Based on theories and propositions and a growing body of
related literature, the study attempts to investigate the direct and moderating
effects of institutional quality on the impact of financial development on FDI.

The suggested conceptual framework for the study is presented below.
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Figure 2. 4: The conceptual framework
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CHAPTER THREE

3.0 RESEARCH METHODOLOGY

3.1 Introduction

This quantitative research aims to conceptualize FDI phenomena by examining
the role of financial development on FDI attraction, which is an essential sector
for economic growth and sustainable development in East African countries. It
also examines the moderating effect of institutional quality (corruption,
government effectiveness, and political stability) on the FDI-financial
development nexus. Moreover, the study uses the institutional FDI fitness theory
to investigate the influence of financial development, moderated by institutional
quality, on FDI inflows to EAC. This study employs panel data from four (4)

EAC countries from 1995 to 2020.

Studies on financial development and FDI relations have been conducted more
in higher-income countries than in emerging markets, including the EAC. Most
of the studies on financial development have concentrated on economic growth
rather than FDI. So, few empirical studies link FDI and financial development,
and the institutional quality's moderating effect has not yet gained the
appropriate attention. Low FDI inflows to developing countries result from weak
institutions, as institutional quality plays a significant role in business
interaction. Higher institutional quality promotes international trade and FDI for

148



developing countries. In EAC and its partner states, studies on FDI linked with
financial development have received insufficient attention. This allows the study
to examine the relationship between financial development, institutional quality,

and FDI, which will further contribute to the limited literature on this sphere.

3.2 Research Design

The study is based on scientific research seeking to obtain an objective
understanding using scientific inquiry methods. The study employs quantitative
research to examine the relationship between financial development variables
(bank assets, bank credit to private, value traded, market capitalization),
institutional quality (corruption, government effectiveness, political stability),
and FDI. The relationship between financial development, institutional quality,
and FDI has been examined in previous years by scholars in different economies
(developed and emerging) and in various parts of the world. Most of the earlier
studies that investigated this phenomenon used a quantitative research method
rather than a qualitative approach. Utilizing a quantitative research approach in
this study enriches previous studies by increasing the representativeness of the

approach and the power of generalization.

The study used panel data to examine the influence of financial development on
FDI. The data employed in this study were collected from the World
Development Indicators (WDI), the World Governance Index (WGI), and the

stock markets of EAC partner states. The use of panel data aims to minimise, if
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not eliminate, the econometric limitations and assumptions inherent in the cross-

sectional approach.

The study period is from 1995 to 2020. The chosen period fits the study’s
expectations because it captures a broader EAC with more member states than
the traditionally known EAC of three countries (the United Republic of
Tanzania, Kenya, and Uganda). During this period, the EAC expanded by
welcoming new member states like Rwanda, Burundi, South Sudan, and the
Democratic Republic of Congo. From 1995 to 2020, the EAC financial sector
went through remarkable development, such as implementing the stock market
automated trading system and the growth of the banking sector. The automation

of stock trading symbolized some development in the financial sector.

The scope of this study is EAC partner states; however, South Sudan is not
included because of data challenges arising from gaining its independence from
the Sudan Republic in recent years. Likewise, Burundi and the DRC are omitted
because they don’t have stock markets in their economies. The study has
confined its scope to the EAC because of the challenges facing this economic
region, thereby hindering FDI inflows. The challenges facing EAC include high
financing costs, limited credit to the private sector, narrow stock markets with
fewer products, inactive stock market operations with few participants, and low
volume of intra-regional trade. These challenges affect financial sector
development. Similarly, EAC has been the scope of the study because of the
challenges stemming from poor institutional quality, such as excessive

bureaucracy in service provision, corruption, and political instability. All these
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challenges arising from financial development and weak institutions combined

deter FDI inflows.

The relationship between financial development and FDI has been studied by
different researchers using different methodological approaches. The variation
in methodological aspects has been one of the reasons for arriving at different
research findings and conclusions. Some studies have used the static panel
method (fixed effects and random effects techniques), while others have
employed OLS. Some studies also used the ARDL method. Surprisingly,
different studies involving panel data and meeting the appropriate conditions,
including N>T, have employed the GMM method, indicating its preference and
superiority for predicting the relationship and consistency of the reported
findings. However, FGLS-Parks and PCSE are used for panel data when the
conditions are such that N<T and T/N is greater than or equal to 1.5 (N<T; T/N
> 1.5) to produce efficient coefficient estimates and accurate confidence

intervals for hypothesis testing.

Table 3.1: Past studies' methodology on financial development and FDI

S/N Authors Estimation methods Variables
Kumari and Sharma
1 (2017) Static panel Determinants of FDI
Financial reforms
and FDI
2 Rjoub et al. (2017). Static panel determinants
Political,

macroeconomic, and
institutional factors

3 Yimer (2017) ARDL of FDI
Fully Modified Ordinary ~ The role of financial
4 Babhri et al. (2018). Least Squares (FMOLS) development on FDI
Impact of financial
5 Nkoa (2018) GMM development on FDI
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Pradhan et al. (2018)

Static ARDL

Financial
development, FDI,
and control variables

Saini and Singhania
(2018)

GMM

FDI determinants

Sirag et al. (2018).

OLS and DOLS

FDI, financial
development, and
economic growth

]

Moundigbaye et al. (2018)

FGLS-Parks and PCSE

Which panel data
should I use?

10

Aibai et al. (2019)

GMM

Impact of financial
development on FDI

11

Jeanluc and Muiruri
(2022)

OLS

The Impact of
Financial Market
Development on FDI

12

Nasir et al. (2019).

OLS, DOLS, and FMOLS

FDI, financial
development,
economic growth,
and climate

13

Abdouli and Hammami
(2020)

Simultaneous equation
models

FDI, financial
development,
economic growth,
and the environment

14

Cang and Alida (2020)

ARDL

The Impact of
Financial Institution
Development on FDI

15

Canh et al. (2020)

2SLS panel estimation

Uncertainty and FDI

16

Islam et al. (2020).

GMM

Financial
Development and
Foreign Direct
Investment

17

Kurtovi'c et al. (2020)

GMM

FDI determinants

18

Ta,sdemir (2020)

Static panel

FDI determinants

19

Moundigbaye et al. (2020)

FGLS-Parks and PCSE

Bootstrap methods
for inference in the
Parks model

20

Irandoust (2021)

The bootstrap panel
Granger causality

FDI and financial
development

21

Majeed et al. (2021).

Feasible Generalized Least
Squares (FGLS)

The Impact of
Foreign Direct
Investment on
Financial
Development

22

Nguyen and Lee (2021)

GMM

FDI inflow, financial
development, and
uncertainty

23

Shahbaz et al. (2021)

ARDL

FDI determinants,
financial
development,
transport
infrastructure,
education, and
consumption

24

Smith (2021)

ARDL

FDI inflow, financial
development, and
uncertainty
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The effects of FDI
on youth
25 Mkombe et al. (2021). FGLS-Parks and PCSE unemployment
FDI, uncertainty,
and financial
26 Asamoah et al. (2022). GMM development
Sources of Financial
Development and
Their Impact on FDI
27 Haque et al. (2022). Panel ARDL Inflow
FDI, corruption and
financial
Krifa-Schneider et al development around
28 (2022) GMM the world
The impact of
financial
development and
29 Lestari et al (2022). GMM corruption on FDI
Financial
Development and
30 Pham et al. (2022). GMM FDI

Source: Author’s compilation

FGLS-Parks and PCSE estimators are applied in this study to tackle the
unobserved heterogeneity problems that cannot be controlled by OLS and
traditional fixed effects to produce consistent and unbiased results. The
unobserved heterogeneity occurs when country-specific characteristics correlate
with the endogenous regressors, affecting FDI inflows. Country-specific
characteristics include economic development and investment policies, which

impact FDI inflows.

The FGLS-Parks and PCSE estimators are superior in controlling dynamic
endogeneity, simultaneity, and unobserved heterogeneity when the conditions
for panel data are aligned in such a way that N<T and T/N is greater than or
equal to 1.5 (N<T; T/N > 1.5), making them most preferred than other panel data

analysis models. Thus, the study employs the FGLS-Parks and PCSE estimators
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to achieve its objectives by producing precise, consistent, unbiased results that
can be generalized. Further descriptions for FGLS-Parks and PCSE estimators

are provided in section 3.4.2.

3.3 Measurement of Variables

This section comprehensively describes the measurements for FDI, financial
development, institutional quality, and the control wvariables. Financial
development is gauged by the banking sector, which is part of financial

institutions and the stock market, which is part of financial markets.

The study employs FDI inflows as a dependent variable. The appropriate and
common measure of FDI is the net FDI inflows (Wilhelms, 1998; Nguyen &
Lee, 2021). The study uses net FDI inflows as a predominant measure of FDI
inflows, as suggested by previous scholars and in the institutional FDI fitness
theory (Wilhelms, 1998). The use of net FDI inflows to measure the amount of

FDI received in a particular host country has dominated most studies.

Net FDI inflows are considered the best measure of FDI inflows because they
are consistent with the definition of FDI inflows. FDI net inflows to the hosting
economy are the appropriate measure since they cover various cash flow aspects
involving incoming fresh investments, reinvestment of earnings from ongoing
investments, net repatriation of capital, intra-company loans, repayment of
loans, and purchase of the interest of existing firms in the form of Mergers and

Acquisitions (M&A).
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The independent variables used in the study are accommodated under a more
comprehensive scope termed financial development. Financial development has
a broader measurement aspect because of its importance in economic
development. World Bank suggests that financial development can be measured
based on different categories such as access, depth, soundness, and size of the
financial development. Likewise, financial development can be estimated based
on the country’s financial development performance regarding service
provision. The broader and more efficient the financial services provided, the

higher and more robust the country’s financial development degree.

Heaton et al. (2022) asserted that measuring financial development requires
flexible rather than rigid measures, which can result in misleading results. The
banking sector is one of the most flexible and essential dimensions in measuring
financial development. Most countries trying to create a conducive investment
environment rely on the banking sector because of its intermediary role of

linking the savers and borrowers (Allen et al., 2019).

Stock markets play a significant role in the economy by bringing together buyers
and sellers of financial assets in the interaction between surplus spending units
(SSUs) and deficit spending units (DSUs). Stock markets, therefore, are vital
sources for companies to generate funds for business purposes (Roy et al., 2022;
Sadiq et al., 2022). The measure for financial development is based on the

banking sector and stock markets.
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For the banking sector, the study uses two indicators: bank assets over GDP and
bank credit to the private sector over GDP. These indicators have been
previously used in different studies (Kellard et al., 2022; Nyasha et al., 2022).
The ratio of bank assets to GDP reflects the whole level of banking sector
development relative to the economy (Huljak et al., 2022; Mansour et al., 2022).
This indicator reflects the savings available in the economy and readiness to
deposit them for accessible bank intermediation services between the savers and

borrowers.

The bank credit to private sector ratio to GDP is a handy indicator of the financial
sector development in reflecting the domestic and foreign services offered to the
investors. The isolation of credit to the private sector makes it a precise measure
of the financial sector development in facilitating funding availability to support
the private sector investment regarding financial needs for growth and expansion
(L1 & Zhang, 2022; Thathsarani et al., 2021). Bank credit to the private sector is
extensively used as the leading indicator for measuring financial sector

development (Jena & Sethi, 2021; Anyanwu et al., 2018).

Pham et al. (2022) argued that bank credit to the private sector is highly
employed as a primary financial development proxy because bank credit is the
fundamental source of financing investments in developing economies (Jena &
Sethi, 2021). Second, the private sector allocates funds objectively to more

profitable investments for wealth maximization than the public sector (Anyanwu
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et al., 2018). Third, bank credit indicates the ability of the financial sector to
attract savings and allocate them to the most productive economic activities

(Anvarovich, 2022; Turyakia et al., 2022).

The ratio of liquid liabilities to GDP cannot be used because of data challenges.
The results are not affected based on Kagochi (2019), who noted that the liquid
liabilities indicator does not provide a closely related reflection between
financial sector development and services, such as information processing and
risk management. Since the study focuses on the impact of financial
development on FDI inflows, risk and information aspects are vital to investors,
especially foreigners with little insight into host countries’ markets. Such
information is captured by the bank assets proxy and bank credit to the private

sector.

Concerning stock market size, the study used two indicators, stock market
capitalization over GDP and stock value traded over GDP, which have been
commonly used. Different studies (Pham et al., 2022; Sharma & Bardhan, 2018;

Pradhan et al., 2019) have used these indicators.

Stock value traded measures the stock market’s liquidity (Pham et al., 2022).
The stock value traded reflects investors’ ability to purchase new shares or sell
shares held and make profits for a more competitive and liquid market. The value
traded shows the value of domestic shares transacted in the stock exchange

(Saliya, 2022; Thaddeus et al., 2022). Stock value traded captures the volume of
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domestic trading, reflecting the economy’s liquidity (Chen et al., 2022; Ngene
& Mungai, 2022). Stock value traded complements the market capitalization as
it provides a broader picture of the market size by the volume of transactions
carried out (Omar et al., 2022; Adjasi et al., 2022). In a study, Pham et al. (2022)
indicated that the stock value traded reflects the stock market liquidity. In that

case, it is superior to other stock market measures.

On the other hand, stock market capitalization has been used severely as an
essential and appropriate component to measure financial sector development
(Bibi et al., 2022; Inderst, 2021). The justification for using this indicator is that
stock market capitalization is an appropriate measure of the availability of
financing in the economy. Pham et al. (2022) indicated that stock market
capitalization reflects the ability of the stock markets to mobilize funds for
investments through the interaction of the market participants. Previous studies
used stock market capitalization to measure stock market development

(Nargunam & Lahiri, 2022; Jeanluc & Muiruri, 2022).

Moderating variables were employed in this study to strengthen the relationship
between financial development and FDI. The moderators can also change the
direction of financial development proxies towards FDI (Busenbark et al., 2022).
These variables play a role in identifying whether different financial
development variables employed in the study have the same relations with FDI.
The moderating variables under this study are enveloped in a general term

known as Institutional Quality.
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First, the study uses institutional quality proxies for the moderation role to
acknowledge the complexity that exists in the relationship between financial
development and FDI (Khan et al., 2022; Wang & Anwar, 2022). Economic
factors at the microeconomic and macroeconomic levels influence both
variables, financial development and FDI. This complicates the relationship

between the two economic sectors (Islam et al., 2020; Aibai et al., 2019).

Second, institutional quality increases the power of generalizing the results by
maintaining the consistency of the relations and checking for any manipulation
of unobserved interactions. Consequently, the moderators improve the results'
accuracy and enhance the validity of the arrived conclusions (Krifa-Schneider et

al., 2022; Cang & Alida, 2020).

Third, institutional quality helps improve the measurements and testing of the
theory applied in the study. This increases the reliability and strengthens the
measurement quality. The institutional quality can amplify the intensity of FDI
inflows, thereby justifying the institutional FDI fitness theory by providing more

robust evidence (Aibai et al., 2019; Islam et al., 2020).

Measuring a country’s institutional quality is rugged (Aibai et al., 2019). To
measure this aspect, there is a need to use various proxies emanating from legal

systems, governance systems, and political systems. The authors argued that the
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quality of the indicators precisely estimates the institutional quality, which also
indicates the system’s efficiency. Concerning this study, three variables are
involved in estimating institutional quality: corruption, government
effectiveness, and political stability among the institutional quality components
suggested by Kaufmann et al. (2011). The picked-up variables are prominent
proxies in the developing economies, making them appropriate estimators
(Krifa-Schneider et al., 2022; Irandoust, 2021; Islam et al., 2020; Pham et al.,

2022; Aibai et al., 2019; Islam et al., 2021).

Corruption is one of the indicators for estimating institutional quality proposed
by Kaufmann et al. (2011). Corruption is the abuse of entrusted power for private

gain. Corruption is measured by an index from Transparency International (TI).

Government effectiveness is an essential proxy for institutional quality
(Kaufmann et al., 2011). Government effectiveness is the administration doing
what should be done, making people work hard and well, following procedures
in public organizations to achieve their objectives, and attaining all government
missions. The average governance institutional quality index measures
government effectiveness. Based on Worldwide Governance Indicators (WGI),
government effectiveness is calculated by averaging information collected on
the quality of public services, the quality of the civil service and the degree of
its independence from political pressures, the quality of policy formulation and
implementation, and the credibility of the government’s commitment to such

policies.
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Another moderating variable included in the indicators of institutional quality by
Kaufmann et al. (2011) is political stability. Political stability is the degree to
which formal roles and structures coincide with informal roles and structures
within a political system. The average governance institutional quality index
measures this proxy. According to Worldwide Governance Indicators (WGI),
political stability is measured by averaging information collected on the absence
of violence, government stability, freedom from armed conflict, terrorism, state
fragility, public opinion surveys, and economic freedom. These measures
generally combine quantitative data, expert assessments, and qualitative analysis
to provide a comprehensive view of a country's political stability, which is

helpful for informed decisions.

The study uses the GDP per capita constant, inflation rate, trade openness, and
exchange rate as control variables. These variables can influence the relationship
between financial development and FDI. The control variables have the power
and ability to influence the financial sector development and the pattern of FDI
inflows, but there is no correlation with the error term. The control variables

have been included in the study for the following reasons.

First, control variables limit the bias effect caused by measurement error, omitted
variables, and simultaneity. Employing control variables helps consider the
dynamic endogeneity and heterogeneity caused by unobserved variables
(Budzinski & Czajkowski, 2022). Therefore, to critically examine the influence

of financial development on FDI, control variables are included as in previous
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studies (Pham et al., 2022; Krifa-Schneider et al., 2022; Irandoust, 2021; Islam

et al., 2020; Cang & Alida, 2020; Aibai et al., 2019).

The second reason is associated with dynamic information across countries in
the EAC region. Previous studies highlighted that using control variables helps
limit the dynamic variations across countries, such as differences in income
(Zhang et al., 2022). The control variables play a role in determining all possible
slight variations that could influence the results. The control variables amplify
the internal validity by limiting the influential confounding and extraneous
variables to establish realistic and unbiased results. These control variables
greatly influence financial development and overall provision of financial

services and investment pull in the developing economies (Pham et al., 2022).

GDP per capita is a significant factor in attracting FDI inflows to developing
economies (Pham et al., 2022). GDP per capita is the sum of the gross value
added by all resident producers in the economy, plus any product taxes, divided
by mid-year population. Higher GDP reflects the level of economic growth and
purchasing power. Economic growth indicates the living standards for sustaining
and affording high-quality goods and services that foreign investors provide

(Ezeoha & Cattaneo, 2012; Kumari & Sharma, 2017).

The economic development reflected by the GDP per capita level strengthens
financial development by providing financial services for meeting market

demands (Lee et al., 2022; Chuc et al., 2022). Economic development is a
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catalyst for speeding up financial services and intensifying the expansion of
financial development for competitiveness and efficiency of the markets in
meeting the growing customers’ demands (Hatane et al., 2022). This establishes
a positive relationship between GDP per capita constant and FDI. Substantial
studies from different parts of the world reveal a significant positive relationship
between GDP and FDI (Haque et al., 2022; Khan et al., 2019; Mousavian et al.,

2021).

Inflation is another control variable that is used in the study. The annual
percentage change in the consumer price index (CPI) is the basis for measuring
inflation. Inflation reflects the average rate of increase in the price of a basket of
goods and services. Rising inflation can prevent or delay foreign investors’
decisions to invest in a country or retain their already established (existing)
investments (Pham et al., 2022). The increase in the inflation rate indicates poor
management of the monetary system and an unstable economic environment.
High or increasing inflation rates hurt the investors’ expected future profitability,
and the impact is more intense for foreign investors when repatriating income to
their countries (Emako et al., 2022; Yang et al., 2022). The increase in inflation
implies high risks in financial development, which lowers the expected returns,
discouraging investors from raising capital in the market because of
uncertainties. Therefore, inflation has a significant negative relationship with
FDI (Rafidi & Verikios, 2021; Asamoah et al., 2019; Smith, 2021; Canh et al.,

2020; Nguyen & Cieslik, 2021).
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Trade openness influences financial sector development and the flow of
investments, including FDIs. Trade openness is measured by the ratio of imports
and exports to GDP (total trade over GDP). Trade openness increases
competitive advantage by allowing foreign firms to import advanced and
intermediate production inputs relatively easily. Countries with more trade
openness have more entrepreneurial activities and are highly attractive to diverse
investors in and from different business investment categories (Korsah et al.,
2022; Bakar et al., 2022). Pradhan et al. (2019) revealed that trade openness
influences financial development and economic growth and attracts FDI inflows.
Trade openness has a positive relationship with FDI based on its positive
influence on FDI, as empirically evidenced (Pham et al., 2022; Anyanwu, 2018;
Epaphra, 2018). The critical role of trading activities in the economy results in
trade openness having a statistically significant positive relationship with FDI

(Smith, 2021; Maryam & Mittal, 2020).

Likewise, exchange rate volatilities influence the direction of investment flows
and impact financial development. Market forces of supply and demand for
foreign exchange measure the exchange rate. The most common approach to
calculating exchange rates is a bilateral exchange rate system in which one
currency is valued relative to another. Competitive foreign exchange services
attract FDI inflows to the economy as they facilitate fast transactions at lower
costs (Sasana, 2022; Bakar et al., 2022; Korsah et al., 2022). Inefficient foreign
exchange services discourage foreign investors as they create a fear of unfair and
uncompetitive foreign currency prices. Determining exchange rates through

market forces indicates no control of capital movement and multiple exchange
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rates in the economy. This motivates foreign enterprises to freely transfer capital
from one country to another, which, in a real sense, increases FDI flows (Tan et
al., 2019). Effective exchange rate systems increase FDI inflows, accelerating
industrial and entrepreneurial activities. The empirical evidence from Asamoah
et al. (2022) revealed a positive influence of exchange rates on stock markets
and FDI. Hence, the exchange rate has a positive and significant relationship

with FDI.

The measurements of the variables employed are further described below to

reflect on how each item is calculated and the information they represent:

Net FDI inflows are measured as the net annual amount of investment made by
foreign entities in the recipient economy (Net FDI inflows = Foreign investments

into the host country - Domestic investments into foreign economies).

The bank assets are measured in billions of U.S. dollars, representing the total
assets held by a country's entire banking sector, including commercial banks,

savings institutions, and sometimes central or state-owned banks.

The bank credit to the private sector is measured in billions of U.S dollars,
referring to the total value of loans and credit extended by banks and similar

financial institutions to households and private businesses within a country,
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including loans, overdrafts, trade credit, and leasing, but excluding credit to the

government and public sector.

The stock market capitalization is measured in billions of U.S. dollars by
referring to the total market value of all publicly traded domestic companies
listed on the country's stock exchanges. It is calculated by multiplying each
company's share price by the number of its outstanding shares and summing

across all listed firms.

Stock value traded is measured as a percentage of GDP by capturing the total
value of domestic company shares traded on the country's stock exchanges
during the year, relative to the country's nominal GDP. It is calculated by
dividing the total value of shares traded by the GDP and multiplying by 100,
providing a percentage that reflects the liquidity and activity level of the equity

market.

The corruption perception index (CPI) is generally published by Transparency
International, measuring the perceived level of public sector corruption in a
country on a scale from 0 (highly corrupt) to 100 (very clean). It is based on
multiple independent surveys and expert assessments from sources like the
World Bank and Economist Intelligence Unit. Each country's score is an average
of standardized results from at least three sources, providing a reliable composite
measure used to rank countries globally and compare corruption perceptions

across nations.
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The government effectiveness index is measured by the World Bank's
Worldwide Governance Indicators, measuring the quality of public services,
civil service competence, policy formulation and implementation, and the
government's commitment to policies. It combines data from multiple surveys
and expert assessments using a statistical model to produce a score typically
ranging from -2.5 (weak governance) to +2.5 (strong governance). This index
provides a comprehensive measure of how effectively a government delivers

services and implements policies.

The political stability index is measured by the World Bank's Worldwide
Governance Indicators, which measure the likelihood that a country's
government will be destabilized or overthrown by unconstitutional or violent
means, including politically motivated violence and terrorism. The index is
based on the perceptions gathered from multiple expert assessments and surveys
conducted by various international organizations and private firms. Using a
statistical aggregation method, the index combines these sources into a single
score that typically ranges from -2.5 (least stable) to +2.5 (most stable). This
measure reflects the overall political climate, including conflict risk, terrorism

and threats to government continuity.

The GDP per capita (constant) is measured in U.S dollars and is calculated by
dividing a country's inflation-adjusted GDP by its midyear population, with GDP

expressed in the prices of a fixed base year to remove the effects of inflation.
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This measure reflects the real economic output per person and allows for
accurate comparisons of economic performance over time. It is widely used as

an indicator of a country's standard of living and economic growth.

The inflation rate is measured as the percentage change in the average price level
of goods and services over one year, typically using the Consumer Price Index
(CPI). The CPI tracks the cost of a fixed basket of consumer goods and services,
and the inflation rate is calculated by comparing the current year's index with
that of the previous year. This measure indicates how quickly prices are rising

and how the purchasing power of money is changing.

The trade openness is measured in percentage terms by the sum of a country's
imports and exports of goods and services over GDP. This indicator reflects how
actively a country engages in international trade relative to the size of its
economy. A higher trade openness percentage indicates greater integration with
the global market, while a lower percentage suggests limited trade activity or a

focus on domestic production.

The exchange rate in EAC is determined by a free float exchange regime in
which a country's annual exchange rate is measured as the average value of its
currency against the U.S dollar. This rate is determined by market forces such as
supply and demand, without direct intervention by the government or central

bank. It is usually calculated by averaging daily or monthly exchange rates
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throughout the year. The exchange rate fluctuates in response to economic

factors like trade flows, interest rates, inflation, and investor sentiment.

Table 3. 2: Model variables definitions, measurements, and sources

Measurement
Symbol Measurement Source
Variable Name unit
Foreign Direct
FDI Net FDI inflows Billion USD WDI
Investment
Financial
FDV
development
Bank Assets BAT Bank assets Billion USD WDI
BACRE  Credit by banks to the
Bank Credit Billion USD WDI
D private sector
Stock market WDI; Stock
Stock
STCAP capitalization (on listed  Billion USD Markets of
Capitalization
companies) partner states
WDI; Stock
Stock Value Stock market value
STVAL Percentage (%)  Markets of
Traded traded over GDP
partner states
Institutional
1Q
Quality
Perceptions
Corruption Corruption Perception
CORP Index (100 =no WGI
Perceptions Index
corruption)
Index (-2.5
Government Effectiveness of the
GEF weak; 2.5 WGI
Effectiveness government index
strong)

169



Index (-2.5

Political
PST Political stability index ~ weak; 2.5 WGI
Stability
strong)
Economic development
GDP per capita
GDPC (measured by real GDP  Per capita USD  WDI
Constant
per capita)
Annual percentage
Inflation Rate INFL change of the consumer  Percentage (%) WDI
prices index (%)
Imports plus exports
Trade Openness TROP Percentage (%) WDI
over GDP
Value of domestic Exchange rate
Exchange Rate =~ EXR WDI

currency per US Dollar ~ USD

Source: Author’s compilation

The data are sourced from the World Development Index (WDI) and the World
Governance Index (WGI). Because of the challenges of securing data from one
source, some data were collected from the stock exchanges of EAC partner

states.

3.4 Method of Analysis

The study employs panel data for four EAC countries covering 1995-2020. The
data involved aims to establish relationships between independent variables
(financial development indicators) and dependent variables (FDI inflows) using

FGLS-Parks and PCSE estimators. The data analysis uses FGLS-Parks and
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PCSE estimators to generate unbiased and consistent parameters that minimize

the probability of reporting spurious results.

Two-panel data root tests have been carried out. These tests cover the panel unit
root test and the panel cointegration test. The panel tests help perform valid and
consistent regressions for proper analysis. The preference for panel unit root tests
increases over time and becomes more preferred than standard time series unit
root tests. The intention of using panel unit root tests is to examine data
stationarity. With time-lapse, the preference for using panel root tests has
outweighed standard time series unit root tests because of their high analytical
power compared to time series. The incredible power of panel unit root tests
stems from the broader information on the observations and variations relative

to conventional time series data.

This study has employed the Im—Pesaran—Shin unit-root test to check for the
stationarity of the data. Panel unit root tests are preferred over time series unit
root tests based on the advantage that panel unit root tests have asymptotic
standard and normal distribution created by repeated observations, unlike time

series data, which have a non-standard distribution.

There is an implied condition that cointegration occurs when the data are
stationary. Cointegration tests justify the long-run relationships among
independent and dependent variables. Kao (1999), Westerlund (2008), and
Pedroni (2004) are remarkable tests for measuring panel cointegration. These

tests are based on residual statistics while using the null hypothesis of no
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cointegration. The models are efficient in conducting panel cointegration

because of their great statistical power, which relies on dynamic models.

The study presumes that countries are heterogeneous. Kao panel cointegration
tests are employed, favoured by their consideration of dynamic models. Kao
panel cointegration is preferred in this study context over other models because
it is robust to cross-sectional dependence, which can handle interdependence
among the panel units. Additionally, the Kao panel cointegration test allows for
heterogeneous cointegration relationships across units, which can be more
realistic in panel data settings where different units may have different long-run
equilibrium relationships. Similarly, the Kao panel cointegration test best fits
large panels based on its underlying assumptions of accommodating large panels

like the one covered by this study.

3.4.1 Development of Empirical Model

A linear relationship determines the influence of financial development on FDI.
The primary panel data model is appropriate for studying this relation (Nguyen
et al., 2021). The study employs the framework proposed by Ezeoha and
Cattaneo (2012), Agbloyor et al. (2013), Otchere et al. (2016), and Ho and Gan

(2021).

The model for estimating the relationship between FDI and its influencing

factors is based on two underlying assumptions, which are (1) a linear
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relationship and (2) the influence of previous FDI in the estimation of FDI. It is
assumed that FDI and causal factors have a linear relationship because changes
in these variables have a proportionate influence on FDI. The linear relationship
provides the best estimates for large data sets. Since the study involves a large
set of data for four countries over 26 years, considering the linearity between
FDI and the exogenous variables assists in figuring out the relationship between
them. The assumption of previous FDIs influencing the estimate of the FDI is
based on the premise that previous FDIs have spillover effects on the economy

and attract potential foreign investors.

Therefore, the empirical model for estimating the impact of financial

development on FDI is given as follows:

L= o+ Bi (D)Ti1 + 38521 i ¥ie + G (1)

Where:

Ii s the FDI inflows in country 1 at the end of year t, @ represents lag order of
the series while L is the lag operator (With LI =I;1); ¥ represents a vector of
the financial development, institutional quality, and macroeconomic variables;
Biis the coefficient of the lagged FDI and ¢; is a vector of the explanatory

variables; o is the constant and {j is the error term.

To minimize the number of missing observations arising from logging series
with negative numbers, the study introduces a log of 100%, GDP per capita

constant, inflation rate, trade openness and exchange rate consecutively in the

173



model (Ezeoha & Cattaneo, 2012). Logging the variables reduces the degree of

variation of the values and measures the variables to produce closer estimates.

Since some vectors ¥ members are correlated with the error term ({) and are
endogenous to Ii;, the study uses FGLS-Parks and PCSE to estimate the
regression parameters to produce efficient coefficients. Using OLS, fixed
effects, or the traditional random effects models results in inefficient estimation
of the coefficients. These models cannot control measurement error,

simultaneity, and unobserved heterogeneity (Hill et al., 2021).

When we introduce the measures of financial development, institutional quality,
and macroeconomic (control) variables in equation (1) above, the model expands

as follows:

FDIi; = a + BiFDIi1 + B2BATi; + B3BACRED;; + B4aSTVALi; + BsSTCAP;; +
¢1CORP; ¢+ ¢2GEFi¢ + ¢3PSTi ¢+ paGDPCiy + ¢sINFLi i+ s TROP;; + ¢7EXRi; +
Git ()
Where:

BAT is bank assets, BACRED is bank credit to the private sector, STVAL is
stock value traded, STCAP is stock market capitalisation, CORP is corruption
perception, GEF is government effectiveness, PST is political stability, GDPC

is GDP per capita constant, INFL is the inflation rate, TROP is the trade

openness, while EXR is the exchange rate.
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When the institutional quality proxies interact with the financial development

parameters in playing a moderating role, three (3) more equations are developed.

Moderating role of corruption (CORP)

FDL; = o + PBiFDLii1 + P2BAT*CORPi; + B3:BACRED*CORP;i; +
B4STVAL*CORP;; + BsSTCAP*CORP; 1+ BsBATit+ 7 BACRED; ¢+ BsSTVAL;
+PBoSTCAP;+ $1CORP;+ p2GEFi¢ + d3PSTit+ paGDPCi + ¢psINFL; i+ ¢ TROP; ¢

+ O7EXRi¢ + Gt (3)

Where:

BAT*CORP is the interaction term between bank assets and corruption,
BACRED*CORP is the interaction term between credit to private and
corruption, STVAL*CORP is the interaction term between value traded and
corruption, and STCAP*CORP is the interaction term between market

capitalization and corruption.

The moderating role of government effectiveness (GEF)

FDIit = a + BiFDI; 1 + B2BAT*GEF; + BsBACRED*GEF;; + B4aSTVAL*GEF;i;
+ BsSTCAP*GEF;; + BsBATis + B/BACRED;; + BsSTVALi; + BoSTCAPi; +
01CORP; ¢ + 02GEFi; + ¢p3PSTi¢+ p4aGDPCiy + ¢sINFLi i+ ¢s TROP;; + ¢7EXR;; +

Gi “4)
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Where:

BAT*GEF is the interaction term between bank assets and government
effectiveness, BACRED*GEEF is the interaction term between credit to private
and government effectiveness, STVAL*GEEF is the interaction term between
value traded and government effectiveness, and STCAP*GEF is the interaction

term between market capitalization and government effectiveness.

Moderating role of political stability (PST)

FDIi = o + B1FDIi-1 + B2 BAT*PSTi: + BsBACRED*PSTi + BaSSTVAL*PST; +
BsSTCAP*PSTi: + PsBATi: + B7BACREDi; + BsSTVALi¢ + PoSTCAP;; +
01CORP; ¢+ p2GEFiy + ¢3PSTi¢+ paGDPCi + ¢sINFLi+ ¢ TROP; + ¢7EXR; ¢+

Gi )

Where:

BAT*PST is the interaction term between bank assets and political stability,
BACRED*PST is the interaction term between credit to private and political
stability, STVAL*PST is the interaction term between value traded and political
stability, and STCAP*PST is the interaction term between market capitalization

and political stability.

However, the study will conduct further robustness checks using other proxies

for banking services and stock market size. In particular, banking deposits, liquid
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liabilities, stock turnover and the number of listed companies will be employed.

Four models will be used for the extended robustness checks as follows:

FDIit = a + BiFDIi+1 + B2BDSTit + BsBLLBTit + BaSTMTiy¢ + BsSNLSTCiy +
¢1CORP;+ ¢2GEFit + ¢3PSTit+ paGDPCi + ¢sINFLi+ 6 TROPi ¢ + p7EXR; +

Gi (6)

Where:

BDST is bank deposits, BLLBT is bank liquid liabilities, STMT is stock

turnover, and NLSTC is the number of listed companies.

Robustness checks for the moderating role of corruption (CORP)

FDI; = o + PBiFDILi+1 + p:BDST*CORP;; + B:BLLBT*CORP;; +
B4STMT*CORP;; + BsSNLSTC*CORP;y¢ + BsBDSTi + B7BLLBT + BsSTMTi +
BoNLSTCi+ ¢1CORPi ¢+ 92GEFi + ¢3PSTi+ daGDPCi¢ + ¢psINFLi+ ¢ TROP;

+ ¢7EXRi¢ + it 7

Where:

BDST*CORP is the interaction term between bank deposits and corruption,
BLLBT*CORP is the interaction term between bank liquid liabilities and
corruption, STMT*CORP is the interaction term between stock turnover and
corruption, and NLSTC*CORP is the interaction term between the number of

listed companies and corruption.
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Robustness checks for the moderating role of government effectiveness (GEF)

FDIi; = a + B1FDIi1 + B2BDST*GEF;; + B3BLLBT*GEF;; + B4STMT*GEF; +
BsNLSTC*GEF;;+BsBDSTi¢+ f7BLLBT ¢+ BsSTMTi+ BoNLSTCi+ $1CORP;y

+ 02GEFi¢ + ¢3PSTi+ paGDPCiy + ¢sINFL; i+ 6 TROP; s + ¢7EXRi¢ + Cig (8)

Where:

BDST*GEF is the interaction term between bank deposits and government
effectiveness, BLLBT*GEF is the interaction term between bank liquid
liabilities and government effectiveness, STMT*GEF is the interaction term
between stock turnover and government effectiveness, and NLSTC*GEF is the
interaction term between the number of listed companies and government

effectiveness.

Robustness checks for the moderating role of political stability (PST)

FDLi; = o + BiFDIis1 + B2BDST*PSTi, + BsBLLBT*PSTi, + BsSSTMT*PSTi,
BsNLSTC*PST;,+ BsBDSTi+ B/BLLBT; + BsSTMTi + BoNLSTCi,+ ¢1CORP;;

+ 02GEFi¢ + ¢3PSTi ¢+ 0sGDPCi + ¢sINFLi i+ ¢ps TROP; ¢ + ¢7EXRic+ Gy (9)

Where:

BDST*PST is the interaction term between bank deposits and political stability,
BLLBT*PST is the interaction term between bank liquid liabilities and political
stability, STMT*PST is the interaction term between stock turnover and political
stability, and NLSTC*PST is the interaction term between the number of listed
companies and political stability.
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3.4.2 The Feasible Generalized Least Squares (FGLS-Parks) and Panel
Corrected Standard Error (PCSE).

This study utilizes Feasible Generalized Least Squares (FGLS) as the main
regression technique to effectively tackle issues related to heteroscedasticity,
serial correlation, and cross-sectional dependence within the error terms. FGLS
is selected for its superior ability to manage unobserved heteroscedasticity, as
demonstrated by Bagh et al. (2024) in both “ESG Resilience” and “From Risk
to Resilience”. Similar estimation strategies have been employed by other
scholars, including Moundigbaye et al. (2020), Mkombe et al. (2021), and
Mapendo et al. (2025), who underscore its suitability for dynamic panel data

analysis and its robustness in handling complex data structures.

The study has employed Feasible Generalized Least Squares (FGLS), which is
favored over other panel data estimation techniques such as OLS, ARDL, Fixed
Effects (FEM), Random Effects (REM), and GMM due to several advantages. It
is particularly effective for small sample panels and is capable of addressing
issues like heteroscedasticity and autocorrelation. By incorporating fixed effects,
FGLS accounts for unobserved, time-invariant characteristics across entities
such as countries within the EAC, ensuring more reliable estimates. This
approach is also flexible enough to capture unit-specific dynamics and temporal
variations, making it especially suitable for datasets marked by substantial

heterogeneity. Ultimately, FGLS enhances the precision of coefficient estimates
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and better handles error structures unique to panel data, offering a strong
foundation for examining intricate economic phenomena (Moundigbaye et al.,

2020).

Panel data with lower multicollinearity among variables improves the depth and
diversity of information available for analysis. To ensure robustness, the study
applies Panel-Corrected Standard Errors (PCSE) as a supplementary estimation
method. FGLS is specifically selected for dynamic panel analysis in contexts
where the time dimension (T) is greater than the number of cross-sectional units
(N), with a T/N ratio exceeding 1.5, aligning with the data characteristics of this
study. This approach is consistent with the methodological recommendations put

forward by Mkombe et al. (2021).

FGLS-Parks is an efficient estimator for dynamic panel data under two
significant conditions. First, FGLS-Parks is the best dynamic panel data
estimator when the period (T) is greater than the cross-sectional number of units
(N) covered in a particular study (T >N or N<T). The second condition for using
FGLS-Parks for estimating dynamic panel data relationships is when the ratio
between period and cross-sectional number of units is greater than or equal to
1.5 (T/N > 1.5) (Mkombe et al., 2021; Moundigbaye et al., 2020). Using FGLS-
Parks corrects for non-stationarity, autocorrelation, and heteroskedasticity,
producing efficient coefficient estimates (Moundigbaye et al., 2018). Because
FGLS-Parks is a poor estimator of hypothesis testing, panel-corrected standard

errors (PCSE) can also be applied (Moundigbaye et al., 2020). Based on the
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nature of the study’s data, four cross-sectional units (four countries) and 26 time
periods (26 years), FGLS-Parks will be employed to estimate the coefficients

and PCSE to provide robust standard errors.

Panel data are usually affected by endogeneity problems associated with the
series (Eugster, 2020). The existence of heteroskedasticity, autocorrelation and
non-stationarity in the panel series means that the other dynamic panel models,
such as GMM, FGLS and PCSE, could be used to estimate the coefficients.
However, GMM cannot be employed since T is higher than N, a condition
against GMM assumptions. Hence, the study uses FGLS-Parks and PCSE to
examine the impact of financial development on FDI in East African countries
(EAC). The FGLS-Parks is superior in controlling panel autocorrelation,
nonstationarity of the series, heteroskedasticity and cross-sectional dependence
in providing efficient estimates when T/N > 1.5. At the same time, PCSE is the
best estimator for hypothesis testing as it gives an accurate confidence interval

(Moundigbaye, 2018).

Based on the Gauss-Markov Theorem, studies using OLS to predict the
relationship between independent and dependent variables require reliance on
the assumptions of residual values. Those values include autocorrelation,
homoscedasticity, and multicollinearity (Wooldridge, 2019; Sarstedt & Mooi,

2019).
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OLS produces biased and inconsistent estimates when the residuals are
correlated with the regressors due to endogeneity (Young, 2022; Chen et al.,
2022; Ullah et al., 2018). The implication for this is that the endogeneity
problems violate the condition of homogeneity stemming from the simultaneity
causality, measurement error and the omitted variables (Wilms et al., 2021;

Ullah et al., 2021; Hill et al., 2021; Barros et al., 2020; Sajons, 2020).

Applying the fixed effect model (FEM) increases the likelihood of facing the
challenges posed by OLS as the model cannot accommodate measurement error,
simultaneity, and unobserved heterogeneity (Hill et al., 2021). A simultaneity
problem arises when two variables influence one another. This kind of
relationship results in biases in the reported findings. When it stands alone, the
fixed effect model cannot control the endogeneity problems, thus generating

biased estimates (Zhang et al., 2022; McNeish & Kelley, 2019).

Some studies and their respective findings are affected by erroneous random
terms from econometric estimators utilised for analysis. The use of inappropriate
econometric estimators results in an endogeneity problem. The endogeneity
problem originates from three significant sources: serial correlations due to
unobserved heterogeneity, measurement errors, and simultaneity between

variables.

The endogeneity problem arising from serial correlation occurs when there is a

correlation between error terms and one or more explanatory variables
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(Tasdemir, 2020). This problem is also called the omission of variable biases or
the presence of unobserved heterogeneity (Zhang et al.,2022). This situation can

be further explained by considering the following equation.

Yii=a+YN, x;B+ei fori=1,2,3.. Nandt=1,2,3...T (10)

Y is the dependent variable, X is the explanatory variable, and & is the error

term, while a and B are the constant and coefficient parameters.

From equation (10) above, if E(X it,€ it is 0), the implication is that the error term
and one or more explanatory variables are correlated. Under such a situation, an

endogeneity problem exists in the model, thus producing biased estimators.

Measurement error is another source of endogeneity problems in econometric
estimations. The problem is also caused by omitting some variables from the
regression model. When some variables are omitted from the regression due to
errors, it leads to misspecification of the model and likewise affects the results.
The errors that result in some variables’ omission can involve either measurable
or non-measurable variables. The following equation can provide more

reflection on this problem.

Yi, ¢ =Bo+ P1Xue + Pa Xot + B3Xze+ PaXae + €ig (11)

183



Where Yi: is the dependent variable, X i (for i= 1,2,3 and 4) are explanatory
variables, ’s are the estimated parameters, while &j; is the error term. From
equation (11) above, misspecification of the model occurs when one or more of
the explanatory variables are omitted from the regression. The error term leading

to the endogeneity problem captures the omitted measurable variables.

Likewise, the impact of the non-measurable variables, even though they are not
included in the model, is also captured by the error terms. The same effect of
endogeneity is experienced in the estimators. These variables are also known as
unobserved time-invariant. For instance, norms and culture across the EAC

member states impact financial development.

The endogeneity problem's last primary source is the variables' simultaneity; as
explained above, two or more variables influence and exert impact on one
another. The causality between dependent and explanatory variables mainly
causes this. For instance, in the case where Yi: = f (x it) and at the same time X j
=f(yit). Interrelation between economic variables such as financial development

and FDI leads to endogeneity problems and, thus, biased estimators.

The correlation problems associated with FEM between error terms and
regressors can be tackled by many instrumental variables (IV). Increasing the

number of instrumental variables to improve predictions made under the FEM
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model has been cautioned that the process may result in difficulties in identifying
the relevant instruments, which have an impact on both dependent and
independent variables (Bonaccolto-Topfer et al., 2022; Feyrer, 2019). Adding
more instrumental variables to the model can result in significant bias in the
sample (Yang et al., 2022; Leszczensky & Wolbring, 2022; McNeish & Kelley,
2019). Likewise, adding instruments to the model does not improve if the sample
size is small. For efficient and unbiased parameters, using FGLS-Parks and
PCSE estimators is recommended (Mkombe et al., 2021; Moundigbaye et al.,

2020).

Literature on dynamic panel data models emphasises employing FGLS-Parks
and PCSE estimators when T>N to fix the endogeneity problem, which FEM
and REM models cannot capture (Agarwala et al., 2022). FGLS-Parks and PCSE
estimators improve the OLS-FEM challenges by allowing past FDI inflows to
explain the inward FDI. Previous FDI inflows address simultaneity contrary to

the traditional FEM and OLS.

When FGLS-Parks and PCSE estimators are applied, the challenges of
simultaneity on the independent and dependent variables are considered. The
simultaneity arises when financial development influences FDI and FDI
influences financial development. The stationarity of the control variables is
found to be helpful in the identification of the exogenous variables. Different
previous studies expressed that the occurrence of simultaneity is unavoidable

because of exogeneity as variables depend on past and future values of the error
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term (Ullah et al., 2021; Hill et al., 2021; Wilms et al., 2021; Barros et al., 2020;

Sajons, 2020).

Given the challenges of static panel techniques and their possible solution, the
study utilises dynamic panel FGLS-Parks and PCSE estimators. Using dynamic
panel FGLS-Parks and PCSE estimators, overcome all the abovementioned
constraints relating to endogeneity problems. This results in producing unbiased,
consistent, and efficient estimators. The dynamic panel FGLS-Parks and PCSE

estimators accommodate all the dynamic variations in the econometric model.

Let us consider the following research model:

Yie= o Tkpyie-1 + BiXict yiZictAi + €t (12)

Where Yi, is the dependent variable, the Foreign direct investment for country 1
at time t, yir.1 1s the lagged FDI inflows, Xi: represent the set of explanatory
variables, from the banking sector (bank assets and bank credit to the private
sector), stock market size (value traded and market capitalisation) the
moderating role of institutional quality (corruption, government effectiveness
and political stability); Zit represent the control variables (GDP per capita
constant, trade openness, inflation and exchange rate); i and y; represent vector
coefficients for the explanatory and control variables respectively, A; denotes the
inter-country fixed effects among the EAC partner states and i represent the

error term. In order to overcome the methodological challenges relating to inter-
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country-specific effects being correlated with other variables in the model, the
regression estimations are conducted by powerful estimators, the FGLS-Parks

and PCSE.

Upon applying FGLS-Parks and PCSE estimators to equation (12) above, neither
endogeneity nor explanatory variables correlate with the error term. Therefore,
the study employs dynamic FGLS-Parks and PCSE estimators to produce

unbiased, consistent, and efficient estimators.

3.4.3 Data Analysis Tool

The study has employed Statistics and data (STATA) software to run and
execute this quantitative study. STATA is a statistical software package that
establishes a relationship between the variables under regression analysis. It is
instrumental in making forecasts and handling panel data. STATA efficiently
processes and produces high-quality graphics and tabular models’ output, model

specification, estimation output, and fitted residual values.

STATA is preferred because it offers many estimator choices that can control
for the unobserved measures among the EAC partner states, such as cultural
factors, differences in business practices across the countries, national policies,
regulatory systems, and international agreements. All these factors have an
impact on financial development and FDI attraction. However, using STATA

controls these variables so that they do not impact the results, as it can consider
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individual heterogeneity. STATA allows variability and less collinearity and can

create more efficiency and a higher degree of freedom.
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CHAPTER FOUR

4.0 DATA ANALYSIS

4.1 Introduction

This chapter focuses on data analysis and is subdivided into several sections. In
carrying out an analysis of the data, different statistical measures are involved.
The data analysis covers descriptive statistics, normality tests regarding data
distribution, correlation analysis, and heteroscedasticity tests. Likewise, panel
unit root tests, panel cointegration tests, and multicollinearity tests are carried
out. Also, the data analysis involves regressions in estimating the coefficients in

the primary model and the moderation effect.

4.2 Descriptive Statistics

This section highlights the descriptive statistics focusing on the statistical
behaviour of FDI inflows, financial development, and institutional quality
variables. The statistics involve annual data for FDI (FDI net inflows: -
dependent variable), financial development variables (bank assets, credit to the
private sector, value traded, and market capitalization: - independent variables),
institutional quality variables (corruption, government effectiveness, and
political stability: - moderating variables) and macroeconomic variables (GDP
per capita constant, trade openness, inflation rate, and exchange rate: - control
variables). Table 4.1 below presents the statistical summary of the variables, as

pointed out in this section.
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Table 4.1: Descriptive Statistics

Variables Obs Mean Std Dev Min Max
FDI (Billion USD) 104 0.51 0.51 0.00 2.09
BAT (Billion USD) 104 3.59 441 0.17 25.14
BACRED (Billion USD) 104 4.61 7.08 0.00 32.33
STVAL (%) 104 0.15 0.18 0.00 0.74
STCAP (Billion USD) 104 5.15 6.60 0.00 25.44
CORP (Index 1 to 100) 104 29.00 9.02 19.00 56.00
GEF (Index (-2.5 to 2.5) 104 -0.49 0.27 -1.19 0.34
PST (Index -2.5 to 2.5) 104 -0.85 0.54 -2.03 0.11
GDPC (USD) 104 827.23 333.52 296.73 1600.13
INFL (%) 104 7.44 491 -2.40 27.40
TROP (%) 104 41.53 10.41 23.98 71.75
EXR (EAC Currency

Units/USD) 104 1069.36 965.75 58.85 3719.15

Source: Author’s compilation

Representation of variables: FDI= Foreign direct investment, BAT= Bank assets, BACRED=
Bank credit to private sector, STVAL= Stock value traded, STCAP= Stock market capitalization,
CORP= Corruption perception, GEF= Government effectiveness, PST= Political stability,
GDPC= GDP per capita constant, INFL= Inflation rate, TROP= Trade openness, and EXR=
Exchange rate

The summarized information reported by the descriptive statistics in Table 4.1
above covers 26 years from 1995 to 2020 for four (4) EAC countries. The
number of observations involved is 104. The above descriptive statistics analysis

is based on annual data from different databases.

During the covered period for analysis, maximum FDI net inflows amounted to
USD 2.09 billion and a minimum of zero (0), meaning there were some years in
which no FDI inflows were received among the EAC member states. On the
other hand, the average FDI net inflows to the EAC region were USD 0.51
billion. The maximum value of bank assets was USD 25.14 billion, meaning that
the bank assets were more than ten (10) times the FDI inflows received in the

EAC during that period. Similarly, the mean value of the bank assets (USD 3.59
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billion) and the minimum value (USD 0.17 billion) were higher than the
respective values for FDI inflows. The higher values of banking assets than FDI
flowing to the EAC region imply that the banking sector can meet the additional
financial needs of foreign investors. However, the maximum bank credit to the
private sector was USD 32.33 billion, with a mean value of USD 4.61 billion
and a minimum of zero (0). Credit to the private sector was fifteen (15) times
higher than FDI inflows reported during this period. This indicates that credit

supply to the private sector is very high compared to FDI inflows.

On the other hand, the value traded to GDP had a maximum value of 0.74% and
an average of 0.15%. The descriptive statistics for value traded indicate that
trading operations involving the stock market products have very little
circulating capital relative to the GDP level in the region. The statistics revealed
that the EAC market had a maximum stock market capitalization value of USD
25.44 billion and an average value of USD 5.15 billion. The EAC market's
average market capitalization value of USD 5.15 billion is meagre compared to
the region’s GDP of over USD 240 billion (Ibrahim & Ajide, 2022). This implies
that the EAC stock market is still unsaturated with vast investment opportunities

for further growth and strong re-establishment in securities trading.

The relationship between FDI and financial development in this study has been
moderated by institutional quality (corruption, government effectiveness, and
political stability). The corruption perception index had a maximum value of 56,

with a minimum of 19 and a mean value of 29. The maximum value of the
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corruption perception index implies a 44% (44 scores below 100) chance for
perceived corruption in the region. On the other hand, government effectiveness
had a maximum value of 0.34, a minimum of -1.19, and an average of -0.49
scores. The average government effectiveness index of -0.49 is far below the
benchmark of 2.5 scores. This implies that the EAC region is characterized by
bureaucracy, which indicates governments have been ineffective in providing

timely and quality services, including in the business and investment channels.

Regarding political stability, the maximum value is 0.11, with a minimum of -
2.03 scores and an average of -0.85 scores. The average score of -0.85 is almost
halfway to the significantly worse scenario regarding the political stability index,
which has a benchmark of -2.5 scores. The scores indicate that the EAC region’s

political stability is volatile.

The study also involved macroeconomic variables, including GDP per capita
constant, inflation rate, trade openness, and exchange rate, which were used as
controls for stabilizing the regression model. The descriptive statistics revealed
a maximum value of USD 1600.13 for the GDP per capita constant, with a
minimum value of USD 296.73 and an average of USD 827.23. The maximum
inflation rate reported was 27.4%, with a minimum value of -2.4% and an
average of 7.44%. The inflation characteristics noted above imply that the EAC
region has very volatile price fluctuations of goods and services, causing
inflation movement ranging from 27.4% to -2.4% (deflation). On the other hand,

the maximum ratio of trade openness to GDP was 71.75%, with a minimum
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value of 23.98% and an average value of 41.53%. The implication is that, on
average, trade openness in the EAC region was below 50% of the GDP level.
Lastly, the exchange rate had a maximum value of 3719.15 units of currency per
USD, a minimum value of 58.85 units per USD, and an average of 1069.36 units
per USD. The exchange rate values describe the EAC region as composed of

member states with varying currency values relative to USD.

4.3 Normality Test and Data Transformation

Data transformation was performed by modifying the data to fit the context of
this study. The transformation process only aimed to enhance the quality and
usability for more accurate analysis. The result of the transformation did not alter
the information portrayed by the data. After the transformation exercise, the data
were set to a statistically acceptable level of normal distribution for panel data
analysis. The challenges faced by panel data, such as multicollinearity and
spurious outliers, were resolved following the appropriateness of the data
transformation techniques. This is revealed in the pairwise correlation matrix in
Table 4.2 and the variance inflation factor (VIF), the confirmatory test for

multicollinearity in Table 4.3.

Specific data transformation techniques were applied to individual variables to
meet their suitability for analysis. Foreign direct investment (FDI), bank assets
(BAT), market capitalization (STCAP), and Trade openness (TROP) were
logged. On the other hand, corruption (CORP), government effectiveness (GEF),

political stability (PST), and inflation rate (INFL) were inverted. The GDP per
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capita constant (GDPC) was normalized through inversed cube values. The other
variables, bank credit to the private sector (BACRED), value traded (STVAL),

and exchange rate (EXR), retained their originality.

However, some of the data had to be winsorized to overcome the problem of
spurious outliers. According to Chen et al. (2022), winsorization is averaging
data with the most significant and minor observation values. Once winsorization
is carried out, the data are restrained from closing deals, and the impact of
outliers caused by data dispersion is substantially minimized or eliminated
(Sharma & Chatterjee, 2021). The conclusion made by Boudt et al. (2020)
regarding the efficiency of winsorization in data normalization is that all
abnormal observations and specious outliers’ problems are cleared out upon

winsorizing the data.

The study employed winsorization on bank assets, corruption, government
effectiveness, political stability, GDP per capita constant, inflation rate, and
trade openness to tackle the problem of spurious outliers. This action creates an
excellent improvement in the data fitness for analysis. Bank assets, corruption,
and political stability were winsorized at the 2.5™ and 97.5" percentile, while
inflation rate and trade openness were winsorized at the 10" and 90™ percentile.
On the other hand, government effectiveness was honoured at the 5% and 95

percentiles.

194



It should be known and acceptably appreciated that all diagnostic tests involved
in the analysis process such as Shapiro—Wilk W test for standard data, correlation
analysis, multicollinearity test, variance inflation factor (VIF), panel unit root
test, panel cointegration test, Hausman test, heteroskedasticity test, and the
regression analysis including the primary model and the moderation effect of
institutional quality (corruption, government effectiveness, political stability)
were performed based on the statistically transformed data. The Shapiro—Wilk
W test confirmed the data's normality. The results for the Shapiro—Wilk W test

for data normality are presented in Table 4.2 below.

Table 4. 2: Shapiro-Wilk W Test for Normal Data

Variable W \Y z Prob>z

e 0.99302 0.489 -1.57 0.94182
Source: Author’s compilation

The Shapiro-Wilk W test for normal data distribution hypothesizes under the
null hypothesis that the data are typically distributed at 5%. From the results in
Table 4.2 above for normality data distribution, the statistical results fail to reject
the null hypothesis at 5% since the P-value (0.9418) is higher than 0.05. The
Wilk value (W, which is 0.9930) is higher, indicating the means, variance, and
covariance of the variables are independent of errors (e), which leads to the
rejection of the alternative hypothesis. Therefore, the data are confirmed to be

customarily distributed, making them suitable for analysis.

195



4.4 Correlation Analysis

The correlation matrix provides the linear relationship between the variables.
The correlation among the variables can be positive, negative, or no correlation.
The minimum and maximum range of -1 and +1, respectively, portray the
correlation. When the value is -1, it is a perfect negative correlation, while a +1
is a perfect positive correlation, and a zero (0) value means no correlation exists

among the analyzed variables.

Table 4.3: Correlation Matrix

Variables »m @ 6 @ & ©e O @& © JG0 an d12
(1) FDI 1.00

(2) BAT 0.18  1.00

(3) BACRED 038 0.02 1.00

(4)STVAL 000 0.11 0.62 1.00

(5)STCAP  -022 035 -0.05 0.12 1.00

(6) CORP 022 021 003 039 021 1.00

(7) GEF 20.02 0.10 -0.11 -0.06 0.0 -024 1.00

(8) PST 0.03 0.08 -0.03 -0.09 002 -025 0.3 1.00

(9) GDPC 050 -0.19 -0.50 -0.62 -0.15 -0.01 -0.04 -0.09 1.00

(10) INFL 005 -0.12 002 -0.01 -0.11 -0.15 004 003 -0.05 1.00

(I)TROP  -0.04 020 0.03 041 024 005 022 023 -058 -030 1.00

(12) EXR 050 016 -023 -032 -0.05 -0.12 0.05 -0.01 -0.12 029 -022 1.00

Source: Author’s compilation

From the correlation matrix displayed in Table 4.3 above, upon analyzing the
linear relationship among the variables, no multicollinearity problem can be

observed. The coefficients of almost all the independent variables are within +
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0.8, which does not exceed the statistically acceptable level (Gujarati & Porter,
2009 p338). Previous research studies have indicated that variables are free from
multicollinearity problems if the correlation between the variables is less than
0.8 (Lestari et al., 2022). This implies that the study models will be stable, as the
responsiveness of one independent variable in predicting the endogenous
variable will cause almost no or zero movement with the other independent

variables.

4.5 Multicollinearity Test

A multicollinearity test has been conducted to confirm the inter-relationship
between the variables. As reported by the correlation matrix in the correlation
analysis section above, there is no clear inter-association between the variables,
and particular attention has been paid to the independent variables. The statistical
results in the correlation matrix implied that the independent variables are free
from multicollinearity challenges. To confirm the results from the correlation
matrix, the variance inflation factor test (VIF) has been used as a triangulation

test. Table 4.4 below reports the results of the VIF test.

Table 4. 4: Variance Inflation Factor (VIF)

Variables VIF 1/VIF
STVAL 4.04 0.25
GDPC 3.61 0.28
TROP 3.25 0.31
BACRED 2.94 0.34
CORP 2.20 0.46
EXR 1.94 0.52
INFL 1.38 0.73
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GEF 1.30 0.77

BAT 1.26 0.80
STCAP 1.25 0.80
PST 1.22 0.82
Mean VIF 2.22

Source: Author’s compilation

The variance inflation factor test (VIF) has been used as a triangulation test to
confirm the multicollinearity results reported by correlation analysis in Table 4.3
above. The VIF test recorded a coefficient of 2.22, below the threshold value of
2.5 under the conservative approach recommended by Johnston et al. (2018).
The VIF test results give confidence that the data are free from potential
multicollinearity issues. The quality of the data aligns with Liu et al. (2023) on
the realism that analysis and interpretation performed on regression results using
data free from multicollinearity issues have higher reliability, adding more value

to decision-makers.

4.6 Panel Unit Root Test and Panel Cointegration Test

In a study involving long-run models, it is essential to establish a long-run
relationship between the variables. This vital step helps certify the viability of
the regressions before running the models. In such a case, the objective is
achieved by carrying out the panel unit root test followed by the panel

cointegration test.
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4.6.1 Panel Unit Root Test

A panel unit root test was conducted to determine if the data were stationary or
nonstationary. The first difference was also considered after the data was
nonstationary at the level. Based on the nature of the data for this study, the Im—
Pesaran—Shin unit-root test was used, which is appropriate for panel data. The
Im—Pesaran—Shin unit-root test is the most relevant, given its flexibility in
handling strong and strongly balanced panels. Table 4.5 below displays the Im—

Pesaran—Shin unit-root test results.

Table 4. 5: Im—Pesaran—Shin Unit-root Test

Variable Statistic At level At 1% Difference
FDI -5.1602 0.1070 0.0000%**
BAT -3.2703 0.0005***

BCRED -3.8293 1.0000 0.0001 ***
STVAL -5.2831 0.4069 0.0000%**
STCAP -2.8356 0.0023***

CORP -6.1773 0.5786 0.0000%**
GEF -5.2447 0.1048 0.0000%**
PST -5.5005 0.0002***

GDPC -1.3450 0.0009%***

INFL -3.3264 0.0004***

TROP -4.4617 0.9745 0.0000%**
EXR -5.0062 0.9999 0.0000%**

Source: Author’s compilation

Notes: The asterisks ***, ** and * indicates significance levels at 1%, 5%, and
10%respectively

The Im—Pesaran—Shin unit-root test results reported in Table 4.5 above reveal
that some of the data were stationary at a level while others were at first
difference. All the data were stationary and statistically significant at 1%, either

at the level or first difference. Stationarity of the data increases the predictive
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power and simplifies the model by eliminating the trends and seasonality effects.
Also, the data being stationary improves the performance and stability of the
forecasting methods. It is worth acknowledging that analysis and interpretation
performed on regression results using stationary data have higher reliability,

adding more value to decision-makers (Liu et al., 2023).

4.6.2 Panel Cointegration Test

A panel cointegration test was conducted after the panel unit root test to
determine the long-run relationship among the variables. Once the data were
confirmed to be stationary, a critical step was to find out how the series related.
Panel cointegration test provided helpful information regarding the long-run
association between the variables by determining whether the series shared the
stochastic trends in the group of variables. The study has used the Kao panel
cointegration test. The Kao panel cointegration test has been preferred over other
tests (Pedroni and Westerlund ) for its capability of handling an extended model
with more than seven variables, like in this case, where the involved variables

are twelve (12). Table 4.6 below presents the panel cointegration results.

Table 4.6: Kao test for panel cointegration

Variables Statistic p-value

Modified Dickey-Fuller t -5.7133 0.0000%**
Dickey-Fuller t -4.4871 0.0000%***
Augmented Dickey-Fuller t -4.7559 0.0000%**
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Unadjusted modified Dickey-Fuller t -7.1294 0.0000%**

Unadjusted Dickey-Fuller t -4.7221 0.0000***

Source: Author’s compilation

Notes: The asterisks ***, ** and * indicates significance levels at 1%, 5%, and
10%respectively

The Kao test for panel cointegration results above show that all the panels were
cointegrated at a 1% significance level. The results indicate that the variables
have a long-run relationship, and such an association is stable. The cointegration
of the panels enables the current study to estimate the dynamic relation among
the variables. Also, the cointegration of the panels helps identify the intensity of

the long-run equilibrium and short-term dynamics.

4.7 Methodology Selection

Before running the regression models, both the primary model and the
moderating effect, deciding which methodology to use in the analysis is
paramount. The Hausman test was conducted to determine the most appropriate
and relevant method between the fixed effect and random effect models. The
Hausman test is commonly used in panel data to determine the suitable model to
be applied between fixed and random effects to minimize or eliminate the
chances of committing type one or two errors. The possibility of committing
these two errors stems from inappropriately rejecting or failing to reject the null
hypothesis (Cohen, 1988). Table 4.7 below presents the results of the Hausman

test.
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Table 4. 7: Hausman Test Results

Chi2 P-value Decision

1.28 0.2576 P>0.05, Random Effect
Source: Author’s compilation

The decision for the Hausman test is based on 5% probability as a benchmark
for either rejecting or failing to reject the null hypothesis. Under the Hausman
test, it is hypothesized by the null hypothesis that the random effect is the
preferred model, while the alternative hypothesis stands for the fixed effect
model. The Hausman test results in Table 4.7 show that the null hypothesis
cannot be rejected since the P-value>0.05. Therefore, the random effect is the
relevant model for the analysis. However, the random effect model (RE) is rarely
used because of its underlying assumption that covariates are independent of its
residuals (Green, 2018). Since panel data suffers from cross-sectional
dependence attributed to some unobserved common factors across the units, the
RE model cannot handle the endogeneity problem. Hence, the study will use
feasible generalized least squares (FGLS) and panel-corrected standard errors
(PCSE) for better analysis stemming from these models' consistent and reliable

results.

According to the study’s data environment, which involves panel data
characterized by a longer time than the cross-sectional number of units (T>N),

FGLS is the best estimator under these conditions. The FGLS produce more
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efficient estimates than other OLS estimators (Bai et al., 2021). The estimation
results produced by FGLS are more improved, efficient, and consistent. The
efficiency of FGLS makes it capable of handling heteroscedasticity and
autocorrelation problems encountered in panel data (Reed & Ye, 2011).
However, PCSE is used for robustness checks because of its power to produce
accurate confidence intervals and consistent standard errors. PCSE also
considers cross-sectional and temporal dependences (Hoechle, 2007). However,
further robustness checks are conducted to confirm the sensitivity of the results
using other proxies for banking services and stock market size as proposed

earlier in the methodology section.

4.8 Heteroskedasticity Test

Although the methodologies employed by the study, FGLS and PCSE, consider
the heteroskedasticity problem, White’s test was also conducted to determine
whether the variance from the regression errors is dependent on the independent

variables. Table 4.8 below presents White’s test results.

Table 4. 8: White’s Test (Cameron & Trivedi's decomposition of IM-test)

Source chi2 df p
Heteroskedasticity 75.67 71 0.3301
Skewness 4.58 11 0.9500
Kurtosis 0.31 1 0.5796
Total 80.56 83 0.5556

Source: Author’s compilation
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The results from white’s test above fail to reject the null hypothesis for
homoskedasticity since the p-value is more than 0.05. Consequently, the
alternative hypothesis for unrestricted heteroskedasticity is rejected at a 5%
significance level. This implies that variance from the regression errors is not
correlated with the independent variables, hence no heteroskedasticity problem.
It should be appreciated that the application of FGLS and PCSE in this study
could also capture the heteroskedasticity issue had it existed among the

independent variables (Moundigbaye et al., 2018).

4.9 Regression Estimation

The regression estimation section has been divided into two main parts. The first
part is the regression estimation of FDI and the employed explanatory variables
(model 1). The second part (model 2) is the regression estimation relating FDI
and the moderation effect of institutional quality (corruption, government
effectiveness, and political stability) on financial development (bank assets,

bank credit to the private, value traded, and market capitalization).

The regression estimations for this study are based on FGLS, the primary model
employed to produce efficient coefficients. The panel-corrected standard error
(PCSE) is also used to analyze the study results better. All the models are used
to warrant the consistency of the results from the study. The PCSE estimator is
used to confirm the robustness of the results. The preconditions of the FGLS of
T>N or N<T, small-scale panel, and that T/N > 1.5 have been satisfied in the

panel throughout the study, which creates consistency and reliability of the
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estimated results. The requirement for a higher ratio of T/N for the appropriate

execution of PCSE has also been met.

The FGLS and the PCSE estimators account for heteroscedasticity and serial
correlation in panel data regressions, aiming to adjust standard errors to provide
efficient estimates but differing in their underlying assumptions and application
(Reed & Ye, 2011). All models (FGLS and PCSE) rely on the same assumptions

to estimate the regression coefficients, resulting in the same coefficient values.

The FGLS and PCSE often produce similar regression coefficients (Shahbaz et
al., 2024; Nawaz & Rahman, 2023) for the following reasons: First, based on
model specification, both FGLS and PCSE adjust for heteroscedasticity and
serial correlation without altering the regression coefficient estimates. The two
models primarily focus on adjusting the standard errors of the estimates to
provide valid inferences. Second, the two models rely on similar adjustments.
FGLS estimates the model parameters using a weighted sum of squares
approach, where the weights are derived based on assumptions about the error
structure. On the other hand, PCSE adjusts standard errors post-estimation using
panel-specific correction factors derived from the variance-covariance structure
of the data. Third, regarding the underlying assumptions, FGLS assumes a
specific form of heteroscedasticity and often serial correlation. At the same time,
PCSE adjusts for heteroscedasticity and serial correlation in a more robust

model-agnostic way by using panel-specific standard error corrections.
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The FGLS and PCSE estimators produce similar regression coefficients to
achieve estimation efficiency. In the presence of heteroscedasticity and serial
correlation, both FGLS and PCSE aim to produce efficient estimates of the
coefficients because they focus on adjusting standard errors rather than
coefficients themselves, thus maintaining similar or very close coefficient
values. Lastly, based on small sample properties, when the assumptions about
the error structure hold, FGLS and PCSE may converge to similar regression
coefficients. In practice, the difference in coefficient estimates for panel data
analysis between FGLS and PCSE tends to be negligible (Mkombe et al., 2021;
Moundigbaye et al., 2020; Reed & Ye, 2011). Therefore, the primary focus of
FGLS and PCSE in panel data regression analysis is on the precision of
coefficient estimates rather than the coefficients themselves, which in most cases
results in similar or very close regression coefficients as can be revealed from
different studies which employed the two models (Basumatary et al., 2024,
Appiah et al., 2019; Dabbous & Barakat, 2023; Thanh, 2022; Nguyen, 2022;

Nawaz & Rahman, 2023).

Despite the coefficients being similar across FGLS and PCSE, the results are
still consistent and reliable based on their differences in estimation efficiency,
produced standard errors, and p-values. Similarly, all the estimation models have
consistently maintained the coefficient sign, which reliably tells about the
hypothesized relationship between the endogenous and exogenous variables.
When the explanatory variables are not correlated with the unobserved common
factors (error term), the coefficients from different estimates are consistent

(Hoechle, 2007). FGLS and PCSE use the same assumptions to estimate the
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coefficients to maintain consistent estimates (Lewis & Linzer, 2005). Likewise,
Beck and Katz (1995) proposed that PCSE relies on coefficient estimates from

FGLS for optimized standard errors, which is also supported by Hoechle (2007).

The results produced by FGLS are reliable because they are based on an efficient
estimator, since the data environment satisfies the conditions of its application.
FGLS produces consistent and efficient estimates, making it an appropriate
primary regression model (Hoechle, 2007). PCSE is the relevant robustness
model because of its accuracy in estimating confidence intervals and efficiency
in estimating the covariance matrix (Hoechle, 2007). According to Zhang and
Zhao (2014), PCSE produces reliable results due to its optimized standard error
estimate. The model (PCSE) correctly estimates the standard errors and produces
robust results (Lewis & Linzer, 2005). The reduction of estimation errors gives
PCSE its relevance to be used for robustness checks. PCSE reliably confirms the
hypotheses due to its consistent accuracy in estimating the confidence interval;
hence, it is appropriate for robustness checks (Reed & Ye, 2011). Therefore, the
same statistical magnitude of the regression coefficients across the two models
serves as a basis for the results' robustness based on their similar relation signs

and different standard errors and p-values.

4.9.1 Regression Estimation of FDI and the Explanatory Variables

Table 4.9 below presents the summary of the regression estimation results for
FDI and explanatory variables, which are categorized into financial development

(bank assets-BAT, credit to the private sector-BACRED, value traded-STVAL,
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and market capitalization-STCAP, institutional quality variables (corruption-
CORP, government effectiveness-GEF, and political stability-PST) and
macroeconomic variables (GDP per capita constant-GDPC, inflation rate-INFL,
trade openness-TROP, and exchange rate-EXR). The financial development
variables explain the relationship between banking services and stock market
size on FDI inflows. In contrast, the institutional quality variables play a double
role as a direct relationship with FDI and as a moderator of the FDI-financial
development nexus. However, the macroeconomic variables are the controls
used to stabilize the model. The regression results are based on two estimation

models: FGLS and PCSE.

Table 4.9: Regression results for the relationship between financial

development, Institutional Quality and FDI

FGLS PCSE
Variables Coef. Coef.
P>Z P>Z
(SE) (SE)
BAT 0.056%* 0.056%**
(0.025) 0.023 (0.018) 0.002
BACRED 0.105%** 0.105%**
(0.017) 0.000 (0.017) 0.000
STVAL -2.209%%* -2.209%%*
(0.794) 0.004 (0.844) 0.006
STCAP -0.064** -0.064%**
(0.025) 0.010 (0.023) 0.006
CORP -23.977%* -23.977%*
(11.892) 0.044 (12.172) 0.049
GEF -0.089** -0.089**
(0.044) 0.042 (0.036) 0.013
PST -0.010 -0.010
(0.011) 0.331 (0.008) 0.199
GDPC -1.56E+07 -1.56E+07
(7.35E+07) 0.831 (5.15E+07) 0.761
INFL -2.683%* -2.683%%*
(1.061) 0.011 (0.978) 0.006
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TROP 0.416 0.416

(0.624) 0.505 (0.518) 0.421
EXR 0.001 *** 0.001 ***
(0.000) 0.000 (0.000) 0.000
R-squared 68.49%
VIF 2.22
Kao Cointegration Test 0.000
Im-Pesaran-Shin 0.000
Heteroskedasticity 0.3301
Hausman Test 0.2576

Source: Author’s compilation

Notes: FGLS represents feasible generalized least squares, and PCSE represents
panel-corrected standard errors. The statistical values in the table are the
regression results containing coefficients (Coef.) and the standard error (SE)
values (in brackets). The asterisks ***, ** and * indicates significance levels at
1%, 5%, and 10%respectively. The table also reports R-squared.

The regression estimation results in Table 4.9 above indicate that FDI is
significantly influenced by financial development, institutional quality, and
macroeconomic variables. Based on financial development, both the banking
sector and stock market development are statistically significant, which implies
that they play an influential role in attracting FDI inflows. Hence, the
hypothesized relationship between financial development and FDI is supported.
In this case, a well-established banking sector and broader stock market catalyze
the attraction of more FDI to the EAC. There is no doubt that foreign investors
require support from the financial systems of the host countries in terms of

quality banking services and efficient stock markets.

In assessing the role of the banking sector towards inward FDI attraction, it has
been hypothesized that the level of bank assets (BAT) is positively related to
FDI. The results from the study support the hypothesized relationship (H1a)
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between FDI and this banking sector variable, which describes the financial
sector development. Bank assets statistically influence FDI inflows at a 5%
significant level under FGLS with a standard error of 0.025, which PCSE
strongly confirmed at a 1% significant level and standard error (0.018). Bank
assets positively impact the attraction of FDI inflows to the host countries, as
revealed by its positive regression coefficient (0.056) and low estimation
standard error (0.025). The results imply that every increase in bank assets by
USD 1 billion in the host countries increases FDI inflow by USD 0.056 billion.
The findings highlight the financial sector's role in attracting investment. Strong,
well-regulated banks enhance investor confidence, reduce financing constraints,
and signal macroeconomic stability. Policymakers should prioritize banking
sector development as part of a broader strategy to improve the investment

climate and attract sustainable FDI.

Similarly, bank credit to the private sector (BACRED), another measure of
banking sector development, was hypothesized to be positively related to FDI.
The study's results supported and confirmed this hypothesis (H1b). Bank credit
to the private sector strongly influences the attraction of FDI inflows at a 1%
significance level, as reported by FGLS. Still, PCSE consistently maintains it at
the same significance level. The positive impact of credit provision on the private
sector is revealed by the positive coefficient (0.105) and relatively high precision
for its estimation at a standard error of 0.017 for both FGLS and PCSE models.
The results suggest that every increase in USD 1 billion credit by banks to the
private sector in the EAC leads to a rise in FDI attraction level by USD 0.105

billion. The indication is that banking operations in the EAC economies align
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with the financial services expected by foreign investors. The findings further
imply that foreign investors are more likely to be attracted to undertake FDI in
economies with higher banking sector development. The study findings reflect
the market’s ability to mobilize funds for investments among the market

participants.

On the other hand, the influence of stock market development in attracting FDI
inflows to the EAC has been gauged by value traded and market capitalization.
The study hypothesized that the value traded is positively related to FDI. The
reported results from the study contradict the hypothesized relation (Hlc)
between value traded and FDI. The regression results show that value traded
strongly but negatively impacts FDI attraction at a 1% statistical significance
level as per FGLS with standard error (0.794) and confirmed by PCSE at the
same significance level with standard error (0.844). The results reflect that (H1c)
prior belief of a positive relationship between value traded and FDI is not
supported. The coefficient value (-2.299) implies that every 1% change in value
traded results in an FDI level decline of almost 2.3%. The results are unusual,
but they do happen. The study expects that the value traded would positively
motivate foreign investors to resolve their challenges of additional funding
during their investments' growth and expansion stages by raising funds from the
stock markets in the EAC. Unfortunately, the results are contrary to the
expectations, similar to the findings reported by Hausmann and Fernandez-Arias
(2000) on value traded being negatively related to FDI in Latin America. The

results suggest that policymakers should make deliberate efforts to enhance
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stock market development to exert a significant positive impact on the

investment process.

In the same vein, it was hypothesized that market capitalization is positively
related to FDI. The results from the study contradict the hypothesized positive
relationship (H1d) between the two variables with a negative coefficient sign (-
0.064); hence, (H1d) is not supported. The results from the study reveal that
stock market capitalization negatively influences FDI attraction to the EAC ata
5% significance level per FGLS with a standard error of 0.025, which PCSE has
also confirmed at a 1% significance level, and a standard error of 0.023. The
results further indicate that every change in market capitalization by USD 1
billion results in a decline in the FDI level by USD 0.064 billion. Hausmann and
Fernandez-Arias (2000) also reported this negative relationship for Latin
American countries, in which they found market capitalization, the measure of
stock market size, to influence FDI inflows negatively. Efforts need to be made
regarding the formulation of policies for stock market development to make it

impactful for investors' financing needs.

Sector-wise analysis of the influence of financial development on inward FDI
attraction indicates that the banking sector positively influences FDI inflows to
the EAC through the reported positive association for both bank assets and credit
to the private sector. However, stock market proxies were found to negatively
influence FDI inflows through a robust and significant association reported by

value traded and market capitalization. The implication is that foreign investors
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are more attracted to investing in EAC through banking sector development
facilitated by banking services than stock market development. In EAC
economies, thin stock markets, which increase risks and the uncertainty of
raising sufficient funds, and high underwriting costs for stock issuing make the
banking sector a preferable source of additional financing than stock market

arrangements.

On the other hand, all the institutional quality variables were negatively related
to FDI. The hypothesized positive association between institutional quality and
FDI is not supported. The regression results indicate that EAC is experiencing
low institutional quality affected by corruption, government ineffectiveness
(excessive bureaucracy), and political turbulence. The results for the institutional
quality reflect the findings reported by Beazer and Blake (2018), who argued
that weak institutions harm the attraction of FDI inflows to the recipient

economies.

Corruption acquired the predicted negative coefficient sign among the
institutional quality variables used in the study. The regression results supported
the hypothesis (H2a) that corruption is negatively related to FDI. Corruption
acquired a negative coefficient sign (-23.977), which signifies the adverse effect
brought by the same, as it pollutes the investment environment. The results from
the study report a significant negative influence exerted by corruption on FDI
inflows at a 5% level per FGLS with a standard error (11.892), which PCSE also

confirmed at the same level of 5% significance and standard error (12.172). The
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results reflect the actual negative impact exerted by corruption on FDI inflows
as it distorts the investment climate. The regression coefficient value indicates
that every rise in corruption by 1 point, according to the index scale, distorts the
pattern of FDI inflows to the EAC. Corruption makes the FDI recipient countries
less attractive, especially for foreign investors susceptible to higher market risks
in foreign economies than their local investors. This calls for adherence to
institutional quality practices to minimize the potential of controlling the adverse

effects of corruption in the investment channels.

The results for government effectiveness are somewhat surprising as they
indicate this variable is negatively related to FDI. The sign of the coefficient (-
0.089) shows that government effectiveness has a negative statistical
relationship with FDI inflows. Statistically, government effectiveness reveals a
significant impact on FDI at a 5% level per FGLS with a standard error of 0.044,
which is also consistent with the results produced by PCSE at the same
significance level and standard error of 0.036. The results are contrary to the
predicted positive influence of government effectiveness of the EAC in
attracting FDI inflows. The hypothesis (H2b) that government effectiveness is
positively related to FDI is not supported. The results imply that every increase
in government effectiveness in EAC by one score led to a decrease in FDI
inflows by USD 0.089 billion. These unusual results do happen and can be
explained based on Bhasin and Garg (2020) and Islam et al. (2020). The authors
stated that institutional challenges facing emerging economies result in the
government's inefficient involvement in the investment process, which

negatively impacts FDI attraction. There is a need to improve government
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effectiveness, which is superior to other institutional quality variables, which
could enhance the investors’ confidence and open up the region’s available

investment opportunities.

Moreover, political stability is found to be correlated with FDI but not
statistically significant, with a carrying coefficient of (-0.010) and standard error
of (0.011) per FGLS and (0.008) as per PCSE. The negative and insignificant
results for the impact of political stability on FDI reported above are average, as
similar results were reported by Kariuki (2015) while studying the determinants
of FDI inflows to the African Union (AU). Even though political stability did
not produce statistically significant results, it is worth recognizing that it
acquired unexpected negative signs contrary to the hypothesized positive
relationship with FDI. Therefore, the regression results reveal that the hypothesis
(H2c) that political stability is positively related to FDI is not supported. The
negative relationship between political stability and FDI reported by the negative
coefficient sign (-0.010) indicates the existence of several factors that may pose
a risk to foreign investors and overall investment platforms despite the political
stability existing in EAC, such as changes in political regimes (UNCTAD, 2019;

Nguyen et al., 2018).

For the macroeconomic variables (control variables) employed in the study, the
inflation and exchange rates were statistically significant, and the expected
coefficient signs relating them to FDI inflows were acquired. The inflation rate

reported a statistically significant influence on FDI at a 5% level according to
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FGLS with a standard error of 1.061, which PCSE also confirmed at a 1%
significance level and standard error (0.978). The results for the inflation rate
indicate a negative relationship with FDI, as revealed by its negative coefficient
sign (-2.683). A further implication of the inflation rate results is that every
increase in the inflation rate by 1% leads to a decline in FDI inflows to the EAC.
The findings suggest that rising inflation reduces FDI by increasing uncertainty,
costs, and currency risk. Policymakers must ensure macroeconomic stability

through sound monetary, fiscal, and structural policies to attract investment.

However, the exchange rate was found to strongly influence FDI inflows to the
EAC at 1% statistical significance as per FGLS with standard error (0.000) and
robustly confirmed by PCSE at the same significant level and standard error
(0.000). The results reported a positive relationship between exchange rate and
FDI, revealed by the acquired positive coefficient sign (0.001). The results imply
that stable and competitive exchange rate systems positively affect FDI. The
results indicate that FDI attraction increases by USD 0.001 billion when the EAC
economies’ exchange rates become more efficient by one unit between their
local currency and the US dollar due to the flexibility of market forces.
Therefore, foreign investors are attracted to foreign economies with relatively
stable currencies and fair currency pricing mechanisms for smooth international

capital movement.

The remaining macroeconomic variables, GDP per capita constant and trade

openness, are not statistically significant. Unfortunately, the regression results
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reported a negative coefficient for GDPC, which indicates that FDI inflows do
not depend on the economic development level in the EAC. Two reasons could
explain this: the first is that foreign investors do not consider the EAC
economies' economic development level the only driving factor for FDI location
(Sabir et al., 2019). Secondly, as economic development increases, it leads to
higher income distribution, which raises the cost of doing business; hence, GDP

negatively affects FDI inflows (Buchanan et al., 2012).

Apart from the financial development variables employed in the study and the
institutional quality variables, it is worth acknowledging and appreciating that
FDI is also influenced by other macroeconomic variables, including those used
as control variables. Specifically, inflation and exchange rates are factors of
concern for FDI inflows to EAC economies as they affect investors’ profitability

potential and international capital flow.

Additionally, the regression results can be explained briefly by the reported
value of R?. The regression estimation produced an R? value (0.6849 or 68.49%)),
implying that the combination of financial development variables, institutional
quality, and the macroeconomic variables employed in the study explains FDI
inflows by over 68%. Consequently, the reported R? indicates that the employed
regression estimation model (FGLS) best predicts the studied relationship. The
explanatory power reported by the R? supports the relevance of FGLS in
producing efficient coefficients under the study’s data environment and

preconditions of T>N; T/N> 1.5. Indeed, the value of R? provides evidence that
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the model used for the robustness check, PCSE, is appropriate, as it confirms all

the results produced by the primary estimation model, FGLS.

This relatively high explanatory power suggests that the financial and
institutional environment plays a major role in determining its attractiveness to
foreign investors. From an applied economics perspective, this means that policy
reforms aimed at improving financial sector performance, such a expanding
credit access, strengthening capital markets, and increasing banking sector
efficiency, are likely to have a substantial and measurable impact on FDI. More
importantly, the strong model fit implies that institutional quality, such as good
governance, regulatory effectiveness, and the rule of law, is not only relevant but
essential in amplifying and shaping the benefits of financial development in the
investment process. Therefore, policymakers should view these findings as a
clear signal that targeted improvements in both financial and institutional
frameworks can yield significant contributions to FDI attraction. This also
means that continued neglect in these areas may account for a large portion of

unrealized foreign investment potential.

4.9.2 Moderating Effects of Institutional Quality

The relationship between FDI and financial development in this study is
moderated by institutional quality, covering corruption (CORP), government
effectiveness (GEF), and political stability (PST). The regression estimation for

the moderating effect is performed to determine the tangential impact exerted by
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the involved institutional quality variables on bank assets (BAT), bank credit to
the private sector (BACRED), value traded (STVAL), and market capitalization
(STCAP) in the estimation of FDI. The regression estimation results for the
moderation effects are presented in Table 4.10 below, involving FGLS and

PCSE estimation models.

Upon acting the institutional quality variables on financial development for
moderation effect analysis, the generated variables include; CORP_BAT
(moderation effect of corruption on bank asset), CORP_BACRED (moderation
effect of corruption on credit to the private sector), CORP_STVAL (moderation
effect of corruption on value traded), CORP_STCAP (moderation effect of
corruption on market capitalization), GEF BAT (moderation effect of
government effectiveness on bank asset), GEF BACRED (moderation effect of
government effectiveness on credit to the private sector), GEF STVAL
(moderation effect of government effectiveness on value traded), GEF_STCAP
(moderation effect of government effectiveness on market capitalization),
PST BAT (moderation effect of political stability on bank asset),
PST BACRED (moderation effect of political stability on credit to the private
sector), PST STVAL (moderation effect of political stability on value traded),
and PST STCAP (moderation effect of political stability on market

capitalization).
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Table 4. 10: Regression results for the moderating effect

FGLS PCSE
Variables Coef. Coef.
P>Z P>Z
(SE) (SE)
CORP_BAT -2.875 -2.875
(3.076) 0.350 (2.067) 0.164
CORP_BACRED 7.563 %% 7.563%%*
(2.796) 0.007 (2.449) 0.002
CORP_STVAL -239.443%* -239.443%*
(114.623) 0.037 (97.836) 0.014
CORP_STCAP -7.085%* -7.085%
(3.217) 0.028 (2.552) 0.006
GEF_BAT -0.020 -0.020%*
(0.014) 0.159 (0.009) 0.037
GEF_BACRED 0.105%%* 0.105%%*
(0.029) 0.000 (0.026) 0.000
GEF_STVAL -2.970%* -2.970%*
(1.454) 0.041 (1.330) 0.026
GEF_STCAP -0.040% -0.040%**
(0.022) 0.072 (0.015) 0.008
PST BAT 0.003 0.003
(0.005) 0.581 (0.003) 0.431
PST_BACRED 0.016 0.016*
(0.012) 0.172 (0.009) 0.071
PST_STVAL -1.471%* -1.471 %%
(0.665) 0.027 (0.492) 0.003
PST_STCAP 0.000 0.000
(0.013) 0.971 (0.008) 0.955
BAT 0.134 0.134%*
(0.102) 0.187 (0.069) 0.051
BACRED 0.061 0.061
(0.123) 0.619 (0.104) 0.555
STVAL -0.153 -0.153
(5.039) 0.976 (4.182) 0.971
STCAP 0.189 0.189*
(0.146) 0.196 (0.107) 0.078
CORP -29.585%* -29.585%*
(17.088) 0.083 (13.820) 0.032
GEF -0.277%%* -0.277%%*
(0.086) 0.001 (0.059) 0.000
PST 0.008 0.008
(0.053) 0.882 (0.041) 0.849
GDPC -7.52E+07 -7.52E+07
(7.38E+07) 0.308 (5.17E+07) 0.146
INFL -1.437 -1.437*
(1.008) 0.154 (0.847) 0.090
TROP 0.178 0.747 0.178 0.662
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(0.553) (0.408)

EXR 0.000%** 0.000%**
(0.000) 0.000 (0.000) 0.000

R-squared 80.54%

VIF 1.97

Kao Cointegration Test 0.000

Im-Pesaran-Shin 0.000

Heteroskedasticity 0.2805

Hausman Test 0.0608

Source: Author’s compilation

Notes: FGLS represents feasible generalized least squares, and PCSE represents
panel-corrected standard errors. The statistical values in the table are the
regression results containing coefficients and the standard error values (in
brackets). The asterisks ***, ** and * indicates significance levels at 1%, 5%,
and 10% respectively. The table also reports the value of R-squared.

The regression results for the moderation effect of corruption on bank assets did
not turn out statistically significant. Therefore, the hypothesis (H3a) that
corruption moderates the relationship between bank assets and FDI has not been
supported. However, it was noted that the coefficient of the moderating variable
CORP_BAT acquired a negative sign (-2.875) at a standard error of (3.658),
indicating the adverse impact of corruption on bank assets towards the influence
of FDI inflows. The results for the insignificant effect of corruption on bank
assets in attracting FDI can be explained based on the insignificant results of
corruption on financial development reported by Krifa-Schneider et al. (2022).
They opined that corruption impacts the financial sector depending on how well

the host countries’ financial systems are developed.

On the other hand, the results from the study support the hypothesis (H3b) that

corruption moderates the relationship between credit to the private sector and
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FDI. The regression results show that corruption strongly moderates the
relationship between credit to the private sector and FDI at 1% statistical
significance per FGLS with a standard error of 2.796, which PCSE also confirms
at the same significance level and standard error of 2.449. The regression
coefficient of the moderation effect (CORP_BACRED) acquired a positive sign
(7.563), which indicates that corruption exerts a positive tangential effect on
credit to the private sector in attracting FDI inflows to EAC. The results for the
moderation effect of corruption on credit to the private sector indicate that the
intensity of influence exerted by bank credit to the private sector in the attraction
of FDI inflows varies with the level of corruption existing and tolerable by the
EAC countries. The tangential effect of corruption on credit to the private sector
increases FDI inflows as the level of the moderated effect of corruption on the
private sector increases. The unusual positive impact of corruption on credit to
the private sector’s influence on FDI inflows is also based on the capital
conservatism approach generally adopted by foreign investors to protect their

earnings against host countries’ financial volatilities (Islam et al., 2021).

The regression results show that the moderating effect of corruption on value
traded is statistically significant at a 5% level as per FGLS, which PCSE also
confirmed at the same significant level. The hypothesis (H3c) that corruption
moderates the relationship between value traded and FDI is supported. The
moderating term (CORP_STVAL) carried a negative regression coefficient sign
(-239.443), which indicates that corruption negatively impacts the influence of
value traded on inward FDI attraction to the EAC. The moderating effect of
corruption on value traded acquired negative signs, reflecting its adverse impact
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on stock market forces, the investment process, and investment location factors
preferred by foreign investors. It can further be deduced that the regression
results for the moderating effect of corruption on value traded towards FDI
attraction to the EAC are influenced by corruption in such a way that an increase
in level by 1 point for the moderating effect of corruption on value traded leads

to a decline in the level of FDI inflows to the EAC.

Similarly, the regression results for the moderation effect of corruption on
market capitalization revealed that corruption statistically moderates the
influence of market capitalization on FDI inflows; hence, hypothesis (H3d) is
supported. The results for the moderating effect of corruption on market
capitalization towards FDI attraction are statistically significant at a 5% level as
per FGLS with standard error (3.217) and robustly at 1% by PCSE with standard
error (2.552). The moderation factor (CORP_STCAP) carried a negative
regression coefficient sign (-7.085). The increased interaction between
corruption and stock market operations reduces FDI inflows to the EAC
economies. The negative coefficient indicates that corruption hurts stock market
trading activities in attracting FDI inflows. The moderating results also suggest
that the impact of market capitalization on FDI inflows to the EAC countries
varies with the level of corruption in the region. An increase in the tangential
effect of corruption on market capitalization by 1 point distorts the attractiveness

of the investment climate, resulting in a decline in FDI inflows.
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Regarding the moderating effect of government effectiveness on financial
development, the regression results for the moderating effect of government
effectiveness on bank assets are statistically insignificant under FGLS with a
standard error (0.014), but statistically significant at a 5% level under PCSE with
a standard error (0.009), which suggests a correlation between the two variables.
The FGLS results do not support the hypothesis (H4a) that government
effectiveness moderates the relationship between bank assets and FDI. The
regression coefficient of the moderated variable (GEF BAT) acquired a
negative sign (-0.020), which means the conditional effect of government
effectiveness on bank assets adversely affects FDI inflows to the EAC. Despite
the insignificant moderating effect of government effectiveness on bank assets,
it is worth appreciating that government effectiveness influences other
institutional quality indicators, and foreign investors are more attracted by

government effectiveness than policies (Du & Zhang, 2018).

Comparably, the regression results for the moderating effect of government
effectiveness on credit to the private sector are enormously significant at a 1%
level as per FGLS with a standard error of 0.029, and confirmed by PCSE at the
same significance level and standard error of 0.026. The estimation results
support the hypothesis (H4b) that government effectiveness moderates the
relationship between credit to the private sector and FDI. The moderation effect
(GEF_BACRED) carried a positive coefficient sign (0.105). The results imply
that an increase in the interaction between government effectiveness and credit
provision to the private sector enhances FDI inflows to the EAC. The results

support the premise that foreign investors prefer good financial services while in
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foreign markets, including external financing, which supports their financial
needs during growth and expansion (Krifa-Schneider et al., 2022; Pham et al.,
2022; Islam et al., 2021). The positive and statistical significance of the
conditional effect of government effectiveness on bank credit to the private
sector towards FDI inflows reflects the role of governments in the EAC
economies in creating a conducive investment climate in fitting the diverse needs

of foreign investors (Sabir et al., 2019).

However, the results for the moderating effect of government effectiveness on
valued traded are statistically significant at a 5% level under FGLS with a
standard error of 1.454, which PCSE confirms at the same significance level and
standard error (1.330). The results support the hypothesis (H4c) that government
effectiveness moderates the relationship between value traded and FDI. The
moderated variable (GEF_STVAL) acquired a negative regression coefficient
sign (-2 970). The results for the moderating effect of government effectiveness
on value traded suggest that the impact of value traded on FDI inflows varies
depending on the level of government effectiveness in the EAC. The results
further indicate that the negative sign of the moderation effect implies that
increased interaction of government effectiveness on value traded lowers FDI

inflows to EAC.

Similarly, the regression results for the moderating effect of government
effectiveness on market capitalization are statistically significant at a 10% level

as per FGLS with a standard error of 0.022. They robustly confirmed at a 1%
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significance level under PCSE with a standard error of 0.015. The results support
the hypothesis (H4d) that government effectiveness moderates the relationship
between market capitalization and FDI inflows. The regression coefficient for
the moderating effect of government effectiveness on market capitalization
(GEF_STCAP) acquired a negative sign (-0.040). Analysis of the estimation
results for the moderation effect of government effectiveness on market
capitalization also indicated that the impact of market capitalization on FDI
inflows varies with the level of government effectiveness in the EAC. The results
imply that increased interaction between government effectiveness and stock

market operation deters FDI inflows to the EAC.

However, the moderating effect of political stability on bank assets turned out
statistically insignificant under all models at a standard error of 0.005 and 0.003
for FGLS and PCSE, respectively. The hypothesis (H5a) that political stability
moderates the relationship between bank assets and FDI is not supported based
on the moderation regression results. The moderating effect of political stability
on bank assets (PST BAT) carried a positive regression coefficient sign (0.003).
The positive coefficient sign implies that bank assets positively relate to FDI
inflows in the presence of political stability. The insignificant results for the
moderating effect of political stability on bank assets also indicate that bank
assets' impact on FDI attraction is not influenced by the level of political stability
prevailing in the EAC region. Economic dynamics between net savers and bank
mobilization for deposits more influence the relationship between FDI inflows

and bank assets.
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Similarly, the moderation effect of political stability on credit to the private
sector turned out statistically insignificant under FGLS with a standard error of
0.012) but statistically significant at a 10% level as per PCSE with a standard
error of 0.009). The regression results indicate that the hypothesis (HS5b) that
political stability moderates the relationship between credit to the private sector
and FDI is not supported. The moderated variable PST BACRED acquired a
positive coefficient sign (0.016), meaning that the conditional effect of political
stability on credit to the private sector positively relates to FDI inflows to the
EAC. Credit provision to the private sector in EAC is more influenced by the
banking sector financing arrangements rather than fluctuations in levels of
political stability experienced in the region. Despite the results from the FGLS
being insignificant but statistically significant at 10% under PCSE, it is an
implication that political stability is an essential factor for bank operations and
financing availability to the private sector, particularly foreign investors who are

not very familiar with the political dynamics in the EAC.

However, the moderating effect of political stability on value traded produced
significant statistical results at a 5% level per FGLS with a standard error of
0.665, which was also strongly confirmed under PCSE at a 1% significance level
and a standard error of 0.492. The regression estimation results for the
moderation effect of political stability on value traded highly supported the
hypothesis (H5c) that political stability moderates the relationship between value

traded and FDI. Upon conditioning value traded with political stability, the
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resulting moderated variable PST STVAL negatively impacts FDI inflows,
carrying a regression coefficient value (-1.471). The results suggest that as the

interaction between political stability and value traded increases, FDI inflows to

EAC decline.

Unlikely, the moderating effect of political stability on market capitalization is
statistically insignificant. Further, the regression models could not establish a
linear relationship between the moderating effect of political stability on market
capitalization and FDI. The results for the moderation effect did not support the
hypothesis (H5d) that political stability moderates the relationship between
market capitalization and FDI. These results imply that the influence of market
capitalization on FDI inflows is independent of the levels of political stability

prevailing in EAC.

Furthermore, the regression results for the moderating effect of institutional
quality (corruption, government effectiveness, and political stability) can also be
explained based on the explanatory power predicted by R?. The moderation
results produced an 80.54% R? value, which reveals a very high explanatory
power, implying that financial sector development, followed by institutional
quality, explains the attractiveness of the host country for FDI inflows. The high
value of R? further explains the model fitness of the FGLS and PCSE employed
for regression estimation, as well as the appropriateness of the moderation

strategy execution.
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The reported high value of R? by the moderation results implies that institutional
quality significantly shapes how financial development affects FDI. In practical
terms, it means that even well-developed financial systems such as robust
banking sectors or active stock markets may not attract substantial FDI unless
supported by strong institutions, including effective governance, transparent
regulations, and the rule of law. Conversely, improvements in institutional
quality can amplify the positive impact of financial development on FDI inflows.
The findings are crucial to policymakers in their efforts to deepen financial
systems in which must be matched with institutional reforms to achieve all the
benefits associated with FDI. In developing regions like EAC, this could guide
comprehensive economic strategies that couple financial sector strengthening
with governance, legal, and regulatory reforms to create a more investment-

conducive climate.

Upon introducing the moderation effect in the primary model to investigate the
moderating effect of institutional quality on financial development towards FDI
attraction, the value of R? increased from 68.49% to 80.54%. The moderation
effect increased the explanatory level by about 12%. The increase in explanatory
power indicates that the influence of banking services and stock market size on
FDI inflows is responsive to levels of institutional quality prevailing in the EAC
market, and further that FGLS and PCSE are the best fit estimators for this linear

relationship.
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The substantial improvement of the value of R? by almost 12% increase
highlights that institutional quality is not just an independent driver of FDI but a
key enabler of financial development. In applied economic terms, financial
reforms alone, such as banking sector expansion and capital market
development, may not fully translate into increased FDI unless they are
reinforced by strong institutions such as effective governance, regulatory
quality, and the rule of law. The enhanced R? confirms that institutional quality
significantly influences the link between financial systems and FDI inflows. This
provides information to policymakers that integrated reform strategies are
essential. Improving financial systems without addressing institutional
weaknesses will yield limited results. Therefore, to unlock the full potential of
financial development for attracting FDI, governments in the EAC must
prioritize simultaneous reforms in both financial and institutional sectors,
ensuring that financial growth is supported by governance structures capable of

sustaining investor confidence.

4.10 Robustness Check

Further robustness checks are conducted for this study using other proxies for
banking services and stock market size. The robustness test uses different
banking services and stock market size estimating variables. Banking deposits
and liquid liabilities are used for banking services, while stock market turnover
and the number of listed companies are used to proxy the stock market size. The
robustness check aims to examine the responsiveness of the results when

alternative measures are used in the primary model and the moderation effect.
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4.10.1 Robustness Check on Banking Services and Stock Market Size

As discussed earlier in Chapter 3, banking assets and credit to the private sector
are the main proxies used to gauge banking services, while stock value traded
and market capitalization have been used to describe the stock market size.
However, the robustness check is performed using other measures of banking
services and stock market size. Specifically, bank deposits (BDST) and bank
liquid liabilities (BLLBT) are used for banking services. In contrast, stock
market turnover (STMT) and the number of listed companies (NLSTC) are

employed to gauge stock market size.

Table 4. 11: Robustness check results for the relationship between Financial
Development, Institutional Quality, and FDI

FGLS PCSE
Variables Coef. Coef.
P>Z P>Z
(SE) (SE)
BDST 0.93 %% (.93 %%
(0.246) 0.000 (0.274) 0.001
BLLBT 0.068*%** 0.068*%**
(0.020) 0.001 (0.022) 0.002
STMT -0.052 -0.052
(0.036) 0.152 (0.033) 0.116
NLSTC 0.578%** 0.578%**
(0.192) 0.003 (0.217) 0.008
CORP 5.300 5.300
(11.374) 0.641 (11.272) 0.638
GEF 1.846 1.846%**
(0.408) 0.000 (0.407) 0.000
PST 0.132 0.132
(0.215) 0.540 (0.237) 0.578
GDPC -0.345%%* -0.345%**
(0.093) 0.000 (0.095) 0.000
INFL 0.006 0.006
(0.017) 0.745 (0.019) 0.773
TROP 0.823%* 0.823%*
(0.398) 0.039 (0.366) 0.025
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EXR 0.84 8%+ 0.84 8%+
(0.105) 0.000 (0.101) 0.000
R-squared 83.04%
Source: Author’s compilation

Notes: FGLS represents feasible generalized least squares, and PCSE represents
panel-corrected standard errors. The statistical values in the table are the
regression results containing coefficients (Coef.) and the standard error (SE)
values (in brackets). The asterisks ***, ** and * indicates significance levels at
1%, 5%, and 10%respectively. The table also reports R-squared.

As reported in Table 4.11, the coefficients of the banking services proxies remain
positively related to FDI, similar to the results presented in Table 4.9. Similarly,
the variables significantly influence FDI inflows, as reported in Table 4.9. The
results suggest that banking services in the EAC economies are essential in the
investment process and attract foreign investors to locate their cross-border
investments in those markets. However, the relationship between stock market
size and FDI is mixed, with stock market turnover being negative, similar to the
value traded and market capitalization reported in Table 4.9. At the same time,
the number of listed companies is positive. The findings indicate that thin stock

turnover negatively impacts the market’s attractiveness for FDI.

In contrast, increasing the number of companies listed on the stock exchanges
attracts foreign investors to locate their investments in the EAC. It is worth
noting that the alternative measures of stock market size are also statistically
significant. Generally, the results reported using different measures of banking
services and stock market size are consistent with the findings reported in Table

4.9. Therefore, the robustness test provides sufficient evidence that the banking
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services and stock market size, which measure financial development, are

essential to attract FDI inflows to the EAC.

A high value of R? can also confirm the results for robust checks reported of
about 83%. Compared with the reported R? for the baseline model of around
68% suggests there is substantial improvement, suggesting that the relationship
between financial development, institutional quality, and FDI is both strong and
stable across different measurement approaches. In practical terms, it affirms
that these two domains, finance and institutions, are central pillars of FDI
attraction, and their influence is not sensitive to how they are specifically
quantified. This has direct policy relevance that reforms in financial systems and
institutional governance are consistently effective levers for increasing FDI,
regardless of the specific channels through which they operate, such as banking

depth, stock market size, and institutional governance practices.

For policymakers, this enhanced explanatory power validates the call for
comprehensive, data-driven policy strategies. It emphasizes the need to diversify
and refine the indicators used in assessing financial and institutional strength to
design more targeted interventions. Ultimately, the results confirm that when
institutional quality and financial development are jointly prioritized, the impact
on attracting FDI is not only significant but also robust across contexts, offering
a high degree of confidence in the effectiveness of coordinated investment

reforms.
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4.10.2 Robustness Check on Moderation Effect

The robustness test on the moderation effect is performed by examining the
conditional effect exerted by institutional quality (corruption, government
effectiveness, and political stability) on the alternative measures of banking

services and stock market size variables in influencing FDI inflows.

Table 4. 12: Regression Results for the Moderation Effect

FGLS PCSE
Variables Coef. Coef.
P>Z P>Z
(SE) (SE)
CORP_BDST -0.597 -0.597
(12.592) 0.962 (13.588) 0.965
CORP_BLLBT 1.721%%* 1.721%%
(0.823) 0.036 (0.826) 0.037
CORP_STMT 0.003 0.003
(0.004) 0.520 (0.004) 0.500
CORP NLSTC 6.785* 6.785
(4.073) 0.096 (4.280) 0.113
GEF _BDST -0.780 -0.780
(0.967) 0.420 (1.060) 0.462
GEF_BLLBT 0.375%%* 0.375%%*
(0.119) 0.002 (0.143) 0.009
GEF_STMT -0.224 -0.224
(0.240) 0.349 (0.231) 0.331
GEF_NLSTC 1.993 %% 1.993 %%
(0.628) 0.002 (0.729) 0.006
PST BDST -0.5627%* -0.562%
(0.265) 0.034 (0.304) 0.064
PST BLLBT -0.006 -0.006
(0.008) 0.444 (0.009) 0.465
PST STMT 0.232%%* 0.232%*
(0.099) 0.019 (0.093) 0.013
PST NLSTC 0.184 0.184
(0.206) 0.372 (0.233) 0.429
BDST -1.628 -1.628
(1.170) 0.164 (1.263) 0.198
BLLBT -0.129%* -0.129%*
(0.050) 0.010 (0.060) 0.034
STMT 0.093 0.093
(0.124) 0.453 (0.112) 0.405
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NLSTC 0.720%* 0.720%*

(0.309) 0.020 (0.359) 0.045
CORP -49.838 -49.838
(30.680) 0.104 (32.132) 0.121
GEF -2.552 -2.552
(1.796) 0.155 (1.973) 0.196
PST 0.366 0.366
(0.773) 0.635 (0.766) 0.632
GDPC -0.052 -0.052
(0.120) 0.668 (0.140) 0.711
INFL -0.002 -0.002
(0.016) 0.890 (0.018) 0.902
TROP 0.880%* 0.880%**
(0.374) 0.018 (0.376) 0.019
EXR 0.675%** 0.675
(0.207) 0.001 (0.203) 0.001
R-squared 88.10%

Source: Author’s compilation

Notes: FGLS represents feasible generalized least squares, and PCSE represents
panel-corrected standard errors. The statistical values in the table are the
regression results containing coefficients and the standard error values (in
brackets). The asterisks ***, ** and * indicates significance levels at 1%, 5%,
and 10% respectively. The table also reports the value of R-squared.

The results for the moderation effect presented in Table 4.12 are still identical to
the findings reported in Table 4.10. The results revealed a mixed relationship
between the tangential effect of institutional quality indicators on the employed
alternative measures of banking services and stock market size, consistent with
the reported results in Table 4.10. It is further revealed that all the employed
institutional quality indicators (corruption, government effectiveness, and
political stability) statistically impact the influence of banking services and stock
market activities on FDI inflows to the EAC. The findings maintain that in EAC
economies, the effects of institutional quality on the investment process are
unpredictable, as they can pose a positive or negative impact. The results confirm

the pivotal role of quality institutions in the EAC countries, such as banking
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services and stock market size, the measure of financial development, and their

influence on FDI, which varies with the level of institutional quality.

The high value of R? reported for the robustness check for the moderation effect
confirms the model's fitness and relevance of the different financial development
proxies when conditioned with institutional quality dimensions, which
significantly impacts FDI patterns. This enhancement confirms that the
moderating effect of institutional quality is both significant and robust,
regardless of how financial development or institutions are measured. From an
applied economic perspective, it implies that countries with strong institutions
can more effectively convert financial sector development into tangible gains in
FDI. The results emphasize that the interaction between finance and institutions

is a stable and reliable predictor of foreign investment flows.

The high value of R? gives information to policymakers that reinforcement for
creating a conducive environment for sustainable FDI attraction needs integrated
economic reforms. Simply expanding financial services is not sufficient, as the
governments must also strengthen institutional frameworks, focusing on good
governance practices to ensure that financial development leads to real investor
confidence and stable FDI inflows. The improved R? in the robustness check
offers empirical assurance that such coordinated efforts are likely to achieve
consistently strong results across different economic measurements and

environments.
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4.11 Summary of the Results in Response to the Hypotheses

The summary of the results and response to the developed hypotheses is based
on the regressions performed using FGLS, the primary estimation model. The
summary of the results is also centred on the categories covered by the study:
banking services, stock market size, institutional quality, and the moderating

effect of institutional quality on banking services and stock market size.

4.11.1 Banking Services and FDI Inflow

The investigation of the influence of banking services on the level of FDI inflows
attracted to the EAC is based on two banking variables: bank assets and bank
credit to the private sector. Two hypotheses, Hla and H1b, were tested to

respond to this objective, as summarized in Table 4.11 below.

Table 4. 13: Results of banking services towards FDI inflow

Existence of

Hypothesis influence Association  Decision

Hla Bank assets level is positively
related to FDI significant positive supported
H1b Credit to the private sector is
positively related to FDI significant positive supported

Source: Author’s compilation
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4.11.2 Stock Market Size and FDI Inflow

Two key variables were employed in investigating the impact of stock market
size on FDI inflows: value traded and market capitalization. Two hypotheses,
Hlc and H1d, were tested to respond to the objective of investigating the
influence of stock market size on the level of FDI inflow, as summarized in Table

4.12 below.

Table 4. 14: Results of stock market size towards FDI inflow

Existence of

Hypothesis influence Association Decision
Hlc Value traded is positively not
related to FDI significant negative supported
H1ld Market capitalization is not
positively related to FDI significant negative supported

Source: Author’s compilation

4.11.3 Institutional Quality and FDI Inflow

The investigation of the influence of institutional quality on the level of FDI
inflow was based on corruption, government effectiveness, and political
stability. These are components of institutional quality that are involved in risk
assessment, such as political risk during investment decisions in developing
economies. Three hypotheses, H2a, H2b, and H2c, were tested to address this

objective, as summarized in Table 4.13 below.
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Table 4. 15: Results of institutional quality towards FDI inflow

Existence of

Hypothesis influence Association Decision

H2a Corruption is negatively related

to FDI significant negative supported
H2b Government effectiveness is not
positively related to FDI significant negative supported
H2c Political stability is positively not not
related to FDI significant negative supported

Source: Author’s compilation

4.11.4 Effect of Institutional Quality on the Relationship between Banking
Services and FDI Inflow

The moderation effect of institutional quality on the relationship between
banking services and the level of FDI inflow was performed using corruption,
government effectiveness, and political stability variables. Also, the moderating
effect involved two banking sector variables: banking assets and bank credit to
the private sector. Six hypotheses, H3a, H3b, H4a, H4b, H5a, and H5b, were

tested to achieve this objective, as summarized below in Table 4.14.

Table 4. 16: Results of the effect of institutional quality on the relationship
between banking services and FDI inflow

Existence of

Hypothesis influence Association Decision

H3a Corruption moderates the
relationship between bank assets not insignificantly

and FDI significant negative supported

239



H3b Corruption moderates the
relationship between credit to the
private sector and FDI.

H4a Government effectiveness
moderates the relationship between
bank assets and FDI.

H4b Government effectiveness
moderates the relationship between
credit to the private sector and FDI.
H5a Political stability moderates
the relationship between bank
assets and FDIL.

H5b Political stability moderates
the relationship between credit to

the private sector and FDI.

significant

not

significant

significant

not

significant

not

significant

positive

negative

positive

positive

positive

supported

not supported

supported

insignificantly

supported

insignificantly

supported

Source: Author’s compilation

4.11.5 Effect of Institutional Quality on the Relationship between Stock

Market Size and FDI Inflow

The moderating effect of institutional quality on the relationship between stock

market size and the level of FDI inflow was performed on two stock market

variables: value traded and market capitalization. In accomplishing this

objective, six hypotheses, H3c, H3d, H4c, H4d, H5c, and H5d, were tested, as

presented in Table 4.15 below.
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Table 4. 17: Results of the effect of institutional quality on the relationship
between stock market size and FDI inflow

Existence of

Hypothesis influence Association  Decision
H3c Corruption moderates the

relationship between value traded

and FDI significant negative supported
H3d Corruption moderates the

relationship between market

capitalization and FDI. significant negative supported
H4c  Government effectiveness

moderates the relationship between not

value traded and FDIL. significant negative supported
H4d  Government effectiveness

moderates the relationship between not not
market capitalization and FDI. significant negative supported
H5c Political stability moderates the

relationship between value traded not

and FDI. significant negative supported
H5d Political stability moderates the

relationship between market not not
capitalization and FD. significant no relation  supported

Source: Author’s compilation
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CHAPTER FIVE

5.0 DISCUSSION OF FINDINGS AND CONCLUSION

5.1 Introduction

This chapter focuses on the discussion of the findings from the study, drawing
attention to the objectives set in the previous chapter, the theories involved, and
the hypotheses developed in the earlier sections. The discussion considers the
effects of financial development (bank assets, bank credit to the private, value
traded, and market capitalization) on the inward attraction of FDI, moderating
effect of institutional quality (corruption, government effectiveness, political
stability) on financial development variables in influencing FDI inflows and the
impact of macroeconomic variables (GDP per capita constant, inflation rate,
trade openness, exchange rate) on FDI inflows. This chapter's organization
involves five sections, including a discussion of the significant findings,
contributions and implications, study limitations, further research, and

conclusion.

5.2 Discussion of the Significant Findings

The discussion of the significant findings reported by the study is governed by
the study’s objectives, which include (i) investigating the influence of banking
services on the level of FDI inflow, (ii) investigating the influence of stock

market size on the level of FDI inflow (iii) investigating the influence of
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institutional quality (Corruption, Government Effectiveness, Political stability)
on the level of FDI inflow (iv) investigating the moderating effect of institutional
quality (Corruption, Government Effectiveness, Political stability) on the
relationship between banking services and the level of FDI inflow (v)
investigating the moderating effect of institutional quality (Corruption,
Government Effectiveness, Political stability) on the relationship between stock

market size and the level of FDI inflow.

5.2.1 Banking Services and FDI Inflow

This section expounds on objective number one of the study, which aims to
investigate the influence of banking services on inward FDI based on the
research question, the hypotheses developed in earlier sections, and the findings

summarized in Table 5.1 below.

Table 5. 1: Banking Services and FDI Inflow

Supported/
Research Research Hypothesis Not
Objective Question supported
Hla Bank assets level is
o . . Supported
To investigate the Do banking positively related to FDI
influence of services influence
_ ' H1b Credit to the
banking services the level of FDI . .
private sector is Supported

on the level of FDI inflow in EAC?
) positively related to FDI
inflow.

Source: Author’s compilation
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It is hypothesized that financial development positively influences FDI inflows.
The results for the banking sector services supported the hypothesized relation.
Thus, the results support the hypothesis that financial development influences
FDI inflows to the EAC. The results reveal that financial development through
banking sector services strongly and positively influences FDI inflows to EAC
as predicted. The results support the findings reported by Juasrikul et al. (2018),
who highlight that financial development in the host countries assures investors
that they can meet their financial requirements in their time of need while
holding investments in foreign markets. The study’s findings imply that foreign
investors positively perceive the vital role of the developed financial sector in
the FDI recipient economies, that transaction costs are low, access to financial
resources is easy, and investment risks are reduced as the development of this
sector is fostered by good governance and quality institutions, which together

protect investors’ rights.

In the same vein, it is hypothesized that both bank assets level (H1a) and credit
to the private sector (H1b) positively influence the level of FDI inflows. The
bank assets and the credit to the private sector proxies are used to gauge the
banking sector as they appropriately provide relevant information on the services
offered by banks, such as savings mobilization, which leads to forming a bank
assets pool and credit supply to diverse customers, including the private sector.
The findings from the regression estimations confirm the statistically significant
positive impact of banking services on attracting FDI inflows to the EAC based

on the employed data from 1995 to 2020, as presented in Table 4.9 and
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summarized in Table 5.1. The hypothesized positive relationship between bank
assets (H1a) and credit to private (H1b) with inward FDI is supported. Objective
one is attained as the results from the study statistically supported the

hypothesized positive relationship between banking services and FDI.

The findings from the studies by Lestari et al. (2022), Pham et al. (2022),
Irandoust (2021), Jena and Sethi (2021), Sethi et al. (2020), Nkoa (2018), Tsaurai
and Makina (2017), Shah (2016), Kaur et al. (2013), Manova (2013), and Al
Nasser and Gomez (2009) posit that banking sector services positively influence
FDI inflows to the host countries. Similarly, the present study came up with
findings, as summarized in Table 5.1, that support hypotheses Hla and H1b,
which state that bank assets and credit to the private sector positively influence
FDI inflows to the EAC. However, the literature review shows these studies have
examined the influence of banking sector services on FDI based on different
methodologies, different data environments, varying proxies gauging banking
services, diverse theoretical propositions, and varied economic development

levels where such studies were conducted.

The EAC’s competitive banking services between the government and private
sector motivate foreign investors to locate their investments in this region in the
same manner proposed by Fernandez et al. (2020). Similarly, foreign investors
are attracted to the EAC because of the functional banking sector, characterized
by quality services, enhanced financial system liquidity, deposit mobilization,

savings culture, and overall banking sector performance (Islam et al., 2020). All
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these quality attributes of the functional banking sector operations led to
financial sector development, which plays a pivotal role in facilitating the flow
of funds from the net savers and putting them at the disposal of the ultimate users
to meet the financing needs of the most profitable business and investment

activities.

As Wilhelms (1998) proposed, under the institutional FDI fitness theory, quality
institutions in the FDI recipient economies increase absorption capacity for
foreign investments because such institutions create a conducive investment
climate. In the same vein, the findings from the study agree with the suggestion
that foreign investors are attracted to invest in countries with well-established
banking systems, with the expectation of meeting their financial needs reliably,
promptly, and at a reasonable cost. The results align with the argument made by
Pham et al. (2022) that a well-functioning banking sector through quality service
provision to the business and investment channels is a crucial driver for financial

sector development and its influential role in attracting foreign investors.

The analysis of the banking sector in EAC in connection to the study results is
that among the key factors that lead the banking sector in the region to pose a
positive impact on FDI attraction include the sector's market growth rate,
expansion of overseas business operations, competition for market share
between domestic and foreign banks, deregulation, economic integration, and
liberalization of the domestic market and international market. The findings

from the study reflect the argument made by Kaur et al. (2013) that the banking
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sector facilitates fast access to crucial investment services such as funding
availability, timely access to finance-related services at a reasonable cost,
competitive foreign exchange, stock market intermediation services, global
trading systems, payment settlements, and deposit services regarding their
investments in the EAC countries. Thus, banking sector services in the EAC
countries attract inward FDI as they facilitate financial transactions and link
investors with their host country's financial system, as connoted by Gomber et

al. (2018), Zhen and Luu (2020) and Rillo (2018).

Generally, the findings from the study align with the results reported by Lestari
et al. (2022), Pham et al. (2022), and Nkoa (2018), who used the GMM
estimation method to investigate the influence of financial development
measured by banks on FDI inflows. The GMM estimation method utilized by
these studies has the power to handle the endogeneity, heteroskedasticity, and
autocorrelation in panel data similarly to FGLS employed in this study, making
the comparison of the results interesting, sound and, above all, increasing the

findings' consistency and reliability.

On the other hand, some previous studies used different estimation methods,
such as FMOLS and DOLS employed by Jena and Sethi (2021) and Sethi et al.
(2020), while Tsaurai and Makina (2017) used a dynamic panel threshold
regression model, whereas Irandoust (2021), Jena and Sethi (2021), and Sethi et
al. (2020) used Granger causality approach. Surprisingly, this study's findings

are consistent with the results of previous studies. The similarity of the findings
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based on different methodologies reflects the power and reliability of the
estimation methods used in predicting the studied relations under the respective
data environments. The findings also suggest that the estimation methodologies
employed can handle complex variables. Thus, the study concluded that despite
differences in estimation methods while examining the influence of banking
sector services on FDI, the impact of the sector, as mentioned earlier in the
investment process, is generally positive, suggesting that banking sector services
catalyze the attractiveness of the EAC countries' investment climate for inward

FDI projects.

Moreover, a literature review indicates that different studies investigating
banking services' influence on FDI inflows employed other proxies to gauge this
sector. Similar to this study, Pham et al. (2022), Lestari et al. (2022), Sethi et al.
(2020), Nkoa (2018), Tsaurai & Makina (2017), and Al Nasser & Gomez (2009)
utilized stand-alone indicators covering bank assets, credit to the private sector,
and liquid liability among the parameters that describe the scope of the banking
sector. In contrast, other studies employed financial development indexes in
measuring the impact of the banking sector on FDI attraction, such as Irandoust
(2021) and Jena and Sethi (2021). Consequently, the studies' findings are similar,
notwithstanding their differences in the banking sector's measurement approach.
It is worth appreciating that whether individual variables or a constructed index
measures the banking sector, the rationale remains that variables are selected
because they are essential in understanding the gauged parameter. After all, they

are the basic units of the information studied and interpreted in the study.
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Based on the fact that theories in research are used to establish the relationship
among attributes, variables, or data, the study finds it suitable to compare the
findings with earlier studies, which used different theoretical propositions in
explaining the financial development and FDI phenomena. Unlike this study,
which employed institutional FDI fitness theory, previous studies involved other
theories such as the Eclectic paradigm theory (Lestari et al., 2022; Irandoust,
2021; Nkoa, 2018; Al Naser & Gomez, 2009), the accelerator theory of
investment (Lestari et al., 2022), Economic theory (Sethi et al., 2020; Tsaurai &
Makina, 2017) and the endogenous growth theory (Jena & Sethi, 2021). Despite
differences in theories that have devoted attention to explaining financial
development, the FDI concept, and the flow of FDI projects to different
economies, the result from the study still aligns with previous findings.
Accordingly, the study's conclusions confirm the institutional FDI fitness theory
that the development of the banking sector, fostered by quality services provision

and adherence to sound governance practices, positively influences FDI inflows.

In contrast to the positive relationship hypothesized between banking sector
services and FDI, some previous studies reported negative significant results on
the banking sector and FDI inflows (Tongurai & Vithessonthi, 2018; Jeanluc &
Muiruri, 2022; Kaur et al.,2013). The presence of contradicting findings with the
results from this study increases the inconclusiveness of the real impact of
banking sector services on attracting foreign investments. However, the

differences in these results can be due to the methodology employed, the sample
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size used, the measurement of the variables, uncontrolled factors that affect the
FDI-financial development nexus, inherent variability in the estimation system,
and the existence of any other unknown effect which may impact the estimation

process.

Accordingly, based on the estimation methods employed, this study utilized the
FGLS, which is an efficient estimation model capable of resolving the
endogeneity, heteroskedasticity, and autocorrelation in panel data, similar to
Tongurai and Vithessonthi (2018) and Jeanluc and Muiruri (2022), who
employed GMM in their studies. However, it is worth noting that the
assumptions behind FGLS and GMM are different, and even the sample size that
permits the execution of analysis using the two models is different. Due to the
sensitivity of panel data in response to sample size and assumptions underlying
a particular estimation model and data environment, it is not surprising to arrive

at opposing results (Hill et al., 2021).

On the other hand, Kaur et al. (2013) employed Pooled OLS, fixed effect, and
random effect models, reporting negative statistically significant results between
the banking sector and FDI. These contradicting findings can be due to
methodological challenges. According to Green (2018), Pooled OLS, fixed
effect, and random effect models are less efficient estimators as they cannot
handle the endogeneity issues suffered by panel data due to cross-sectional

dependence attributed to some unobserved common factors across the units. In
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this regard, results from FGLS utilized by the study can differ from those

reported by the estimation mentioned in earlier models.

However, it can be appreciated that the banking sector in EAC, through the
financial services offered to diverse customers, including foreign investors,
remains a catalyst for investment as it plays a significant role in the international
capital movement. The findings from the study support the argument made by
Irandoust (2021) that financial development is essential in mobilizing capital
through banking services to ease investors' needs for financial services.
Consequently, the banking sector in the EAC region has been growing, offering
a conducive and friendly investment climate to domestic and foreign investors
at a reduced financing cost and a low possibility of business distress. In the same
vein, the findings from the study align with the expression made by Agbloyor et
al. (2013) that banking sector services in the host country attract inward FDI by
providing capital to foreign enterprises under financial services arrangements
such as availing them with working capital, bank overdraft facility, and long-

term financing for expansion.

5.2.1.1 Relationship between Bank Assets and FDI

The relationship between bank assets and FDI is examined under hypothesis
Hla, which postulates that bank assets positively influence FDI inflows. The
results from the study reveal a significant positive relationship between bank
assets and FDI, as reported in Table 4.9, which is similar to the summary in

Table 5.1. The results indicate that banking services are vital in the investment
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process, particularly for foreign investors who use this sector as a channel for
financial services, similar to the observations made by Anyanwu et al. (2018).
The findings, therefore, justify the generally expected and evidenced from the
literature that banking sector services in most emerging economies, such as
EAC, are the primary funding source to finance investment activities, as

previously argued by Pham et al. (2022) and Jena and Sethi (2021).

The results from this study are consistent with the earlier findings reported by
Anvarovich (2022), Duffie (2022), Korgaonkar (2012), Azmin-Saini et al.
(2010), and Dutta and Roy (2009), who reported positive and significant
influence exerted by bank assets in the attraction of FDI inflows to the host
countries. The findings from the study indicate that foreign investors consider
banks to be a significant channel for linking their investments and the market.
Through banking systems, investors can benefit from three immediate services:
raising capital, capital placement, and assessment of their creditworthiness.
Similarly, the findings from the study align with the results reported by Amadi
(2019) and Soumaré and Tchana Tchana (2015) that bank assets positively and
significantly influence the FDI inflows to the recipient economies. The
consistent positive relationship between banking sector services and FDI inflows
reported by previous studies is evidence that this sector plays a pivotal role in

the investment process by acting as a medium for most financial settlements.

The banking sector services highly influence foreign investors as this sector is

closely involved in the investment process in financial settlement and trading
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mechanisms (Anyanwu et al., 2018; Beck & Levine, 2004). Similarly, the
positive association between bank assets and FDI inflows reflects the readiness
of the banking sector to transact with the private sector because the private sector
is more efficient in using capital resources for optimal production compared to
the public sector. Therefore, foreign investors are attracted by the banking
sector's performance through the services they offer as they reflect the banks'
ability to mobilize savings and allocate them to the most productive economic
activities, including financing of FDI projects taking place in the host countries

(Pham et al., 2022).

In the same vein, the influence of banking sector services on inward FDI
attraction through bank assets level supports the previous arguments in the
literature that banking sector development creates investors' confidence through
the level of assets owned (Hajilee & Al Nasser, 2015). Investors are more
attracted to transact with banks that control large portfolios of assets because
they provide them with financial safety, easy access to their funds, savings from

check-cashing fees, and overall financial peace of mind (Islam et al., 2020).

Additionally, Anvarovich (2022) expressed that the portfolio of assets held by
banks forms the basis of funding resources available to investors' financing
needs under credit provision arrangements. The higher the level of bank assets,
the more it symbolizes its liquidity, increasing its efficiency in service provision,
reducing transaction costs, and facilitating competitive exchange rate services.

All these factors from the banking sector attract foreign investors to carry out
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investments in the EAC. Hence, through its services, the banking sector

positively influences FDI inflows to the EAC region.

Moreover, the banking sector's stability, accompanied by optimal asset levels to
meet customers' financial needs, indicates that credit provision can be made
smoothly, attracting foreign investors to invest in the EAC economies in line
with the proposition put forward by Duffie (2022). Likewise, the positive
influence of bank assets on FDI inflows signifies the banking sector's strength
by reflecting its efficiency and competitive bank operations characterized by
good governance. Consequently, it attracts foreign investors to invest in EAC
economies, thereby receiving FDI inflows, similar to the observation made by
Viktorov and Abramov (2020). The statistically significant influence exerted by
bank assets on the attraction of FDI inflows is evidence that the banking sector
in the EAC has been growing since bank assets can influence FDI inflows, and
the region can also benefit from its spillover effects, as previously argued by

Omran and Bolbol (2003).

5.2.1.2 Relationship between Bank Credit to Private Sector and FDI

The hypothesis (H1b) that credit to the private is positively related to FDI has
been used to examine the relationship between the two. The results reveal that
bank credit significantly influences inward FDI, thereby supporting hypothesis
(H1b) that bank credit to the private sector attracts FDI inflows to the EAC. The
results support the findings reported by Pham et al. (2022) and Jena and Sethi

(2021), who expressed that banking services in emerging economies play a

254



pivotal role in attracting FDI projects, such that foreign investors are highly

motivated by credit offered by banks in the host countries.

The results are consistent with the findings reported by Lestari et al. (2022),
Pham et al. (2022), Sadiq et al. (2021), Shafiq (2021), Nkoa (2018), Agbloyor et
al. (2013), and Ezeoha and Cattaneo (2012), who found a positive and significant
relation of credit to the private sector in influencing FDI inflows. Investors rely
on credit from banks because of the attached benefits, such as funding their day-
to-day business operations, settling their startup costs, a tool for working capital
management, supplementing cash flow, and a model of short-term and medium-
term financing strategy. According to Loayza and Ranciere (2006), credit to the
private sector positively influences FDI inflows in emerging economies when
there is no financial fragility. The findings suggest that higher credit provision
to the private sector enhances FDI inflows to EAC. Likewise, when there is no
environment of fear of financial crisis by foreign investors, an increase in credit
to the private sector in the host economies enhances FDI inflows (Jeanluc &

Muiruri, 2022).

Friendly interaction between local and foreign investors increases the chances
for all market participants to benefit from banking services offered in the EAC
economies. Pham et al. (2022) argued that credit supplied to the private sector in
the host countries is more attractive to both domestic and foreign investors,
leading to more FDI inflows. Likewise, more acceptance of credit supplied to

the private sector in the EAC countries is a strategy adopted by foreign investors
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to maintain liquidity and increase access to affordable financing sources. The
availability of alternative financing sources that are readily accessible and
convenient helps foreign investors undertake financial control of their capital
invested in international markets to hedge against exposure to excessive
financing costs. The results imply that the level of FDI inflow to the EAC region
increases with the increase in the supply of credit to the private sector from the

commercial banks in these countries.

Accordingly, the findings from the study showed that credit to the private sector
significantly influences the level of FDI inflows to the EAC. The findings imply
that foreign investors are attracted to utilize the credit provided by the EAC's
banking sector, which satisfies their much-needed financing gap for growth and
expansion. The results complement the expression made by Pham et al. (2022)
that foreign investors utilize the financing opportunities available in the host
countries' banking sector to maximize their returns while minimizing financing
costs arising from issuing shares. Therefore, foreign investors prefer to rely on
the credit extended by local banks to support their investments in EAC, which

entails the influence of credit on private and inward FDI.

In contrast, the findings from the study patterning the influence of credit on the
private sector contradict the empirical results reported by Islam et al. (2021),
Jeanluc and Muiruri (2022), Kaur et al. (2013), and Hausman & Fernandez-Arias
(2000), who obtained a statistically significant negative relationship between

credit to the private sector and FDI inflows. A negative relationship between
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credit to the private sector and FDI implies that more credit is provided to foreign
investors as a sign of lowering their returns through compensation for the
financing costs and loss of financial control. Even though credit offering to the
private sector is a mechanism for risk sharing, giant foreign firms assess it with
greater caution to protect their profit margins from their investments in FDI
projects. Moreover, Claessens et al. (2001) and Al Nasser and Gomez (2009)
highlight that, due to capital constraints and diverse investments in emerging
economies such as EAC, FDI is a substitute capital flow. The substitution effect
between FDI inflows and credit to the private sector in these economies could

likely lead to a negative relationship between the two variables.

Generally, the reported findings on the influence of the banking sector on FDI
attraction showed a positive relationship between bank assets and credit to the
private sector. Bank assets and credit to the private sector provide information
on the banking sector services' solid and positive, statistically significant
influence on FDI inflows. Banking services are vital in enhancing investments
both domestically and internationally. Local and foreign investors can access the
host countries' banking sector financing. The banking sector's performance in
facilitating financial service provision to investors is a critical factor in attracting
FDI inflows to EAC and other emerging economies, as postulated by Pham et
al. (2022). The implications of the findings from the study highlight that the
banking sector is one of the strategic sectors that significantly impact FDI
attraction to the EAC region. Hence, further efforts for its development are
required to widen its scope of servicing more investments and a broader investor

base.
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5.2.2 Stock Market Size and FDI Inflow

This section addresses the study's second objective, which focuses on
investigating the influence of stock market size on the level of FDI inflows. Two
hypotheses, Hlc and H1d, are developed and tested based on value traded and
market capitalization. It is hypothesized that value traded and market
capitalization positively influence FDI inflows. Table 5.2 summarises the

findings in response to the developed hypotheses.

Table 5. 2: Stock market size and FDI inflow

Supported/
Research Hypothesis Not
Objective Research Question supported
Hlc Value traded is Not

To investigate the ~ Does stock market  positively related to FDI  supported

influence of stock size influence the

market size on the  level of FDI inflow H1d Market Not
level of FDI in EAC? capitalization is supported
inflow. positively related to FDI

Source: Author’s compilation

The findings from the study reveal that stock market size, measured by value
traded and market capitalization, negatively impacts FDI inflows to the EAC.
Table 5.2 summary shows that hypotheses Hlc and H1d are not supported, thus
failing to confirm the hypothesized positive relationship between value traded,
market capitalization, and FDI. The results from Table 4.9 reveal that stock

market size strongly impacts FDI inflows to the EAC. More specifically, the
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findings showed a negative relationship between stock market size proxies and
FDI, affirming the results reported by Shahbaz et al. (2021), Umar et al. (2015),
Lin and Ye (2018), Dutta and Roy (2009), Antras et al. (2009), Ang (2009),
Loayza and Ranciere (2006), and Hausman and Fernandez-Arias (2000). That
implies less developed stock markets in the EAC region deter FDI inflows, as
such markets cannot support the financial needs of foreign investors. The
findings indicate that foreign firms investing in EAC cannot rely on stock
markets as an alternative source of capital in the short run. Still, as it grows,

foreign investors are likely to benefit from this market in the long run.

Contrary to the expected positive influence of stock markets in driving inward
FDI to the EAC, the negative association between the two sectors reflects that
the stock market in this region is on the growth stage, posing a risk to foreign
investors in raising funds to support their investment projects and consequently
negatively impacting FDI. The findings further indicate that FDI inflows to EAC
are a substitute for stock market investment. This detrimental and unnecessary
competition makes the stock market less attractive to foreign investors. In that
view, Jeanluc and Muiruri (2022) argued that FDI projects in emerging
economies replace the roles of financial markets, thereby posing adverse effects.
Thus, the findings from this study confirm the proposition made under the
institutional FDI fitness theory that host countries characterized by unfit markets
or weak markets negatively impact FDI inflows. Vulnerable markets built on
low-quality institutions in the host countries lower the absorption capacity of

FDI to their economies (Wilhelms, 1998).
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Similarly, the reported impact of stock market size on FDI can be explained
based on the findings reported by Nkoa (2018), who argued that stock markets
in emerging economies are less liquid, making them unattractive to foreign
investors to register and trade their equity stocks to raise additional capital during
growth and expansion stages. The results support this argument as value traded
and market capitalization proxies appropriately provide relevant information
about the market size and the trading activity. These variables also reflect the
stock market liquidity and provide information that helps investors to purchase
and sell their shares competitively. The information portrayed by stock markets
increases investors’ incentives to engage in stock market operations,
strengthening capital mobilization among the listed companies conducting

business activities in the economy.

However, a plausible explanation of the relationship between stock market size
and FDI in emerging economies is provided by Hausman and Fernandez-Arias
(2000) and Dutta and Roy (2009), who state that the negative relationship
between stock market size and FDI is highly associated with thin trading which
lowers foreign investors’ confidence to participate in the stock market to raise
additional capital to support their investment activities held in foreign markets.
Given the small size of the stock markets in EAC, foreign firms find it
challenging to raise capital by issuing shares to these markets because they fear

the possibility of diluting their share values.
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Given the low level of stock market development in EAC, the results can be
linked with the argument made by Tiwari et al. (2022) that developed stock
markets defined by large size (volume of transactions) and a massive number of
financial assets positively influence inward FDI. The study’s findings refute this
argument because EAC’s stock markets are in the growth stage with less market
experience and a low capability to absorb huge issues. The findings imply that
foreign investors are motivated to invest in economies with competitive stock
markets as they positively assess those markets as a potential and possible source
for additional funding and capital enhancement through equity financing from

the local capital markets.

Interestingly, the findings align with previous empirical studies that used
different estimation methods, such as Shahbaz et al. (2021). Umar et al. (2015)
used the ARDL, Antras et al. (2009), and Hausman and Fernandez-Arias (2000)
applied OLS, Ang (2009) used VECM. In contrast, Lin and Ye (2018) employed
Fixed effect and Random effect models, while Dutta and Roy (2009) used the
FGLS model in their analysis. Reflection on the results shows that they produced
similar results regardless of the differences in the estimation power and
endogeneity handling capacity among these estimators. The findings suggest that
the possibility of less developed stock markets exerting a negative impact on
FDI inflows is high, notwithstanding the diversity of the methods used in

estimating the relationship.
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Unsurprisingly, even the study by Dutta and Roy (2009), which employed the
FGLS estimation method similar to this study, reported the same findings of the
negative relationship between stock market size and FDI. Therefore, the study's
findings supporting Dutta and Roy’s results build a basis for comparison with
other studies because the two studies employed the same estimation method, and

the findings are based on the same methodological assumptions.

On the other hand, the literature review reveals that the measurement of stock
market size varies across different studies depending on the proxies used to
gauge the stock market (Le & Gregoriou, 2020; PH & Rishad, 2020). However,
it is worth acknowledging that the findings from the study are consistent with
previous empirical studies that employed different measurements of stock
market size, either using individual variables or the stock market index (Shahbaz
et al., 2021; Lin & Ye, 2018). That implies the variables involved in describing
stock market size captured the necessary information intended by the studies.
Another reason for the studies using different measurement approaches and
arriving at the same findings is adherence to standard research practices,
appropriateness of the estimation method, and control for all possible factors that

may affect the studied relation (Tan et al., 2021).

Unlikely, the results failed to exhibit the expression made by Pham et al. (2022)
that developed stock markets boost host countries’ investment climate,
motivating foreign investors to locate their investments in such economies with

the expectation of benefiting from easy access to alternative financing. In
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examining the relationship between stock market size and FDI, the study
employed the institutional FDI fitness theory by Wilhelms (1998), which
propounds that solid institutions in the host countries enhance market linkages,

attracting foreign investments.

Conversely, the results contradict previous studies that reported positive,
significant results on stock market size and FDI inflows. A vast number of past
empirical studies that examined the relationship between stock market size or
financial development gauged by stock market and FDI reported a significant
positive relationship between the two sectors, thereby opposing this study's
findings (Lestari et al., 2022; Pham et al., 2022; Irandoust, 2021; Jena & Sethi,
2021; Sethi et al., 2020; Nkoa, 2018; Tsaurai & Makina, 2017; Shah, 2016; Kaur
etal., 2013; Manova, 2013; Al Nasser & Gomez, 2009). Accordingly, it is worth
appreciating that these studies employed different estimation methods that relied
on various assumptions, varying efficiency in tackling endogeneity issues, and
data environments. The estimation models utilized include the GMM, the
FMOLS and DOLS, the dynamic panel threshold regression model, and the

Granger causality approach.

One of the primary reasons for the observed contradictory results is the diversity
of the level of stock market development between EAC and the economies where
the studies, as mentioned earlier, were conducted. Most of the studies are from
economies with relatively more developed stock markets compared to the

development status of the EAC stock markets (Sethi et al., 2020; Islam et al.,
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2020; Pham et al., 2022). The results align with the argument in the literature
that economic development goes parallel to stock market development (Lestari
et al., 2022). Thus, the stock market size in countries with higher economic
growth relative to the EAC economies is likely to influence FDI inflows

positively.

Alternatively, the EAC's stock market age can explain the contradictory results
with earlier empirical findings. Nguyen et al. (2020) found that the age of the
stock market contributes mainly to its development. Long-standing stock
markets are strong enough to withstand the domestic, regional, and global
economic dynamics. Unfortunately, the EAC stock markets are very young
compared to other economic regions. For instance, the oldest EAC member
state’s stock exchange is the Nairobi Securities Exchange (NSE), based in
Kenya, established in 1954, while the rest of the stock markets in other partner
states were established around the 1990s. The young EAC stock markets lack
securities market experience compared to older markets such as Alexandria in
Egypt, which was established in 1888. As argued earlier, stock markets grow
with economic development. On this ground, young EAC stock markets failed
to positively impact FDI, as reported in Table 4.9, indicating the real impact of

the less attractiveness of underdeveloped stock markets for FDI projects.

Similarly, economic volatility highly affects stock market development and its
impact on FDI inflows in the EAC. Many economic dynamics, such as global

financial waves, international trading patterns, global political tensions, and
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exchange rate movements, largely shake the economic stability of the EAC in
the same way as other emerging markets (Kohrt et al., 2024; Petry, 2021). All
these factors pose tremendous economic instability to these markets compared
to developed economies (Dorobat & McCaffrey, 2023). As a result of the
financial fragility of these countries, the EAC region has managed to attract
about 110 companies only listed on the stock exchanges (EAC Investment
Guide, 2020). Conversely, even the considered low number of listed companies
varies occasionally. Some companies are delisted and re-listed because of
economic volatility, affecting the companies’ listing qualification requirements
(Adjasi et al., 2022). Alternatively, economic instability in EAC affects stock
market development negatively, likely in the same way as companies operating

in domestic and foreign economies.

Connecting the study results with the earlier argument by Jeanluc and Muiruri
(2022), foreign investors consider stock markets as a source of funding for their
businesses in foreign markets. The stock markets in EAC economies are likely
to have a negative relationship with FDI inflows. The weight and treatment of
the FDI projects received in these economies, as noted in earlier discussion, is
that EAC economies value inward FDI as an alternative source of capital flow.
This view and approach of regarding FDI inflows as a significant source of
capital instead of the stock markets being an alternative source of capital to
foreign investors has shrunk the EAC’s stock market growth. In an environment
where stock markets are substituted with FDI flows to the hosting countries, it
is not surprising to find a negative relationship between the two sectors, as

revealed in Table 4.9 by the stock market regression results.
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In general, and specific impact analysis of the stock market influence in the
investment process, the results from the study reported a negative relationship
with FDI inflows, contrary to the hypothesized relations and existing literature,
which reflect critical contextual, stage-of-development, and methodological
differences. While many studies emphasize that developed stock markets signal
financial maturity, transparency, and investor protection, which should attract
FDI, this positive narrative often overlooks structural asymmetries, investment
motives, and market distortions specific to emerging and transitional economies.
These contextual and structural realities lead to the substitution of FDI by foreign
portfolio investment (FPI), market inefficiencies, and investor responses to
governance weaknesses masked by superficial market growth. Such findings
underscore the need for a more nuanced understanding of financial development,
one that distinguishes between quantitative expansion and qualitative maturity,
and considers the strategic intentions of foreign investors in different governance

environments.

5.2.2.1 Relationship between Value Traded and FDI

The relationship between stock value traded and FDI is examined by
hypothesizing (H1c) that value traded positively influences FDI. The results
from the study reveal that the value traded significantly impacts FDI negatively,
as reported in Table 4.9. The observed negative results of the association
between value traded and FDI failed to confirm hypothesis Hlc, as reported in

Table 5.2 of the summary results. The results bolster the arguments from the
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literature that foreign investors favour banking services to fund their FDI
projects in emerging economies at the expense of weak stock markets (Areneke
et al., 2022). Investors’ confidence is low, and they do not even trust these
markets because they fear the possibility of diluting their stock values (share
price). The loss of trust in these markets stems from the low trading volume, thin

market size, and weak competition among the market participants.

The relationship between stock value traded and FDI inflows in EAC is complex
and context-dependent. Stock value traded might negatively impact FDI inflows
to these economies because of several factors. The most common factors
associated with the negative impact of stock value traded on FDI inflows in EAC
include the perception of risk by foreign investors who regard the stock markets
as highly volatile, indicating higher investment risk (Wagas et al., 2015;
Solomon & Ruiz, 2012; Albuquerque, 2003; Kyereboah-Coleman & Agyire-
Tettey, 2008). Based on foreign investors’ perceived risk environment of the
EAC’s stock markets, the effect of stock value traded can be unattractive for
sound capital sources, which can deter them from making long-term
commitments. In the short run, foreign investors who are after immediate return
from their investments might prefer more stable environments where the stock

market risks are perceived to be lower (Huber et al., 2019; Marfatia, 2020).

Similarly, EAC stock markets and similar developing economies often involve
short-term trading and speculation (Siegel, 2021; Hirota et al., 2022; Caporale et

al., 2021). A significant portion of the stock trading activity in the EAC market
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is driven by short-term speculation motives rather than long-term investment in
productive assets, which signals to foreign investors that the market lacks
stability or maturity. In the same way, market liquidity is a significant concern
to foreign investors’ decision to rely on these markets due to the fear that high
trading volumes can sometimes lead to a negative impact on their capital tied up
in local stock markets (Li et al., 2022; Mortazian, 2022; Mbanyele, 2023; Debata
et al., 2021). Foreign investors, especially those considering substantial
investments like FDI, may worry about their ability to enter and exit positions
smoothly without significantly affecting market prices in the EAC’s thinly

traded markets.

Additionally, the impact on exchange rates in the EAC market lowers foreign
investors’ confidence in utilizing the stock markets, worrying that rapid
movements in stock prices can influence exchange rates (Latif et al., 2021; Tian
et al., 2021; Amewu et al., 2022). Foreign investors might be cautious if they
perceive that exchange rate volatility in EAC could erode the value of their
investments or complicate their financial planning. Likewise, macroeconomic
instability alerts foreign investors that a booming stock market might be
disconnected from broader economic fundamentals. The EAC’s stock market
lacks stability in terms of inflation, fiscal policy, and political factors. It may
make foreign investors hesitate to commit FDI, resulting in them preferring other

markets with a more predictable economic environment.
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Also, sectoral imbalances are a concern that might negatively affect the
influence of stock value traded on FDI inflows in the EAC. High stock market
performance may sometimes be concentrated in specific sectors (such as natural
resources or technology) that are not directly related to FDI opportunities in
other sectors (Ali & Ramakrishnan, 2022; Jahanger et al., 2022; Tunyi & Ntim,
2016; Mahbub et al., 2022; Castellani et al., 2022). This has been a long-term
problem in EAC as most of the sound FDI projects have been centred around
natural resources, particularly minerals, gas, and petrol fields. This
predominance of focus on highly demanded resources (energy and precious
minerals) creates a mismatch between existing and potential investors regarding

the availability of other investment opportunities.

Contrary to the stock markets as an alternative source of financing, most foreign
investors, when deciding on the additional source of funding for their FDI
projects held in EAC, mainly rely on the banking sector as the primary funding
source to finance their businesses, as previously argued by Pham et al. (2022)
and Jena & Sethi (2021). Foreign investors hold this view to rely on banking
sector services rather than stock markets for additional funding sources,
favouring the banking sector, which positively influences FDI inflows, as
reported in Table 4.9. In contrast, the stock market is withered and negatively
impacting FDI inflows, refuting the possible positive effects in the investment

process, leading to the decision outlined in Table 5.2.
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As described earlier, stock markets in EAC are narrow, with fewer products, few
market participants, and a low volume of intra-regional trade, as also reported in
similar emerging economies (Calderén et al., 2020; Kaplinsky & Kraemer-
Mbula, 2022). All these challenges increase financing costs, contrary to
investors' focus when choosing financing sources. Failure to meet their financing
expectations under stock market arrangements leads to foreign investors'
unwillingness to transact in this market to raise additional capital through equity
financing in this region (Geddes & Schmidt, 2020). Liao et al. (2022) argue that
one of the significant reasons foreign investors are reluctant to list their shares
and trade them on the host countries' stock markets in emerging economies is

based on the nature of this market, which is in the growth stage, similar to EAC.

Foreign investors are compassionate when deciding where to locate their
investments in overseas markets by looking at factors such as accessing
financing sources with lower costs and reducing the low return at the end of the
accounting period. Based on financing cost consideration, finance theories such
as the pecking order theory favour less equity financing under a stock market
arrangement, which could make it negatively associated with the investment
(Jansen et al., 2023; Power et al., 2022). Therefore, foreign investors are less
attracted by the stock markets in EAC as an alternative source for financing their
FDI projects, similar to the findings reported by Contractor et al. (2021) on the
relationship between stock market size and FDI in the case of emerging

economies.
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5.2.2.2 Relationship between Market Capitalization and FDI

It is hypothesized (H1d) that market capitalization positively affects FDI.
However, the results from the study reveal that market capitalization
significantly impacts FDI negatively, as shown in Table 4.9. Consequently, the
observed negative relationship between stock market capitalization and FDI
does not support hypothesis H1d, as reported in Table 5.2. The findings align
with Pradhan et al. (2019) and Sharma and Bardan's (2018) argument that market
capitalization provides reflective information to investors about stock market
development, including trading mechanisms and the operational efficiency of

the financial sector in the host countries.

The impact of stock market capitalization on FDI inflows in EAC varies
substantially and might be perceived as negatively impacting the attractiveness
of these markets for FDI projects (Horvat et al., 2021; Yero, 2023). The most
common factors relating to the negative impact of stock market capitalization on
FDI inflows in EAC include market immaturity perception, which negatively
affects foreign investors' decision in locating their investments in this region on
the view that these markets are less mature and cannot provide sufficient
financial needed to support their investments (Mahlaole, 2017; Mahawiya, 2016;
Akosah, 2016). Foreign investors, particularly those looking for a competitive
investment climate, may prefer developed economies where there is a relatively
higher advantage of factors of production such as skilled labour, stable energy

supply, managerial expertise, technical support, highly demanded technology,

271



developed infrastructure networks, protection of property rights, and an

interconnection chain of suppliers.

Similarly, foreign investors reflect valuation concerns that stock market
capitalization in EAC could imply that stock prices have been bid up to levels
that are perceived as overvalued (Aziza, 2020; Nkiwane, 2018; Kariuki, 2018;
Raubenheimer, 2019; Faidah, 2020). The perceived stock valuation concerns in
EAC can lead foreign investors to believe that the market is vulnerable to
corrections or downturns, making it a less attractive destination for long-term
FDI projects. In the same way, liquidity and alternative investment challenges
could mean the EAC market is more receptive to local investors, thereby
reducing the attractiveness of FDI opportunities. Some foreign investors’
analysis of the EAC market and the available investment opportunities links
them more relevant to local investors than could be diversely competed for
among interested market participants (Kodzi, 2023; Ogola et al., 2015; Ong’oyi,
2021). This perception might reduce the attractiveness of FDI opportunities as
local investors might already be effectively capitalizing on available

opportunities.

Moreover, market concentration is a significant portion of the stock market
capitalization in EAC, which may negatively impact access to investment
diversity (Croquet et al., 2021; Githiaga, 2023; Albiman et al., 2022; Nyangu et
al., 2022). EAC, like any other emerging economy, faces the challenge of market

capitalization being concentrated in a few large companies or sectors, such as
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natural resources or state-owned enterprises. This concentration can limit the
diversity of investment opportunities available to foreign investors, especially if
they seek to diversify across sectors or regions within the EAC community.
Similarly, regulatory and institutional concerns perceived by foreign investors
regarding stock market performance in the EAC are that stock market
capitalization does not necessarily indicate a supportive regulatory environment
for FDI (Binda, 2021; Kaahwa, 2017; Mziray, 2021; Shayo, 2024). Foreign
investors often prioritize factors like legal protections, governance standards,
and ease of doing business, which may not correlate directly with the stock

market size or capitalization.

Furthermore, currency and exchange rate risks in the EAC negatively impact
foreign investors' decisions in locating their cross-border investments as they
consider these markets to be associated with currency exposure, which in turn
adversely affects the value of their investments (Oloo, 2023; Bihkongnyuy,
2020; Abdulrasaq, 2021). Foreign investors who are very sensitive to economic
instability in the EAC countries might be cautious if they perceive that currency
fluctuations could adversely affect the value of their investments and possibly

risk their capital and profit-generating potential.

The negative relationship between stock market capitalization and FDI inflows
reported by the study indicates inefficient operations accompanied by
unpredictable, inconsistent market performance and likely low protection of

investors’ rights (Omar et al., 2022). When the stock market's performance is
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below the expectations of the investors, particularly foreign investors, it releases
information perceived as riskier to the market. It should be remembered that
market capitalization, the measure of the stock market size used in this study, is
a handy indicator for investors in assessing the market size, trading activities,
stock liquidity, and unsystematic risk, which may affect their equity interest and

return from investment in financial assets (Pham et al., 2022).

According to Islam et al. (2021), stock markets attract foreign investors with
increased financial assets (stock market products) offered in the economy and a
friendly, interactive trading environment among the market participants. The
reverse is also true, as weak stock markets negatively impact domestic and
foreign investors. The stock markets in EAC need to grow until they attain a
threshold level that positively impacts FDI inflows to the host countries.
Knowing that stock markets provide essential information to investors on the
status of financial sector development, which is a critical factor for FDI attraction
to the host countries, the stability of this market reflects on how investors’ equity
interest may be protected upon deciding to invest in those markets. Therefore,
linking the role of stock markets' influence on FDI inflows, the results signify
that underdeveloped stock markets with volatile market capitalization adversely

affect inward FDI attraction.

Morrison (2019) highlighted that developed stock markets enhance investments
by facilitating the flow of capital from surplus spending units (net savers) to

deficit spending units (ultimate users) through long-term financing

274



arrangements. However, equity financing under stock market arrangements has
cost implications regarding dividend payment as compensation for the financing
service extended to the user (borrower/investors) and underwriting costs. Thus,
the negative results for the relationship between market capitalization and FDI
inflows can be substantiated by investors' profit margin protection strategy,

which aims to reduce equity financing costs.

However, the general view of the results for the effects of the banking sector
services and stock market size on the measure of financial development reveals
that both significantly influence FDI inflows. The results indicate that bank
services positively affect FDI inflows to the EAC, while stock market size
negatively impacts FDI inflows to this region. Li et al. (2018) expressed that the
impact of the financial development of the host countries in attracting FDI
inflows to their economies stems from the financial flexibility created by this
sector in meeting investors’ needs for additional financing required during the

growth and expansion of their investments held in foreign markets.

Consequently, most of the studies on financial development and FDI reveal a
significant influence exerted by the financial sector development on FDI
attraction. Findings from this study indicate that financial development in EAC
exerts a significant positive effect on inward FDI based on banking sector
services, which is in line with previous findings (Lestari et al., 2022; Pham et
al., 2022; Irandoust, 2021; Jena & Sethi, 2021; Sethi et al., 2020; Nkoa, 2018;

Tsaurai & Makina, 2017; Shah, 2016; Kaur et al., 2013; Manova, 2013; Al
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Nasser & Gomez, 2009). On the other hand, financial sector development has
also been found to negatively impact FDI inflows to EAC based on the results
for stock market size and consistent with previous studies with similar findings
(Shahbaz et al., 2020; Umar et al., 2015; Lin & Ye, 2018; Dutta & Roy, 2009;
Antras et al., 2009); Ang, 2009; Loayza & Ranciere, 2006; Hausman &

Fernandez-Arias, 2000).

To sum up, generally, the results from the study support the proposition made
by Donaubauer et al. (2020) that financial development is a critical sector in
creating an attractive investment environment. Similarly, Ferras-Hernandez and
Nylund (2019) argued that financial development is crucial in attracting FDI
inflows as it supports innovation and technology transfer. In the same vein, the
findings from the study provide investment information in line with the
proposition that the developed financial sector, which influences FDI, offers
necessary support to foreign investors in nurturing their ventures through soft
financial linkage (Zarrouk et al., 2021). Therefore, financial sector development
provides confidence to foreign investors regarding risk reduction and a higher
possibility of their investments succeeding in the cross-border market (Pham et

al., 2022).

The study argues that the contradictory results reported show that the banking
sector positively influences FDI inflows, and at the same time, stock markets
negatively impact FDI inflows, which can be explained in the context of

structural weaknesses rather than investor preference patterns. Based on
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structural weaknesses, the banking sector’s strength in attracting FDI inflows in
emerging markets such as the EAC lies in providing critical financial
infrastructure, reducing information asymmetries, and offering institutional
assurance. These factors collectively lower the entry and operating costs for
foreign direct investors, making such economies more attractive destinations for
FDI. On the other hand, stock markets may signal speculative activity,
institutional weakness, or capital market volatility. These features can divert
foreign capital away from long-term productive investment (FDI) toward more

liquid and short-term financial instruments, thereby reducing the appeal of FDI.

Therefore, the banking sector, due to its long-term relationship orientation,
regulatory stability, and ability to mitigate information gaps, complements the
needs of FDI investors when carrying out their activities in foreign markets. In
contrast, stock market size, when accompanied by structural weaknesses like
volatility, opacity, and speculative tendencies, may undermine the attractiveness
of long-term investment and even crowd out FDI in favour of short-term capital
inflows. Thus, the structure and function of functional institutions in emerging
economies like the EAC critically determine the direction and type of foreign

capital they attract in supporting FDI projects.
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5.2.3 Institutional Quality (Corruption, Government Effectiveness, Political

Stability) and FDI Inflow

Table 5.3 below expounds on objective three and summarises the hypothesis

results relating to institutional quality indicators and FDI.

Table 5. 3: Institutional quality and FDI inflows

Supported/
Research Hypothesis Not
Objective Research Question supported
To investigate the ~ Does institutional H2a Corruption is
. . . . Supported
influence of quality (Corruption,  negatively related to FDI
institutional quality Government
(Corruption, Effectiveness, and H2b Government Not
Government Political stability) effectiveness is positively  supported
Effectiveness, and  influence the level of related to FDI
Political stability) ~ FDI inflow in EAC?
on the level of FDI H2c Political stability is Not
inflow positively related to FDI supported

Source: Author’s compilation

The study employed some institutional quality variables that are considered to

have more impact on financial development and investment processes in EAC.

The aim is to investigate the influence of institutional quality on the level of FDI

inflows to EAC. It is generally hypothesized that institutional quality positively

affects FDI. To investigate this relationship, hypotheses H2a, H2b, and H2¢ have

been developed and tested based on corruption, government effectiveness, and

political stability. However, the study's findings reveal that institutional quality's

impact on FDI is detrimental based on all the institutional quality indicators
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involved, failing to support the hypothesis that institutional quality is positively

related to FDL.

Institutional quality in EAC hurts FDI inflows due to several factors. First of all,
corruption has been one of the factors of concern among foreign investors as
they perceive it reduces fair competition among the market participants while
limiting access to financial services and available investment opportunities
(Raubenheimer, 2019; Karau, 2014; Eurallyah, 2019). Therefore, high levels of
corruption in institutions can deter foreign investors by increasing the costs of
doing business in terms of bribes or informal payments and reducing trust in the
legal and regulatory framework. In addition to that, political instability also
contributes to institutional quality and harms FDI attraction. EAC often
experiences political instability, including frequent changes in government,
policy uncertainty, and inconsistent enforcement of regulations (Mbithi, 2019;
Makungu, 2015; Ogutu, 2019). Such dynamics create a risky environment for

foreign investors who seek stable and predictable conditions.

Similarly, a weak rule of law does affect EAC's attractiveness to foreign
investors. In some cases, foreign investors may perceive some EAC institutions
as lacking a solid rule of law that may fail to protect property rights, enforce
contracts, or provide adequate recourse in case of disputes (Jayalo, 2021;
Trouille, 2021). This uncertainty can deter foreign investors who rely on a fair
and transparent legal system. In the same way, excessive bureaucratic

procedures such as complex regulations, permits, and licenses can create delays
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and increase costs for foreign investors. In such a situation, EAC may be
identified as an investment region with bureaucratic red tape that can lead to

inefficiencies and discourage FDI inflows.

Moreover, policy uncertainty can also contribute to institutional quality in EAC
being adverse to FDI inflows (Matete, 2021; Ibrahim & Abdulmalik, 2023;
Musili, 2023). Institutional quality influences the predictability and consistency
of government policies. However, sudden changes in regulations, tax policies,
or economic strategies can create uncertainty for foreign investors, making them
hesitant to invest in this region (Li et al., 2021; Rashid et al., 2021; Li et al.,
2022; Meyer & Nguyen, 2020). At the same time, EAC's infrastructure
deficiencies negatively affect the region's attractiveness for FDI (Kimeu, 2020;
Lwesya, 2022; Nyathi & Mlobane, 2024). Institutions responsible for
infrastructure development, such as transportation and utilities, may be weak.
Poor infrastructure can increase operational costs and reduce the region's

attractiveness as an investment destination.

Additionally, currency instability, lack of investor protection, and social unrest
will likely hinder institutional quality in EAC and negatively impact FDI inflows
(Matima, 2021; Musili, 2023). Weak institutional frameworks in EAC may
contribute to currency volatility, which can increase risks for foreign investors
concerned about exchange rate fluctuations and their impact on return from their
investments (Abdulrasaq, 2021; Wambua, 2023). Likewise, inadequate
institutional mechanisms for investor protection, such as weak corporate

governance frameworks or insufficient investor rights, can deter foreign
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investors who require assurance against exploitation or expropriation. Similarly,
social unrest stemming from inequality, unemployment, or tribal tensions can
adversely affect the expected helpfulness of institutional quality in FDI's
attraction to the EAC (Rwigema, 2020; Sumanyi, 2022; Vlamis, 2023). Such
instability can disrupt business operations and deter foreign investors seeking a

stable and calm investment climate.

The results support the findings from Beazer and Blake (2018), who argued that
weak institutions harm the attractiveness of the investment climate and
consequently deter FDI inflows to the host country. The findings indicate that
institutional quality in EAC is still low, as Krifa-Schneider et al. (2022) noted
that emerging economies have low institutional quality, affecting most of the
investment channels. Krifa-Schneder et al. (2022) further argued that emerging
economies such as EAC tend to relax the institutional quality standards to attract
inward FDI. Still, they caution that the move will only last in the short run, but
in the long run, the role of real quality institutions in catalyzing FDI inflows is
inevitable. Therefore, the negative relationship between institutional quality and
FDI is a reflection of the impact of weak institutions in the EAC, as highlighted
by Nguyen et al. (2018) and Yudaruddin (2022) that low institutional quality
leads to poor governance practices, political instability, and unaccountability,
unreasonable regulations through government ineffectiveness, and prioritization
of corruption in the investment process. All factors, as mentioned earlier,

negatively impact inward FDI.
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5.2.3.1 Relationship between Corruption and FDI

It is hypothesized that corruption is negatively related to FDI. The results for the
relationship between corruption, the institutional quality indicator, and FDI are
presented in Table 4.9 and summarized in Table 5.3. The findings reveal that
corruption is negatively related to FDI as predicted and significantly impacts
FDI inflows. The studies by Karim et al. (2022) and Islam et al. (2020) find that
corruption significantly and negatively impacts FDI inflows to the host
countries. Consistent with their findings, the present study came up with similar
results that support hypothesis H2a, which states that corruption negatively
impacts inward FDI flows. The results support the propositions in the literature
that corruption negatively affects the investment climate and further distorts the
investment process. The results also align with Karim et al. (2018), Canare
(2017), and Jain et al. (2017), who found a significant negative impact exerted
by corruption on FDI inflows. In the same vein, the findings support recent
studies by Gok (2023) and Cruz et al. (2023), which expressed that corruption
pollutes the investment climate in the FDI recipient economies as it poses more
risk for the investments in terms of change in investment policies, increased
financing costs, and delayed investment decisions resulting from excessive

bureaucratic procedures.

Corruption in EAC significantly deters FDI inflows due to several reasons
(Jayalo, 2021; Nyathi & Mlobane, 2024). The first and foremost reason is that
corruption increases business costs (Krifa-Schneider et al., 2022). Corruption

often necessitates bribes or unofficial payments to facilitate business operations,
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obtain permits, and secure contracts (Vu et al., 2024; Lassou et al., 2021;
Bavington & Governance, 2021). These additional costs inflate the overall costs
of doing business, reducing the region’s attractiveness for foreign investors who
prefer a transparent and fair investment climate. Similarly, corruption in EAC
undermines the rule of law and weakens regulatory frameworks. Institutions
responsible for enforcing contracts and protecting property rights may be
compromised, leading to legal uncertainties and risks for investors. This lack of
legal protection can deter foreign investors who require a stable and predictable

legal environment.

Likewise, unfair competition leads to corrupt practices in EAC, which may hurt
FDI inflows. Corruption distorts market competition by favouring firms that
engage in bribery or have political connections (Manyasi, 2021; Moyo, 2024;
Tsietsi, 2021). This unfair advantage can deter foreign investors who rely on fair
market conditions and equal opportunities for all participants. On top of that,
corruption practices lead to reputational damage internationally. Foreign
investors, particularly those from countries with stringent anti-corruption laws,
may avoid investing in the EAC to mitigate risks associated with unethical

practices.

In the same vein, political instability and resource misallocation in EAC may be
among the causes of corruption and its negative impact on FDI inflows (Idun et
al., 2020; Admassu, 2020; Mogeni, 2021). Corruption is often intertwined with
political instability and weak governance. Corruption increases political risks,

including policy unpredictability and potential regime changes. Such
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uncertainties deter foreign investors from being attracted by a stable and
predictable political climate. On the other hand, corruption leads to the
misallocation of resources as decisions are influenced by bribes or personal
connections rather than economic efficiency. This inefficiency reduces the
productivity and competitiveness of businesses operating in EAC, discouraging

foreign investors.

Additionally, the negative effect of corruption on FDI in EAC can also be due to
legal and regulatory compliance risks and impact on human capital development
(Otiende, 2022; Abdulrasaq, 2021). Investors operating in EAC may
inadvertently violate anti-corruption laws in their home countries. The
repercussions for engaging in corrupt practices in their attempt to win available
investment opportunities in the region can deter foreign investors from entering
or expanding their operations to the EAC. Similarly, corruption in EAC can
hinder human capital development by diverting resources away from education,
healthcare, and infrastructure towards corrupt and unproductive activities. A
poorly educated and unhealthy workforce diminishes productivity and
innovation potential, further reducing the EAC’s attractiveness to foreign

investors.

Foreign investors are more affected by corruption in cross-border markets
because they have less information about those markets than domestic investors,
who are more tolerant of risks caused by corruption and have the advantage of
knowledge in this market (Lestari et al., 2022). Based on the literature, the

negative impact exerted by corruption on FDI inflows stems from the political

284



environment, lack of reliable alternative sources of capital, excessive
bureaucracy, lack of good governance, weak regulatory systems, and low
institutional quality among the government organs (Ali et al., 2020; Zhang &
Zhou, 2021; Lestari et al., 2022). The results are also explained by the empirical
exposition that corruption negatively impacts FDI inflows and affects
institutional quality climate as it distorts the channels through which capital

flows (Krifa-Schneider et al., 2022).

The impact of corruption on FDI inflows in EAC can further be explained in
various aspects: (1) degree of tolerance, (ii) development of the financial systems,
(ii1) availability of information, (iv) cultural embedment, and (v) dual effect of
corruption. FDI projects can keep flowing to economies in an environment
where corruption is tolerated. Colonnelli and Prem (2022) portrayed that
although corruption raises the costs of doing business in one part, it also leads to
the existence of some businesses. The sensitivity of corruption and its impact on
FDI attraction depend on how much it is tolerated in the host countries. Krifa-
Schneider et al. (2022) postulate that investments can still flow to emerging
markets even in a corrupt environment because those markets have a higher
corruption tolerance than developed economies. Likewise, the effects of
corruption on the investment process are more pronounced in highly developed
financial systems than in emerging markets. Therefore, the response to the
impact of corruption on FDI inflows depends on the investors’ perception, the

corruption's magnitude, and the tolerance level.
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Corruption has dual effects on FDI and the overall investment process as a
grabbing hand and, simultaneously, a catalyst. Colonnelli and Prem (2022) note
that corruption has a dual effect, leading to an unpredictable or mixed impact on
FDI. According to the sand and grease hypothesis, there are no clear boundaries
when corruption has a negative or positive effect during the investment process
(Martins et al., 2020). Some investors are willing to participate in corrupt
practices to access highly competitive investment opportunities against their
rivals (grease in the wheels). On the other hand, some foreign investors are
discouraged from carrying out cross-border investments because they fear
corruption will hurt their investments, significantly lowering the profitability

potential and even the perpetual success of their projects (sand in the wheels).

Accordingly, investors who see corruption as a helping hand that can unlock the
challenges of capital flows and fasten the investment procedures perceive it as
grease on the wheels that lubricate and catalyze the investment process (Gok,
2023; Cruz et al., 2023). On the other hand, corruption is like sand in the wheels
for those who view it as an impediment that increases costs and affects their
investment decisions (Nutassey, 2020; Martins et al., 2020). Unfortunately,
when investment opportunities in foreign markets are obtained through
corruption, the investors will still bear the costs and consequences because such

undertakings have no legal standing (Krifa-Schneider et al., 2022).

However, foreign investors are likely to continue to invest in EAC despite

suffering from corruption, based on information available for risk assessment.
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Given the importance of conducive investment in attracting FDI, Lestari et al.
(2022) and Jain et al. (2017) opined that it is anticipated that emerging
economies will have a low level of corruption, which acts as a sense of security
to foreign investors. Unfortunately, the practice and reality are not the same as
expected because of institutional quality challenges. In that case, corruption
varies from one country to another and from one economic bloc to another. This
diversity results in corruption being affected by cultural practices (Lestari et al.,
2022). When corruption is embedded in the culture of a particular country, its

impact on investment is difficult to control and even eliminate.

In contrast, the findings from the study refute previous empirical studies, which
reported an insignificant effect of corruption on FDI. For example, Lestari et al.
(2022) conducted a study relating financial development, corruption, and FDI in
emerging markets. They found that corruption has a negative, insignificant
impact on FDI. In the same vein, a vast number of past empirical studies relating
corruption and FDI reported insignificant results (Krifa-Schneider et al., 2022;
Martins et al., 2020; Kurul, 2017; Amarandei, 2013; Busse & Hefeker, 2008;
Han, 2006; Zhao et al., 2003; Habib & Zurawicki, 2002; Gastanaga et al.,1989).
Interestingly, all the studies established a negative relationship between the two,
backing up the conventionally adverse impact of corruption on FDI inflows. The
main reason for the insignificant effect of corruption reported in these studies is
likely to be the difference in institutional quality level, which lowers corruption,
and a culture that does not tolerate corruption practices in the economies where

the studies were conducted.
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5.2.3.2 Relationship between Government Effectiveness and FDI

In examining the FDI-government effectiveness nexus, it is hypothesized (H2b)
that government effectiveness is positively related to FDI. The results presented
in Table 4.9 reveal that government effectiveness is negatively associated with
FDI, contrary to the predicted relationship. The negative relationship between
government effectiveness and FDI shows that the results failed to support the
hypothesized positive relationship between the two variables, as shown in Table
5.3. The results confirm previous empirical studies, which found that weak
institutions in the host countries negatively impact FDI inflows (Buchanan et al.,

2012; Bénassy-Quéré¢ et al., 2007).

Generally, an increase in government effectiveness in EAC improves overall
governance and economic stability, and its impact on FDI can vary depending
on how these improvements are implemented and perceived by foreign investors
(Musili, 2023; Wambua, 2023; Rwigema, 2020). Thus, the effect of government
effectiveness on FDI in EAC can sometimes be perceived by foreign investors
as negative due to several factors (Musili, 2023; Muli et al., 2017; Kiburi, 2016)
. First of all, increased regulatory scrutiny may mean more stringent regulatory
compliance requirements for foreign investors, which could increase operational
costs and administrative burdens, potentially deterring FDI inflows. Strict law
enforcement, which does not provide room for rational decisions and reasonable
fines and penalties, may lead to business closure and even confiscation of

investors' properties by the government. This practice is unfriendly to investors
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who prefer a negotiation-based approach in resolving investment disputes rather

than an iron hand, resulting in government effectiveness in deterring FDI.

Similarly, policy stability and predictability arising from government
effectiveness may mean less flexibility in responding to changing market
conditions or investor needs who prefer some degree of flexibility, especially in
dynamic EAC markets, negatively impacting FDI (Taye & Abe, 2021;
Bihkongnyuy, 2020; Ejones, 2020). Overly predictable policies may mean that
the investment climate in EAC is rigid and less responsive to changes taking
place around the globe, which have an impact on the investment channels. In this
regard, foreign investors might prefer undertaking investments in economies
with a greater degree of flexibility. Thus, higher government effectiveness can
be a deterrent to FDI. Likewise, reduced investment incentives negatively impact

the essential role of the government in the investment process.

In some cases, government effectiveness may lead to a reduction of subsidies
that were previously used to attract foreign investments. For example, tax breaks
or investment guarantees may be phased out as the economy stabilizes and
matures (Sadeh et al., 2020; Braunerhjelm, 2022; Kim, 2020). Decreasing
incentives to foreign investors could make EAC less attractive than other regions
that are still offering such incentives. On this ground, an increase in government
effectiveness in EAC could potentially deter FDI inflows. Additionally, market
saturation concerns can reflect that government effectiveness can coincide with

market maturity or saturation in specific sectors, which minimizes investment
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opportunities and lowers investment returns, leading to a less competitive
business environment in the EAC. The implication is that as the market matures,
opportunities for high returns on business may diminish as competition
increases, which could also result in government effectiveness in EAC hurting

FDIL

However, currency and exchange rate stability stemming from government
effectiveness may mean less opportunity for currency speculation or arbitrage
that some investors rely on for short-term gains (Dominguez, 2020; Orhangazi
& Yeldan, 2021; Obstfeld & Zhou, 2022). Despite the general benefits of
currency risk reduction arising from a stable exchange rate, some investors find
it a limiting factor in profiting from arbitrage opportunities in the forex market.
In the same way, the impact on state-owned enterprises in EAC could reduce
opportunities for foreign investors by strengthening the active management of
these firms, which is supported by government effectiveness. Moreover, the
imbalance of bureaucratic efficiency against speed in fast decision-making may
deter FDI inflows to EAC, regardless of the efforts committed to attracting more
FDI inflows to this region. Despite the role of government effectiveness in
linking the bureaucratic process and timely decisions, foreign investors might
still face delays or bureaucratic hurdles that can impact their investment

timelines and returns.

The results from the study align with the expression made by Bhasin and Garg
(2020) that an excessive bureaucratic system leads to government inefficiency,

creating difficulties in accessing essential services required by investors.
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Similarly, excessive bureaucracy facilitates a government-supported corruption
system that affects the investment environment (Krifa-Schneider et al., 2022).
Such undertakings create a negative perception of the host countries’
attractiveness for investments and deter FDI inflows as foreign investors rely
more on government effectiveness than formulated investment policies (Bhasin
& Garg, 2020). From that point of view, government effectiveness is an essential
factor that foreign investors consider when deciding on investment locations.
Similarly, the results can be argued based on the view highlighted by Carino
(2019) that weak institutional quality challenges pose more risk to foreign
investors in the investment channels as they lack familiarity with the

bureaucratic systems in the FDI recipient economies.

The findings can be linked with the justification by Du and Zhang (2018) that
government effectiveness influences other institutional quality indicators. This
implies that inefficient government negatively affects institutional quality,
which is detrimental to FDI. Given the significant role of government
effectiveness, foreign investors are more attracted to invest in economies with
effective governments accompanied by attractive investment policies that are not
altered upon a change in political regime (Carino, 2019). Thus, government
effectiveness built on better institutional quality in the EAC improves the
investment climate, such as the establishment of sound economic policies,
contract enforcement, protection of property rights, and regulatory improvement

that fosters FDI inflows (Pham et al., 2022; Otchere et al., 2016).
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Likewise, the results of the examined relations validate the proposal posited by
the institutional FDI fitness theory that the presence of high-quality institutions
established in a practical government climate boosts the capacity of host
countries to absorb inward FDI (Wilhelms, 1998). Therefore, low institutional
quality prevailing in EAC leads to government ineffectiveness, negatively
impacting FDI inflows. On this ground, Silajdzic and Mehic (2022) expressed
that government effectiveness, an institutional quality indicator, helps execute
investment policies and diminishes governmental interference to ensure
transparency and efficiency throughout the investment process. At the same
time, government effectiveness enhances the location advantages of host
countries by increasing government efficiency, facilitating the development of
the financial sector by providing reliable alternative sources of capital, fortifying

regulatory systems, and promoting good governance practices.

The quality of government effectiveness in attracting inward FDI varies across
countries depending on the level of economic development already attained.
According to Sabir et al. (2019), government effectiveness exerts a more
substantial impact on FDI inflows in developed countries than in emerging
economies. The main reason for the differences in the effects of government
effectiveness between developed and developing countries is the level of
institutional quality in place. Sabir et al. (2019) conclude that institutional
quality is higher in developed economies than in emerging markets and is a
critical distinguishing factor as to why developed economies are likely to attract

more FDI than emerging economies.
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However, the results contradict previous studies by Khan et al. (2022), Uddin et
al. (2019), Ross (2019), Sabir et al. (2019), and Nizam and Hassan (2018), which
found that government effectiveness positively and significantly influences
inward FDI to the host countries. The opposing results from the study with other
studies can be explained by the argument made by Fon and Alon (2022) that
countries with better institutional quality, fostered by government effectiveness,
contribute to building solid government-based institutions, which are the
backbone of a reasonable investment climate. Given the crucial role of
government effectiveness in creating a conducive investment climate, Sabir et
al. (2019) expressed that government effectiveness increases foreign investors’
confidence, lowers financing challenges by facilitating financial sector
development, and mitigates investment risks through law enforcement and
protection of investors’ rights. In other words, government effectiveness
eliminates the fear of an unfair competitive business environment, unpredictable
political systems, and unreliable investment policies that can be reversed

anytime upon changes in political regimes (Buckley, 2018).

Unlike the studies by Islam et al. (2020) and Paul and Jadhav (2019), who found
an insignificant FDI-government effectiveness nexus, the current study findings
reveal that government effectiveness does influence FDI inflows. Although the
study reported a significant negative relationship between the two variables, it is
worth noting that the study supports earlier studies that reported significant

results on the influence of government effectiveness on FDI inflows (Dhingra &
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Sidhu, 2011; Singhania & Gupta, 2011; Zheng, 2013; Wei, 2005; Jadhav &
Katti, 2012; Palit & Nawani, 2007; Mugableh, 2015; Blomkvist & Drogendiji,
2016; Alesina et al., 1996; Holland & Pain, 1998). Despite the difference in
institutional quality level and other investment-driving factors, it can be
appreciated that the studies found that government effectiveness plays a pivotal

role in facilitating the investment process, especially cross-border investments.

Even though government effectiveness in the EAC region is negatively
associated with FDI inflows based on the study results, this does not mean the
area is not in a position to receive FDI projects. As argued in the previous
literature, FDI inflows are influenced by multiple factors, including institutional
quality, availability of investment opportunities in the FDI recipient economies,
and level of economic development (Majeed et al., 2021). The interaction of
diverse factors helps create an attractive investment climate for foreign investors
in the EAC. Since attaining sound institutional quality and economic
development is a process, EAC is open to FDI inflows as its institutional quality
improves while strengthening its economic growth. This view is supported by
Islam et al. (2020), who argued that institutional quality helps implement
policies such as trade liberalization and privatization of organizations through
government effectiveness, which reduces government intervention to ensure

transparency and efficiency of the investment process.
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5.2.3.3 Relationship between Political Stability and FDI

The relationship between political stability and FDI is examined by
hypothesizing a positive relationship between the two variables. The study
employed political stability to explore the institutional quality environment in
the financial development-FDI nexus, which is a crucial factor in the investment
process, particularly in the EAC. The study by Kandiero and Chitiga (2006)
found that political stability insignificantly influences inward FDI in emerging
economies. Consistent with their findings, the present study came up with
similar results, as displayed in Table 4.9, that failed to support the hypothesized
(H2c) positive relationship between political stability and FDI inflows, as
presented in Table 5.3. On top of that, the results reveal that political stability in

EAC is negatively related to FDI, contrary to the predicted positive relationship.

Generally, political stability positively correlates with FDI inflows due to
reduced risk and increased investor confidence (Jiang & Martek, 2021; Ajimobi,
2024; Khudari et al., 2021). However, there are some scenarios where political
stability in EAC could potentially negatively impact FDI inflows, which have
been attributed to the following factors. Political stability in EAC may be
negatively correlated to FDI inflows due to over-regulation and excessive
bureaucracy, which maintains a strict regulatory environment or bureaucratic
inefficiencies that make it difficult for foreign investors to navigate and operate
within the economy (Ekutu, 2021; Matiro, 2021). Similarly, over-regulation
leads to excessive red tape, complicated licensing procedures, and regulatory

hurdles that can deter FDI inflows despite the region being politically stable.
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In the same vein, limited policy flexibility or resistance to necessary policy
reforms stemming from a lack of responsiveness to changing economic
conditions or global market demands can hinder investment attractiveness
despite political stability prevailing in EAC (Soutar, 2021; Boys, 2022).
Likewise, corruption and cronyism in EAC can persist and undermine the
business climate even in a politically stable environment. Foreign investors
perceive that such a location is a threat to investment due to the possibility of
unfair competition, thereby being compelled to locate their investments

elsewhere.

Additionally, social unrest or inequality, including tribal tensions, can create a
volatile social environment that risks long-term investment stability despite
political calm (Scheffran, 2020; Ide, 2023; Makdisi & Soto, 2023). In some
cases, tribal tensions lead to social unrest, consequently deterring FDI inflows.
An example of social unrest is the 1994 Rwandan genocide, which stemmed
from tribal tensions, resulting in mass killings and significantly polluting the
investment climate. Moreover, the lack of infrastructure and human capital
necessary to support foreign investment negatively impacts FDI inflows to EAC,
apart from the considerable level of political stability experienced in this region.
The EAC, political stability does not guarantee sufficient infrastructure
development and a skilled workforce, which may make investors hesitant to

commit capital in this region.
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Furthermore, currency volatility and economic stability are significant
challenges in EAC despite the level of political stability experienced (Mosbei et
al., 2021; Yabu & Kimolo, 2020; Otieno et al., 2022). Foreign investors perceive
economies with currency volatility, high inflation rates, and other
macroeconomic instabilities as posing higher risks and prefer to invest in
countries with stable economic environments (Fania et al., 2020; Georgiadis &
Zhu, 2021; Médici, 2020; Loscher & Kaltenbrunner, 2023). Similarly, monopoly
or oligopoly in some sectors and investment channels deters FDI inflows to EAC
despite the prevailing political stability, as foreign investors perceive these
economies to lack competition, openness, and specific industries controlled by

powerful local interests.

Despite the reported insignificant results, the study agrees with the argument
expressed by Cherif and Dreger (2016) that foreign investors are more confident
in investing in host countries with political stability than in politically unstable
economies. Given the importance of political stability, Dutta and Roy (2009)
pointed out that political stability is a pivotal factor in supporting economic
activities in the FDI recipient countries, including financial sector development,
motivation of foreign investors to undertake investments in the respective
countries, and the creation of a conducive investment climate. Opio (2020) later
supported this argument, highlighting that political stability lowers business
costs, increases investors' confidence, reflects government effectiveness, and

reduces investment risks in foreign markets.
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Political stability in the host country increases the market competitive position
in which investors can freely interact with minimal government intervention
(Sabir et al., 2018). Prospective investors are very sensitive to political stability
when deciding on the location for FDI projects, knowing that political instability
intensifies market risks (Cherif & Dreger, 2016). Being aware of how difficult it
is to deal with political risks, foreign investors find that one of the hedging
mechanisms is to scan the political environment in the countries where they wish
to launch FDI projects. The findings from the study support Carino (2019), who
opined that political stability negatively impacts FDI because of low institutional
quality, particularly political instability experienced during a change in political

regime.

The results can also be explained based on another view that most FDI projects
flowing to EAC are resource-seeking rather than market-seeking (Li, 2021).
Foreign investors are willing to invest in EAC, even in an environment with
political instability, to win the available natural resources. An example of this
scenario is the case of the Democratic Republic of Congo (DRC). Despite
political unrest in the DRC, the country has received FDI projects because of
strategic investment in the Tenke Fungurume copper belt mining (EAC
Investment Guide, 2020). Similarly, the increase in FDI inflows to Uganda and
Tanzania in 2012 was not simply because of their political stability but rather

the discovery of oil and gas in these countries.
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Additionally, the findings from the study support the proposition put forward by
the institutional FDI fitness theory that quality institutions built on a stable
political environment increase the attractiveness of the host countries for FDI
inflows. Wilhelms (1998) contended that countries with a government's fitness
in pushing economic development are linked with a stable political climate.
Political stability built on quality political institutions facilitates the
implementation of investment policies and boosts the interaction between
domestic and foreign investors in the local market. Therefore, politically stable
economies have a high degree of transparency and efficiency in all the
requirements of the investment process. Similarly, the findings from the study
also support the eclectic theory (OLI framework) that political stability enhances
the host countries' location advantages as it increases government effectiveness,
facilitates financial sector development for easy access to financial services,
strengthens the regulatory systems, stimulates good governance practices, and
create a competitive interactive market with fair treatment for all market

participants.

On the other hand, the results from the study contradict earlier findings, which
reported significant findings on the impact of political stability on FDI inflows
(Sabir et al., 2019; Gupta et al., 2023; Muiruri, 2016; Awan et al., 2014; Bartels
et al., 2009; Bénassy-Quéré et al., 2007; Bhavan et al., 2011; Dutta & Roy,
2009). The likely reasons for the reported opposing results can be the differences
in the political environment in which the studies were conducted. Based on the
reality that the political climate varies from one country to another, similarly, its

influence on FDI inflows may vary, so it is no wonder that studies conducted in
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different economies may come up with contradicting results. In the same way,
the level of economic development, cultural practices, and institutional quality
differ across countries, which may pose differences in the interaction between

investment channels and political avenues.

Generally, the findings from the study indicate that institutional quality in EAC
negatively impacts FDI inflows based on corruption, government effectiveness,
and political stability. Both corruption and government effectiveness
significantly influence FDI inflows. Similarly, the results reveal that political
stability in EAC is negatively associated with FDI but is statistically
insignificant. The findings suggest that the EAC region faces an institutional
quality challenge similar to other emerging markets. The region’s institutional
quality is still low, negatively impacting FDI attraction. However, it should be
no surprise that foreign firms may view the institutional challenges facing EAC
as an advantage in exploiting the available natural resources and utilizing this
market segment, which seems unsaturated because of technological issues and
production efficiency (Chen et al.,, 2023; Zhang & Dilanchiev, 2022;

Gammeltoft & Cuervo-Cazurra, 2021).

Further evaluation of the findings from the study may reflect on the argument
that while the poor quality of institutions under capitalism may make overall
investments and capital inflows smaller, it will force more of the flows to take
the form of FDI (Huynh, 2022). Hence, countries with weaker institutions can

still experience FDI inflows regarding mergers and acquisitions (Ashraf et al.,
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2020). International firms can access better foreign institutions and markets,
giving them the relative advantage to purchase and profit from them. For
instance, Hausman and Fernandez-Arias (2000) revealed that the share of FDI
in total flows tends to be larger in riskier, more distant, resource-rich, financially
underdeveloped, and institutionally weak countries. Therefore, it is tough to
argue that countries with weak institutions cannot attract some FDI projects to

their economies.

Generally, the study finds a contradictory impact of the institutional quality
dimensions employed, in which corruption negatively impacts FDI inflows as
predicted by the hypothesized relationship and even the propositions from the
literature, while government effectiveness and political stability negatively
impact FDI inflows contrary to the hypothesized positive relationship. These
unanticipated results can be explained by context-specific governance effects

prevailing in the EAC and similar emerging economies.

While corruption tends to deter FDI as expected, paradoxically, higher
government effectiveness and political stability can also reduce FDI inflows,
contrary to conventional theory. This unexpected effect can stem from several
context-specific dynamics, such as the type of FDI, investor motives, and the
governance-performance paradox in different economies often shape these
outcomes. Corruption 1imposes unpredictable costs and institutional

inefficiencies that deter FDI. Corruption increases the cost of doing business
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through bribes, delays, and informal payments, undermining contractual

enforcement and distorting fair competition.

On the other hand, government effectiveness and political stability may deter
certain types of FDI when they shift the investment calculus from opportunism
to compliance. In a context where investors seek high returns through
preferential access, deregulation, or resource extraction, strong governance may
restrict these avenues, leading to a decline in FDI. Thus, the relationship between
governance and FDI is nonlinear and context-dependent, requiring a nuanced

understanding of investor motivations and the host country’s political climate.

5.2.4 Moderated Effect of Institutional Quality (corruption, government
effectiveness, political stability) on the Relationship between Banking

Services and FDI Inflow.

Objective four of the study is focused on investigating the moderated effect of
institutional quality (corruption, government effectiveness, and political
stability) on the relationship between banking services and the level of FDI
inflow. To achieve this objective, six hypotheses, H3a, H3b, H4a, H4b, H5a, and
H5b, have been developed and tested, covering two hypotheses from each
institutional quality variable employed. Hypotheses H3a and H3b examine the
moderated effect of corruption on the relationship between banking services and
FDI, while hypotheses H4a and H4b test the moderated effect of government

effectiveness on the same relation. Likewise, hypotheses H5a and HS5b
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investigate the moderated effect of political stability on the relationship between
banking services and FDI. Hypotheses H3b and H4b were supported, while the
rest were not supported by the results, as reported in Table 4.10 and summarized

in Table 5.4.

Table 5. 4: The moderating effect of institutional quality on the banking
services and FDI Nexus

Supported/
Research Research Hypothesis Not
Objective Question supported
H3a Corruption
moderates the Not
relationship between  supported
bank assets and FDI
H3b Corruption
. . moderates the
To investigate . . Supported
. Does relationship between
the moderating . . . . .
institutional credit to the private
effect of .
o quality sector and FDI.
institutional .
ualit (Corruption,
?Corrz tion Government H4a Government
ption, Effectiveness, effectiveness Not
Government "
; and Political moderates the supported
Effectiveness, . . .
. stability) relationship between
and Political
. moderate the bank assets and FDI.
stability) on the . .
. . relationship
relationship .
between banking H4b Government
between . .
. . services and the  effectiveness
banking services
level of FDI moderates the Supported
and the level of . . .
: inflow? relationship between
FDI inflow. . .
credit to the private
sector and FDI.
H5a Political stabilit
a Political stability Not
moderates the
supported

relationship between
bank assets and FDI.
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H5b Political stability

moderates the Not
relationship between  supported
credit to the private

sector and FDI.

Source: Author’s compilation

The findings from the study indicate that institutional quality influences banking
sector services in attracting FDI inflows in the EAC. The results confirm the
hypotheses that institutional quality moderates the relationship between banking
services and the level of FDI inflows. The findings reveal that institutional
quality stimulates the impact of the banking sector services on FDI inflows to
the recipient countries, similar to the observations reported by Islam et al. (2020).
Therefore, the level of FDI attracted to the EAC varies with the quality of
financial services offered to investors through the banking sector under the

influence of institutional quality.

Institutional quality in EAC has a significant moderation effect on the
relationship between banking services and FDI due to different factors (Kwaw-
Nimeson & Tian, 2023; Fengju & Wubishet, 2024; Matima & Gossel, 2023).
The regulatory environment, legal system, political stability, transparency and
accountability, financial sector regulation, infrastructure and technology, access
to market information, and human capital development are essential factors that
contribute to the significant interaction of institutional quality on the relationship

between banking services and FDI.

304



Similarly, a clear and stable legal and regulatory framework around the banking
sector contributes to enhancing investor confidence and strengthening the
protection of property rights (Boulanouar et al., 2021; Sun, 2020; Van Greuning
& Bratanovic, 2020; Arias et al., 2020). This stability encourages long-term
investment in banking services. Similarly, stable political environments are less
prone to sudden policy changes as transparent governance practices reduce
corruption and promote accountability, which builds foreign investors' trust and
reduces the risk associated with investing in banking services. In the same way,
institutional quality contributes to adequate supervision of banks, which is

critical for attracting FDI inflows in EAC.

Improvement in the institutional quality environment in the EAC economies
intensifies the impact exerted by the banking services on inward FDI attraction.
The findings from the study support the arguments made by Pham et al. (2022)
and Law and Azman-Sain (2012) that improving institutional quality, such as
improved property rights protection, an effective legal system, and efficient
financial regulations, speed up mobilization of capital with a broader financial
base which in turn strengthens investor’s motives to participate in foreign
markets. The results imply that foreign investors are attracted to invest in EAC,
where the financial interests attached to their investments are considered and

safeguarded through banking services channels.

Similarly, the findings from the study are consistent with Feng and Yu (2021),

Pham et al. (2022), and Le et al. (2016), who conveyed that quality institutional
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structures with effective anti-corruption laws, secure property-rights system, and
generally regulatory solid quality can lead into a reduction of opportunistic
behaviours and rent-seeking in the emerging markets. The results indicate that
the banking sector attracts more savings and prudently allocates them to the most
productive entrepreneurial activities available in the economy through

institutional quality interaction.

The results support the argument that banking sector services built on robust
financial systems with an active quality institutional background, such as
prudent regulations, an efficient legal system, and intense supervision, foster
investments, lower market imperfections, and enhance monitoring of the
financial activities taking place in the economy (Pham et al., 2022). The results
further reveal that institutional quality is critical in improving the investment
climate as it contributes to developing the banking and financial sectors. Similar
to previous studies by Le et al. (2016), Voghouei et al. (2011), and Law and
Azman-Sain (2012), the findings from the study agree and emphasize that
institutional quality is a catalyst for financial sector development, which is a

focal point in FDI attraction to the EAC.

On top of that, institutional quality practices improve the EAC’s banking sector,
leading to increased domestic investments, encouraging the financial systems to
improve their financial services, stimulating economic activities, and creating
reliable funding sources to serve broader market participants driven by diverse

demands. Customer financing needs are correctly identified and attended to
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promptly by banks that adhere to institutional quality (Naceur et al., 2014). A
banking sector that invests in institutional quality and allows the same to be one
of its driving factors keeps on growing and achieving higher economic
development. The attained economic development intensifies the expansion of
the financial sector. Similarly, higher economic development catalyzes the
provision of quality financial services, the proficiency of the financial sector in
meeting customers’ demands, and the creation of a platform for equitable
competition among the market participants (Dutta & Mukherjee, 2015; Lin et

al., 2013).

On the other hand, the results contradict Aluko and Ajay’s (2018) findings, who
reported an insignificant effect of institutional quality on the banking sector in
25 Sub-Saharan African countries using data sets from 1997 to 2014. According
to David et al. (2014), the primary reason institutional quality has an
insignificant impact on banking sector development in Sub-Saharan African
countries is the challenge of low institutional infrastructure, propelled by weak
regulations, insufficient supervisory capacity, and weak property rights
protection. They further argued that given such institutional quality drawbacks
built on an ineffective institutional structure, the banking sector of Sub-Saharan
African countries will experience slow improvements compared to economies

where institutional quality is high and of priority.

Upon evaluating the moderated effect of the individual, institutional quality

variables employed in the study (corruption, government effectiveness, political
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stability), the findings indicate that despite the overall impact of institutional
quality on banking services on influencing the level of FDI inflows to EAC yet
each individual, institutional quality variable responded in a different way as

discussed in the following sections.

5.2.4.1 Moderated Effect of Corruption on Banking Services

The moderated effect of corruption on the banking sector services reported
mixed results, showing an insignificant impact on bank assets while significantly
responding to credit to the private sector. Regression results reveal that the effect
of bank assets on FDI is independent of the level of corruption in EAC, as shown
in Table 4.10. In contrast, the results indicate that bank credit to the private
sector, followed by corruption, attracts FDI inflows to the EAC. Thus, the mixed
results for the moderated effect of corruption on banking sector services do not
support hypothesis H3a and simultaneously accept hypothesis H3b. However,
the study agrees that corruption misleads investors to invest their financial
resources in unproductive sectors (Chen et al., 2022). The results agree that
economic corruption significantly negatively impacts inward FDI (Krifa-

Schneider et al., 2022).

Corruption exerts an insignificant tangential effect on banking assets because the
bank assets pool is contributed to by factors such as the banking regulatory
environment, good governance practices, savings tendency or culture, customers
seeking safety for their financial resources, marketing strategies, economic

development, and strategic government support. All these factors, in one way or
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another, outweigh the impact of corruption on the banking system's efforts to
accumulate assets, which facilitate their operations in service delivery to diverse
customers, businesses, and investment channels. Islam et al. (2020) opined that
corruption deters FDI in the economy where investors' rights are not protected
and institutional quality is poor. Given the adverse impact of corruption on
banking sector services, Donaubauer et al. (2020) expressed that corruption

negatively impacts the host countries' investment climate and deters inward FDI.

In the same vein, Martins et al. (2020) argued that corruption in emerging
economies such as EAC has an insignificant conditional effect on the factors that
attract FDI to these economies. They highlighted that foreign investors are more
concerned with the available investment opportunities than with the prevailing
corruption in those markets. The results also support the argument that
corruption impacts the banking sector in influencing FDI inflows, but its impact
varies from one economic bloc to another (Krifa-Schneider et al., 2022). It can
be argued that, based on Krifa-Schneider et al. (2022), the effect of corruption
on the development of the financial sector is higher in developed economies than
in EAC, where it is more tolerated. Hence, its impact may be lessened to an

insignificant level.

The negative relationship between the moderated impact of corruption on bank
assets and FDI inflows was confirmed in Table 4.10. Despite the statistical
insignificance of the moderated effect of corruption on bank assets, it can be

conceptualized that the negative coefficient sign implies that corruption always
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hurts banking sector services, such as the mobilization of financial resources in
forming a bank assets portfolio for meeting customers’ demand. According to
Martins et al. (2020), corruption negatively impacts financial development,

including the banking sector’s role in attracting FDI inflows.

Even though the moderation effect of corruption was not statistically significant
on bank assets, it is still essential to take preventive measures against its
distortion of the investment climate and its impact on financial development
when developing strategies for attracting more FDI inflows to the EAC.
Moreover, institutional quality and adherence to good governance are vital in
alleviating corruption and creating a conducive investment environment (Islam

et al., 2020; Khan et al., 2020).

Corruption in the EAC and similar economies affects the attractiveness of the
location for FDI inflows since it is considered one of the investment risks
attached to political cover (Lestari et al., 2022). Given the burden (cost) imposed
by corruption in the investment process, most investors hesitate to carry out
investments in locations that are perceived to be corrupt (Krifa-Schneider et al.,
2022). The ultimate resting point of investors’ concerns over corrupt practices
in EAC has delayed investment decisions or led to a deviation from this region
to other relatively compatible locations. In reality, all these challenges deter FDI

inflows to EAC.
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On the other hand, credit to the private sector, when conditioned on corruption,
significantly influences FDI inflows to the EAC. The findings suggest that the
impact of bank credit to the private sector on FDI inflows is affected by the
corruption prevailing in the EAC. The results support the positive effects exerted
by corruption in attracting FDI inflows reported by Nutassey and Frimpong
(2020) in Sub-Saharan African countries using data sets from 1996 to 2016 while
studying the effect of corruption on the FDI-financial development nexus. The
authors noted that corruption raises FDI inflows in Sub-Saharan Africa, contrary

to institutional quality principles.

Credit to the private sector increases with increased corruption due to limited
financing sources in EAC, similar to the argument raised by Pham et al. (2022)
regarding the financing alternative challenge facing emerging markets. The
findings from the study support the grease in the wheels hypothesis that
corruption catalyzes credit availability to the private sector (Krifa-Schneider et
al., 2022). On top of that, despite the adverse impact of corruption in the
investment and financing process, credit offered by banks of the host countries
to the private sector seems vital for business growth and risk sharing (Nkoa,
2018). The results further indicate that foreign investors in EAC are eager to

access credit financing even under a corrupt environment.

The positive moderating effect of corruption on the relationship between credit
to the private sector and FDI inflows to EAC can also be explained in different

ways. When foreign investors need additional financing to support their business
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growth and expansion through bank credit, they may be willing to engage in
corrupt practices to facilitate business operations. Because of excessive
bureaucracy, cumbersome regulations, and administrative delays, corruption can
speed up the process of obtaining credit approvals, making it easier for investors
to meet their financing needs promptly. Similarly, corruption can create informal
networks between bank officials and foreign investors, providing additional
support and resources to businesses, facilitating smoother operations, and

attracting FDI inflows to the EAC.

Additionally, corruption in EAC positively moderates the effect of credit to the
private sector on FDI inflows, reflecting that corruption in this region can
incentivize investment. In some cases, corruption can facilitate more accessible
access to bank credit for businesses, attracting FDI as investors see that the local
banks have the financial resources to support their investments. However,
because of risk-sharing motives, foreign investors find it better to access credit
in the local market even under corrupt means if provided. Corrupt officials may
offer favorable terms to foreign investors, such as low interest rates, loan
repayments, holidays, and other preferential treatment, making the EAC
attractive to FDI. Likewise, corruption can reduce competition among credit
applicants, allowing firms that engage in corrupt practices to gain an unfair

advantage, making the market more appealing to confident investors.

Liu et al. (2020) highlighted that banking services to foreign investors are

affected by corruption when credit is offered based on familiarity with the client.
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However, Sharma and Paramati (2021) revealed that the long-run effects of
corruption distort the channels of international capital movement and discourage
foreign investments. Logically, low-corruption countries have developed
financial systems that attract inward FDI (Pham et al., 2022). Foreign investors
are attracted to locate their investments in countries with low corruption and
promising financial developments that can absorb their financing needs (Lestari
et al., 2022). The findings from this study corroborate the results reported by
Lestari et al. (2022), who found a significant moderating effect of corruption on
the banking sector in emerging markets. Other previous empirical studies with
similar findings for the significant moderating role of corruption on banking
sector services include Aibai et al. (2019), Islam et al. (2020), and Petrou and

Thanos (2014).

The findings for the moderated effect of corruption on banking services support
the institutional FDI fitness theory, which considers the role of quality
institutions in limiting the adverse impact of diverse factors on the absorption of
inward FDI in the host countries (Wilhelms, 1998). The findings indicate that
the influence of bank services in attracting FDI inflows to EAC is mixed,
whereas on one side, independent of the level of corruption prevailing in this
region and, at the same time, partly catalyzed by corruption. The findings suggest
that the banking sector is built on regulatory systems and good governance

practices governing the banking sector.
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Moreover, suppose corruption is considered a stable, predictable part of
business. In that case, it may create a sense of stability for investors who can
factor these costs into their business models and investment strategies. Despite
the possible influence of corruption in accessing credit and overall business
support, it is essential to note that corruption always has long-term, significant
negative impacts on business and investment processes, including cost increases
in doing business, creating unfair competition, and undermining long-term
economic development. Therefore, apart from corruption, which might provide
short-term incentives for investment, its overall impact on the economy and

investment climate is generally detrimental.

5.2.4.2 Moderated Effect of Government Effectiveness on Banking
Services

The moderated effect of government effectiveness on banking services produced
insignificant results on bank assets but enormously significant results on credit
to the private sector. The findings justified the study’s gap by demonstrating that
government effectiveness, one of the institutional quality indicators, moderates
the relationship between banking sector services and FDI inflows. However, the
increased interaction of government effectiveness on bank assets negatively
correlates with FDI due to over-regulation and strict directives from central
banks to commercial banks, since it controls and supports all economic activities
(Wilhelms, 1998). On the other hand, the results indicate that the influence of
bank credit on the private sector on FDI inflows varies with the level of
government effectiveness built on institutional quality in the EAC. The mixed

results of the moderated effect of government effectiveness on banking sector
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services led to hypothesis H4a being unsupported and, at the same time,

hypothesis H4b being accepted.

However, the moderated effect of government effectiveness on the relationship
between bank assets and FDI inflows to EAC indicated that government
effectiveness poses a negative conditional association between the two. The
results reveal that government effectiveness in EAC negatively impacts the
impact of bank assets on FDI. Excessive government bureaucracy creates
difficulties in accessing services, which pollutes the business environment,
making it unattractive for investors, hence low FDI (Bhasin & Garg, 2020).
While emphasizing the pivotal role of government effectiveness in attracting
inward FDI, Fon and Alon (2022) noted that the government is involved in
establishing policies and all economic development initiatives. The implication
is that government effectiveness is an excellent position to facilitate the

development of the financial sector to attract investors and sound investments.

Further explanation of the moderated effect of government effectiveness on bank
assets and FDI can be made based on the bank structure built on regulations and
governance practices. Government monetary and fiscal policies impact bank
performance based on asset pools, which are similar to the regulatory
mechanisms that central banks implement. For example, Mkaro et al. (2023)
found that the central bank's adoption of a single treasury account system under
government directives leads to performance challenges in the short term and

sometimes even in the medium term. Even though there is government
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inefficiency in EAC, which stems from low institutional quality, the banking
sector services depend on the market forces of demand and supply, in which
financial resources flow from the surplus spending units (net savers) to the

deficit spending units (net users).

The results confirm the findings reported by Sabir et al. (2019), who found that
government effectiveness strongly influences FDI inflows and significantly
moderates the FDI-financial development nexus in developing countries while
evaluating the impact of institutional quality on FDI inflows in low, lower-
middle, middle-income and high-income countries. The study utilized a panel
data set from 1996 to 2016 and the GMM estimation model. It can be appreciated
that the estimation model used, the GMM, has the power to handle endogeneity
problems similar to the FGLS employed in this study. The significant role of
government effectiveness in influencing the banking sector toward FDI
attraction is also supported by Du and Zhang (2018), Koop and Hanretty (2018),
Ofoeda et al. (2022), and Olorogun et al. (2022). The findings suggest that
government effectiveness penetrates its impact on all sectors and activities

taking place in the economy.

A further indication of the moderation results is that the impact of credit to the
private sector on FDI inflows varies with the levels of government effectiveness
prevailing in the EAC. The higher the government effectiveness in the EAC, the
more FDIs will be attracted to the region, given that banks provide credit to the

private sector. The increase in the conditional effect of government effectiveness
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on credit to the private sector results in a rise in the FDI inflows. The moderation
results further imply that, under government effectiveness, foreign investors are
more willing to use credit provided by banks in the EAC to meet their financing
needs. The results align with the proposition that all the services provided in the

economy are captured by government effectiveness (Kemoe & Lartey, 2022).

In the same vein, Kemoe and Lartey (2022) highlighted that all the services in
the economy are captured by government effectiveness, including the
mobilization of savings under bank deposits and credit facilitation to the private
sector. Their argument further explains why government effectiveness is a
critical factor among the institutional quality indicators when evaluating the
essential factors that drive inward FDI flows to the EAC. Additionally, Carino
(2019) expressed that countries with effective governments motivate foreign
investors to invest in their economies with confidence, as they expect that a
stable and favourable business environment prevails in this region and further

that there is no possibility of abrupt changes or reversals of investment policies.

Similarly, Sabir et al. (2019) stress that government effectiveness is superior
when institutional quality indicators are compared for their impact on FDI
attraction. Later studies by Karim et al. (2022) and Barbier and Burgess (2021)
argued that there are many institutional quality indicators, but government
effectiveness influences others. Their argument emphasized the distinctive role
of government effectiveness on the banking services and FDI inflows, thereby

supporting the views of Peres et al. (2018), who contended that government
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effectiveness significantly influences the attraction of FDI inflows in developing
countries, regardless of the low institutional quality experienced in these

markets.

The results agree that government effectiveness entails the rate of FDI inflows
attracted to the economy (Silajdzic & Mehic, 2022). Government effectiveness
leads to establishing quality institutions, creating an interactive investment
climate, and minimizing political risks by containing political pressure (Carino,
2019). Similarly, Pham et al. (2022) emphasize that government effectiveness
results in economic development, solid financial sector development, service
provision, and a conducive investment environment that stimulates foreign

investors' attraction to locate FDI projects in the host economies.

Additionally, the findings back up the institutional FDI fitness theory
proposition that quality institutions increase the absorption capacity of inward
FDIs to the host countries (Wilhelms, 1998). Sabir et al. (2019) further supported
this argument, stressing that institutional quality propelled by government
effectiveness is a precondition for FDI attraction as it positively influences FDI
inflows. However, the results contradict the findings reported by Islam et al.
(2020), who found an insignificant moderating role of government effectiveness
on financial development while studying the moderating role of institutional
quality on the influence of financial development towards FDI inflows along the
Belt and Road Initiative (BRI) countries using the GMM estimator and panel

data set for 79 countries from 1999 to 2017. However, it is worth noting that the
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difference between BRI countries and EAC in adherence to institutional quality
practices, economic development, technological aspects, and level of financial

sector development is likely a significant reason for the opposing results.

The significant moderated effect of government effectiveness on the banking
sector is an appreciation of the efforts made to develop the banking sector in the
EAC. Kemoe and Lartey (2022) opined that government effectiveness is the
channel through which all economic sectors are captured. Hence, these research
findings reflect this. Undoubtedly, government effectiveness in the EAC region
has been supporting the development of the banking sector and influencing FDI
inflows. Government effectiveness contributes to the banking sector to gain
institutional quality attributes, which are displayed by this sector in attracting
FDI inflows (Aziz, 2022; Huang et al., 2022; Duodu & Baidoo, 2022; Khan et
al., 2022; Van Bon, 2019; Hayat, 2019). The development of the banking sector
through the support of government effectiveness reduces bureaucracy, resulting
in smooth service provision (Carino, 2019). Consequently, institutional quality
driven by government effectiveness indicators prevailing in the EAC region

impacts financial development and FDI through banking sector services.

5.2.4.3 Moderated Effect of Political Stability on Banking Services

Political stability is among the indicators employed in the study to investigate
the moderated effect of institutional quality on the relationship between the
banking sector services and the level of FDI inflows to EAC. The results reveal

that the influence of banking services on FDI is independent of the level of
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political stability prevailing in the EAC region. The reported insignificant results
for the moderated effect of political stability on banking services failed to

support both hypotheses H5a and H5b, as reported in Table 5.4.

The statistical insignificance of the moderated effect of political stability on
banking services is determined by various factors. The banking sector operates
under regulatory supervision and good governance practices. Another reflection
is that political stability possibly corresponds to the level of financial
development prevailing in this economic zone. This view can be substantiated
by the argument made by Dutta and Roy (2011) that political stability will
significantly impact financial sector development in attracting FDI inflows only
when better political stability is achieved. In other words, political stability in

EAC is engulfed by the level of financial sector development already attained.

The results suggest that the EAC’s government machinery protects investors'
rights with joint compliance, and political pressure does not influence the
development of the financial sector and the investment environment, as Carino
(2019) opined. This argument supports the results of the insignificant impact of
political stability in the relationship between banking services and inward FDI
based on adherence to investors' protection rights. Similarly, the existence of
courts and their power to settle investment arbitration disputes does matter in
regulating the influence of political undertakings in the investment channels. If
the legal systems operate on realistic rules in the EAC, the political state cannot

adversely impact the financial sector development and investment process. In
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the same vein, the availability of institutional regulators contains all the possible
political impulses that could be exerted on the financial sector and investment
channels. On top of that, attaining a relatively tangible level of institutional
quality that liaisons financial sector development, political activities, and the
investment arena controls most of the possible political risks that may impact the

financial sector development and FDI inflows.

However, it is interesting to note that the association between FDI inflows and
the moderated effect of political stability on banking sector services is positive
for both bank assets (PST BAT) and credit to the private sector
(PST _BACRED), as can be confirmed by the positive regression coefficients
reported in Table 4.10. The positive relation implies and supports the argument
made by Busse and Hefeker (2005) that political stability motivates foreign
investors to invest in the host countries under the belief that there is no sudden
change or reversal of the investment policies. Similarly, Dutta and Roy (2011)
emphasize that political stability is essential in attracting FDI inflows and
facilitates financial sector development. The reflection of foreign investors
toward political stability in the EAC is that the region has relatively stable
governments with no internal or external conflicts, fundamental democratic

rights prevail, and efficient law and order systems are in place.

Sabir et al. (2019) expressed that political stability increases investors’
confidence as it reflects government effectiveness in the FDI recipient countries.

The argument indicates that political stability is essential in developing a
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conducive investment environment. Investors’ confidence is enhanced by
political stability as it builds up an ordered society that improves the market’s
competitive position for all investors. Hence, the conditional effect of political
stability is positively related to FDI inflows, which also implies that foreign
investors are more willing to invest in politically stable countries under the
expectation that in such countries, there are attractive economic policies,
enforcement of contracts, protection of property rights, and an improved

regulatory environment.

On the other hand, the upbeat but statistically insignificant tangential impact of
political stability on the banking sector obtained from the individual moderated
effect on bank assets and credit to the private sector implied that, apart from
political stability being an important factor in financial sector development in
FDI attraction, its impact on the banking sector is less influential. The results
suggest that the banking sector in EAC is somewhat free from political pressure.
It could also be argued that EAC's banking sector services are based on economic

forces rather than political pursuits.

Based on the results for the moderating effect of political stability on bank assets
and its impact on FDI attraction to the EAC, the findings suggest that the banking
sector in the EAC is independent of political turbulence. Despite the insignificant
influence of political stability when conditioned on the bank sector, Matima and
Gossel (2023) and Osei-Attakora (2022) argued that political stability is among

the critical drivers for FDI attraction as it reduces political risks. Political
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stability assures foreign investors of the unlikely chances for reversal of
investment policies stemming from political pressure (Sabir et al., 2019).
Political stability increases the reliability of transactions and transparency,
reducing foreign investors’ fear of undertaking cross-border investments (Simbi

et al., 2022; Burchill et al., 2022).

A literature review observed that the study's findings contradict the empirical
results of Islam et al. (2020) and Dutta and Roy (2011), which registered a
significant moderated effect of political stability on banking sector services and
FDI relations. Their results support the argument made by Sabir et al. (2019) that
politically stable countries motivate foreign investors to invest in their
economies with confidence that there is no sudden change or reversal of the
investment policies because they have stable governments. Accordingly,
Othman (2022) emphasizes that political stability plays a pivotal role in creating
a conducive environment for financial sector development, but it is also essential

in attracting FDI inflows.

Generally, the findings from the study can also be explained based on the
banking sector development in EAC. The banking sector has progressed
substantially with more significant support of economic growth, human capital
development, and technological advancements such as Internet banking, mobile
banking, and ATM services (Desbordes & Wei, 2017). Most banking services
are now automated with less physical contact. Technological advancement and

adherence to legal systems in the banking sector have reduced, to a large extent,
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the loopholes for corruption in emerging economies (Krifa-Schneider et al.,
2022). These developments in the banking sector reflect good governance
practices that suppress the adverse effects of institutional quality challenges on

the banking sector in influencing FDI inflows to the EAC.

Thus, in analyzing the role of banking sector services on inward FDI attraction,
it is worth appreciating that EAC's banking sector has grown remarkably from
monopolistic single banks to multiple competitive banks involving local,
regional, and international banks. The development of the banking sector in EAC
has been moving in parallel with economic growth, customer needs,
technological advancement, adherence to the legal and regulatory framework
governing good conduct of the banking sector operations, and adherence to good
governance practices. All these aspects contribute to the banking sector's

development and strongly influence FDI inflows to the EAC.

5.2.5 Moderated Effect of Institutional Quality (corruption, government
effectiveness, political stability) on the Relationship between Stock Market

Size and FDI Inflow

Table 5.5 summarises the results for objective five, which investigates the
moderated effect of institutional quality (corruption, government effectiveness,
political stability) on the relationship between stock market size and the level of
FDI inflow to EAC. To achieve this objective, six hypotheses, H3c, H3d, H4c,

H4d, H5c, and H5d, have been developed and tested, involving two hypotheses
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from each institutional quality variable employed, categorized by corruption,

government effectiveness, and political stability.

Table 5. 5: The moderating effect of institutional quality on the Stock market
Size and FDI Nexus

Supported/
Research Research Hypothesis Not
Objective Question supported
H3c Corruption
moderates the
relationship between Supported
value traded and FDI
H3d Corruption
moderates the
relationship between Supported
market capitalization
. ) and FDI.
To investigate
the moderating Doeg institutional H4c Government
effect of quality .
AR . effectiveness
institutional (Corruption, Supported
. moderates the
quality Government . :
. . relationship between
(Corruption, Effectiveness,
.. value traded and FDI.
Government and Political
Effectlyepess, stability) H4d Government
and Political moderate the effectivencss
stability) on the  relationship Not
: . moderates the
relationship between stock . . supported
. relationship between
between stock market size and market capitalization
market size and  the level of FDI and FDI p
the level of FDI  inflow? ’
inflow. H5c Political stability
moderates the Supported
relationship between
value traded and FDI.
H5d Political stability
moderates the Not
relationship between supported

market capitalization
and FD.

Source: Author’s compilation



The findings from the study reveal that institutional quality exerts a conditional
effect on stock market size in influencing the level of FDI inflows in EAC. The
results confirm that institutional quality moderates the relationship between
stock market size and the level of FDI inflows attracted to the EAC based on
corruption, government effectiveness, and political stability, respectively.
However, the findings indicate that the moderated effect of institutional quality

on stock markets negatively impacts FDI inflows to the EAC.

The results support the findings reported by Pham et al. (2022) that institutional
quality affects the level of FDI inflows when conditioned on stock markets. The
findings indicate that a small stock market size hurts FDI even when such a
market is subjected to an institutional quality environment, since the market is
inefficient and cannot meet foreign investors’ long-term capital financing needs.
Pham et al. (2022) highlighted that institutional quality stimulates stock market
development, attracting more FDI to the recipient economies. If the stock market
size 1s large enough to accommodate foreign investors’ long-term capital needs,
then, under the influence of institutional quality, it impacts the level of inward

FDIL

Conventionally, institutional quality increases the efficiency of stock markets in
attracting FDI inflows (Gupta et al., 2023; Nam et al., 2020; Islam et al., 2020;
Ali et al., 2022). However, the institutional quality in EAC can have a negative

moderating effect on the relationship between stock market size and FDI inflows
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for several reasons. The regulatory environment in the region can be one of the
factors in the sense that poor institutional quality leads to inconsistent
enforcement of regulations. Foreign investors may perceive this as increasing
the risks associated with investing in the stock market. Similarly, political
stability in EAC can potentially hurt the influence of the stock market in
attracting FDI, as institutional quality correlates with the political environment
in this region. Due to political tensions during the change of regimes, the EAC
experiences higher volatility risks in its stock markets and a higher perceived

risk by foreign investors.

Moreover, corruption and transparency, market efficiency, contract
enforcement, and property rights are also factors that are considered among the
attributes of the negative moderating effect exerted by institutional quality on
the FDI and stock market nexus in EAC (Khan et al., 2023; Arogundade, 2022;
Ali et al., 2022; Musili, 2023). Corruption and lack of transparency increase the
cost of doing business and reduce investors' confidence as they perceive
corruption to be rampant in the investment channels, which local players could

likely tolerate.

Similarly, EAC market inefficiency exerts a negative impact on the stock market
itself and deters foreign investors who prefer investing in markets with friendly
regulation, transparency, and precise pricing mechanisms (Hansen, 2020;
Areneke et al., 2022; Clements, 2020; Peng et al., 2021). So, a less efficient stock

market is unlikely to attract a significant amount of FDI. Additionally, weak
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institutional challenges facing the EAC can undermine contract enforcement and

property rights protection.

However, foreign investors require assurance that their investments in EAC will
be safeguarded, but the lack of strong institutional frameworks discourages FDI
inflows despite the stock market size (Ogbonna et al., 2022; Appiah-Kubi et al.,
2020; Semenas, 2020). Therefore, apart from the generally expected positive
effect of the stock market in attracting FDI, its impact depends mainly on the

quality of institutions in the EAC.

High-quality institutions and large stock markets help investors minimize
information asymmetry, thereby increasing the chances of identifying
productive investment opportunities in the FDI recipient countries (Islam et
al.,2020). Foreign investors are more attracted to invest in economies with
developed stock markets supported by institutional quality environments.
Billmeier and Massa (2009) also argued that better institutions, accompanied by
improvement in shareholder protection, less government corruption, and
information transparency, enhance the confidence of the stock market
participants to purchase listed securities in developing countries. Therefore,
institutional quality and stock market size can accelerate capital accumulation

and investment in the form of FDI.

The more foreign investors participate in the host country’s stock markets, the

more regulatory reforms and institutional quality are enhanced. The joint effect
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of institutional quality on the stock market and FDI attraction improves the
quality of trading regulations, operational competence, information disclosure,
and investor protection. When some foreign firms list on the host countries’
stock markets, it inspires and increases other investors’ confidence to participate
in that market. Such an action accelerates trading volume and capitalization
(Pham et al., 2022). In so doing, the quality of institutions in the host countries
facilitates stock markets to adopt a friendly market environment that encourages
trade, financial development, and industrial growth. Therefore, the presence of
foreign firms in the FDI recipient economies significantly stimulates the stock
market development since the foreign firms can list on the local stock market to

boost their reputation and goodwill in that market.

The negative moderated effect of institutional quality on stock market size
contradicts the previous empirical studies by Otchere et al. (2016) and Law and
Azman-Saini (2012), who reported a positive impact exerted by institutional
quality on the stock market in 55 emerging economies, including African
countries. They argued that institutional quality makes stock markets more
beneficial for FDI attraction. Local and foreign investors are more attracted to
participate in stock markets nurtured by institutional quality, making them stand
firm for property rights, sound accounting practices, and the enforcement of
contracts. As aresult, the level of FDI attracted to the recipient countries depends
on the level of institutional quality that enhances the efficiency, value, and
volume of capital market transactions offered by the host countries’ stock
markets. Likewise, quality institutions facilitate timely stock market information

availability in the FDI recipient economies. Such information is vital for
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investors' financial decisions, particularly foreign investors, who have few
details on cross-border markets. Thus, improvement in the institutional
environment amplifies the impact exerted by the stock market size on FDI

inflows.

However, it is notable that the results for the individual moderated effect of each
institutional quality variable on stock market size employed in the study, that is,
corruption, government effectiveness, and political stability, influence the
impact of the stock market on FDI. The findings indicate that the moderated
effect of institutional quality on the stock market negatively affects FDI inflows

to the EAC region, as discussed in the following sections.

5.2.5.1 Moderated Effect of Corruption on Stock Market Size

The results reveal that the moderated effect of corruption on stock market size
negatively impacts FDI inflows to the EAC. The influence of the stock market,
followed by corruption, hurts the EAC’s investment channels. The results
support the argument by Liu et al. (2020) that corruption pollutes the investment
climate, lowering investors’ confidence to locate investments in such economies.
Corruption affects the flow of the market trading mechanism, disrupting the

competitive and fair value of financial assets and affecting investors’ interests.

Similarly, Islam et al. (2020) expressed that corruption risks the investment

process, adversely affecting stock markets and their impact on FDI attraction.
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Corruption-affected markets are less attractive for investment because investors’
rights are less protected (Krifa-Schneider et al., 2022; Islam et al., 2020).
Therefore, the insecurity of the investors’ interests and property rights protection
adversely affects stock market development and negatively impacts FDI flows

to the EAC.

An overview of the observed impact of corruption on stock markets in
influencing FDI inflows to the EAC is that stock markets are highly affected,
with a negative impact on FDI attraction to this region (Mohammed, 2022;
Gatimu, 2020; Matete, 2021; Wambua, 2023). Corruption distorts both the stock
market development and the investment climate for FDI attraction, which in turn
deters foreign investors from prioritizing investing in this region because of the
perceived risks associated with corrupt practices (Shaari et al., 2022; Krifa-
Schneider et al., 2022; Hanousek et al., 2021). This argument can be
substantiated by the moderating results, in which the moderating effect of
corruption on both value traded and market capitalization is statistically
significant, showing how corruption adversely impacts the stock market's role in

attracting FDI inflows to EAC.

The moderation effect on individual stock market proxies employed in the study
reveals that the increase in corruption in stock value traded deters FDI inflows
to the EAC due to the adverse impacts of corruption passed in the stock market
activities (Zander, 2021; Hanousek et al., 2021; Guha et al., 2020) The findings

reflect the previous argument by Islam et al. (2020) that corruption distorts the
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supportive investment channels. The study findings imply that the influence of
value traded in FDI attraction varies with the level of corruption prevailing in
the EAC. This severe impact shows that foreign investors’ willingness to raise
capital through EAC’s stock markets is very unlikely under these circumstances.
In one way or another, corruption affects the flow of the market trading
mechanism, disrupting the competitive and fair value of financial assets and
affecting investors’ interests (Liu et al., 2020). The negative impact of corruption
on the influence of value traded towards the attraction of FDI inflows amplifies
the notion of corruption being referred to as a pollutant of the investment
environment, which lowers investors’ confidence (Liu et al., 2020). The results
also justify the argument made by Krifa-Schneider et al. (2022) that the effects
of corruption become more severe and significantly impact the entire economic

system as the markets tolerate it.

Similarly, the negative tangential effect exerted by corruption when conditioned
on market capitalization towards attracting FDI inflows to the EAC reflects the
reasons why most foreign investors delay or hesitate to consider raising
additional capital through capital markets arrangements in developing
economies (Erten et al., 2021; Lai,2021). Corruption reduces the attractiveness
of the affected markets for inward FDI flows based on the argument that
investors’ rights are less protected in a corrupt investment climate (Krifa-
Schneider et al., 2022; Islam et al., 2020). The notion of insecurity by foreign
investors in their interests and property rights stemming from corruption deters

FDI inflows to the EAC.
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The results support the argument that when the economy is affected by
corruption, the growth and performance of the stock markets and their impact on
FDI attraction cannot be achieved (Islam et al., 2020). In the same vein, Lestari
et al. (2022) emphasized that corruption negatively affects the stock markets'
influence on FDI attraction. Knowing the risks posed by corruption and financial
restrictions in the investment process, particularly internationalized businesses,
Liu et al. (2018) express that well-developed stock markets are avenues for the
provision of good services to investors in attracting FDI as they increase
investors' confidence and trust in multiple alternative financing sources.
Therefore, quality institutions in the EAC economies will create a conducive
environment facilitating interaction between investors, market patterns, access

to financing services, and available investment opportunities.

Additionally, the findings by Lestari et al. (2022) support the results as they
expressed that foreign investors are attracted to locating their investments in
countries with low corruption and promising stock market developments that can
meet their financing needs. Similarly, Pham et al. (2022) highlighted that low-
corruption countries are in a better position to develop financial systems that
entail economic development and stock market size, giving them a relative
advantage of likely attracting more inward FDI to their economies. The negative
conditional impact exerted by corruption on stock market size agrees with
arguments in the literature that the adverse effects of corruption distort the
investment climate, which in turn discourages foreign investments. From this

point of view, Krifa-Schneider et al. (2022) revealed that stock market
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development in low-corruption countries is an avenue for alternative long-term

sources of capital in foreign markets that attract inward FDI projects.

Generally, corruption tends to block investments from the private sector (Krifa-
Schneider et al., 2022). However, market growth increases investment initiatives
when corruption is minimal. The fight against corruption encourages active
investment and the spread of cutting-edge technologies and management
expertise to domestic businesses in emerging markets such as the EAC (Aibai et
al., 2019). In the same vein, the continued efforts to develop the financial sector
led to stock market growth, providing a greater chance to encourage foreign
investors to locate their cross-border investments in the EAC and similar
emerging economies (Pham et al., 2022). Therefore, developed stock markets
characterized by large size have greater chances to influence inward FDI to the
EAC as efforts to fight against corruption continue, resulting in conducive

business environments.

5.2.5.2 Moderated Effect of Government Effectiveness on Stock Market
Size

The results for the moderated effect of government effectiveness on stock market
size reveal a statistically significant and negative relationship with FDI inflows.
The findings from the study indicate that stock markets in EAC are volatile and
less stable in that their impact on FDI is negatively altered by government
effectiveness. The results suggest that an increase in the influence of government
effectiveness on stock markets in EAC results in a decline in FDI inflows. The

results are contrary to the generally expected positive impact of government
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effectiveness when interacting with stock markets on FDI inflows. However,

these contradicting results can be explained as follows.

The effectiveness of government regulations and the ease of doing business are
crucial in attracting foreign investors and smoothing the investment process
(Ijirshar et al., 2023; Othman, 2022; Kumar & Kumar, 2020; Mohamed et al.,
2020). The regulatory environment in EAC can be one factor that leads to an
adverse moderation effect of government effectiveness on stock market size with
the increase in its interaction. The regulatory environment in EAC, which is
faced with challenges of ineffective regulations, bureaucratic hurdles, and less
consistency in enforcing the same, can deter foreign investors despite the size of
the stock market in this region. Similarly, political status in EAC also adds to the
factors that lead to the adverse moderation effect of government effectiveness
on the stock market. The political environment in EAC is less predictable,
leading to policy fluctuations and weakening government support for enhancing
investment channels. Consequently, misalignment between government
effectiveness and political stability in supporting the stock market can deter FDI

inflows to the EAC.

Similarly, corrupt practices in EAC undermine the government's effectiveness,
resulting in high business costs, increased uncertainties, and erosion of foreign
investors' confidence, ultimately deterring FDI inflows regardless of the stock
market size (Bu et al., 2022; Panao, 2022; Nsor-Ambala & Coffie, 2022).

Likewise, EAC's legal system does not appropriately uphold the investors'
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property rights and proper adherence to contract essentials. Perceived less
protection of investors' rights can deter FDI inflows to the EAC because of
investment disputes and expropriation risks stemming from legal framework

weaknesses.

Moreover, policy stability, quality of public services, and infrastructure
development play a pivotal role in the interaction between government
effectiveness and stock market size in influencing FDI inflows (Aziz, 2022;
Musabeh & Zouaoui, 2020; Magbondé & Konté, 2022). When the government
frequently changes its economic policies, it can create uncertainty for investors.
The stability of the economic policies in EAC is a problem, as every change in
political regimes is likely to lead to new policies. This inconsistency in policy
implementation distorts the sustainable investment climate, thereby deteriorating
the efforts to increase FDI inflows to the EAC. The adverse conditional effect of
government effectiveness on the stock market in attracting FDI to the EAC can
also be attributed to poor infrastructure development and low quality of public
services. Inadequate infrastructure and public services that do not support
foreign investors' needs reduce EAC's attractiveness for FDI despite the existing

stock market conditions.

Additionally, EAC has been facing currency volatility challenges and monetary
policy issues (Yabu & Kimolo, 2020; Mmari et al., 2022; Njagi & Nzai, 2022).
Ineffective monetary policy and exchange rate management adversely affect
stock markets, government financial strength, and the investment climate for

FDI attraction (Anees, 2022; Nguyen, 2023; Alshubiri, 2022). In the same vein,

336



less financial sector development in EAC negatively impacts the depth of stock
markets and influences FDI inflows for the government effectiveness prevailing
in this region. The weaknesses stemming from governance and financial sector
development can limit access to additional capital and financing options foreign
investors need, which may deter FDI inflows to the EAC. Therefore,
improvements in government effectiveness across all the dimensions above are

essential for enhancing the attractiveness of FDI inflows to the EAC.

The results can further be explained based on the findings reported by Sabir et
al. (2019), who argue that ineffective governments in the host countries reduce
foreign investors’ confidence in relying on the stock market for capital
mobilization. From this point of view, it is no wonder that the conditional effect
of government effectiveness on the stock market negatively impacts FDI inflows
to the EAC because the market is less liquid, stemming from its small size, as it

is in the growth stage.

Similarly, Pham et al. (2022) and Omar et al. (2022) argued that when the
government is ineffective, excessive bureaucracy prevails, which reduces
foreign investors' readiness to participate in the stock market. Government
ineffectiveness affects the investment climate, so the privatization process in
emerging markets does not support inward FDI (Sabir et al., 2019). According
to Carino (2019), the moderate effect of government effectiveness on stock
markets is expected to impact FDI positively. However, the results reveal that

government effectiveness in EAC is not independent of political pressure. Some
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challenges are posed in investment policy formulation and implementation, and
above all, the government’s credibility and commitment to enforcing the

formulated policies are relatively low.

Accordingly, characterized by poor institutional quality and thin stock markets,
EAC creates difficulties for MNCs to raise the long-term capital needed to
support their FDI projects in those economies (Purewal & Haini, 2022; Ali &
Ramakrishnan, 2022). Consequently, the lack of sufficient market information
hinders foreign investors from making well-informed investment decisions and
also from listing on local stock markets. The EAC and similar emerging markets
have underdeveloped stock markets that offer limited information to foreign
investors about the local markets. Thus, the interaction between government
effectiveness and stock market size negatively impacts FDI, reflecting the low

quality of public and civil services in the investment channels.

However, it is worth understanding that stock market development is an
appropriate measure of the availability of financing in the economy (Garcia et
al., 2019). In the same way, government effectiveness leads to a conducive
environment for stock market activities (Ali & Ramakrishnan, 2022). Therefore,
strengthening EAC’s government effectiveness will increase its attractiveness to
foreign investors since the stock market size reflects the stock market’s ability
to mobilize funds for investments through interaction with the market

participants (Pham et al., 2022).
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5.2.5.3 Moderated Effect of Political Stability on Stock Market Size

The results for the moderated effect of political stability on stock market size
reveal that the influence of stock market operations on FDI in EAC depends on
the level of political stability prevailing in the region. The results confirm
hypothesis H5c, that political stability moderates the relationship between value
traded, the measure of stock market size, and the level of FDI inflows, as
reported in Table 4.10. However, the summarized results in Table 5.5 reveal that
hypothesis H5d was unsupported, implying that stock market capitalization is

less responsive to political dynamics.

The conditional impact of political stability on the stock market revealed a
negative relationship with FDI inflows to EAC (Alshubiri, 2022; Vasilyeva &
Mariev,2021; Okara, 2023). While political stability is generally beneficial for
attracting FDI, an excessively stable political environment without
corresponding economic dynamism, reform, or responsiveness to global changes
can negatively affect stock value traded and FDI inflows (Khan et al., 2023;
Ramzan, 2021; Krifa-Schneider et al., 2022; Hamdaoui, 2022). Investors
typically seek stable, adaptive environments that offer growth opportunities and
policy frameworks aligned with global economic trends. Similarly, a change in
political regime significantly impacts the trading mechanisms and formulated
policies for attracting FDI inflows when accompanied by policy alterations

(UNCTAD, 2019).

339



When a country experiences long-term political stability without
accommodating global economic changes or reforms, foreign investors may
perceive the investment climate in such economies as stagnant (Abdulai et al.,
2024; Zhang & Li, 2024; Kusek et al., 2020). Lack of flexibility can deter FDI
inflows to EAC despite the political status in this region (Contractor et al., 2021;
Vasilyeva & Mariev, 2021; Contractor et al., 2020). Similarly, political stability
in EAC can be a factor that leads to stagnation of investment policy. Foreign
investors may regard the economies as less attractive to FDI projects if policies

are not responsive to global changes.

Additionally, political stability in EAC can negatively moderate the impact of
stock value traded on FDI inflows as investors might become more risk-averse
(Abban, 2020; Faidah, 2020; Lee & Amabo, 2021). Foreign investors may
perceive that a stable political environment in EAC poses a risk to investment
due to potential political landscape changes, which could significantly impact
the success and return from their investment (Komuhangi, 2023; Rwigema,
2020; Wambua, 2023). Similarly, political stability can lead to increased
corruption, lower foreign investors' confidence and hurt FDI inflows to the EAC.
In most cases, a stable political environment in EAC is maintained through
corrupt practices in leadership and securing power. Likewise, political stability
in EAC may not support a culture of innovation and entrepreneurship, which
might deter foreign investors from the attractiveness of this region for FDI
inflows. In the same way, political stability in EAC can lead to currency
overvaluation and economic inefficiency, which might negatively impact the

stock market's influence on FDI inflows.
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Political stability influences the attractiveness of an investment environment.
This simplifies the risk and return analysis carried out by the foreign investors
during the assessment of the location where their investments can be viable in
foreign markets, depending on the political stability prevailing in the hosting
economies (Wang et al., 2022). Political stability is one of the critical location
advantages for FDI. In conjunction with stock market development and other
influential factors for financial sector development, it influences FDI inflows to

the host countries (BalaUmar et al., 2015).

The EAC's political stability has been fluctuating, especially during changes in
political regimes, which affect the region’s attractiveness for investment, trading
mechanisms, and the formulated policies for attracting investors, particularly
foreign investors (UNCTAD, 2019). The findings from the study support Wang
et al. (2022), who emphasized that political turbulent poses a risk to investors,
and such risk is susceptible to foreign investors who are faced with decisions as
to where they should locate their investments in foreign markets. Therefore, any
political instability experienced in the host countries, particularly in the
emerging economies challenged by low institutional quality, adversely impacts
stock markets and their influence on FDI inflows due to adverse information

released to the market.

According to Khan et al. (2022), political stability creates a conducive

investment climate by non-interference of the market mechanisms, leading to a
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better stock market performance platform and attracting inward FDI. The
negative impact of political stability on the interaction with stock market size
also reflects its likely adverse effects on investment policies. However, in
showing the importance of political stability in investors’ decision process, Islam
et al. (2021) argued that foreign investors are motivated to invest in a politically
stable economy with a solid legal framework, with law enforcement and
protection of investment and property rights, which strengthens foreign

investors' ties with the FDI recipient countries.

In the analysis of the pivotal role of political stability in the investment process,
Lietal. (2021) expressed that consistent maintenance of political stability in the
FDI-recipient economies releases positive information to the market about the
countries’ attractiveness for investment, which also reflects the stock markets
development leading to enhanced trade and increase in international capital
inflows across the borders. The results indicate that the stock market size in EAC
is still tiny and at the nascent stage, similar to the low level of political stability
resulting from institutional quality challenges. Pham et al. (2022) expressed that
political stability increases freedom in the stock markets, which influences FDI
inflows by increasing the flow of financial capital. On the other hand, political
instability and weak stock markets pose market risk and restrictive capital flow,

respectively, which hurt FDI inflows.

Accordingly, it is essential to appreciate that political stability built on
institutional quality and well-established stock markets stemming from financial
sector development is a vital precondition for creating an attractive investment
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climate for inward FDI projects. Islam et al. (2020) emphasize that functional
stock markets are a crucial location advantage for FDI attraction as they indicate
the presence of a calm business environment. In politically stable economies, the
local markets and international interactions function correctly, and foreign
investors' confidence in the stock markets is high (Krifa-Schneider et al., 2022).
Given the sensitivity of political stability in the internationalization of
businesses, different scholars such as Pham et al. (2022), Islam et al. (2020), and
Sabir et al. (2019) were motivated to investigate the impact of political stability
in the investment process at the same time used it to moderate the FDI-financial

development nexus measured by stock market size and banking sector services.

5.3 Contributions and Implications

In light of the findings reported, the study has implications for and makes several
contributions to the banks’ management, investors, stock markets, FDI literature,
regulators, policymakers, and the general public. The following subsection

addresses the contributions and implications of the study.

5.3.1 Methodological and Theoretical Contributions

This study provides a theoretical contribution to the existing body of literature.
Given the current controversial findings in the literature on the relationship
between banking sector services, stock market size, and FDI inflows, conducting
this study in EAC countries helps to provide additional evidence for the ongoing

debate. This study was conducted in an environment not reflected by prior
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literature. The focus was on financial development measured by banking
services and stock market size on inward FDI attraction, with the moderation
effect of institutional quality (corruption, government effectiveness, political
stability). Furthermore, unlike previous studies such as Collis et al. (2024),
Camarero et al. (2021) and Haq (2023) that focused on developed economies
such as Japan, the United States, the United Kingdom, and similar countries, this
study has been confined to emerging economies characterized by less developed

financial sectors and low institutional quality practices.

In addition, this study contributes to the institutional FDI fitness and the Eclectic
paradigm (OLI framework) theories by adding a further understanding of the
implications of stock market development and the role of institutional quality in
driving FDI inflows to the host countries. The findings indicate that stock
markets and institutional quality adversely impact FDI, increasing host
countries' unattractive climate for FDI and discouraging foreign investors from
locating their investments in such economies. The results for the adverse effect
of the stock market and institutional quality reveal that the EAC stock market is
still small, has less experience, and has fewer products. In contrast, the prevailing
institutional quality level is relatively low. Islam et al. (2020) highlighted that
countries with institutional quality challenges and less financial development
will likely hurt inward FDI. The findings also indicate that the institutional
quality level can influence banking services and stock market size in the FDI

recipient economies.
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The findings also have implications for other theories, such as the Capital market
theory or the currency areas theory. The currency areas theory establishes
whether the host countries' exchange rate volatility influences inward FDI. The
positive relationship between exchange rate and FDI, similar to the positive
association between trade openness and FDI and the antagonistic relation
between inflation and FDI, proves that EAC countries allow exchange rate
determination under supply and demand market forces. Thus, the findings imply
that foreign investors wishing to invest in EAC will not be highly affected by
exchange rate exposure. Instead, their cash flows will be aligned with the
economic dynamics focused on trade openness and inflation control.
Accordingly, foreign investors can use banking services provided in EAC
countries as incentives for locating their FDI projects in this region. The findings
reveal that banking services positively influence FDI inflows in EAC, which
reflects that foreign investors are likely to be facilitated with good financial
services, including a competitive exchange rate and credit, to meet their
financing needs to expand and accelerate their investment growth. The findings
support this argument as the results showed a significant positive relationship
between credit to the private sector and FDI, similar to the exchange rate,

implying that quality financial services attract inward FDI to the host countries.

5.3.2 Contribution to Banks’ Management, Stock Markets and Authorities

The findings from the study revealed evidence of contribution to the banking
sector, stock markets, investment centres, and authorities in the EAC partner

states. Analyzing the impact of financial development in the investment channels
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and the role of institutional quality in the investment process provides
information on the region's attractiveness for foreign investments. Recently, the
EAC partner states have been witnessed to undertake several financial sector and
investment policy reforms such as a uniform statutory tax rate of 30% for all
members, tax incentives to foreign investors, the creation of special investment
facilities such as export processing zones (EPZ), the provision of subsidies, free
import duties, quality trading regulations, investor protection, operational
competence, and information disclosure (Habimana, 2021; Otiende, 2022; EAC
Investment guide, 2020). The abovementioned measures aim to incentivize
foreign investors to choose the EAC region as their appropriate international
investment location. However, the findings of this study show that stock market
and institutional quality adversely impact FDI in the EAC region, providing a
wake-up call to increase investment in stock markets and enhance institutional
quality practices among the partner states' investment centres and the respective

authorities.

The banking sector services reduce investors' financing uncertainty when
approaching foreign markets. The challenges of accessing financing faced by the
private sector are fostered by restrictive financing policies set by regulators, such
as strict credit directives offered by central banks to commercial banks (Dikau
& Volz, 2021; Mugarura & Namanya, 2020). Assurance of financial services is
one of the limiting factors that practitioners need to address by increasing the
banking sector services to the business environment, which will narrow the gap
between FDI inflows and financing needs. When commercial banks can

mobilize sufficient assets at their disposal and form large portfolios of financial
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resources to extend credit to the private sector, once such information is released
to the public, investors' confidence will increase, and they will be stimulated to
invest in such economies. Therefore, bank managers and other financial service
providers can use the study's findings to strengthen their banking services ties
with foreign investors' financing needs to support their FDI projects. As a result,
bank managers who initiate linking their banking services with diverse investors'
capital demand not only enhance FDI inflows to the economy but also benefit
from the FDI spillover effects, such as interest on borrowings and commissions

on the facilitated financial transactions.

The region's bank regulators can require merging small banks to form extensive
and competitive banks to undertake large business consignment that meets
MNEs' financing needs. An increase in business links between local and
international banks can speed up the growth of the banking sector. Moreover,
the EAC stock market authorities can consider forming a typical stock market
for joint capital mobilization. Common markets increase location advantages by
widening investment opportunities (Dunning, 1993). This should contain clear
terms and conditions, market information, and investor linkage, favouring
investors flowing to this region. Thus, quality banking services and a large stock

market will attract existing and potential investors.

Past studies show that stock market development is essential to attracting FDI
(Bibi et al., 2022; Inderst, 2021). The findings from the study indicate that
shallow and weak stock markets negatively impact the economy's attractiveness

for FDI projects. Based on size, stock market activities complement the financial
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sector development and significantly affect financing investments. The stock
market operations create financial liquidity in the economy, providing an
alternative funding source for FDI projects held in the host countries (Chen et
al., 2022; Ngene & Mungai, 2022). However, studies (Mutize et al., 2020;
Jeanluc & Muiruri, 2022) also indicate that an underdeveloped stock market,
characterized by low turnover ratios, thin trading, and lack of market depth,
poses a risk to the business environment. This challenge makes issuing new
shares difficult and minimizes the stock market trading activity, negatively
affecting investors' interest (Cang & Alida, 2020). This study evidenced that
investors under FDI projects face similar challenges from the supply side in the

developing markets.

On the other hand, the bigger and more experienced the stock market, the higher
the volume of transactions carried out (Omar et al., 2022; Adjasi et al., 2022).
Therefore, local and foreign market participants can quickly mobilize long-term
financial capital by listing and trading financial assets in the stock exchange
markets of the host economies. The stock market movers should make further
efforts to speed up the development of this market so that it can attain an
impactful size that will bridge the investors' financial gap for alternative funding
sources in the FDI recipient economies. So, in such a situation, the stock market
becomes a helping hand for investors to access additional funding to support

their investments during the growth and expansion stages.
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The EAC partner states must increase their support in the financial sector
development and institutional quality environment. Policymakers should
emphasize institutional quality practices for better service provision, including
banking sector services and stock market operations (Wilhelms, 1998).
Therefore, the EAC partner states should encourage the bank sector to strategize
its services to align with investors' banking service needs. Similarly, the EAC
governments should support a stock market platform that will attract foreign
firms to list and trade their securities for long-term capital formation. Likewise,
the EAC tax authorities should provide tax incentives to banks and stock market
financing channels to motivate investors to utilize these sectors for financing

arrangements.

5.3.4 Contributions to Foreign Investors

The study's findings provide an analytical framework for foreign investors to
help them enhance their investment decisions. The evidence obtained from the
study, which reveals the existence of adverse impact exerted by the institutional
quality and stock market size, provides valuable information to foreign investors
in evaluating alternative financing sources and the quality of institutions in the
FDI recipient economies. Furthermore, the evidence that institutional quality
moderates banking services and stock market size will be helpful to foreign
investors in evaluating the quality of the host countries' banking sector, stock
markets, and the institutions involved in the investment process. This will help
them make sound investment decisions by looking at the proper location and the

possibility of using stock markets to raise additional funding or relying more on
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banking sector services. Also, the reported evidence of the negative impact of
institutional quality on FDI helps foreign investors assess the reliability of the

advanced investment policies in the host countries.

Additionally, the findings provide reflective practical implications for protecting
investors' rights. The adverse impact of institutional quality reveals the need for
a robust legal system to protect investors' investment rights. Similarly, trade
openness accompanied by financial development will help foreign investors
reduce the information gap and increase friendly interaction with local investors.
In contrast, poor investor protection, weak institutional quality, and low financial
development will continue to hurt the EAC's attractiveness for sound FDI

inflows.

5.3.5 Practical and Policy Implications

The findings from the study will elevate concern over the role of financial
development, keeping an eye on the pivotal role of banking services and stock
market activities in linking investors to meet their financing needs. Similarly, the
findings will provide insightful information on the significant role played by
quality institutions in the host countries in paving the way for a timely and open
interactive investment process. High-quality institutions are expected to assure
foreign investors that they will get access to financial and non-financial services
in the FDI recipient economies to support their investments. Likewise, it is worth
appreciating that institutional quality does moderate the influence of banking

services and stock markets on FDI attraction. So, high institutional quality
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embedded in the institutions’ practices will enhance the contribution of banking
services and stock market operations in raising the inflow of FDI to EAC. Thus,
the study will be helpful to investors, especially foreign investors, to evaluate

the attractiveness of the EAC for FDI projects.

5.3.5.1 For the Banking Sector

The study's findings suggest that the banking sector plays a critical enabling role
in attracting FDI. For banks, this underscores the importance of strengthening
financial infrastructure, expanding access to credit, and enhancing efficiency in
service delivery. Well-capitalized, stable, and transparent banking institutions
provide foreign investors with confidence in the host country's financial system,
reducing transaction costs and financial risks. Banks should prioritize
digitalization, streamline loan processing, and ensure compliance with
international financial standards to build credibility and attract investment-

related financing needs.

Additionally, banks should develop tailored financial products and services that
support foreign investors, such as trade finance, project loans, currency hedging
tools, and advisory services for navigating the local financial environment.
Collaborating with investment promotion agencies and government bodies can
help banks align their services with national development and FDI strategies. By
focusing on sector-specific financing, especially in infrastructure,
manufacturing, and technology, banks can play a proactive role in channeling
FDI into high-impact areas. Ultimately, strengthening the capacity and

351



responsiveness of the banking sector is vital for enhancing the overall investment

climate and supporting long-term economic growth.

5.3.5.2 For the Stock Market Regulators

The study indicates that stock market development can positively influence FDI
inflows by signaling economic maturity, providing investors with additional exit
options, and enhancing capital market transparency. For policymakers and stock
market regulators, this highlights the need to deepen and broaden domestic
capital markets. Measures such as improving market liquidity, increasing the
number of listed companies, and ensuring strong corporate governance can make
the stock market more attractive to foreign investors and support their confidence

in the overall investment climate.

In addition, enhancing regulatory frameworks, adopting international accounting
standards, and promoting technological infrastructure in stock trading can
further strengthen investor trust. Encouraging foreign portfolio participation and
integrating regional stock exchanges may also improve visibility and access for
international investors. By developing a robust stock market, policymakers can
complement FDI strategies, making the country more competitive and providing
diversified channels for foreign capital to enter and support long-term economic

development.
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5.3.5.3 For the Investment Analysts and International Policymakers

The study’s findings will also provide investment analysts and international
policymakers with essential information to design appropriate strategies to
address the financing and institutional challenges they might face when
channelling cross-border investments to emerging economies. Specifically, the
findings on the moderated effect of institutional quality on banking and stock
markets will help the United Nations Conference on Trade and Development
(UNCTAD) advance policy directives for international investments and trade.
For instance, the growing global economic inequalities have led to calls for a
change in policy direction, looking at the role of central banks, accompanied by
institutional reforms. Research-based findings are helpful for policymakers in
providing quality information for timely decisions. It is further argued that
financial reforms must accompany the efforts of increasing more chances for
FDI inflows to EAC and governments of the partner states taking actions to
tackle inflation and interest volatility by using a balanced policy mix of fiscal,
monetary, and supply-side measures to achieve financial stability and boost

productive investment similar to the propositions given by UNCTAD (2023).

5.3.5.4 For the EAC Governments and Policymakers

Additionally, the study’s findings further explain the factors influencing the FDI
inflows to EAC. The findings show that some of the factors that are expected to
influence inward FDI to the region positively turn into hinders, and the reasons

are their low levels, such that they don’t provide the desired impact. This is
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because negative institutional quality and weak capital markets harm the
investment climate, posing high costs to investors, such as delayed investments
due to excessive bureaucracy stemming from corruption and government
ineffectiveness. Therefore, EAC organs involved in facilitating investment
undertakings should improve their services and avoid any actions that will harm
foreign investors’ decisions not to consider EAC as one of their possible

locations for international investment.

The EAC region should advocate investment policies that are market-friendly
and centred on the protection of investors' rights. Such initiatives will align with
the ongoing efforts to boost the region's economic growth through
industrialization (EAC Investment Guide, 2020). The member states should
strengthen their institutions and the institutional quality environment for smooth
business interaction between the banking sector, the stock market, and investors.
Feng and Yu (2021) expressed that institutional quality acts as software for
ensuring the investment processes are carried out so that services offered to
investors are of quality and quantity, including international trading services,

payment systems, information disclosure, savings, and lending products.

Similarly, the EAC has to accelerate the regional investment promotion agenda
of forming a single attractive investment destination. This will help partner states
to envision a secure, prosperous, and competitive investment climate.
Furthermore, there should be an openly increased active advertisement of the

region's available investment opportunities from different sectors, including
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infrastructure, agriculture and agribusiness, mining and metals, manufacturing,
energy, oil and gas, education, health, tourism, research, and innovation. All
these investment opportunities pose a location advantage. Kamal et al. (2022),
Islam et al. (2020), Sethi et al. (2019), and Awadhi et al. (2022) argued that
location advantages are crucial determinants for FDI inflows in developing
countries. According to the institutional FDI fitness theory, the overall location
advantages of the host countries are identified as preconditions for foreign

investors when deciding where to locate their investments (Wilhelms, 1998).

Furthermore, the EAC should harmonize the incentives relating to the taxation
of industries, standard market protocol among the partner states, protection of
cross-border investments and returns to investors, removal of restrictions
through operationalization, and rationalized investment initiatives on the free
movement of capital within the region. It is worth noting that intra-regional
capital flow is an increasingly important source of FDI flows. This will increase
the region's trade volume, enhancing institutional quality by improving political
stability, reducing corruption loopholes, eliminating excessive bureaucracy, and

increasing the quality of service provided to foreign investors.

5.4 Research Limitations

Despite the broad sectoral classification of the financial development covering
insurance, pensions, mortgage, leasing, money markets, foreign exchange
markets, and collective investment funds, this study excluded them from

achieving an impactful analysis of the phenomena based on the available
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information for the studied relations and the economic region. It is worth noting
that banking sector services and stock market operations, supported by its size,
are the primary funding channels through which the private sector can access
financing needs. This study did not examine other possible alternative fund
providers that can support bridging the financing gap between foreign investors

and FDI projects’ financing needs.

Furthermore, this study did not explore the impact of taxation on FDI inflows,
which remains a critical determinant of FDI location when assessing capital flow
and expected returns from investment. Taxation plays a vital role in influencing
investor decisions, particularly through tax rates, tax incentives, and the stability
of tax policies in host economies. These factors directly affect profitability and
risk assessments, making tax regimes an essential consideration in the
investment process and strategic planning for multinational enterprises seeking

long-term presence in a given foreign market.

However, different studies (Lestari et al., 2022; Krifa-Schneider et al., 2022;
Zhang & Zhou, 2021; Nguyen et al., 2018; Yudaruddin, 2022) suggest that most
of the financial development and institutional quality variables are affected by
cultural practices, which vary from one country to another and from one
economic region to another. Hence, well-established financial developments,
institutional quality, and welcoming foreign investors are affected by norms and
cultural practices embedded in formulating financial policies, rules, and

regulations (Lestari et al., 2022). Thus, the study’s findings can be comparatively
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used in emerging economies, but some cautions are needed as they may not

necessarily reflect the same in other economic regions (blocks).

The study was confined to EAC countries. The data corresponds to this economic
region from 1995 to 2020, so that different results could be obtained under the
same variables in other economic blocks. The employed variables have different
scores in various economic zones, ranging from developed, middle-income, and
emerging economies. The values of the variables utilized in this study vary
according to other country-specific factors such as the level of FDI absorbed in
the recipient country, bank assets size, the flexibility of credit provision to the
private sector, stock market liquidity reflected in value traded, capital flow under
market capitalization, institutional quality as defined by corruption index level,
government effectiveness index, and political stability index. Thus, the findings
from the study can be used for a specific range of time, but not a very long time
in the future, because the data collected and employed describe the trend that has
been taking place in the past. Financial sector development and institutional
quality aspects are dynamic variables that keep changing from time to time.
Therefore, up-to-date information on the analysis of the FDI-financial

development relationship will depend on the most recently available data.

5.5 Recommendations for Future Research

The study suggests future research to explore the highlighted limitations further.
Specifically, future studies should examine the role of financial development on

FDI inflows in EAC, considering all the banking sector and stock market

357



variables. This will help provide further in-depth information on the banking
sector's impact and stock market proxies in the investment channels. In the same
vein, other studies should consider all the financial development aspects
proposed by the World Bank, thereby providing a broad sectoral classification
of the coverage of insurance, pensions, mortgage, and lease financing.
Moreover, the impact of culture is worth being included in further studies as it

affects both financial development and institutional quality.

Similarly, future studies should examine the role of taxation, specifically tax
incentives, statutory tax rates, and profit repatriation rules, because these factors
significantly shape the attractiveness and feasibility of FDI. Tax regimes directly
affect the expected return on investment and influence multinational firms’
decisions on where to locate operations. Favorable tax policies can incentivize
long-term investment, while complex or punitive regimes may deter it.
Understanding how taxation interacts with other institutional variables is
essential for crafting policies that effectively attract FDI while maintaining fiscal

sustainability and economic nourishment.

Moreover, future studies should consider the role of culture in the attraction of
FDI in EAC. It should be noted that culture is one of the essential factors that
influence financial development and enhance institutional quality levels.
Institutional quality influences all sectors; future research could further test the
role of institutional quality on FDI inflows in EAC, as institutional quality

improvement is a global focus that speeds up its growth and stability in the
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investment process. This suggestion aligns with the observations that in
emerging economies, including EAC, there are ongoing efforts to raise the
institutional quality at the levels that will impact the economic means (Krifa-

Schneider et al., 2022).

Finally, there is a need for future research that will highlight the demand side as
to the extent foreign investors rely on financing provided in the FDI recipient
economies to support their investments. The study could also be expanded to
include other financial sector indicators excluded in this analysis, broadening the
investigation and generalizing the current findings. The control variables can
further be examined differently to deepen their impact on investment. Such
initiatives will provide more insight into the factors influencing FDI inflows with

substantive empirical evidence.

5.6 Summary and Conclusion

The study augments the existing literature by bestowing evidence on the
relationship between financial development and FDI, focusing on banking
services and stock markets in the EAC partner states. The study also investigates
the moderated effect of institutional quality by highlighting corruption,
government effectiveness, and political stability among the institutional quality
indicators. The methodological approaches employed in the study also
contribute to the literature by dwelling on the different treatments of data
environment over a longer time than the cross-sectional number of units.

Similarly, the study employed the winsorization technique in data transformation
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to eliminate possible outliers for more representative results and to provide

precise estimations.

Theoretically, the study contributes to the Institutional FDI fitness, the Eclectic
paradigm, and the Capital market (currency areas) theories by confirming the
role of financial development, institutional quality, location advantages, and
stability of the currency volatility, which influence inward FDI to the host
countries. Moreover, the study documents evidence of the significant role of
institutional quality in moderating banking services and stock markets.
Additionally, the findings from the study have expressed practical and policy
implications regarding the pivotal role of banking services, stock markets, and
quality institutions to authorities, investors, practitioners, and all scholars in

EAC countries.

The study encountered some limitations on data availability for all dimensions
of financial development, leading to its confinement to banking services and
stock markets in EAC partner states. The study has also been limited to data on
cultural aspects affecting financial sector development and institutional quality.
In the same vein, the study has been limited to three institutional quality
indicators deemed to impact the investment process in emerging economies

significantly.

Generally, the study aimed to examine the FDI-financial development nexus

while investigating the moderated effect of institutional quality (corruption,
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government effectiveness, political stability) on banking services and stock
markets. The findings documented a significant relationship between banking
services, stock markets, and institutional quality indicators. However, stock
markets and institutional quality significantly negatively impacted FDI. Also,
the findings for the moderated effect of institutional quality reveal that its
influence alters the impact of both banking services and stock markets on FDI.
Although the findings for the moderated effect of institutional quality produced
mixed results with positive and negative significant impacts on FDI, contrary to
the expected positive tangential effect, the significant results prove that
institutional quality is an aspect of the relationship between banking services,

stock markets, and FDI.
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RELEVANT PUBLICATIONS

As part of the mandatory requirements set by the university for the award of a
PhD, three academic papers have been developed from the doctoral thesis. Of
these, one has already been successfully published in a peer-reviewed journal by
Emerald Publishing, demonstrating the scholarly quality and contribution of the
research. The remaining two papers are currently under review, with reputable
journals considering them for publication. This process not only fulfils the
university’s criteria for research dissemination but also reflects the candidate’s
commitment to advancing knowledge in the field of financial development,

institutional quality, and FDI through rigorous academic engagement.

The already published paper in such a reputable peer-reviewed journal
showcases the quality relevance of the research. The published article, titled
“Stock market development and foreign direct investment: the moderating role
of government effectiveness” by Mapendo J.J., Senadjki, A., and Choong, Y.O.,
appears in the [International Journal of Emerging Markets (2025) and is

accessible via the following DOI link: https://doi.org/10.1108/IJOEM-04-2024-

0597. This publication further demonstrates the candidate’s successful
engagement with the research community and contributes to the broader

discourse on economic development in emerging markets.

362


https://doi.org/10.1108/IJOEM-04-2024-0597
https://doi.org/10.1108/IJOEM-04-2024-0597

REFERENCES

Abaidoo, R., & Agyapong, E. K. (2022). Financial development and institutional
quality among emerging economies. Journal of Economics and
Development, 24(3), 198-216. https://doi.org/10.1108/JED-08-2021-

0135

Abban, S. (2020). Currency Union as a Panacea for ills in Africa: A New
Institutional Framework and Theoretical Consideration.

https://mpra.ub.uni-muenchen.de/105459

Abbas, A., Moosa, 1., & Ramiah, V. (2021). The contribution of human capital
to foreign direct investment inflows in developing countries. Journal of

Intellectual Capital. https://doi.org/10.1108/JIC-12-2020-0388

Abdouli, M., & Hammami, S. (2020). Economic growth, environment, FDI inflows,
and financial development in Middle Eastern countries: Fresh evidence
from simultaneous equation models. Journal of the Knowledge

Economy, 11(2),479-511. https://doi.org/10.1007/s13132-018-0546-9

Abdul Karim Mr, B., & Karim, Z. A. (2018). Corruption and Foreign Direct
Investment (FDI) in ASEAN-5: A panel evidence. Economics and Finance

in Indonesia, 64(2), 4. https://www.lpem.org/repec/lpe/efijnl/201809.pdf

Abdulai, M. G., Ustarz, Y., & Dary, S. K. (2024). Does global economic and
climate policy uncertainty affect private investment? Evidence from sub-
Saharan Africa. International Social Science Journal.

https://doi.org/10.1111/iss).12504

363



Abdulrasaq, S. F. (2021). Country Risks and Foreign Direct Investment in Sub-
Saharan Africa (Doctoral dissertation, Kwara State University (Nigeria)).
https://www.proquest.com/openview/969d6alb9edc028028adab26ecea20c

8

Abor, J. Y., & Bekoe, I. K. (2025). How to Maximize the Domestic Development
Orientation of Foreign Direct Investment. In The Palgrave Handbook of
Development  Finance (pp. 217-238). Cham: Springer Nature

Switzerland. https://doi.org/10.1007/978-3-031-77422-5 11

Adam, A. M., Kyei, K., Moyo, S., Gill, R.,, & Gyamfi, E. N. (2022).
Multifrequency network for SADC exchange rate markets using EEMD-
based DCCA. Journal of Economics and Finance, 46(1), 145-166.

https://doi.org/10.1007/s12197-021-09560-w

Adams, D., Adams, K., Ullah, S., & Ullah, F. (2019). Globalisation,
governance, accountability and the natural resource ‘curse’:
Implications for socio-economic growth of oil-rich
developing countries. Resources Policy, 61, 128-140.

https://doi.org/10.1016/j.resourpol.2019.02.009

Adikari, A. P. (2022). Determinants of FDI Inflows: Bounds Testing Approach.

https://doi.org/10.47191/1jmei/v8i6.02

Adjasi, C. K. D., Mohammed, J. 1., Nyeadi, J. D., & Bundoo, S. K. (2022). On
the Determinants of Stock Market Development in Africa. In The
Economics of Banking and Finance in Africa (pp. 895-928). Palgrave
Macmillan, Cham. https://link.springer.com/chapter/10.1007/978-3-

031-04162-4 26

364



Admassu, K. Z. (2020). Official Development Assistance (ODA): Are There
Correlations Between ODA and Corruption in Sub-Saharan Africa?
(Master's/thesis,/Harvard/University).https://dash.harvard.edu/bitstream/ha

ndle/1/37376136/202005

Agarwala, N., Pareek, R., & Sahu, T. N. (2022). Does board independence
influence CSR performance? A GMM-based dynamic panel data
approach. Social Responsibility Journal, (ahead-of-print).

https://doi.org/10.1108/SRJ-10-2020-0433

Agbloyor, E. K., Abor, J., Adjasi, C. K. D., & Yawson, A. (2013). Exploring the
causality links between financial development and foreign direct

investment in Africa. Research in International Business and

Finance, 28, 118-134. https://doi.org/10.1016/j.ribaf.2012.11.001

Agyapong, D., & Bedjabeng, K. A. (2019). External debt stock, foreign direct
investment, and financial development: Evidence from African

economies. Journal of Asian Business and Economic Studies.

https://doi.org/10.1108/JABES-11-2018-0087

Ahmad, M., Jiang, P., Majeed, A., & Raza, M. Y. (2020). Does financial
development and foreign direct investment improve environmental
quality? Evidence from Belt and Road countries. Environmental Science
and/Pollution/Research, 27(19),/23586/23601 .https://doi.org/10.1007/s

11356-020-08748-7

Ahmié, A., & Isovié, 1. (2023). The impact of regulatory quality on deepens level

of financial integration: Evidence from the European Union countries

365



(NMS-10). ECONOMICS-Innovative  and  Economics  Research

Journal, 11(1), 127-142. https://doi.org/10.2478/e0ik-2023-0004

Aibai, A., Huang, X., Luo, Y., & Peng, Y. (2019). Foreign direct investment,
institutional quality, and financial development along the Belt and Road:
An empirical investigation. Emerging Markets Finance and
Trade, 55(14),/3275/3294 .https://doi.org/10.1080/1540496X.2018.1559

139

Ajimobi, L. (2024). Influence of Political Stability on Foreign Direct Investment
(FDI) Inflows in Nigeria. American Journal of Finance, 10(2), 63-72.

https://doi.org/10.47672/ajt.2172

Akosah, N. K. (2016). Macroeconomic determinants of stock market performance
in  Ghana. Ghanaian Journal of Economics, 4(1), 35-70.

https://doi.org/100501420201059.pdf

Al Nasser, O. M., & Gomez, X. G. (2009). Do well-functioning financial systems
affect the FDI flows to Latin America? International Research Journal of
Finance/and/Economics, 29(July),/60/75.http://www.eurojournals.com/fin

ance.htm

Albassam, B. A. (2022). Government spending and economic growth in the
Middle East and North Africa region. International Review of
Administrative/Sciences, §8(4),/1124/1140.https://doi.org/10.1177/0020

852320969802

Albertus, J. F., Glover, B., & Levine, O. (2022). Foreign investment of US

multinationals: The effect of tax policy and agency conflicts. Journal of

366



financial

economics, 144(1),298327 .https://doi.org/10.1016/j.jfineco.2021.06.004

Albiman, M. M., Yussuf, H. A., & Hemed, I. M. D. (2022). The Effect of Foreign
Direct Investment and Trade Openness on the Firms' Export
Competitiveness and Products Diversification Among East African
Community Members. In Trade and Investment in East Africa: Prospects,
Challenges and Pathways to Sustainability (pp. 185-212). Singapore:
Springer/Nature/Singapore.https://www.repoa.or.tz/wp/content/uploads/20

23/03

Albuquerque, R. (2003). The composition of international capital flows: risk
sharing through foreign direct investment. Journal of International
Economics, 61(2),/353/383.https://ideas.repec.org/a/eee/inecon/v61y20031

2p353-383.html

Alesina, A., Ozler, S., Roubini, N., & Swagel, P. (1996). Political instability
and economic growth. Journal of Economic Growth, I, 189-

211. https://doi.org/10.1007/BF00138862

Alfaro, L., & Chauvin, J. (2020). Foreign direct investment, finance, and
economic/development. Faculty&Research, 1,231258.https://books.goo
gle.com.my/books?hl=en&Ilr=&i1d=738BEAAAQBAJ&oi=fnd&pg=PA

231&dq

Ali, A., & Ramakrishnan, S. (2022). Financial development and natural
resources. Is there a stock market resource curse? Resources Policy, 75,

102457. https://doi.org/10.1016/j.resourpol.2021.102457

367



Ali, A., Ramakrishnan, S., Faisal, F., Sulimany, H. G. H., & Bazhair, A. H. (2022).
Stock market resource curse: The moderating role of institutional quality.
Resources/Policy,/78,/102929.http://dx.doi.org/10.1016/j.resourpol.2022.1

02929

Ali, M. S. B, Fhima, F., & Nouira, R. (2020). How does corruption undermine
banking stability? A threshold nonlinear framework. Journal of
Behavioral/and/Experimental/Finance, 27,/100365.https://doi.org/10.10

16/j.jbef.2020.100365

Aliber, R. Z. (1970). A theory of direct foreign investment. The International

Corporation, 12-36. https://cir.nii.ac.jp/crid/1573387449021510912

Allen, F., Qian, M., & Xie, J. (2019). Understanding informal
financing. Journal of Financial Intermediation, 39, 19-33.

https://doi.org/10.1146/annurev-financial-110118-123027

Almounsor, A., & Mensi, S. (2024). The relationship between financial
development, institutions quality, and income inequality from the Sub-
Saharan Africa countries. Journal of the Knowledge Economy, 15(3),

14307-14338. https://doi.org/10.1007/s13132-023-01510-7

Alshamlan, M. A., Fernandez, V. M., & Fernandez, M. (2021). Foreign direct
investment in the United Arab Emirates: a study on the main
contributors. European Journal of Business and Management
Research, 6(1),97101.https://doi.org/10.24018/ejbmr.2021.

6.1.694

Alshubiri, F. (2022). The impact of the real interest rate, the exchange rate and

political stability on foreign direct investment inflows: A comparative

368



analysis of G7 and GCC Countries. 4sia-Pacific Financial Markets, 29(3),
569/603.https://ideas.repec.org/a/kap/aptfinm/v29y2022i3d10.1007 s1069

0-022-09360-0.html

Aluko, O. A., & Ajayi, M. A. (2018). Determinants of banking sector
development: Evidence from Sub-Saharan African countries. Borsa

IstanbulReview, 18(2),122139.https://doi.org/10.1016/j.bir.2017.11.002

Amadi, C. (2019). FDI and economic growth in Nigeria: an analysis of the role of
financial development on linkages (Doctoral dissertation, Manchester

Metropolitan University). https://e-space.mmu.ac.uk/id/eprint/622600

Amarandei, C. M. (2013). Corruption and foreign direct investment. Evidence from
Central and Eastern European States. CES Working Papers, 5(3),
311/322.https://www.ceeol.com/search/article/detail?id=1903

55

Amewu, G., Junior, P. O., & Amenyitor, E. A. (2022). Co-movement between
equity index and exchange rate: fresh evidence from Covid-19 era. Scientific

African, 16, €01146. http://dx.doi.org/10.1016/j.sc1af.2022.e01146

An, T. H. T., & Yeh, K. C. (2021). Growth effect of foreign direct investment
and financial development: new insights from a threshold
approach. Journal of Economics and Development, 23(2), 144-162.

https://doi.org/10.1108/JED-08-2020-0108

Anees, Y. (2022). Foreign portfolio investment in developing countries:
Determinants and impact. Journal of International Economics, 13(2), 34-
55. Foreign Portfolio Investment in Developing Countries: Determinants

and Impact - ProQuest

369



Ang, J. B. (2009). Financial development and the FDI-growth nexus: the
Malaysian experience. Applied Economics, 41(13), 1595-1601.

https://doi.org/10.1080/00036840701222553

Anthony-Orji, O. I, Orji, A., Ogbuabor, J. E., & Nwosu, E. O. (2018).
Disaggregated foreign capital inflows and economic growth in a
developing economy: Empirical evidence from Nigeria. Journal of
EmpiricalStudies, 5(1),111.https://d1wqtxts1xzle7.cloudfront.net/10359

7735/JES-2018-51-1-11-libre.pdf

Anton, S. G., & Nucu, A. E. A. (2020). The effect of financial development on
renewable energy consumption. A panel data approach. Renewable

Energy, 147, 330-338. https://doi.org/10.1016/j.renene.2019.09.005

Antras, P., Desai, M. A., & Foley, C. F. (2009). Multinational firms, FDI flows, and
imperfect capital markets. The Quarterly Journal of Economics, 124(3),

1171-1219. https://doi.org/10.1162/qjec.2009.124.3.1171

Anvarovich, N. E. (2022). Transformation of the Banking Sector in Uzbekistan
in the Context of Covid-19 Coronavirus Pandemia. Academic Journal of

Digital Economics and Stability, 13, 76-85. https://academicjournal.io

Anyanwu, A., Gan, C., & Hu, B. (2018). Government domestic debt, private
sector credit, and crowding out effect in oil-dependent countries. Private
Sector Credit and Crowding Out Effect in Oil-Dependent Countries (July

15, 2018). https://dx.doi.org/10.2139/ssrn.3214288

Anyanwu, A., Gan, C., & Hu, B. (2018). The differential impact of financial
intermediation on economic growth in oil-dependent economies. Review of

Economic Analysis, 10, 267-284. https://ssrn.com/abstract=3387381

370



Appiah, K., Du, J., Yeboah, M. et al. Causal correlation between energy use and
carbon emissions in selected emerging economies—panel model
approach. Environ ~ Sci  Pollut  Res 26, 7896-7912  (2019).

https://doi.org/10.1007/s11356-019-04140-2

Appiah, M., Gyamfi, B. A., Adebayo, T. S., & Bekun, F. V. (2023). Do financial
development, foreign direct investment, and economic growth enhance
industrial development? Fresh evidence from Sub-Sahara African

countries. Portuguese Economic Journal, 22(2), 203-227.

https://doi.org/10.1007/s10258-022-00207-0

Appiah, M., Onifade, S. T., & Gyamfi, B. A. (2024). Pathways to sustainability
in sub-Saharan Africa: Are institutional quality levels subservient in
achieving green GDP growth?. Journal of the Knowledge Economy, 1-

25. http://dx.doi.org/10.1007/s13132-024-01774-7

Appiah-Kubi, S. N. K., Malec, K., Maitah, M., Kutin, S. B., Pankova, L., Phiri, J.,
& Zaganjori, O. (2020). The impact of corporate governance structures on
foreign direct investment: A case study of West African countries.

Sustainability, 12(9), 3715. https://doi.org/10.3390/su12093715

Appiah-Otoo, 1., & Song, N. (2022). Finance-growth nexus: new insight from
Ghana. International Journal of Finance & Economics, 27(3), 2682-

2723. https://doi.org/10.1002/1jfe.2294

Areneke, G., Adegbite, E., & Tunyi, A. (2022). Transfer of corporate governance
practices into weak emerging market environments by foreign institutional
investors.  International  Business  Review, 31(5), 101978.

https://doi.org/10.1016/j.ibusrev.2022.101978

371



Arias, J., Maquieira, C., & Jara, M. (2020). Do legal and institutional environments
matter for banking system performance? Economic research-Ekonomska
istrazivanja,33(1),2203/2228.https://doi.org/10.1080/1331677X.2019.166

6023

Arikan, I., Arikan, A. M., & Shenkar, O. (2022). Revisiting
emerging market multinational enterprise views: The
Goldilocks story restated. Journal of International Business
Studies, 53(4), 781-802. https://doi.org/10.1057/s41267-

021-00459-6

Arogundade, S. T. (2022). Foreign Direct Investment and Welfare of Sub-Saharan
African Countries (Doctoral dissertation, University of Johannesburg).
https://ujcontent.uj.ac.za/esploro/outputs/doctoral/Foreign-Direct-

Investment-and-welfare-01/9916909507691

Aromasodun, O. M. (2022). Determinants of FDI inflows to West Africa: Prospects
for regional development and globalization. BRICS Journal of

Economics, 3(1), 27-51. https://doi.org/10.3897/brics-econ.3.e83129

Asamoah, L. A., Mensah, E. K., & Bondzie, E. A. (2019). Trade
openness, FDI and economic growth in sub-Saharan Africa:
do institutions matter? Transnational Corporations
Review, 11(1),65/79.https://doi.org/10.1080/19186444.2019

1578156

Asamoah, M. E., Alagidede, 1. P., & Adu, F. (2022). Exchange rate uncertainty

and foreign direct investment in Africa: Does FD matter? Review of

372



Development/Economics, 26(2),878/898.https://doi.org/10.1111/rode.12

858

Ashraf, A., Doytch, N., & Uctum, M. (2020). Foreign direct investment and the
environment: disentangling the impact of greenfield investment and
merger and acquisition sales. Sustainability Accounting, Management

and Policy Journal. https://doi.org/10.1108/SAMPJ-04-2019-0184

Ashraf, J., Luo, L., & Khan, M. A. (2022). The spillover effects of
institutional quality and economic openness on economic
growth for the Belt and Road |Initiative (BRI)
countries. Spatial/Statistics, 47,100566.https://doi.org/10.1

016/j.spasta.2021.100566

Ashraf, S., & Nagia, R. (2021). The Impact of Relative Exchange Rate Volatility
and Other Multidimensional Determinants on FDI in Egypt. American

Journal of Industrial and Business Management, 11(12),

1163-1197. https://doi.org/10.4236/ajibm.2021.1112071

Asif, R., & Frommel, M. (2022). Exchange rate exposure for exporting and
domestic firms in central and Eastern Europe. Emerging Markets

Review, 51, 100863. https://doi.org/10.1016/j.ememar.2021.100863

Asongu, S., Akpan, U. S., & Isihak, S. R. (2018). Determinants of
foreign direct investment in fast-growing economies:
evidence from the BRICS and MINT countries. Financial
Innovation, 4(1), 1-17. https://doi.org/10.1186/s40854-018-

0114-0

373



Assungao, S., Forte, R., & Teixeira, A. (2011). Location determinants of FDI: a

literature review. http://repositorio.inesctec.pt/handle/123456789/2412

Audi, M., Sulehri, F. A., Ali, A., & Al-Masri, R. (2022). An Event-Based
Analysis of Stock Return and Political Uncertainty in Pakistan:

Revisited. https://mpra.ub.uni-muenchen.de/114227

Awadhi, M., James, M., & Byaro, M. (2022). Does institutional development
attract foreign direct investments in Sub-Saharan Africa? A dynamic
panel analysis. African Journal of Economic Review, 10(1), 117-129.

https://www.ajol.info/index.php/ajer/article/view/219345

Awan, A. G., Ahmad, W., Shahid, P., & Hassan, J. (2014). Factors
affecting foreign direct investment in Pakistan. International

Journal of Business and Management Review, 2(4), 21-35.

https://dlwqtxtslxzle7.cloudfront.net/36222949

Azam, M., & Khan, S. (2022). Threshold effects in the relationship between
inflation and economic growth: Further empirical evidence from the

developed and developing world. International Journal of Finance &

Economics, 27(4), 4224-4243. https://doi.org/10.1002/1jfe.2368

Aziz, M. 1. A., Umar, Z., Gubareva, M., Sokolova, T., & Vo, X. V.
(2022). ASEAN-5 forex rates and crude oil: Markov regime-
switching analysis. Applied Economics, 54(54), 6234-6253.

https://doi.org/10.1080/00036846.2022.2083066

Aziz, O. G. (2022). FDI inflows and economic growth in the Arab region: The
institutional quality channel. International Journal of Finance &

Economics, 27(1), 1009-1024. https://doi.org/10.1002/1jfe.2197

374



Aziza, R. (2020). Developing Securities Markets in Sub-Saharan Africa: Does it
Matter?Available/at/SSRN/3664380.https://dx.doi.org/10.2139/ssrn.36643

80

Azman-Saini, W. N. W., & Law, S. H. (2010). FDI and economic growth: New
evidence on the role of financial markets. Economics Letters, 107(2), 211-

213. https://doi.org/10.1016/j.econlet.2010.01.027

Bacchetta, P., & Van Wincoop, E. (2021). Puzzling exchange rate dynamics and
delayed portfolio adjustment. Journal of International Economics, 131,

103460. https://doi.org/10.1016/j.jinteco.2021.103460

Bagh, T., Fuwei, J., & Khan, M. A. (2024). From risk to resilience: Climate
change risk, ESG investments engagement and  Firm's

value. Heliyon, 10(5). https://doi.org/10.1016/j.heliyon.2024.e26757

Bagh, T., Zhou, B., Alawi, S. M., & Azam, R. 1. (2024). ESG resilience:
Exploring the non-linear effects of ESG performance on firms
sustainable growth. Research in International Business and Finance, 70,

102305. https://doi.org/10.1016/j.ribaf.2024.102305

Bahri, E. N. A., Nor, A. H. S. M., & Nor, N. H. H. M. (2018). The role of
financial development on foreign direct investment in ASEAN-5
countries: panel cointegration with cross-sectional dependency
analysis. Asian Academy of Management Journal of Accounting and

Finance, 14(1), 1-23. https://doi.org/10.21315/aamjaf2018.14.1.1

Bai, J., Choi, S. H., & Liao, Y. (2021). Feasible generalized least squares for panel
data with cross-sectional and serial correlations. Empirical Economics, 60,

309-326. https://doi.org/10.1007/s00181-020-01977-2

375



Bailliu, J. (2000). Private capital flows, financial development, and
economic growth in developing countries (No. 2000-15).
Bank of  Canada. https://www.bankofcanada.ca/wp-

content/uploads/2010/01/wp00-15.pdf

Bakar, A. H. A., Sinnappan, P., Salim, F. A. A., & Teo, P. C.
(2022). Factors Influencing Foreign Direct Investment (FDI)
Location/Selection:A/Review/of/the/Literature. Internation
al Journal of Academic Research in Business and Social
Science, 12(7).http://dx.doi.org/10.6007/IJARBSS/v12-

17/14103

BalaUmar, M., Ismail, S., & Sulong, Z. (2015). The impact of stock
market development on foreign direct investment in Nigeria:
An application of  autoregressive distributed lag
model. Scholars Journal of Economics, Business and
Management, 2(4),400/411 .https://doi.org/10.36347/sjebm.20

15.v02i04.012

Balomenou, C., & Pajollari, E. (2022). Impact of Exchange Rate
Volatility on International Trade: Case of USA and
Canada. International Journal of Business & Economic
Sciences/Applied/Research, 15(1).https://doi.org/10.25103/1

jbesar.151.04

Bani-Mustafa, A., Nimer, K., Uyar, A., & Schneider, F. (2022). Effect of

government efficiency on tax evasion: the mediating role of ethics and

376



control of corruption. International Journal of Public Administration, 1-

17. https://doi.org/10.1080/01900692.2022.2086262

Barbier, E. B., & Burgess, J. C. (2021). Institutional quality, Governance
and Progress towards the SDGs. Sustainability, 13(21),

11798. https://doi.org/10.3390/sul32111798

Bardhan, P. (2018). Reflections on corruption in the context of political and
economic liberalization. Institutions, Governance and the Control of

Corruption, 113-131. https://doi.org/10.1007/978-3-319-65684-7 5

Barnard, H., & Luiz, J. M. (2018). Escape FDI and the dynamics of a cumulative
process of institutional misalignment and contestation: Stress, strain and
failure. Journal/of/World/Business, 53(5),605/619.https://doi.org/10.10

16/j.jwb.2018.03.010

Barros, L. A., Bergmann, D. R., Castro, F. H., & Silveira, A. D. M. D. (2020).
Endogeneity in panel data regressions: methodological guidance for
corporate finance researchers. Revista brasileira de gestdo de

negocios, 22, 437-461. https://doi.org/10.7819/rbgn.v2210.4059

Bartels, F. L., Alladina, S. N., & Lederer, S. (2009). Foreign direct
investment in Sub-Saharan Africa: Motivating factors and
policy issues. Journal of African Business, 10(2), 141-162.

https://doi.org/10.1080/15228910903187791

Basumatary, I. R., Das, M., Basumatary, S., & Basumatary, K. (2024).
Macroeconomic determinants of income inequality among different

income group countries: Evidence from panel data. Journal of Social

377



Economics/Research, 11(1),111/125.https://ideas.repec.org/a/pkp/josere

/v11y2024ilp111-125id3614.html

Bavington, C., & Governance, G. E. (2021). Corruption in public private

partnerships as a barrier to sustainable development. https:/www.ie-

ei.eu/Ressources/FCK/image/Theses/2021/GEGPA_Thesis Bavington.pdf

Bawole, J. N., & Langnel, Z. (2023). Corruption-induced inhibitions to business:
What business leaders have to say in Ghana. Journal of African

Business, 24(1), 59-76. https://doi.org/10.1080/15228916.2021.2018226

Bayar, Y., &Gavriletea, M.D. (2018). Foreign Direct Investment Inflows and
Financial Development in Central and Eastern European Union
Countries: A Panel Cointegration and Causality. Int. J. Financial Stud,

6, 55. https://doi.org/10.3390/ijfs6020055

Bayar, Y., Gavriletea, M. D., & Ucar, Z. (2018). Financial sector
development, openness, and entrepreneurship: Panel
regression/analysis. Sustainability, 10(10),/3493 https://doi

.0rg/10.3390/sul10103493

Beazer, Q. H., & Blake, D. J. (2018). The conditional nature of political risk:
How home institutions influence the location of foreign direct
investment. American Journal of Political Science, 62(2), 470-485.

https://doi.org/10.1111/ajps.12344

Beck, N., & Katz, J. N. (1995). What to do (and not to do) with time-series

cross-section data. American Political Science Review, 89(3),

634-647. https://doi.org/10.2307/2082979

378



Beck, T., & Levine, R. (2004). Stock markets, banks, and growth: Panel
evidence. Journal of Banking <& Finance, 28(3), 423-442.

https://doi.org/10.1016/S0378-4266(02)00408-9

Bénassy-Quéré, A., Coupet, M., & Mayer, T. (2007). Institutional determinants of
foreign direct investment. World economy, 30(5), 764-782.

https://doi.org/10.1111/5.1467-9701.2007.01022.x

Bhandari, L. (2022). The Relation between Foreign Direct Investment Inflows
and Tourism Development in Nepal. Unity Journal, 3(01), 65-81.

https://doi.org/10.3126/unityj.v3i101.43316

Bhasin, N., & Garg, S. (2020). Impact of institutional environment on inward
FDI: A case of select emerging market economies. Global Business

Review, 21(5), 1279-1301. https://doi.org/10.1177/0972150919856989

Bhavan, T., Xu, C., & Zhong, C. (2011). Determinants and growth effect of FDI in
South  Asian  economies: Evidence from a panel data
analysis. International/Business/Research, 4(1),43.http://dx.doi

.0org/10.5539/ibr.v4nl1p43

Bibi, A., Khan, I., Zaman, K., Sriyanto, S., & Khan, A. (2022). Does money buy
health? evaluation of stock market performance and economic growth in
the wake of the COVID-19 pandemic. Plos one, 17(7), €0269879.

https://doi.org/10.1371/journal.pone.0269879

Bihkongnyuy, B. P. (2020). The impact of international investment agreements on
foreign direct investment in Africa (Doctoral dissertation, North-West
University/(SouthAfrica)).https://repository.nwu.ac.za’handle/10394/3675

6

379



Bilir, L. K., Chor, D., & Manova, K. (2019). Host-country financial development
and multinational activity. European Economic Review, 115, 192-220.

https://doi.org/10.1016/j.euroecorev.2019.02.008

Billmeier, A., & Massa, 1. (2009). What drives stock market development in
emerging markets—institutions, remittances, or natural
resources? Emerging/Markets/Review, 10(1),23/35.https://doi.org/10.10

16/j.ememar.2008.10.005

Binda, E. M. (2021). Legal and institutional framework for equitable distribution
of foreign direct investments in the East African Community. In The East
African/Community Routledge.https://www.taylorfrancis.com/chapters/edi

t/10.4324/9781003143666-9

Blomkvist, K. and Drogendiji, R. (2016), “Chinese outward foreign direct
investments in Europe”, European Journal of International Management,

Vol. 6 No. 3, pp. 343-358. https://doi.org/10.1504/EJIM.2016.076242

Blonigen, B. A. (1997). Firm-specific assets and the link between exchange rates
and foreign direct investment. The American Economic Review, 447-465.

https://www jstor.org/stable/2951354

Boburmirzo, K., & Boburjon, T. (2022). Exchange rate influence on foreign
direct investment: empirical evidence from cis countries. International
Journal of Management and Economics Fundamental, 2(04), 19-28.

https://doi.org/10.37547/ijmef/Volume02Issue04-04

Bonaccolto-Topfer, M., Castagnetti, C., & Priimer, S. (2022). Understanding the

public-private sector wage gap in Germany: New evidence from a Fixed

380



Effects quantile Approach*: Economic Modelling, 116, 106037.

https://doi.org/10.1016/j.econmod.2022.106037

Boubakri, S., Guillaumin, C., & Silanine, A. (2019). Non-linear
relationship between real commodity price volatility and
real effective exchange rate: The case of commodity-

exporting countries. Journal of Macroeconomics, 60, 212-

228. https://doi.org/10.1016/j.jmacro.2019.02.004

Boudt, K., Todorov, V., & Wang, W. (2020). Robust distribution-based
winsorization in composite indicators construction. Social Indicators

Research, 149(2), 375-397. https://doi.org/10.1007/s11205-019-02259-w

Boulanouar, Z., Algahtani, F., & Hamdi, B. (2021). Bank ownership, institutional
quality and financial stability: evidence from the GCC region. Pacific-Basin

Finance Journal, 66, 101510. https://doi.org/10.1016/j.pacfin.2021.101510

Boys, J. (2022). Industrialisation through regionalism? Policy space, industrial
policy and upgrading in the textiles and apparel value chains of the East
African Community (Doctoral dissertation, SOAS University of London).

https://doi.org/10.25501/SOAS.00037125

Brakman, S., Garretsen, H., Van Marrewijk, C., & van Witteloostuijn, A. (2022).
The location of cross-border and national mergers and acquisitions
within the United States. Journal of Economics & Management Strategy.

https://doi.org/10.1111/jems.12501

Braunerhjelm, P. (2022). Rethinking stabilization policies; Including supply-side
measures and entrepreneurial processes. Small Business Economics, 58(2),

963-983. https://link.springer.com/article/10.1007/s11187-021-00520-6

381



Bu, J., Luo, Y., & Zhang, H. (2022). The dark side of informal institutions: How
crime, corruption, and informality influence foreign firms' commitment.

Global Strategy Journal, 12(2), 209-244. https://doi.org/10.1002/gsj.1417

Buchanan, B. G., Le, Q. V., & Rishi, M. (2012). Foreign direct investment and
institutional quality: Some empirical evidence. International Review of

Financial Analysis, 21, 81-89. https://doi.org/10.1016/j.irfa.2011.10.001

Buckley, P. J. (2018). Towards a theoretically based global foreign direct
investment policy regime. Journal of International Business

Policy, 1(3), 184-207. https://doi.org/10.1057/s42214-018-0011-2

Buckley, P. J., & Casson, M. (1976). The future of the multinational enterprise.

London: Homes & Meier. https://books.google.com.my/books

Buckley, P. J., Chen, L., Clegg, L. J., & Voss, H. (2018). Risk propensity in the
foreign direct investment location decision of emerging
multinationals. Journal of International Business Studies, 49(2), 153-

171. https://doi.org/10.1057/s41267-017-0126-4

Budzinski, W., & Czajkowski, M. (2022). Endogeneity and measurement bias
of the indicator variables in hybrid choice models: A Monte Carlo
investigation. Environmental and Resource Economics, 83(3), 605-629.

https://doi.org/10.1007/s10640-022-00702-0

Burchill, S., Linklater, A., Donnelly, J., Nardin, T., Paterson, M., Reus-Smit, C.,
... & Sajed, A. (2022). Theories of international relations. Bloomsbury

Publishing. https://books.google.com.my/books?hl

382



Busenbark, J. R., Graffin, S. D., Campbell, R. J., & Lee, E. Y. (2022). Marginal
effects approach  to interpreting ~ main  effects and
moderation. Organizational — Research  Methods, 25(1), 147-169.

https://doi.org/10.1177/1094428120976838

Busse, M. and Hefeker, C. (2007). Political risk, institution and foreign
direct investment. European Journal of Political Economy, 23,

397-415. https://doi.org/10.1016/j.ejpoleco.2006.02.003

Cai, H., Boateng, A., & Guney, Y. (2019). Host country institutions and firm-
level R&D influences: An analysis of European Union FDI in

China. Research in International Business and Finance, 47, 311-326.

https://doi.org/10.1016/j.ribaf.2018.08.006

Calderon, C., Cantt, C., & Zeufack, A. (2020). Trade integration, export
patterns, and growth in Sub-Saharan Africa. World Bank Policy

Research Working Paper, (9132). https://ssrn.com/abstract=3527835

Camarero, M., Moliner, S., & Tamarit, C. (2021). Japan's FDI drivers in a time
of financial uncertainty. New evidence based on Bayesian Model
Averaging. Japan  and  the  World  Economy, 57,  101058.

https://doi.org/10.1016/j.japwor.2021.101058

Canare, T. (2017). The effect of corruption on foreign direct investment inflows:
Evidence from a panel of Asia-Pacific countries. In The changing face of
corruption in the  Asia  Pacific (pp. 35-55). Elsevier.

https://doi.org/10.1016/B978-0-08-101109-6.00003-4

383



Candian, G., & De Leo, P. (2022). Imperfect Exchange Rate
Expectations. Available/at/SSRN/3929756.https://doi.org/10.1162/rest

a 01343

Cang, Z. & Alida, M. (2020). Measuring the Impact of Financial Institutions
Development on Foreign Direct Investment Inflow in Africa. International
Journal of Trend in Scientific Research and Development 1, 2456 — 6470.

https://www.semanticscholar.org/paper

Canh, N. P., Binh, N. T., Thanh, S. D., & Schinckus, C. (2020).
Determinants of foreign direct investment inflows: The role
of economic policy uncertainty. International
Economics, 161,159/172.https://doi.org/10.1016/j.inteco.20

19.11.012

Caporale, G. M., Karanasos, M., Yfanti, S., & Kartsaklas, A. (2021). Investors'
trading behaviour and stock market volatility during crisis periods: A dual
long-memory model for the Korean Stock Exchange. International Journal
of/Finance/&/Economics,26(3),4441/4461 https://doi.org/10.1002/ijfe.202

4

Carino, L. V. (2019). Regime changes, the bureaucracy, and
political development. In Handbook of Comparative and
DevelopmentPublicAdministration.https://www.taylorfranci

s.com/chapters/edit/10.4324/9780203904756-74

Castellani, D., Marin, G., Montresor, S., & Zanfei, A. (2022). Greenfield foreign
direct investments and regional environmental technologies. Research

Policy, 51(1), 104405. https://doi.org/10.1016/j.respol.2021.104405

384



Caves, R. E. (1971) “International Corporations: The Industrial
Economics of Foreign Investment”, Economica, 38, pp. 1-

27. https://doi.org/10.2307/2551748

Chandrarin, G., Sohag, K., Cahyaningsih, D. S., Yuniawan, D., & Herdhayinta,
H. (2022). The response of exchange rate to coal price, palm oil price,
and inflation in Indonesia: Tail dependence analysis. Resources

Policy, 77, 102750. https://doi.org/10.1016/j.resourpol.2022.102750

Chen, J., Liu, Y., & Liu, W. (2020). Investment facilitation and China's outward
foreign direct investment along the belt and road. China Economic

Review, 61, 101458. https://doi.org/10.1016/j.chieco.2020.101458

Chen, L., Guo, S., Lu, J., & Gerschewski, S. (2021). Outward FDI
and efficiency in within-firm resource allocation—Evidence
from firm-level data of China. Journal of Asian
Economics, 74,101298.

https://doi.org/10.1016/j.asieco.2021.101298

Chen, W., Hribar, P., & Melessa, S. (2022). Incorrect inferences when using

generated regressors in accounting research. Available at SSRN 37247 30.

https://dx.doi.org/10.2139/ssrn.2597429

Chen, X., Wang, C., & Li, S. (2023). The impact of supply chain finance on
corporate social responsibility and creating shared value: a case from the

emerging economy. Supply Chain Management: An International

Journal, 28(2), 324-346. https://doi.org/10.1108/SCM-10-2021-0478

Chen, Z., Zhou, M., & Ma, C. (2022). Anti-corruption and

corporate environmental responsibility: Evidence from

385



China's anti-corruption campaign. Global Environmental
Change, 72,102449 https://doi.org/10.1016/j.gloenvcha.202

1.102449

Cherif, M., & Dreger, C. (2016). Institutional determinants of financial
development in  MENA  countries. Review  of  Development

Economics, 20(3), 670-680. https://doi.org/10.1111/rode.12192

Chewaka, D. B., & Zhang, C. (2021). Multinational firm growth and
sustainability responses to dynamics of business regulations in the host
market. Sustainability, 13(24)13945.https://doi.org/10.3390/su1324139

45

Chitranka, K. (2022). Review of FDI Policies in India and China: Analysis and
Interpretation. International Journal of Engineering and Management

Research, 12(4), 37-42. https://dx.doi.org/10.2139/ssrn.4203078

Chuc, A. T.,Li, W.,Phi,N. T. M., Le, Q. T., Yoshino, N., & Taghizadeh-Hesary,
F. (2022). The necessity of financial inclusion for enhancing
the economic 1impacts of remittances. Borsa Istanbul

Review, 22(1),456.https://doi.org/10.1016/5.bir.2020.12.007

Claessens, S., Demirgiig-Kunt, A., & Huizinga, H. (2001). How does foreign entry
affect domestic banking markets? Journal of banking & finance, 25(5), 891-

911. https://doi.org/10.1016/S0378-4266(00)00102-3

Clements, R. (2020). Misaligned incentives in markets: Envisioning finance that
benefits all of society. DePaul Bus. & Comm. LJ, 19, 1.

https://dx.doi.org/10.2139/ssrn.3802178

386



Cohen, J. (1988). Set correlation and contingency tables. Applied psychological
measurement, 12(4),425434 https://doi.org/10.1177/014662168801200

410

Collis, C., Berkeley, N., & Noon, D. (2024). Attracting foreign direct investment
to East European economies: can lessons be learned from the UK
experience? In Foreign Direct Investment and the Global Economy (pp.
139156).Routledge.https://www.taylorfrancis.com/chapters/edit/10.432

4/9781315000275-12

Colonnelli, E., & Prem, M. (2022). Corruption and firms. The
Review of Economic Studies, 89(2), 695-732.

https://doi.org/10.1093/restud/rdab040

Contractor, F. J., Dangol, R., Nuruzzaman, N., & Raghunath, S. (2020). How do
country regulations and business environment impact foreign direct
investment (FDI) inflows?. International Business Review, 29(2), 101640.

https://doi.org/10.1016/j.ibusrev.2019.101640

Contractor, F. J., Nuruzzaman, N., Dangol, R., & Raghunath, S. (2021). How
FDI inflows to emerging markets are influenced by country regulatory
factors:  An  exploratory  study. Journal  of  International
Management, 27(1),100834.https://doi.org/10.1016/j.intman.2021.1008

34

Cooper, M., & Nguyen, Q. T. (2020). Multinational enterprises and corporate
tax planning: A literature review and suggestions for a future

research agenda. International Business Review, 29(3),

101692. https://doi.org/10.1016/j.ibusrev.2020.101692

387



Corekcioglu, S. (2020). Economic Freedom and FDI: Co-Integration
Analysis. Research Papers in Economics and Finance, 4(3), 37-45.

https://doi.org/10.18559/ref.2020.3.4

Corsetti, G., Keuster, K., Miiller, G. J., & Schmidt, S. (2021). The exchange rate

insulation puzzle. https://dx.doi.org/10.2139/ssrn.3990468

Coveri, A., & Zanfei, A. (2022). Who wins the race for knowledge-based
competitiveness? Comparing European and North American FDI

patterns. The Journal of  Technology Transfer, 1-39.

https://doi.org/10.1007/s10961-021-09911-z

Croquet, M., Cultrera, L., Gahungu, D., Mbonabuca, D., & Niyuhire, P. (2021).
Capital Concentration and financial performance of listed firms in the East
African Community: An Exploratory study. International Journal of

Accounting, Finance, Auditing, Management and Economics, 2(2), 1-19.

https://doi.org/10.5281/zenodo.4634741

Cruz, M. D., Jha, C. K., Kirsanl1, F., & Sedai, A. K. (2023).
Corruption and FDI in natural resources: The role of
economic downturn and crises. Economic Modelling, 119,

106122, https://doi.org/10.1016/j.econmod.2022.106122

da Silva-Oliveira, K. D., de Miranda Kubo, E. K., Morley, M. J., & Candido, R.
M. (2021). Emerging economy inward and outward foreign direct
investment: a bibliometric and thematic content analysis. Management
International Review, 61(5), 643-679. https://doi.org/10.1007/s11575-

021-00448-9

388



Dabbous, A., & Barakat, K. A. (2023). The road towards environmental
sustainability: Investigating the role of information and communication
technologies and green technology innovations. Journal of Cleaner

Production, 432, 139826. https://doi.org/10.1016/].jclepro.2023.139826

Dada, J. T., & Abanikanda, E. O. (2022). The moderating effect of
institutions in foreign direct investment-led growth
hypothesis in Nigeria. Economic Change and
Restructuring, 55(2),903/929 . https://doi.org/10.1007/s1064

4-021-09332-w

Dai, L., Mu, X, Lee, C. C., & Liu, W. (2021). The impact of outward foreign
direct investment on green innovation: the threshold effect of
environmental regulation. Environmental Science and Pollution
Research, 28, 34868-34884. https://doi.org/10.1007/s11356-021-12930-

\%%

Das, G., & Chaudhuri, B. R. (2018). Impact of FDI on Labour Productivity of
Indian IT Firms: horizontal spillover effects. Prajnan, 47(2), 121-137.
https://www.researchgate.net/profile/BibekRaChaudhuri/publication/33

3044974

David, M. A., Mlachila, M. M., & Moheeput, A. (2014). Does openness matter
for financial development in Africa? International Monetary Fund.
https://books.google.com.my/books?hl=en&Ilr=&id=pcMaEAAAQBAJ

&oi=fnd&pg=PA3&dq

389



de Jong, M., & Swinkels, L. (2022). The Capital-Protection Capacity of
Emerging Markets Inflation-Linked Bonds. The Journal of Portfolio

Management.

Debata, B., Dash, S. R., & Mahakud, J. (2021). Stock market liquidity: Implication
of local and global investor sentiment. Journal of Public Affairs, 21(3),

€2231. https://doi.org/10.1002/pa.2231

Desbordes, R., & Wei, S. J. (2017). The effects of financial development on
foreign direct investment. Journal of Development Economics, 127, 153-

168. https://doi.org/10.1016/j.jdeveco.2017.02.008

Dhingra, N., & Sidhu, H. S. (2011). Determinants of foreign direct investment
inflows to India. European Journal of Social Sciences, 25(1), 21-31.

https://doi.org/10.3905/jpm.2022.1.374

Dikau, S., & Volz, U. (2021). Central bank mandates, sustainability objectives
and the promotion of green finance. Ecological Economics, 184, 107022.

https://doi.org/10.1016/j.ecolecon.2021.107022

Dominguez, K. M. (2020). Revisiting exchange rate rules. IMF Economic Review,

68(3), 693-719. https://doi.org/10.1057/s41308-020-00120-6

Donaubauer, J., Neumayer, E., & Nunnenkamp, P. (2020). Financial market
development in host and source countries and its effects on bilateral FDI.

The World Economy, 43(3), 534-556. https://doi.org/10.1111/twec.12884

Dorobat, C. E., & McCaffrey, M. (2023). A Passage to Asia: What the Future of
International Trade Partnerships Can Learn from the Past. In The

Austrian School of Economics in the 21st Century: Evolution and

390



Impact (pp. 255-275). Cham: Springer International Publishing.

https://doi.org/10.1007/978-3-031-08502-4 12

Doytch, N. (2022). FDI: Hot or Cold Money? The Behaviour of Sectoral
FDI Inflows and Outflows Over Periods of Growth
Accelerations and Decelerations. Foreign Trade
Review,00157325221092614 .https://doi.org/10.1177/00157

325221092614

Du, J., & Zhang, Y. (2018). Does the One Belt One Road initiative promote
Chinese overseas direct investment? China Economic Review, 47, 189-

205. https://doi.org/10.1016/j.chieco.2017.05.010

Duan, W., David Madasi, J., & Khurshid, A. (2022). How network structure and
exchange rate volatility drive the industrial ecosystem towards collapse:

a global perspective. Economic Research-Ekonomska IstraZivanja, 1-20.

https://doi.org/10.1080/1331677X.2022.2092524

Duftie, D. (2022). Fragmenting Markets: Post-crisis Bank Regulations and
Financial Market Liquidity. Walter de Gruyter GmbH & Co KG.
https://books.google.com.my/books?hl=en&lr=&id=mdaREAAAQBAJ

&o1

Dunning, J. H. (1958). American investment in British manufacturing
industry (London: George Allen and Unwin, reprinted by Arno Press, New

York). https://academic.oup.com/ej/article/69/273/147/5249084

Dunning, J. H. (1973). The determinants of international
production. Oxford Economic Papers, 25(3), 289-336.

https://doi.org/10.1093/oxfordjournals.oep.a041261

391



Dunning, J. H. (1980). Toward an eclectic theory of international production:
Some empirical tests. Journal of International Business Studies, 11(1),

9-31. https://doi.org/10.1057/palgrave.jibs.8490593

Dunning, J. H. (2001). The eclectic (OLI) paradigm of international production:
past, present and future. International journal of the economics of

business, 8(2), 173-190. https://doi.org/10.1080/13571510110051441

Dunning, J. H., & Cantwell, J. A. (1987). The changing role of multinational
enterprises in the international creation, transfer and diffusion of

technology. University of Reading, Department of Economics.

https://cir.nii.ac.jp/crid/1130000795682720896

Dunning, J. H., & Dilyard, J. R. (1999). Towards a general paradigm of foreign
direct and foreign portfolio investment. Transnational corporations, 8(1),
152.https://citeseerx.ist.psu.edu/document?repid=rep 1 &type=pdf&doi=9{3

4fcc3f09a8e43e5c¢8d91217cf0ab510f7eaatpage=9

Dunning, J. H., & Rojec, M. (1993). Foreign Privatization in Central & Eastern
Europe (No. 2). Central and Eastern European Privatization Network.

https://doi.org/10.1007/978-1-349-22648-1

Duodu, E., & Baidoo, S. T. (2022). The impact of capital inflows
on the economic growth of Ghana: Does the quality of
institutions matter? Journal of Public Affairs, 22(1), e2384.

https://doi.org/10.1002/pa.2384

Duramany-Lakkoh, E. K., Jalloh, M. S., & Jalloh, A. (2021). Foreign Direct

Investment and Manufacturing Sector in Sierra Leone: A Vector Auto-

392



Regression  Analysis  Approach. Journal  of  Mathematical

Finance, 11(4), 620-650. https://doi.org/10.4236/jmf.2021.114034

Dutta, N., & Roy, S. (2009). The impact of foreign direct investment on press
freedom. Kyklos, 62(2), 239-257. https://doi.org/10.1111/j.1467-

6435.2009.00434.x

Dutta, N., Mukherjee, D., & Roy, S. (2015). Re-examining the relationship between
domestic investment and foreign aid: does political stability
matter? International Review of Applied Economics, 29(3), 259-286.

https://doi.org/10.1080/02692171.2014.945991

EAC Statistics, (2019). Statistical Figures. https://eac.com.cy

East  African Community, (2020). Investment  Guide.

https://www.eac.int/investment-guide

Ejones, F. (2020). Regional Integration, Trade Duration and Economic Growth in
The East African Community: Three Empirical Essays (Doctoral
Dissertation,/University/of/Newcastle).http://hdl.handle.net/1959.13/1421

878

Ekutu, B. (2021). The Prospect of Monetary and Financial Co-operation: a Legal
Evaluation of Kenya’s Regional Economic Integration Endeavour in the
East African Community (Doctoral dissertation, University of Nairobi).

http://erepository.uonbi.ac.ke/bitstream/handle/11295/160585

El Menyari, Y. (2019). Financial development, foreign banks, and

economic  growth in  Africa. African  Development

393



Review, 31(2), 190-201. https://doi.org/10.1111/1467-

8268.12377

Emako, E., Nuru, S., & Menza, M. (2022). The role of foreign direct investment

in structural change in Ethiopia. Cogent Business & Management, 9(1),

2154106.

Epaphra, Manamba. (2018). An econometric analysis of the determinants of
foreign direct investment in Africa. Romanian Economic Journal 21: 63—

97. https://doi.org/10.1080/23311975.2022.2154106

Eregha, P. B. (2019). Exchange rate, uncertainty and foreign direct investment
inflow in West African monetary zone. Global Business Review, 20(1),

1-12. https://doi.org/10.1177/0972150918803835

Eren, E., & Malamud, S. (2022). Dominant currency debt. Journal of Financial
Economics, 144(2),571589.https://doi.org/10.1016/j.jfineco.2021.06.02

3

Erten, B., Korinek, A., & Ocampo, J. A. (2021). Capital controls: Theory and
evidence. Journal of  Economic Literature, 59(1), 45-89.

https://doi.org/10.1257/jel.20191457

Eugster, F. (2020). Endogeneity and the dynamics of voluntary disclosure quality:
is there an effect on the cost of equity capital? Contemporary Accounting

Research, 37(4), 2590-2614. https://doi.org/10.1111/1911-3846.12584

Eurallyah, A.J. (2019). The regulation and impact of non-tariff barriers in the East

African community customs union (Master's thesis, University of Pretoria

394



(South/Africa)).https://www.scirp.org/reference/referencespapers?referenc

eid=3755542

Ezeoha, A. E., & Cattanco, N. (2012). FDI flows to sub-Saharan Africa: The
impact of finance, institutions, and natural  resource
endowment. Comparative ~ Economic  Studies, 54(3),  597-632.

https://doi.org/10.1057/ces.2012.18

Fabozzi, F. A., Simonian, J., & Fabozzi, F. J. (2021). Risk parity: The
democratization of risk in asset allocation. The Journal of Portfolio

Management, 47(5), 41-50. https://doi.org/10.3905/jpm.2021.1.228

Faidah, S. N. (2020). Investor Risk Aversion in Emerging Markets (Doctoral

dissertation, Effat University). http://hdl.handle.net/20.500.14131/287

Fania, N., Yan, C., Kuyon, J. B., & Djeri, S. (2020). Geopolitical risks (GPRs) and
foreign direct investments: A business risk approach. Global Journal of
Management and Business Research, 20(1), 1-9.

https://doi.org/10.34257/gjmbrbvol20is1pgl

Fanta, A., Graham, M., & Asante-Amponsah, D. (2022). Structured Finance in
Africa. In The Economics of Banking and Finance in Africa:
Developments in Africa's Financial Systems (pp. 373-404). Cham:
Springer International Publishing. https://doi.org/10.1007/978-3-031-

04162-4 11

Farah, B., Elias, R., Chakravarty, D., & Beamish, P. (2021). Host country
corporate income tax rate and foreign subsidiary survival. Journal of
WorldBusiness, 56(2),101186.https://doi.org/10.1016/j.jwb.2020.10118

6

395



Farooq, U. (2022). Foreign direct investment, foreign aid, and CO2 emissions in
Asian economies: does governance matter? Environmental Science and
Pollution Research, 29(5), 7532-7547. https://doi.org/10.1007/s11356-

021-16115-3

Farooq, U., Gillani, S., Subhani, B. H., & Shafiq, M. N. (2022). Economic policy
uncertainty and environmental degradation: the moderating role of
political stability. Environmental Science and Pollution Research, 1-13.

https://doi.org/10.1007/s11356-022-23479-7

Feng, G. F., Yang, H. C., Gong, Q., & Chang, C. P. (2021). What is the exchange
rate  volatility response to COVID-19 and  government

interventions? Economic  Analysis  and  Policy, 69,  705-719.

https://doi.org/10.1016/j.eap.2021.01.018

Feng, Y., & Yu, X. (2021). The impact of institutions on financial development:
Evidence from [East Asian countries. Australian — Economic

Papers, 60(1), 122-137. https://doi.org/10.1111/1467-8454.12196

Fengju, X., & Wubishet, A. (2024). Analysis of the impacts of financial
development on economic growth in East Africa: How do the institutional

qualities matter?. Economic Analysis and Policy, 82, 1177-1189.

https://doi.org/10.1016/j.eap.2024.04.002

Fengju, X., & Wubishet, A. (2024). Analysis of the impacts of financial
development on economic growth in East Africa: How do the

institutional qualities matter?. Economic Analysis and Policy, 82, 1177-

1189. https://doi.org/10.1016/j.eap.2024.04.002

396



Fernandez, M., & Joseph, R. (2020). Foreign direct investment in Indonesia: an
analysis from investors perspective. International Journal of Economics
and/Financial/Issues, 10(5),102/112.https://doi.org/10.32479/ijefi.1033

0

Ferrara, F. M., & Sattler, T. (2018). The political economy of financial

development. https://doi.org/10.1093/acrefore/9780190228637.013.628

Ferras-Hernandez, X., & Nylund, P. A. (2019). Clusters as innovation engines:
The accelerating strengths of proximity. European Management

Review, 16(1), 37-53. https://doi.org/10.1111/emre.12330

Feulefack, L. K., & Ngassam, B. S. (2020). Natural resources, quality of
institutions and foreign direct investment in Africa. Economics
Bulletin, 40(1),148162.https://www.accessecon.com/Pubs/EB/2020/Vol

ume40/EB-20-V40-11-P15.pdf

Feyrer, J. (2019). Trade and income—exploiting time series in
geography. American Economic Journal: Applied
Economics, 11(4),135.https://doi.org/10.1257/app.2017061

6

Fon, R. M., Filippaios, F., Stoian, C., & Lee, S. H. (2021). Does foreign direct
investment promote institutional development in Africa? International
business/review, 30(4),101835.https://doi.org/10.1016/j.ibusrev.2021.1

01835

Fon, R., & Alon, I. (2022). Governance, foreign aid, and Chinese foreign direct
investment. Thunderbird International Business Review, 64(2), 179-201.

https://doi.org/10.1002/tie.22257

397



Forte, R., & Abreu, P. (2022). The impact of FDI on host countries’ social
welfare: A panel data analysis of 146 countries over the period 2002—
2019. Environmental Science and Pollution Research, 1-16.

https://doi.org/10.1007/s11356-022-22990-1

Froot, K. A., & Stein, J. C. (1991). Exchange rates and foreign direct investment:
an imperfect capital markets approach. The quarterly journal of

economics, 106(4), 1191-1217. https://doi.org/10.2307/2937961

Gallati, R. R. (2022). Risk management and capital adequacy. McGraw-Hill.
https://books.google.com.my/books/about/Risk Management and Cap

ital Adequacy.html?id=DuWRmiB3QRMC&redir esc=y

Gammeltoft, P., & Cuervo-Cazurra, A. (2021). Enriching internationalization
process theory: insights from the study of emerging market
multinationals. Journal of International Management, 27(3), 100884.

https://doi.org/10.1016/j.intman.2021.100884

Garcia, A. S., Mendes-Da-Silva, W., & Orsato, R. J. (2019). Corporate
sustainability, capital markets, and ESG performance. In Individual
behaviours and technologies for financial innovations (pp.
287-309). Springer, Cham. https://doi.org/10.1007/978-3-

319-91911-9 13

Gastanaga, V. M., Nugent, J. B., & Pashamova, B. (1998). Host country reforms
and FDI inflows: How much difference do they make? World
Development, 26(7), 1299-1314. https://doi.org/10.1016/S0305-

750X(98)00049-7

398



Gatimu, E. W. (2020). Foreign direct investment, export and economic growth:
Evidence from East African community countries (Doctoral dissertation,
University/of/Nairobi).http://erepository.uonbi.ac.ke/bitstream/handle/112

95/153929

Gebrehiwot, A., Esfahani, N., & Sayim, M. (2016). The Relationship between
FDI and financial market development: The case of the Sub-Saharan

African Region. International Journal of Regional Development, 3(1), 1-

64. https://ideas.repec.org/a/mth/ijrd88/v3y2016i1p64.html

Geddes, A., & Schmidt, T. S. (2020). Integrating finance into the multi-level
perspective: Technology niche-finance regime interactions and financial
policy/interventions. ResearchPolicy, 49(6),103985.https://doi.org/10.1

016/j.respol.2020.103985

Georgiadis, G., & Zhu, F. (2021). Foreign-currency exposures and the financial
channel of exchange rates: Eroding monetary policy autonomy in small
open economies?. Journal of International Money and Finance, 110,

102265. https://doi.org/10.1016/j.jimonfin.2020.102265

Ghahroudi, M. R., Hoshino, Y., & Turnbull, S. J. (2018). Foreign Direct
Investment: Ownership Advantages, Firm Specific Factors, Survival and
Performance.WorldScientific.https://doi.org/10.1142/9789813238459

0006

Githaiga, P. N. (2023). Board gender diversity, institutional ownership and earnings
management: evidence from East African community listed firms. Journal
of Accounting in Emerging Economies. https://doi.org/10.1108/JAEE-10-

2022-0312

399



Githaiga, P. N., & Kilong’i, A. W. (2023). Foreign capital flow, institutional
quality and human capital development in sub-Saharan Africa. Cogent
Economics&Finance, 11(1),2162689.https://doi.org/10.1080/23322039.

2022.2162689

Gok, A. (2023). Whether corruption sands or greases the wheels of foreign direct
investment: a meta-regression analysis. Infernational Review of

Economics, 1-25. https://doi.org/10.1007/s12232-023-00428-5

Gomber, P., Kauffman, R. J., Parker, C., & Weber, B. W. (2018). On the fintech
revolution: Interpreting the forces of innovation, disruption, and

transformation in financial services. Journal of Management information

systems, 35(1),220265.https://doi.org/10.1080/07421222.2018.1440766

Gorus, M. S., Yilanci, V., & Kongkuah, M. (2022). FDI Inflows-Economic
Globalization Nexus in ASEAN Countries: The Panel Bootstrap
Causality Test Based on Wavelet Decomposition. Asia-Pacific Financial

development, 1-24. https://do1.org/10.1007/s10690-022-09377-5

Green, G. M. (2018). dustmaps: A Python interface for maps of

interstellar dust. Journal of Open-Source Software, 3(26),

695. https://doi.org/10.21105/j0ss.00695

Guha, S., Rahim, N., Panigrahi, B., & Ngo, A. D. (2020). Does corruption act as a
deterrent to foreign direct investment in developing countries?.
Organizations and Markets in Emerging Economies, 11(1), 18-34.

http://dx.doi.org/10.15388/omee.2020.11.21

400



Gujarati, D. N., & Porter, D. (2009). Basic Econometrics Mc Graw-Hill
International Edition.https://books.google.com.my/books/about/Basic_Eco

nometrics.html?id=611CPgAACAAJ&redir_esc=y

Gupta, S., Yadav, S. S., & Jain, P. K. (2023). Does institutional quality matter for
foreign direct investment flows? Empirical evidence from BRICS

economies.  International  Journal — of  Emerging  Markets.

https://doi.org/10.1108/IJOEM-11-2021-1713

Gupta, S., Yadav, S. S., & Jain, P. K. (2024). Does institutional quality matter
for foreign direct investment flows? Empirical evidence from BRICS

economies. International Journal of Emerging Markets, 19(12), 4431-

4458 https://doi.org/10.1108/IJOEM-11-2021-1713

Gutola, B. R., & Milos, M. (2022). The Impact of Foreign Direct
Investment on the Economic Growth of Developing
Countries. Giving an Example of Kenya. In Developments in
Information & Knowledge Management for Business
Applications (pp. 379-401). Springer, Cham.

https://doi.org/10.1007/978-3-030-97008-6_17

Habib, M., & Zurawicki, L. (2002). Corruption and foreign direct
investment. Journal of International Business Studies, 33,

291-307. https://doi.org/10.1057/palgrave.jibs.8491017

Habimana, P. (2021). The regulation of harmful tax competition in the EAC:
current status, challenges, and ways forward. KAS African Law Study
Library, 7(4), 601-620. https://www.nomos-elibrary.de/10.5771/2363-

6262-2020-4-601.pdf

401



Hajilee, M., & Nasser, O. M. A. (2015). The relationship between financial
market development and foreign direct investment in Latin American
countries. The  Journal  of  Developing  Areas,  227-245.

http://www.jstor.org/stable/24241300

Hamdaoui, M., Ayouni, S. E., & Maktouf, S. (2022). Capital account liberalization,
political stability, and economic growth. Journal of the Knowledge

Economy, 13(1), 723-772. https://doi.org/10.1007/s13132-021-00723-y

Han, K. (2006). Corruption and foreign direct investment. In the annual meeting of
the International Studies Association, Town & Country Resort and
Convention Center, San Diego, California, USA.

https://www jstor.org/stable/3069545

Hanousek, J., Shamshur, A., Svejnar, J., & Tresl, J. (2021). Corruption level and
uncertainty, FDI and domestic investment. Journal of International
Business Studies, 52(9), 1750-1774. https://doi.org/10.1057/s41267-021-

00447-w

Hansen, D. (2020). The effectiveness of fiscal institutions: International financial
flogging or domestic constraint?. European Journal of Political Economy,

63, 101879. https://doi.org/10.1016/j.ejpoleco.2020.101879

Haq, N. U. (2023). Impact of FDI and its absorption capacity on the national
innovation ecosystems: evidence from the largest FDI recipient countries
of  the world. Foreign Trade  Review, 58(2), 259-288.

https://doi.org/10.1177/00157325221077007

Haque, M. A., Bigiong, Z., & Arshad, M. U. (2022). Sources of FD and Their

Impact on FDI Inflow: A Panel Data Analysis of Middle-Income

402



Economies. Economies, 10(8),182.https://doi.org/10.3390/economies10

080182

Hatane, S. E., Winoto, J., Tarigan, J., & Jie, F. (2022). Working capital
management and board diversity towards firm performances in
Indonesia's  LQ45. Journal of Accounting in Emerging
Economies, (ahead-of-print). https://doi.org/10.1108/JAEE-

11-2018-0130

Hausmann, R., & Fernandez-Arias, E. (2000). Foreign direct investment: good

cholesterol? https://dx.doi.org/10.2139/ssrn. 1817215

Hayat, A. (2019). Foreign direct investments, institutional quality, and economic
growth. The Journal of International Trade &  Economic
Development, 28(5),561579.https://doi.org/10.1080/09638199.2018.156

4064

He, X., Rizov, M., & Zhang, X. (2022). Workforce size adjustment as a
strategic response to exchange rate shocks: A strategy-tripod
application to Chinese firms. Journal of Business
Research, 138,203213 https://doi.org/10.1016/j.jbusres.202

1.09.013

Heaton, S., Teece, D., & Agronin, E. (2022). Dynamic capabilities and
governance: An empirical investigation of financial performance of the
higher education sector. Strategic ~ Management — Journal.

https://doi.org/10.1002/smj.3444

403



Hennart, J. F. (1989). Can the “new forms of investment” substitute for the “old
forms?” A transaction costs perspective. Journal of International Business

Studies, 20(2), 211-234. https://doi.org/10.1057/palgrave.jibs.8490358

Heo, Y., Hou, F., & Park, S. (2020). Does corruption grease or
sand the wheels of investment or innovation? Different

effects in advanced and emerging economies. Appl. Econ. 53

(1), 35-60. DOI: 10.1080/00036846.2020.1791313

Heroja, A. (2022). Exchange Rate Effects on Foreign Direct Investment

Decision. https://urn.fi/URN:NBN:fi:aalto-202202131887

Hill, A. D., Johnson, S. G., Greco, L. M., O’Boyle, E. H., & Walter, S. L. (2021).
Endogeneity: A review and agenda for the methodology-practice divide
affecting micro and macro research. Journal of Management, 47(1), 105-

143. https://doi.org/10.1177/0149206320960533

Hirota, S., Huber, J., Stockl, T., & Sunder, S. (2022). Speculation, money supply
and price indeterminacy in financial markets: An experimental study.
Journal of Economic Behavior & Organization, 200, 1275-1296.

https://doi.org/10.1016/j.jeb0.2020.06.010

Ho, L. T., & Gan, C. (2021). Foreign direct investment and world pandemic
uncertainty index: Do health pandemics matter? Journal of Risk and

financial management, 14(3),107.https://doi.org/10.3390/jrfm 14030107

Hoang, H. H., Huynh, C. M., Duong, N. M. H., & Chau, N. H. (2022).
Determinants of foreign direct investment in Southern Central Coast of

Vietnam: a spatial econometric analysis. Economic Change and

404



Restructuring, 55(1), 285-310. https://doi.org/10.1007/s10644-020-

09315-3

Hoechle, D. (2007). Robust standard errors for panel regressions with
cross-sectional dependence. The Stata Journal, 7(3), 281-312.

https://doi.org/10.1177/1536867X0700700301

Holland, D., & Pain, N. (1998). The determinants and impact of foreign direct
investment in the transition economies: a panel data analysis.
In Convergence or divergence: aspirations and reality in Central and
Eastern Europe and Russia, Proceedings 4th Annual Conference, Centre
for Research into East European Business, University of Buckingham.

https://www.researchgate.net/publication/228972963

Horvat, T., Bendix, H., Bobek, V., & Skoko, H. (2021). Impacts of investments in
infrastructure projects on emerging markets’ growth: the case of East
African countries. Economic research-Ekonomska istrazivanja, 34(1),

2135-2161. https://doi.org/10.1080/1331677X.2020.1860799

Hossain, R., Roy, C. K., & Akter, R. (2022). Economic Growth,
FDI, Trade Openness, and Inequality: Standing of Asian
Economies. Asian Development Policy Review, 10(4), 317-

330. https://doi.org/10.55493/5008.v1014.4691

Hrnjic, E., Reeb, D. M., & Yeung, B. (2019). Financial decisions, behavioural
biases, and governance in emerging markets. In The Oxford Handbook

of Management in Emerging Markets (p. 161). Oxford University Press.

https://doi.org/10.1093/0xfordhb/9780190683948.013.8

405



Huang, Y., Chen, F., Wei, H., Xiang, J., Xu, Z., & Akram, R. (2022). The
impacts of FDI inflows on carbon emissions: Economic development
and regulatory quality as moderators. Frontiers in Energy

Research, 9,938. https://doi.org/10.3389/fenrg.2021.820596

Huawei, T. (2022). Does the gross domestic product, inflation,
total investment, and exchange rate matter in natural
resources commodity price volatility? Resources Policy, 79,

103013. https://doi.org/10.1016/j.resourpol.2022.103013

Huber, J., Palan, S., & Zeisberger, S. (2019). Does investor risk perception drive
asset prices in markets? Experimental evidence. Journal of Banking &

Finance, 108, 105635. https://doi.org/10.1016/j.jbankfin.2019.105635

Huljak, 1., Martin, R., Moccero, D., & Pancaro, C. (2022). Do non-
performing loans matter for bank lending and the business
cycle in euro-area countries? Journal of Applied
Economics, 25(1),10501080.https://doi.org/10.1080/151403

26.2022.2094668

Huong, T. T. X., Nguyen, M. L. T., & Lien, N. T. K. (2020). An empirical
study of the real effective exchange rate and foreign direct
investment in Vietnam. Investment Management & Financial
Innovations, 17(4),1.http://dx.dot.org/10.21511/imfi.17(4).

2020.01

Huynh, C. M. (2022). How does the impact of foreign direct
investment on institutional quality depend on the

underground economy? Journal of Sustainable Finance &

406



Investment, 12(2),554/569 .https://doi.org/10.1080/2043079

5.2020.1788851

Hymer, S. H. (1976). The international operations of national firms: A study of

foreign direct investment. http://hdl.handle.net/1721.1/27375

Ibrahim, A., & Abdulmalik, M. R. (2023). Do trade openness and governance
matter for economic growth in Africa? A case of EAC and WAEMU
countries. International Economics and Economic Policy, 20(3), 389-412.

https://doi.org/10.1007/s10368-023-00565-w

Ibrahim, R. L., & Ajide, K. B. (2022). Is trade facilitation a deterrent or stimulus

for foreign direct investment in Africa? The International Trade

Journal, 36(2), 77-101. https://doi.org/10.1080/08853908.2021.1937407

Ide, T. (2023). Catastrophes, confrontations, and constraints: How disasters shape
the/dynamics/of/armed/conflicts./MIT/Press.http://dx.doi.org/10.7551/mitp

ress/14970.001.0001

Idun, A. A. A., Aboagye, A. Q., & Bokpin, G. A. (2020). The effect of bank market
power on economic growth in Africa: The role of institutions. Cogent
Economics&Finance,/8(1),/1799481 https://doi.org/10.1080/23322039.20

20.1799481

Igbadoo, C. I., Chukwu, N. C., & Igwe, A. (2023). Ease of Doing
Business and Foreign Direct Investment in Nigeria: A Recipe
for Economic Growth and Development. International
Journal of Public Administration and Management
Research, 8(4),718.https://journals.rcmss.com/index.php/ij

pamr/article/view/742

407



Ljirshar, V. U., Nomkuha, J. K., Bura, B. B., Sokpo, J. T., & Ijirshar, M. Q. (2023).
Ease of doing business and investment among West African countries.
African Development Review, 35(2), 97-112. https://doi.org/10.1111/1467-

8268.12696

Inderst, G. (2021). Financing Development: Private Capital
Mobilization and Institutional Investors. Available at SSRN

3806742. https://dx.doi.org/10.2139/ssrn.3806742

Irandoust, M. (2021). FDI and financial development: evidence from eight post-
communist countries. Studies in Economics and Econometrics, 45(2),

102-116. https://doi.org/10.1080/03796205.2021.1978859

Irwin, K., Gilstrap, C., McDowell, W., Drnevich, P., & Gorbett, A. (2022). How
knowledge and uncertainty affect strategic international business
investment decisions: Implications for cross-border mergers and
acquisitions. Journal ~ of  Business  Research, 139,  831-842.

https://doi.org/10.1016/j.jbusres.2021.10.001

Islam M, Khan M, Popp J, & Sroka W. (2020). FD and Foreign Direct
Investment-The Moderating Role of Quality Institutions. April 2020;

Sustainability 12, (3556). doi1:10.3390/sul12093556

Islam, M. A., Liu, H., Khan, M. A., Islam, M. T., & Sultanuzzaman, M. R.
(2021). Does foreign direct investment deepen the financial development

in Southeast Asian economies? Journal of Multinational Financial

Management, 61, 100682. https://doi.org/10.1016/j.mulfin.2021.100682

408



Itskhoki, O. (2021). The Story of the Real Exchange Rate. Annual Review of

Economics, 13, 423-455. https://doi.org/10.1146/annurev-economics-

080218-025532

Iyke, B. N., Phan, D. H. B., & Narayan, P. K. (2022). Exchange

rate return predictability in times of geopolitical
risk. International Review of Financial Analysis, 81,

102099. https://doi.org/10.1016/j.irfa.2022.102099

Jadhav, P., & Katti, V. (2012). Institutional and political determinants of foreign

direct investment: evidence from BRICS economies. Poverty & Public

Policy, 4(3), 49-57. https://doi.org/10.1002/pop4.5

Jahanger, A., Usman, M., Murshed, M., Mahmood, H., & Balsalobre-Lorente, D.

(2022). The linkages between natural resources, human capital,
globalization, economic growth, financial development, and ecological

footprint: The moderating role of technological innovations. Resources

policy, 76, 102569. https://doi.org/10.1016/j.resourpol.2022.102569

Jain, P. K., Kuvvet, E., & Pagano, M. S. (2017). Corruption’s impact on
foreign portfolio investment. International Business
Review, 26(1),2335.https://doi.org/10.1016/j.ibusrev.2016.05.

004

Jamal, A., & Bhat, M. A. (2022). COVID-19 pandemic and the exchange rate
movements: evidence from six major COVID-19 hot spots. Future
Business Journal, 8(1), 1-11. https://doi.org/10.1186/s43093-022-

00126-8

409



Jamaleh, M., & Shukla, A. (2021). Financial internationalization of emerging
country multinationals: evidence from India. Qualitative Research in

Financial Development. https://doi.org/10.1108/QRFM-12-2020-0229

Janda, J., & Nuangjamnong, C. (2021). Motives for inward foreign direct
investment into Thailand: a quantitative analysis. 4U-GSB

e-Journal, 14(1). https://doi.org/10.14456/augsbejr.2021.8

Jansen, K., Michiels, A., Voordeckers, W., & Steijvers, T. (2023). Financing
decisions in private family firms: a family firm pecking order. Small
Business Economics, 61(2), 495-515. https://doi.org/10.1007/s11187-

022-00711-9

Jayalo, O. J. (2021). Strengthening the Regulatory and Institutional Framework in
Kenya to Curb Corruption in Foreign Direct Investment (master’s thesis,
University/of/Pretoria/(S.Africa)).https://www.repository.up.ac.za/handle/

2263/82900

Jeanluc, M., & Muiruri, P. M. (2022). Stock Exchange Market Capitalization
and Financial Performance of Firms in Rwanda Stock Exchange: A
Survey of Listed Firms in Rwanda. Journal of Finance and

Accounting, 6(2). https://doi.org/10.53819/81018102t5057

Jena, N. R., & Sethi, N. (2021). Foreign capital and growth nexus
revisited:  empirical evidence from  South  Asian

countries. Transnational Corporations Review, 13(3), 269-

292. https://doi.org/10.1080/19186444.2020.1862602

Ji, Q., & Zhang, D. (2019). How much does financial development

contribute to renewable energy growth and upgrading of

410



energy structure in China? Energy Policy, 128, 114-124.

https://doi.org/10.1016/j.enpol.2018.12.047

Jiang, G. F., Reuer, J. J., Southam, C., & Beamish, P. W. (2022). The impact of
initial public offerings on SMEs’ foreign investment decisions. Journal
of International Business Studies, 1-23. https://doi.org/10.1057/s41267-

022-00500-2

Jiang, W., & Martek, 1. (2021). Political risk analysis of foreign direct investment
into the energy sector of developing countries. Journal of Cleaner

Production, 302, 127023. https://doi.org/10.1016/j.jclepro.2021.127023

Jiang, X., Li, S. P., Mai, Y., & Tian, T. (2022). Study of multinational currency
co-movement and exchange rate stability based on network
game. Finance Research Letters, 47, 102601.

https://doi.org/10.1016/].fr1.2021.102601

Jiang, Z., Krishnamurthy, A., & Lustig, H. (2021). Foreign safe asset demand
and the dollar exchange rate. The Journal of Finance, 76(3), 1049-1089.

https://doi.org/10.1111/j0£1.13003

Johnston, R., Jones, K., & Manley, D. (2018). Confounding and collinearity in
regression analysis: a cautionary tale and an alternative procedure,
illustrated by studies of British voting behaviour. Quality & quantity, 52,

1957-1976. https://doi.org/10.1007/s11135-017-0584-6

Joshua, U., Babatunde, D., & Sarkodie, S. A. (2021). Sustaining economic
growth in Sub-Saharan Africa: Do FDI inflows and external debt
count? Journal of Risk and Financial Management, 14(4), 146.

https://doi.org/10.3390/jrfm 14040146

411



Juasrikul, S., Sahaym, A., Yim, H. S., & Liu, R. L. (2018). Do cross-border
alliances with MNEs from developed economies create firm value for
MNEs from emerging economies? Journal of Business Research, 93, 98-

110. https://doi.org/10.1016/j.jbusres.2018.07.001

Jursa, A. (2022). Analysis of Economic Activity of Foreign Direct
Investors in Latvia. Vilnius University Open Series, 35-42.

https://doi.org/10.15388/1SC.2022.5

Kaahwa, W. T. (2017). The institutional framework of the EAC. In East African
Community/Law/(pp.43/78)./Brill/Nijhoff.https://www jstor.org/stable/10.

1163/j.cttlw76vj2.7

Kaasa, A., & Andriani, L. (2022). Determinants of institutional trust: the role of

cultural context. Journal of Institutional Economics, 18(1), 45-65.

https://doi.org/10.1017/S1744137421000199

Kafula, F. (2022). The Impact of Currency Fluctuations on Foreign Direct
Investment (FDI) In Developing Countries: The Perspective of
Zambia (Doctoral/dissertation,/ZCAS/University).http://dspace.zcas.ed

u.zm/bitstream/123456789/116/1/1796802605%20-%2

Kagochi, J. (2019). Inflation and financial sector development in
Sub-Saharan African countries. Journal of Economic

Studies. https://doi.org/10.1108/JES-10-2017-0310

Kaidi, N., Mensi, S., & Ben Amor, M. (2019). Financial development,
institutional quality and poverty reduction: worldwide evidence. Social
Indicators Research, 141(1), 131-156. https://doi.org/10.1007/s11205-

018-1836-0

412



Kamal, M. A., Ullah, A., Zheng, J., Zheng, B., & Xia, H. (2019).
Natural resource or market-seeking motive of China’s FDI
in Asia? New evidence at income and sub-regional

level. Economic research-Ekonomska istrazivanja, 32(1),

38693894. https://doi.org/10.1080/1331677X.2019.1674679

Kamal, T. A., Naaz, S., Bhandari, R. S., Shukl, H., & Khan, R. (2022). Impact
of trade openness and inflation on FDI in India: ARDL

Approach. Journal of Statistics and Management Systems, 25(5),1103-

1113. https://doi.org/10.1080/09720510.2022.2101252

Kandiero, T., & Chitiga, M. (2006). Trade openness and foreign direct investment
in Africa: economics. South African Journal of Economic and Management

Sciences, 9(3), 355-370. https://hdl.handle.net/10520/EJC31533

Kao, C. (1999). Spurious regression and residual-based tests for
cointegration in panel data. Journal of Econometrics, 90(1),

1-44. https://doi.org/10.1016/S0304-4076(98)00023-2

Kaplinsky, R., & Kraemer-Mbula, E. (2022). Innovation and uneven
development:  The challenge for low-and middle-income
economies. Research/Policy, 51(2),104394 https://doi.org/10.1016/j.res

pol.2021.104394

Karau, J. N., & Mburu, T. (2014). Institutional, Governance and Economic Factors
Influencing Foreign Direct Investment Inflows on East Africa. Unpublished
PhD  Thesis in  Economics), Kenyatta  University,  Kenya.

https://www.researchgate.net/publication/301889932

413



Karim, S., Appiah, M., Naeem, M. A., Lucey, B. M., & Li, M.
(2022). Modelling the role of IQ on carbon emissions in Sub-
Saharan African countries. Renewable Energy, 198, 213-
221. https://doi.org/10.1016/j.renene.2022.08.074

Kariuki, B. W. (2018). Drivers of the Impact of Mergers and Acquisitions on Stock
Market Returns of Listed Firms in Eastern Africa Securities Markets
(Doctoral/dissertation,/,COHRED/JKUAT).http://hdl.handle.net/12345678

9/3529

Kariuki, C. (2015). The determinants of foreign direct investment in the African
Union. Journal of Economics, Business and Management, 3(3), 346-351.

https://doi.org/10.7763/JOEBM.2015.V3.207

Kashyap, S. K., & Salunkhe, V. J. (2022). The Trends in the
Industry Sectors and Geographical Locations that Allure
Maximum Outward FDI from India. Specialusis
Ugdymas, 1(43),66386651 .https://doi.org/10.51240/jibe.20

22.1.4

Kaufmann, D., Kraay, A., & Mastruzzi, M. (2011). The worldwide governance
indicators: methodology and analytical issuesl. Hague Journal on the

rule of law, 3(2), 220-246. https://ssrn.com/abstract=1682130

Kaur, M., Yadav, S. S., & Gautam, V. (2013). Financial
development and foreign direct investment: A panel data
study for BRIC countries. Global Business Review, 14(4),

729-742. https://doi.org/10.1177/0972150913501607

414



Kellard, N. M., Kontonikas, A., Lamla, M. J., Maiani, S., & Wood, G. (2022). Risk,
financial stability, and FDIL Journal of International Money and

Finance, 120, 102232, https://doi.org/10.1016/j.jimonfin.2020.102232

Kemoe, L., & Lartey, E. K. (2022). Public debt, institutional
quality and growth in sub-Saharan Africa: a threshold
analysis. International Review of Applied Economics, 36(2),

222-244. https://doi.org/10.1080/02692171.2021.1957785

Khalfaoui, H., & Derbali, A. (2021). The determinants of foreign direct investment:
what about the potential of the Arab Maghreb countries? Journal of

Investment Compliance. https://doi.org/10.1108/JOIC-04-2021-0010

Khan, H., Dong, Y., Bibi, R., & Khan, 1. (2023). Institutional Quality and Foreign
Direct Investment: Global Evidence. Journal of the Knowledge Economy,

1-45. http://dx.doi.org/10.1007/s13132-023-01508-1

Khan, H., Khan, S., & Zuojun, F. (2022). Institutional quality and financial
development:  Evidence  from  developing and  emerging
economies. Global/Business/Review, 23(4),/971/983.https://doi.org/10.1

177/0972150919892366

Khan, H., Weili, L., & Khan, 1. (2022). The role of institutional
quality in FDI inflows and carbon emission reduction:
evidence from the global developing and belt road initiative
countries. Environmental Science and Pollution
Research, 29(20),3059430621.https://doi.org/10.1007/s113

56-021-17958-6

415



Khan, H., Weili, L., Khan, 1., & Han, L. (2022). The effect of income inequality
and energy consumption on environmental degradation: the role of
institutions and financial development in 180 countries of the
world. Environmental Science and Pollution Research, 29(14), 20632-

20649. https://doi.org/10.1007/s11356-021-17278-9

Khan, M. A., Ilyas, R. M. A., & Hashmi, S. H. (2018). Cointegration
between  institutional quality and  stock  market
development. NUML International Journal of Business &
Management, 13(2),90103.https://www.researchgate.net/pu

blication/330194302

Khan, M. A., Khan, M. A., Abdulahi, M. E., Liaqat, I., & Shah, S. S. H. (2019).
Institutional quality and financial development: The United States
perspective. Journal of Multinational Financial Management, 49, 67-80.

https://doi.org/10.1016/j.mulfin.2019.01.001

Khan, M. A., Kong, D., Xiang, J., & Zhang, J. (2020). Impact of
institutional quality on financial development: cross-country
evidence based on emerging and growth-leading

economies. Emerging Markets Finance and Trade, 56(15),

38293845. https://doi.org/10.1080/1540496X.2019.1588725

Khudari, M., Sapuan, N. M., & Fadhil, M. A. (2021, November). The impact of
political stability and macroeconomic variables on foreign direct investment
in Turkey. In International Conference on Business and Technology (pp.
485/497).Cham:/Springer/International/Publishing.http://dx.doi.org/10.100

7/978-3-031-08090-6 31

416



Kiburi, W. (2016). Tax Burden, Economic Development, Macro-economic Factors
and Foreign Direct Investment Inflows into the East African Community
Countries (Doctoral dissertation,  University =~ of  Nairobi).

http://hdl.handle.net/11295/100243

Kilicarslan, Z. (2019). The relationship between foreign direct
investment and renewable energy production: Evidence from
Brazil, Russia, India, China, South Africa and

Turkey. 670216917. https://doi.org/10.32479/ijeep.7879

Kim, J. E. (2020). Regulation trumps economics? Examining renewable energy
policy, diffusion and investment in 80 developing countries. Energy
Research&Social/Science,/70,/101613.https://doi.org/10.1016/j.erss.2020.

101613

Kim, N. K. (2022). Foreign direct investment and democratic survival: a sectoral

approach. https://doi.org/10.1080/13510347.2021.1950143

Kimeu, U. (2020). The challenges of regional integration: case study of EAC (2000-
2019)/(Doctoral dissertation, University of Nairobi).

http://erepository.uonbi.ac.ke/bitstream/handle/11295/154674

Kinda, T. (2010). Investment climate and FDI in developing
countries: firm-level evidence. World Development, 38(4),

498-513. https://doi.org/10.1016/j.worlddev.2009.12.001

Kingori, Z. 1. (2022). Effect of Infrastructure on FDI Behavior in
Kenya: A Growth Nexus Analysis (Doctoral dissertation.

https://hdl.handle.net/10500/28923

417



Kisswani, K. M., Zaitouni, M., & Kisswani, A. M. (2022). On the
asymmetric link between exchange rate variability and
tourism inflows: recent evidence from the ASEAN-5
countries. Journal of Policy Research in Tourism, Leisure

and

Events,130.https://doi.org/10.1080/19407963.2022.2087661

KodziJr, E. T. (2023). Inclusive growth in Africa: are Chinese investment and local

industry participation compatible?. International Journal of Emerging

Markets, 18(9), 2581-2598. https://doi.org/10.1108/IJOEM-06-2020-0609

Kohrt, L., Horky, F., & Fidrmuc, J. (2024). Exchange rates in emerging markets
in the first wave of the Covid-19 pandemic. Eastern European
Economics, 62(2),165/186.https://doi.org/10.1080/00128775.2022.2074

461

Kolesa, I., Burger, A., & Dickmann, M. (2022). The effects of
institutions on emerging market firms’ international
assignment location decisions. Economic and Business

Review, 24(1), 1. https://doi.org/10.15458/2335-4216.1294

Komuhangi, H. (2023). Economic integration and peace-building in east Africa: A

Study of East African Community (Doctoral dissertation, Kampala

International University, College of Humanities and social Science).

http://hdl.handle.net/20.500.12306/14244

Kong, B. (2019). Modernization through globalization: Why China

finances foreign energy projects worldwide. Springer.

https://doi.org/10.1007/978-981-13-6016-9

418



Koop, C., & Hanretty, C. (2018). Political independence, accountability, and the
quality of regulatory decision-making. Comparative  Political

Studies, 51(1), 38-75. https://doi.org/10.1177/0010414017695329

Korgaonkar, C. (2012). Analysis of the impact of financial
development on foreign direct investment: A data mining
approach. Journal of Economics and Sustainable
Development, 3(6),7078.https://d1wqtxtslxzle7.cloudfront.net

/29441434

Korsah, E., Amanamah, R. B., & Gyimah, P. (2022). Drivers of
foreign direct investment: new evidence from West African

regions. Journal  of  Business and  Socio-economic

Development. https://doi.org/10.1108/JBSED-12-2021-0173

Kostova, T., Beugelsdijk, S., Scott, W. R., Kunst, V. E., Chua, C. H., & van
Essen, M. (2020). The construct of institutional distance through the lens
of different institutional perspectives: Review, analysis, and

recommendations. JournalofinternationalBusinessStudies, 51(4),46749

7.https://doi.org/10.1057/s41267-019-00294-w

Kottaridi, C., Giakoulas, D., & Manolopoulos, D. (2019). Escapism
FDI from developed economies: The role of regulatory
context and corporate taxation. International Business
Review, 28(1),3647.https://doi.org/10.1016/j.ibusrev.2018.0

6.004

419



Krifa-Schneider, H., Matei, 1., & Sattar, A. (2022). FDI, corruption, and FD
worldwide: A panel nonlinear approach. Economic Modelling, 110,

105809. https://doi.org/10.1016/j.econmod.2022.105809

Kumar, P., & Kumar, D. (2020). Ease of Doing Business: A critical overview.
Aegaeum Journal, 8(9), 587-598. https://doi.org/10.1007/978-981-19-

3571-8 35

Kumari, R., & Sharma, A. K. (2017). Determinants of foreign direct investment in

developing countries: a panel data study. International Journal of Emerging

Markets. https://doi.org/10.1108/IJoEM-10-2014-0169

Kurtovié¢, S., Maxhuni, N., Halili, B., & Talovi¢, S. (2020). The
determinants of FDI location choice in the Western Balkan
countries. Post-Communist  Economies, 32(8), 1089-1110.

https://doi.org/10.1080/14631377.2020.1722584

Kurul, Z. (2017). Nonlinear relationship between institutional factors and FDI flows
Dynamic panel threshold analysis. International Review of Economics &

Finance, 48, 148-160. https://doi.org/10.1016/j.iref.2016.12.002

Kusek, P., Saurav, A., & Kuo, R. (2020). Outlook and Priorities for Foreign
Investors in Developing Countries: Findings from the 2019 Global
Investment Competitiveness Survey in 10 Middle Income-Countries.
Global Investment Competitiveness Report 2019/2020: Rebuilding Investor
Confidence in Times of Uncertainty. http://dx.doi.org/10.1596/978-1-4648-

1536-2_chl

Kwaw-Nimeson, E., & Tian, Z. (2023). Institutional quality, foreign direct

investment, and regional integration: Empirical evidence from CEN/SAD.

420



Sage/Open,/13(1),/21582440221148389.https://doi.org/10.1177/21582440

221148389

Kyereboah-Coleman, A., & Agyire-Tettey, K. F. (2008). Effect of exchange-rate
volatility on foreign direct investment in Sub-Saharan Africa: The case of
Ghana. The Journal of Risk Finance, 9(1), 52-70.

https://doi.org/10.1108/15265940810842410

Lai, K. (2021). Opportunities and Challenges in Capital Markets for Small-to-
Medium-Sized Enterprises. Succession and Innovation in Asia’s Small-and-
Medium-Sized Enterprises, 349-379. https://doi.org/10.1007/978-981-15-

9015-3 13

Larsson, F., & Grimes, M. (2022). Societal Accountability and Grand
Corruption: How Institutions Shape Citizens’ Efforts to Shape
Institutions. Political/Studies,00323217211067134.https://doi.org/10.11

77/00323217211067134

Lassou, P. J., Hopper, T., & Soobaroyen, T. (2021). Financial controls to control
corruption in an African country: Insider experts within an enabling
environment. Financial accountability & management, 37(2), 107-123.

https://doi.org/10.1111/faam.12240

Latief, R., & Lefen, L. (2018). The effect of exchange rate volatility on
international trade and foreign direct investment (FDI) in developing
countries along “one belt and one road”. International Journal of

Financial Studies, 6(4), 86. https://doi.org/10.3390/ijfs6040086

Latif, Y., Shunqi, G., Bashir, S., Igbal, W., Ali, S., & Ramzan, M. (2021). COVID-
19 and stock exchange return variation: empirical evidences from

421



econometric estimation. Environmental Science and Pollution Research,

28(42), 60019-60031. https://doi.org/10.1007/s11356-024-34260-3

Law, S. H., & Azman-Saini, W. N. W. (2012). Institutional quality, governance,
and financial development. Economics of Governance, 13(3), 217-236.

https://doi.org/10.1007/s10101-012-0112-z

Le, H., & Gregoriou, A. (2020). How do you capture liquidity? A review of the
literature on low-frequency stock liquidity. Journal of Economic

Surveys, 34(5), 1170-1186. https://doi.org/10.1111/joes.12385

Le, T. H., Kim, J., & Lee, M. (2016). Institutional quality, trade openness, and
financial  sector  development in Asia: An  empirical
investigation. Emerging Markets Finance and Trade, 52(5),

10471059. https://doi.org/10.1080/1540496X.2015.1103138

Lee, C. C,, Lee, C. C., & Cheng, C. Y. (2022). The impact of FDI on income
inequality:  Evidence from the perspective of financial
development. International Journal of Finance & Economics,27(1),

137-157. https://doi.org/10.1002/ijfe.2143

Lee, G., & Amabo, F. (2021). Venture Capital flows to fintech innovators in Africa:
How governmental policy and actions affect the ecosystem and capital

sources. http://hdl.handle.net/2077/69089

Lee, I. H. I, Hong, E., & Makino, S. (2020). The effect of non-conventional
outbound foreign direct investment (FDI) on the domestic employment
of  multinational  enterprises = (MNEs). International  Business

Review, 29(3), 101671. https://doi.org/10.1016/j.ibusrev.2020.101671

422



Lee, J. W., & Brahmasrene, T. (2020). Exchange Rate Movements and Structural
Break on China FDI Inflows. Contemporary Economics, 14(2), 112-127.

https://doi.org/10.5709/ce.1897-9254.335

Lestari, D., Lesmana, D., Yudaruddin, Y. A., & Yudaruddin, R. (2022). The
impact of FD and corruption on foreign direct investment in developing
countries. Investment Management and Financial Innovations, 19(2),

211-220. http://dx.doi.org/10.21511/imfi.19(2).2022.18

Leszczensky, L., & Wolbring, T. (2022). How to deal with reverse causality
using panel data? Recommendations for researchers based on a
simulation study. Sociological Methods & Research, 51(2), 837-865.

https://doi.org/10.1177/0049124119882473

Lewis, J. B., & Linzer, D. A. (2005). Estimating regression models in which the
dependent variable is based on estimates. Political analysis, 13(4), 345-364.

https://doi.org/10.1093/pan/mpi026

Li, C., Pervaiz, K., Asif Khan, M., Ur Rehman, F., & Olah, J. (2019). On the
asymmetries of sovereign credit rating announcements and
financial =~ market development in the  European
region. Sustainability, 11(23),6636.https://doi.org/10.3390/

sull1236636

Li, F., & Zhang, S. (2022). Does a financial crisis change the
relationship between bank development and economic
growth? Evidence from US states. Plos one, 17(4),

€0267394. https://doi.org/10.1371/journal.pone.0267394

423



Li, F., Liang, T., & Zhang, H. (2021). Does economic policy uncertainty affect

cross-border M&As? a data analysis based on Chinese multinational

enterprises. International Review of Financial Analysis, 73, 101631.

https://doi.org/10.1016/j.irfa.2020.101631

Li,J., Van Assche, A., Li, L., & Qian, G. (2022). Foreign direct investment along
the Belt and Road: A political economy perspective. Journal of

International Business

Studies, 53(5),902919.https://doi.org/10.1057/s41267-021-00435-0

Li, M. H., Cui, L., & Lu, J. (2018). Varieties in state capitalism: Outward FDI
strategies of central and local state-owned enterprises from emerging
economy countries. In State-owned multinationals (pp. 175-210).

Palgrave Macmillan, Cham. https://www.jstor.org/stable/43654627

Li, M., Qin, F., & Zhang, Z. (2021). Short-term capital flows, exchange rate
expectation and currency internationalization: Evidence from
China. Journal of Risk and Financial Management, 14(5), 223.

https://doi.org/10.3390/jrfm14050223

Li, S., & Nakagawa, H. (2022). Exchange rates and foreign direct
investment: Evidence from Chinese firm-level data. The

World Economy. https://doi.org/10.1111/twec.13257

Li, W, Su, Y., & Wang, K. (2022). How does economic policy uncertainty affect
cross-border M&A: Evidence from Chinese firms. Emerging Markets

Review, 52, 100908. https://doi.org/10.1016/j.ememar.2022.100908

Li, Y. (2021). FDI facilitating sustainable development in and out of an emerging

market: is foreign participation a necessary condition for emerging

424



market firms to catch up globally? The Palgrave Handbook of Corporate
Sustainability in the Digital Era, 335-354. https://doi.org/10.1007/978-

3-030-42412-1 17

Li, Y., Han, M., Faff, R., & Zhang, H. (2022). Foreign ownership and stock liquidity
uncertainty. Journal of International Financial Markets, Institutions and

Money, 81, 101673. https://doi.org/10.1016/}.intfin.2022.101673

Liao, C. H., Tsang, A., Wang, K. T., & Zhu, N. Z. (2022). Corporate governance
reforms and cross-listings: International evidence. Contemporary
Accounting Research, 39(1), 537-576. https://doi.org/10.1111/1911-

3846.12729

Lin, C. C., & Chen, K. M. (2022). Market competition, exchange rate
uncertainty, and foreign direct investment. Review of Development

Economics, 26(1), 405-422. https://doi.org/10.1111/rode.12813

Lin, S. C., Kim, D. H., & Wu, Y. C. (2013). Foreign direct investment and income
inequality: Human capital matters. Journal of Regional Science, 53(5), 874-

896. https://doi.org/10.1111/jors. 12077

Lin, S., & Ye, H. (2018). Foreign direct investment, trade credit, and
transmission of global liquidity shocks: Evidence from Chinese

manufacturing firms. The Review of Financial Studies, 31(1),

206-238. https://doi.org/10.1093/rfs/hhx087

Liu, H. H., Dejphanomporn, P., & Liu, G. T. (2022). Main
Determinants Influencing Inward and Outward Foreign

Direct Investments in Thailand: Comparisons and Vital

425



Implications. Advances in Management and Applied

Economics, 12(1), 1-1. https://doi.org/10.47260/amae/1211

Liu, H., Islam, M. A., Khan, M. A., Hossain, M. 1., & Pervaiz, K. (2020). Does
financial deepening attract foreign direct investment? Fresh evidence
from panel threshold analysis. Research in International Business and

Finance, 53, 101198. https://doi.org/10.1016/j.ribat.2020.101198

Liu, J., Chau, K. W., & Bao, Z. (2023). Multiscale spatial analysis of metro
usage and its determinants for sustainable urban development
in Shenzhen, China. Tunnelling and Underground Space
Technology, 133,104912.https://doi.org/10.1016/j.tust.2022.1

04912

Liu, P., Peng, Y., Shi, Y., & Yang, J. (2022). Financial structures, political risk
and economic growth. The European Journal of Finance, 28(4-5), 356-

376. https://doi.org/10.1080/1351847X.2021.1879888

Liu, S., & Zhang, P. (2022). Foreign direct investment and air pollution in China:
evidence from the global financial crisis. The Developing

Economies, 60(1), 30-61. https://doi.org/10.1111/deve.12298

Liu, T. Y., & Lee, C. C. (2022). Exchange rate fluctuations and interest rate
policy. International Journal of Finance & Economics,27(3), 3531-

3549. https://doi.org/10.1002/ijfe.2336

Loayza, N. V., & Ranciere, R. (2006). Financial development, financial fragility,
and growth. Journal of money, credit and banking, 1051-1076.

https://www jstor.org/stable/3838993

426



Loscher, A., & Kaltenbrunner, A. (2023). Climate change and macroeconomic
policy space in developing and emerging economies. Journal of Post
Keynesian Economics, 46(1), 113-141.

https://doi.org/10.1080/01603477.2022.2084630

Luo, Y., & Witt, M. A. (2022). Springboard MNEs under de-
globalization. Journal of International Business Studies, 53(4), 767-780.

https://doi.org/10.1057/s41267-021-00423-4

Lwesya, F. (2022). Integration into regional or global value chains and economic
upgrading prospects: an analysis of the East African Community (EAC)
bloc. Future Business Journal, 8(1), 33. https://doi.org/10.1186/s43093-

022-00141-9

Magbondé, G. K., & Konté, M. A. (2022). Developing countries’ economic
fundamentals and FDI inflows: The moderating role of
institutions. Cogent  Economics &  Finance, 10(1),  2028976.

https://doi.org/10.1080/23322039.2022.2028976

Magbonde¢, G. K., & Konté¢, M. A. (2022). Developing countries’ economic
fundamentals and FDI inflows: The moderating role of institutions. Cogent
Economics/&/Finance,/10(1),/2028976.https://doi.org/10.1080/23322039.

2022.2028976

Magbondé, K. G., Thiam, D. R., & Konté, M. A. (2025). Foreign direct
investment, institutions, and domestic investment in developing
countries: is there a crowding-out effect?. Comparative Economic

Studies, 67(1), 221-261. https://doi.org/10.1057/s41294-024-00239-9

427



Mahawiya, S. (2016). Foreign banking inflows, financial sector development and

economic growth in ECOWAS and SADC.

Mahbub, T., Ahammad, M. F., Tarba, S. Y., & Mallick, S. Y. (2022). Factors
encouraging foreign direct investment (FDI) in the wind and solar energy
sector in an emerging country. Energy Strategy Reviews, 41, 100865.

https://doi.org/10.1016/j.esr.2022.100865

Mahlaole, T. (2017). The relationship between foreign direct investment and the
maturity of the real estate market: an assessment of investment activities of
South African real estate companies with exposure on the African continent.

https://open.uct.ac.za/items/d9d35b54-33a5-45e2-b94e-4£7948c1a087

Majeed, A., Jiang, P., Mahmood, A., Khan, M. A., & Olah, J. (2021). The impact
of foreign direct investment on financial development: new evidence
from panel cointegration and causality analysis. Journal of

Competitiveness, 13(1), 95. https://doi.org/10.7441/joc.2021.01.06

Makdisi, S., & Soto, R. (2023). Economic agenda for post-conflict reconstruction.
In The aftermath of the Arab uprisings (pp. 23-53). Routledge.
https://erf.org.eg/app/uploads/2020/08/1598531136 133 452682 1395.pd

f

Makoni, P. L. (2015). An extensive exploration of theories of foreign direct
investment. Risk Governance & Control: Financial development and

Institutions, 5(2), 77-83. http://dx.doi.org/10.22495/rgcv5i2clartl

Makoni, P. L. (2021). FDI, stock market development and institutional
quality: An African perspective. Available at SSRN

3932473, http://dx.doi.org/10.22495/rgcv5i2clartl

428



Makoni, P. L. R. (2018). FDI, FPI and institutional quality-Evidence from
African countries. Academy of Accounting and Financial Studies
Journal, 22(5),113.https://www.researchgate.net/publication/32973313

5

Makungu, L. G. (2015). The role of the East African Community in the Economic
Development of the FEast African Region (Doctoral dissertation).

http://hdl.handle.net/11295/94422

Mandigma, M. B. S. (2021). Impact of Real Exchange Rate on Foreign
Direct Investment in Four Emerging Markets of Southeast
Asia. Review of Integrative Business and Economics
Research, 10(1),113 http://sibresearch.org/uploads/3/4/0/9/

34097180/riber_10-1_01 h19-031 1-13.pdf

Manova, K. (2013). Credit constraints, heterogeneous firms, and
international trade. Review of Economic Studies, §0(2), 711-

744. https://doi.org/10.1093/restud/rds036

Mansour, W., Ajmi, H., & Saci, K. (2022). Regulatory policies in the global
Islamic banking sector in the outbreak of the COVID-19
pandemic. Journal  of  Banking  Regulation, 23(3),  265-287.

https://doi.org/10.1057/s41261-021-00147-3

Manyasi, J. M. (2021). Cooperation and Management of Formal and Informal
Trade for Promotion of Development in Africa: a Case Study of Kenya and
Tanzania (Doctoral ~ dissertation, ~ University =~ of  Nairobi).

http://erepository.uonbi.ac.ke/handle/11295/157239

429



Mapendo, J. J., Senadjki, A., & Choong, Y. O. (2025). Stock market development
and foreign direct investment: the moderating role of government

effectiveness. International Journal of  Emerging Markets.

https://doi.org/10.1108/IJOEM-04-2024-0597

Marfatia, H. A. (2020). Investors’ risk perceptions in the US and global stock
market integration. Research in International Business and Finance, 52,

101169. https://doi.org/10.1016/j.ribaf.2019.101169

Mariotti, S., & Marzano, R. (2021). The effects of competition policy, regulatory
quality and trust on inward FDI in host countries. International Business

Review, 30(6), 101887. https://doi.org/10.1016/j.ibusrev.2021.101887

Martins, L., Cerdeira, J., & Teixeira, A.C. (2020). Does corruption
boost or harm firms' performance in developing and
emerging economies? A firm-level study. World Econ. 43

(8),2119-2152. https://doi.org/10.1111/twec.12966

Maryam, J., & Mittal, A. (2020). Foreign direct investment into BRICS: an
empirical analysis. Transnational Corporations Review, 12(1), 1-9.

https://do1.0rg/10.1080/19186444.2019.1709400

Matei, L. (2020). Is financial development good for economic growth? Empirical

insights from emerging European countries. Quant. Financ. Econ, 4,

653-678. https://doi.org/10.3934/QFE.2020030

Matete, D. (2021). The relationship between corruption, ease of doing business and

FDI inflows in SADC countries. http://hdl.handle.net/11427/35861

430



Matima, Z. (2021). The relationship between FDI, political and institutional risk in
Sub-Saharan  Africa. https://open.uct.ac.za/items/13806edd-f2fa-4540-

bb89-d88a732c98c3

Matima, Z., & Gossel, S. J. (2023). The relationship between FDI, political risk and
institutional quality in sub-Saharan Africa. The Journal of International
Trade/&/Economic/Development,/32(3),/461/474 https://doi.org/10.1080/0

9638199.2022.2117841

Matiro, M. (2021). Assessing Political Factors That Influence Local Participation
in NSE and Its Implications on Trade in Kenya (2011 to 2017 (Doctoral
dissertation,/University/of/Nairobi).http://erepository.uonbi.ac.ke/bitstrea

m/handle/11295/15589

Matthew, O. A., Kayode, F., Osabohien, R., Urhie, E., Fasina, F. F.,
Folarin, E. M., & Edafe, O. D. (2021). Business Climate,
Infrastructure and Institutions in Nigeria: Implication for
Foreign Direct Investment. African Journal of Business &

Economic Research.

https://doi.org/10.1504/1JTGM.2020.10023026

Mauro, P., Medas, P., & Fournier, J. (2019). The cost of corruption. Finance

Dev. 56 (3), 26-29. https://doi.org/10.5089/9781498316040.022.A008

Mbanyele, W. (2023). Economic policy uncertainty and stock liquidity: the role of
board networks in an emerging market. /nternational Journal of Emerging

Markets, 18(1), 122-147. http://dx.doi.org/10.2139/ssrn.3883220

Mbithi, C. K. (2021). Regime Change and Its Implications on East Africa

Community (Doctoral Dissertation, Kenyatta University). https://ir-

431



library.ku.ac.ke/server/api/core/bitstreams/dat948f5-20b2-4668-9ca2-

7397d1e0dadc/content

McNeish, D., & Kelley, K. (2019). Fixed effects models versus mixed effects
models for clustered data: Reviewing the approaches, disentangling the
differences, and making recommendations. Psychological

Methods, 24(1), 20. https://psycnet.apa.org/doi/10.1037/met0000182

Meédici, F. (2020). Financial instability in peripheral economies: an approach from

the balance-of-payments constraint. Journal of Post Keynesian Economics,

43(4), 515-539. https://doi.org/10.1080/01603477.2020.1811126

Mertzanis, C., & Allam, N. (2018). Political instability and herding behaviour:
Evidence from Egypt’s stock market. Journal of Emerging Market

Finance, 17(1), 29-59. https://doi.org/10.1177/0972652717748087

Mesagan, E. P., Alimi, O. Y., & Vo, X. V. (2022). The asymmetric
effects of exchange rate on trade balance and output
growth. The Journal of Economic Asymmetries, 26, €00272.

https://doi.org/10.1016/j.jeca.2022.e00272

Meyer, K. E., & Nguyen, H. V. (2020). Foreign investment strategies and sub-
national institutions in emerging markets: Evidence from Vietnam. In
Multinational Enterprises and Emerging Economies (pp. 67-97). Edward

Elgar Publishing. https://doi.org/10.1111/j.1467-6486.2005.00489.x

Mishra, B. R., & Jena, P. K. (2019). Bilateral FDI flows in four major Asian
economies: a gravity model analysis. Journal of Economic

Studies, 46(1), 71-89. https://doi.org/10.1108/JES-07-2017-0169

432



Mkaro, G. H., Lau, L. S., & Choong, C. K. (2023). The determinants of
banking sector performance in Tanzania: A pre-post
Treasury Single Account analysis. Cogent Economics &
Finance, 11(2),2282812.https://doi.org/10.1080/23322039.2

023.2282812

Mkombe, D., Tufa, A. H., Alene, A. D., Manda, J., Feleke, S., Abdoulaye, T., &
Manyong, V. (2021). The effects of foreign direct investment on youth
unemployment  in  the  Southern  African  Development
Community. Development Southern Africa, 38(6), 863-878.

https://doi.org/10.1080/0376835X.2020.1796598

Mmari, D., Msami, J., Mwombela, S., Mpapalika, J., Demena, B. A., & van
Bergeijk, P. A. (2022). EAC integration: evidence-based policy in difficult
times. In Trade and Investment in East Africa: Prospects, Challenges and
Pathways to Sustainability (pp. 21-39). Singapore: Springer Nature

Singapore. https://doi.org/10.1007/978-981-19-4211-2 2

Mogeni, E. G. (2021). Nexus Between Corruption, Government Expenditure and
Economic Growth in East African Community Member States (Doctoral
Dissertation,/Kenyatta/University).https://irlibrary.ku.ac.ke/server/api/core

/bitstreams/4bbed681-117f-4¢9e-8734-5af53a4dedc1/content

Moh’d Hemed, [., & Suleiman, S. H. (2017). Foreign Direct
Investment (FDI) and Economic Growth in East African

Countries. https://core.ac.uk/download/pdf/234628146.pdf

Mohamed, Z., Nadzri, F. A. A., Qureshi, S. F., Al-Dhubaibi, A. A. S., Arifin, J., &

Yacob, N. (2020). Attracting Inward Foreign Direct Investment: An

433



Analysis on E-government Practices and Ease of Doing Business among
Countries in the ASEAN Region. Contemporary Economics, 14(4).

https://ssrn.com/abstract=3842976

Mohammed, B. S. (2022). Determinants of foreign direct investment in Sub-
Saharan African countries. International Journal of Business and Applied

Economics, 1(1), 1-12. http://dx.doi.org/10.55927/ijbae.v1il.1522

Mondal, A., Lahiri, S., & Ray, S. (2021). Strategic response to inward foreign
direct investment: A study of Indian family firms. Management
International Review, 61(2), 207-233. https://doi.org/10.1007/s11575-

021-00441-2

Moore, R. J. (2021). Emerging from war: Public policy and patterns of foreign
direct investment recovery in postwar environments. Journal of
InternationalBusinessPolicy, 4(4),455475 .https://doi.org/10.1057/s4221

4-020-00084-4

Moraghen, W., Seetanah, B., & Sookia, N. (2021). Impact of exchange rate and
exchange rate volatility on foreign direct investment inflow for

Mauritius: A dynamic time series approach. African Development

Review, 33(4), 581-591. https://doi.org/10.1111/1467-8268.12596

Morgan, S., Farris, J., & Johnson, M. E. (2022). Foreign Direct Investment in
Africa: Recent Trends Leading up to the African Continental Free Trade

Area (AfCFTA). http://dx.doi.org/10.22004/ag.econ.329077

Morrison, W. M. (2019). China's economic rise: History, trends,
challenges, and implications for the United States. Current

Politics and Economics of Northern and Western

434



Asia, 28(2/3),189242 . https://crsreports.congress.gov/produ

ct/pdf/RL/RL33534/98

Morshed, N., & Hossain, M. R. (2022). Causality analysis of the determinants
of FDI in Bangladesh: fresh evidence from VAR, VECM and Granger
causality  approach. SN Business &  Economics, 2(7), 1-28.

https://doi.org/10.1007/s43546-022-00247-w

Mortazian, M. (2022). Liquidity and volatility of stocks moved from the main
market to the alternative investment market (AIM). Asia-Pacific Financial

Markets, 29(2), 195-220. https://doi.org/10.1007/s10690-021-09344-6

Mosbei, T., Samoei, S. K., Tison, C. C., & Kipchoge, E. K. (2021). Exchange rate
volatility and its effect on intra-East Africa Community regional trade. Latin
American Journal of Trade Policy, 4(9), 43-53.

https://doi.org/10.5354/0719-9368.2021.58790

Moundigbaye, M., Messemer, C., Parks, R. W., & Reed, W. R. (2020). Bootstrap
methods for inference in the Parks model. Economics, 14(1).

https://doi.org/10.5018/economics-ejournal.ja.2020-4

Moundigbaye, M., Rea, W. S., & Reed, W. R. (2018). Which panel data
estimator should I use? A corrigendum and extension. Economics, 12(1).

https://doi.org/10.5018/economics-ejournal.ja.2018-4

Mousavian, S. R. Z., Mirdamadi, S. M., Hosseini, S. J. F., & Najaf Abadi, M. O.
(2021). Determinants of foreign direct investment inflow to the
agricultural sector: a panel-data analysis. Journal of Economic and

Administrative Sciences. https://doi.org/10.1108/JEAS-11-2020-0196

435



Moyo, G. (2024). Africa in the Global Economy. Springer International Publishing

AG. https://link.springer.com/book/10.1007/978-3-031-51000-7

Mugableh, M. 1. (2015). Time series analysis of inward foreign direct investment
function in Malaysia. Procedia-Social and Behavioral Sciences, 172, 679-

685. https://doi.org/10.1016/j.sbspro.2015.01.419

Mugarura, N., & Namanya, P. (2020). Supervisory mandate of Central banks
and the spate of bank failures: who is to blame? Journal of Money
Laundering Control, 23(2), 341-354. https://doi.org/10.1108/JMLC-10-

2019-0084

Muhammad, S., Long, X., Salman, M., & Dauda, L. (2020). Effect
of urbanization and international trade on CO2 emissions
across 65 Belt and Road Initiative countries. Energy, 196,

117102. https://doi.org/10.1016/j.energy.2020.117102

Muiruri Njoroge, S. (2016). Determinants of foreign direct investment growth in
Kenya (Doctoral dissertation, Jomo Kenyatta University of Agriculture and

Technology). http://hdl.handle.net/123456789/2114

Muli, W. M., Aduda, J. O., Lishenga, J. L., & Abala, D. O. (2017). The moderating
effect of economic growth on the relationship between economic integration
and foreign direct investment in the East African Community. Journal of
Finance/and/Investment/Analysis,/6(3).https://ideas.repec.org/a/spt/fininv/

v6y2017i3f6 3 4.html

Munjal, S., Bhasin, N., Nandrajog, D., & Kundu, S. (2022). Examining the

evolution of emerging market multinational enterprises’ competitive

436



advantages: Evidence from India. Journal of Business Research, 145,

732-744. https://doi.org/10.1016/].jbusres.2022.03.027

Musabeh, A., & Zouaoui, M. (2020). Policies and variables affecting FDI: A panel
data analysis of North African countries. Journal of Economic Policy

Researches, 7(1), 1-20. https://doi.org/10.26650/JEPR635016

Musau, S. (2022). Efficient public financial management for effective
governance and sustainable urban development. Journal of public policy

and administration, 7(1), 21-30. https://doi.org/10.47604/jppa.1459

Musili, D. M. (2023). Effect of institutional quality on Foreign Direct Investment:
a case of selected Eastern African countries (Doctoral dissertation, Doctoral

dissertation, Strathmore University). http://hdl.handle.net/11071/13384

Musonera, E., Nyamulinda, I. B., & Karuranga, G. E. (2010). FDI fitness in Sub-
Saharan Africa case of Eastern African Community (EAC). Journal of
International Business Research and Practice, 4,1.

https://ssrn.com/abstract=1921109

Muthoga, S. K. (2012). Effects of Regional Financial Integration on Economic
Growth and Intra-Regional Trade of East African Community Member
Countries (Doctoral dissertation, Kenyatta University).

http://thesisbank.jhia.ac.ke/id/eprint/2620

Mutize, M., Tefera, E., & Nkhalamba, M. (2020). The development of
financial development in Africa: trends, challenges and
prospects. Journal  of  Economics  and  Behavioral
Studies, 12(1(J)),4654.https://doi.org/10.22610/jebs.v12i1(

J).2991

437



Muye, I. M., & Muye, L. Y. (2017). Testing for causality among globalization,
institution, and financial development: Further evidence from three
economic blocs. Borsa  Istanbul ~ Review, 17(2), 117-132.

https://doi.org/10.1016/j.bir.2016.10.001

Mziray, S. A. (2021). Prospects of formal regional stock exchange in the East
African ~ community:  legal and  regulatory  considerations.

http://hdl.handle.net/11394/8943

N’dri, L. M., & Kakinaka, M. (2022). Corruption, ICT and Military Spending in
Sub-Saharan  Africa. Defence and  Peace  Economics, 1-15.

https://doi.org/10.1080/10242694.2022.2074714

Naceur, S. B., Cherif, M., & Kandil, M. (2014). What drives the development
of the MENA financial sector? Borsa Istanbul Review, 14(4),

212-223. https://doi.org/10.1016/j.bir.2014.09.002

Nam, J., Sesay, J. B., Wynne, K., & Zhang, G. (2020). Financial efficiency and
accounting quality: The impact of institutional micro-factors on FDI.
Journal/of/Policy/Modeling,/42(2),/451/465. .https://doi.org/10.1016/j.jpol

mod.2019.12.004

Narayanan, S., Choong, C. K., & Lau, L. S. (2020). An investigation
on the role of good governance as a mediating factor in the
FDI-Growth nexus: An ASEAN Perspective. Economics
Bulletin, 40(4),27692779.http://www.accessecon.com/Pubs/E

B/2020/Volume40/EB-20-V40-14-P242.pdf

438



Nargunam, R., & Lahiri, A. (2022). Persistence in daily returns of stocks with the
highest market capitalization in the Indian market. Digital Finance, 4(4),

341-374. https://doi.org/10.1007/542521-022-00066-6

Nasir, M. A., Huynh, T. L. D., & Tram, H. T. X. (2019). Role of financial
development, economic growth & foreign direct investment in driving
climate change: A case of emerging ASEAN. Journal of Environmental
Management, 242,131141 https://doi.org/10.1016/j.jenvman.2019.03.11

2

Nawaz, A., & Rahman, M. M. (2023). Renewable energy consumption in Sub-
Saharan Africa: The role of human capital, foreign direct investment,
financial development, and institutional quality. Energy Reports, 10,

3383-3393. https://doi.org/10.1016/j.egyr.2023.10.025

Ngene, G. M., & Mungai, A. N. (2022). Stock returns, trading
volume, and wvolatility: The case of African stock
markets. International Review of Financial Analysis, 82,

102176. https://doi.org/10.1016/j.1rfa.2022.102176

Ngo, T., Trinh, H. H., Haouas, I., & Ullah, S. (2022). Examining
the bidirectional nexus between financial development and
green growth: International evidence through the roles of
human capital and education expenditure. Resources
Policy, 79,102964 .https://doi.org/10.1016/j.resourpol.2022.

102964

Nguyen, A. H., Pham, H. T., & Nguyen, H. T. (2020). Impact of working capital

management on firm’s profitability: Empirical evidence from

439



Vietnam. Journal of Asian Finance, Economics and Business, 7(3), 115-

125. http://dx.doi.org/10.13106/jafeb.2020.vol7.n03.115

Nguyen, A. L. T. (2020). FDI inflows and intellectual property rights for MNEs
in emerging markets: an alternative approach through the lens of
trademarks in Vietnam (1986-2016). Multinational Business Review.

https://doi.org/10.1108/MBR-10-2019-0140

Nguyen, A. T., & Cieslik, A. (2021). Determinants of foreign direct
investment from Europe to Asia. The World Economy, 44(6),

1842-1858. https://doi.org/10.1111/twec.13064

Nguyen, C. P., & Lee, G. S. (2021). Uncertainty, financial development,
and FDI inflows: Global evidence. Economic Modelling, 99,

105473. https://doi.org/10.1016/j.econmod.2021.02.014

Nguyen, C. P., Schinckus, C., Su, T. D., & Chong, F. (2018). Institutions,
inward foreign direct investment, trade openness and credit
level in emerging market economies. Review of development
finance, 8(2),7588.https://doi.org/10.1016/j.rdf.2018.11.00

5

Nguyen, T. T. H., Phan, G. Q., Wong, W. K., & Moslehpour, M. (2022). The
influence of market power on liquidity creation of commercial banks in
Vietnam. Journal of Asian Business and Economic Studies, (ahead-of-

print). https://doi.org/10.1108/JABES-06-2021-0076

Nguyen, V. C. (2022). Financial Development and Renewable Energy

Consumption-Empirical Evidence in Southeast and East Asian

440



Countries. VNU JOURNAL OF ECONOMICS AND BUSINESS, 2(2).

https://js.vnu.edu.vn/EAB/article/view/4748

Nguyen, V. C. (2023). Monetary Policy and Foreign Direct Investment—Empirical
Evidence./Economies,/11(9),/234.http://dx.doi.org/10.3390/economies1 10

90234

Nguyen, V. C., & Do, T. T. (2020). Impact of exchange rate shocks, inward FDI
and import on export performance: a cointegration analysis. The Journal
of Asian Finance, [Economics and Business, 7(4), 163-171.

http://dx.doi.org/10.13106/jafeb.2020.vol7.n04.163

Nhuong, B. H., & Quang, P. T. (2022). Are FDI inflows crucial for
environmental protection in various Asian regions? Journal of

Environmental Assessment Policy and Management, 2250028.

https://doi.org/10.1142/S1464333222500284

Nizam, ., & Hassan, Z. (2018). The impact of good governance of foreign direct
investment inflows: a study on the South Asia region. International
Journal of Accounting & Business Management, 6(1), 66-79.

https://doi.org/10.24924/1jjabm/2018.04/v6.1s51.66.79

Njagi, M. M., & Nzai, C. (2022). Effect of Exchange Rate Volatility on
Performance of Commercial Banks in East Africa Community. Journal of
Economics,/2(2),/1/12.https://edinburgjournals.org/journals/index.php/jour

nal-of-economics/article/view/138

Nkansah-Dwamena, E., & Yoon, H. (2022). Why is sub-Saharan

Africa an attractive destination to foreign land grabbers?

441



Evidence from country characteristics. African Development

Review. https://doi.org/10.1111/1467-8268.12632

Nketiah, E., Cai, X., Adjei, M., & Boamah, B. B. (2019). Foreign direct
investment, trade openness and economic growth: Evidence from
Ghana. Open Journal of Business and Management, 8(01), 39.

https://doi.org/10.4236/0jbm.2020.81003

Nkiwane, P. K. (2018). The performance of cross-border acquisitions targeting
African firms and the capital structure influence on the method of payment

(Doctoral dissertation). https://doi.org/10.1016/j.ememar.2019.03.004

Nkoa, B. E. O. (2018). Determinants of foreign direct investment in Africa: An
analysis of the impact of financial development. Economics Bulletin, 38(1),
221-233.  http://www.accessecon.com/Pubs/EB/2018/Volume38/EB-18-

V38-11-P23.pdf

Nor, M. I., Masron, T. A., & Alabdullah, T. T. Y. (2020).
Macroeconomic fundamentals and the exchange rate
volatility: empirical evidence from Somalia. SAGE
Open, 10(1),2158244019898841.https://doi.org/10.1177/21

58244019898841

Nsor-Ambala, R., & Coffie, C. P. K. (2022). Non-linear ADRL estimation of
corruption and FDI inflow to Ghana. Journal of Financial Crime, 29(3),

1042-1063. https://doi.org/10.1108/JFC-05-2021-0106

Nutassey, V. (2020). The role of corruption in FD-foreign direct investment

nexus in Sub-Saharan African countries. Int. J. Bus. Econ. Law 23(1),

442



333-342. https://www.ijbel.com/wp-content/uploads/2021/01/IJBEL23-

K23-263.pdf

Nyangu, M., Marwa, N., Fanta, A., & Minja, E. J. (2022). Bank Concentration,
competition and financial stability nexus in the East African Community: is
there a trade-off?. Cogent Economics & Finance, 10(1), 2082026.

https://doi.org/10.1080/23322039.2022.2082026

Nyasha, S., Odhiambo, N. M., & Musakwa, M. T. (2022). Bank development and
unemployment in Kenya: An empirical investigation. Managing Global

Transitions, 20(2). https://doi.org/10.26493/1854-6935.20.85-107

Nyathi, L. D., & Mlobane, M. (2024). The Role of Ease of Doing Business in
Attracting Foreign Direct Investment in the SADC Region. International
Journal of Research and Innovation in Social Science, 8(5), 2587-2602.

https://dx.doi.org/10.47772/1JRISS.2024.805188

Obstfeld, M., & Zhou, H. (2022). The global dollar cycle. Brookings Papers on
Economic Activity, 2022(2), 361-447. https://www.brookings.edu/wp-

content/uploads/2022/09/BPEA-FA22 WEB_Obstfeld-Zhou.pdf

Ofoeda, I., Agbloyor, E. K., Abor, J. Y., & Osei, K. A. (2022).
Anti-money laundering regulations and financial sector
development. International  Journal of  Finance &
Economics, 27(4),40854104 . .https://doi.org/10.1002/ijfe.23

60

Ogbonna, O. E., Ogbuabor, J. E., Manasseh, C. O., & Ekeocha, D. O. (2022). Global

uncertainty, economic governance institutions and foreign direct investment

443



inflow in Africa. Economic Change and Restructuring, 55(4), 2111-2136.

https://doi.org/10.1007/s10644-021-09378-w

Ogola, F. O., Njenga, G. N., Mhando, P. C., & Kiggundu, M. N. (2015). A profile
of the East African Community. Africa Journal of Management, 1(4), 333-

364. https://doi.org/10.1080/23322373.2015.1106719

Ogutu, A. (2019). Kenya-Tanzania Trade Disputes and its Implications to the East
African Community (EAC), 2005-2014 (Doctoral dissertation, University of

Nairobi). http://erepository.uonbi.ac.ke/handle/11295/108199

Okafor, L. E., Hassan, M. K., Rashid, M., Prabu, D., & Sabit, A. (2022). Risk
dimensions, risk clusters, and foreign direct investments in developing
countries. International Review of Economics & Finance, 82,
636-649. https://doi.org/10.1016/j.iref.2022.07.013

Okara, A. (2023). Does foreign direct investment promote political stability?
Evidence from developing economies. Economic Modelling, 123, 106249.

https://doi.org/10.1016/j.econmod.2023.106249

Okonkwo, J. J., Osakwe, C. 1., & Nwadibe, E. (2021). Exchange Rate and
Foreign Direct Investment in Nigeria. Sciences, 11(1), 213-

232. http://dx.doi.org/10.6007/IJARBSS/v11-11/8466

Oladeji, B., & Musa, M. (2022). Effect Of Exchange Rate
Volatility on Foreign Direct Investment in Nigeria. Science
Open Preprints. http://dx.doi.org/10.14293/S2199-

1006.1.SOR-.PPBL3HY.vl

444



Oloo, M. A. (2023). Transmission Mechanisms and Macroeconomic Convergence
Within the East African Community (Doctoral dissertation, University of

Nairobi). http://erepository.uonbi.ac.ke/handle/11295/164291

Olorogun, L. A. (2022). Revisiting the nexus of FDI-led growth hypothesis and
economic development in Rwanda: A Johansen-ARDL approach to
cointegration. Journal of the Knowledge Economy, 13(4), 2695-2717.

https://doi.org/10.1007/s13132-021-00822-w

Omar, A. B., Ali, A., Mouneer, S., Kouser, R., & Al-Faryan, M. A. S. (2022). Is
stock market development sensitive to macroeconomic indicators? Fresh
evidence using ARDL bounds testing approach. Plos one, 17(10),

€0275708. https://doi.org/10.1371/journal.pone.0275708

Omodero, C. O. (2020). Capital market determinants and market capitalization
in Nigeria. International Journal of Financial Research, 11(1),462-473.

https://doi.org/10.5430/ijfr.v1 In1p462

Omran, M., & Bolbol, A. (2003). Foreign direct investment, financial development,
and economic growth: evidence from the Arab countries. Review of Middle
East Economics and Finance, 1(3), 37-55. https://doi.org/10.2202/1475-

3693.1014

Ong’oyi, M. K. (2021). The influence of national interest on regional integration:
the case of Kenya in the East African community (Doctoral dissertation,

University of Nairobi). http://erepository.uonbi.ac.ke/handle/11295/155987

Opio, S. (2020). FDI Determinants and the Effect of FDI on Economic Growth of
the East African Community (EAC) (Doctoral dissertation, University of

Westminster). https://doi.org/10.34737/v3x61

445



Orhangazi, O., & Yeldan, A. E. (2021). The re-making of the Turkish crisis.
Development/and/change,/52(3),/460/503.https://doi.org/10.1111/dech.126

44

Osei-Attakora, s. A. M. U. E. L. (2022). The moderating role of law on the
relationship between politics and foreign direct investments inflow to
Ghana. Asian  journal of advances in  research, 16-26.

http://classical.goforpromo.com/id/eprint/4428

Osuma, G., Ayinde, A., Ntokozo, N., & Ehikioya, B. (2024). Evaluating the
impact of systemic corruption and political risk on foreign direct
investment inflows in Nigeria: an analysis of key determinants. Discover

Sustainability, 5(1), 432. https://doi.org/10.1007/543621-024-00676-7

Otchere, 1., Soumaré, 1., & Yourougou, P. (2016). FDI and financial market
development in Africa. The World Economy, 39(5), 651-678.

https://doi.org/10.1111/twec.12277

Othman, A. (2022). The Role of Economic Freedom, Governance, and Business
Environment in Attracting Foreign Direct Investment in the Arab
Region. Journal of Economics and Business, 2, 1-19.

https://www.researchgate.net/publication/360009761

Otiende, 1. E. (2022). Impact Of Kenyan and EAC Legal Regimes On Kenya’S
Participation And Investment In Global Value Chains (Doctoral

dissertation,/University/of/Nairobi).http://erepository.uonbi.ac.ke/handle/1

1295/163307

446



Otieno, S., Mose, N., & Thomi, J. (2022). Exchange rate and capital flight: An
empirical analysis. South Asian Journal of Social Studies and Economics,

13(3), 1-10. https://ssrn.com/abstract=4059246

Oviatt, B. M., & McDougall, P. P. (2018). Toward a theory of international new
ventures. In International Entrepreneurship (pp. 31-57). Palgrave

Macmillan, Cham. https://doi.org/10.1007/978-3-319-74228-1 2

Ozekhome, H. O. (2022). Do regulatory quality, government effectiveness and
rule of law matter to foreign direct investment in Nigeria. Romanian
Journal/EconomicForecasting, 25(1),160175.https://ipe.ro/rjef/rjefl 20

22/tjefl_2022p160-175.pdf

Palit, A., & Nawani, S. (2007). Technological capability as a determinant of FDI
inflows: Evidence from developing Asia & India (No. 193). Working paper.

http://hdl.handle.net/10419/176212

Panao, R. A. L. (2022). Thick as thieves? Corruption, institutional trust, and

investment locations. Asian Journal of Comparative Politics, 7(4), 1143-

1162. https://doi.org/10.1177/20578911211004766

Papanastassiou, M., Pearce, R., & Zanfei, A. (2020). Changing perspectives on
the internationalization of R&D and innovation by multinational

enterprises: A review of the literature. Journal of International Business

Studies, 51(4), 623-664. https://doi.org/10.1057/s41267-019-00258-0

Paul, J., & Feliciano-Cestero, M. M. (2021). Five decades of
research on foreign direct investment by MNEs: An overview

and research agenda. Journal of Business Research, 124,

800-812. https://doi.org/10.1016/j.jbusres.2020.04.017

447



Paul, J., & Jadhav, P. (2019). Institutional determinants of foreign direct investment
inflows: evidence from emerging markets. International Journal of
Emerging Markets, 15(2), 245-261. https://doi.org/10.1108/IJOEM-11-

2018-0590

Pearce, R. D., & Tang, Y. (2019). Evaluation of the performance and
implications of multinationals: a framework of issues. critical
perspectives on international business. https://doi.org/10.1108/cpoib-10-

2019-0087

Pecari¢, M., Kusanovi¢, T., & Jakovac, P. (2021). The determinants of FDI
sectoral structure in the Central and East FEuropean EU
Countries. Economies, 9(2),66.https://doi.org/10.3390/economies90200

66

Pedroni, P. (2004). Panel cointegration: asymptotic and finite
sample properties of pooled time series tests with an
application to the PPP hypothesis. Econometric
Theory, 20(3),597625.https://doi.org/10.1017/S0266466604

203073

Penev, S., & Marusi¢, A. (2014). Attractiveness of East African Community
(EAC) for foreign direct investment. Economic analysis, 47(3-4), 35-49.

https://library.ien.bg.ac.rs/index.php/ea/article/view/297

Peng, D., Ji, Y., & Kong, Q. (2023). OFDI and firms' sustainable
productive capacity: Evidence from Chinese industrial
firms. International Review of Economics & Finance, 83,

641-652. https://doi.org/10.1016/j.iref.2022.10.010

448



Peng, L., Zhang, L., & Chen, W. (2021). Capital market liberalization and
investment efficiency: evidence from China. Financial Analysts Journal,

77(4), 23-44. https://doi.org/10.1080/0015198X.2021.1965862

Peres, M., Ameer, W., & Xu, H. (2018). The impact of institutional quality on
foreign direct investment inflows: evidence for developed and

developing/countries. Economic/research/Ekonomskaistrazivanja, 31(1

),626/644 https://doi.org/10.1080/1331677X.2018.1438906

Petrou, A. P., & Thanos, 1. C. (2014). The “grabbing hand” or the “helping hand”
view of corruption: Evidence from bank foreign market entries. Journal of

World Business, 49(3), 444-454. https://doi.org/10.1016/j.jwb.2013.10.004

Petry, J. (2021). Same same, but different: Varieties of capital markets, Chinese
state capitalism and the global financial order. Competition &

Change, 25(5), 605-630. https://doi.org/10.1177/1024529420964723

PH, H., & Rishad, A. (2020). An empirical examination of investor sentiment
and stock market volatility: evidence from India. Financial

Innovation, 6(1), 34. https://doi.org/10.1186/s40854-020-00198-x

Pham, H. T., Gan, C., & Hu, B. (2022). Causality between FD and
Foreign Direct Investment in  Asian Developing
Countries. Journal of Risk and Financial
Management, 15(5), 195. 5. https://

doi.org/10.3390/jrfm15050195

Piteli, E. E., Kafouros, M., & Pitelis, C. N. (2021). Follow the people and the
money: Effects of inward FDI on migrant remittances and the contingent

role of new firm creation and institutional infrastructure in emerging

449



economies—Journal of World Business, 56(2), 101178.

https://doi.org/10.1016/j.jwb.2020.101178

Popovici, O. C., & Cilin, A. C. (2014). FDI theories. Economic
Journal, 17(53).https://d1wqtxtslxzle7.cloudfront.net/3687

1807

Power, G.J., Rani, N. & Mandal, A. (2022). Corporate control and the choice of
investment financing: the case of corporate acquisitions in India. Rev
Quant Finan Acc 58, 41-68. https://doi.org/10.1007/s11156-021-00987-

0

Pradhan, R. P., Arvin, M. B., Hall, J. H., & Bennett, S. E. (2018). Mobile
telephony, economic growth, financial development, foreign direct
investment, and imports of ICT goods: the case of the G-20
countries. Economia e  Politica  Industriale, 45(2),  279-310.

https://doi.org/10.1007/s40812-017-0084-7

Pradhan, R., Arvin, M. B., Bahmani, S., & Hall, J. H. (2019). Attaining economic
growth through FD and foreign direct investment. Journal of Economic

Studies, 46(6), 1201-1223. https://do1.org/10.1108/JES-04-2018-0136

Purewal, K., & Haini, H. (2022). Re-examining the effect of financial
development and institutions on economic growth: evidence from the
OECD countries. Economic Change and Restructuring, 55(1), 311-333.

https://doi.org/10.1007/s10644-020-09316-2

Qamruzzaman, M. (2022). Nexus between Economic Policy Uncertainty and
Institutional Quality: Evidence from India and

Pakistan. Macroeconomics and Finance in Emerging Market

450



Economies,120.https://doi.org/10.1080/17520843.2022.202

6035

Qamruzzaman, M., & Wei, J. (2019). Do financial inclusion, stock market
development attract foreign capital flows in developing economy: a
panel data investigation. Quantitative Finance and Economics, 3(1), 88-

108. https://doi.org/10.3934/QFE.2019.1.88

Qamruzzaman, M., Mehta, A. M., Khalid, R., Serfraz, A., & Saleem, H. (2021).
Symmetric and asymmetric effects of financial innovation and FDI on
exchange rate volatility: Evidence from South Asian Countries. The

Journal of Asian Finance, Economics, and Business, 8(1),

23-36. doi:10.13106/jafeb.2021.vol8.n01.023

Qureshi, S., Qureshi, F., Soomro, A. B., Chandio, F. H., Shah, S.
S., & Rehman, I. U. (2022). Exchange rate risk and sectoral
returns: A wavelet-based MRA-EDCC GARCH
analysis. Communications in Statistics-Theory and
Methods, 51(7), 2154-2182.

https://doi.org/10.1080/03610926.2020.1772304

Rafidi, Z., & Verikios, G. (2022). The Determinants of Foreign Direct
Investment: A Review and Re-Analysis of Evidence from
Australia. Australian Economic Review, 55(1), 71-90.

https://doi.org/10.1111/1467-8462.12443

Rahman, M. N., & Semenovskiy, I. D. (2022). Outward FDI: Theories and
Determinants. Manag Econ Res J, 8(1), 33881.

https://doi.org/10.18639/MERJ.2022.9900064

451



Raksong, S., & Sombatthira, B. (2021). Econometric Analysis of the
Determinants of Real Effective Exchange Rate in the Emerging ASEAN

Countries. The Journal of Asian Finance, Economics and Business, 8(3),

731-740. https://doi.org/10.13106/jafeb.2021.vol8.n03.0731

Ramasamy, B., & Yeung, M. (2022). China’s outward foreign direct investment
(OFDI) to developing countries: The case of Central and Eastern Europe
(CEE). Journal of the Asia Pacific Economy, 27(1), 124-146.

https://doi.org/10.1080/13547860.2020.1790182

Ramzan, M. (2021). Symmetric impact of exchange rate volatility on foreign direct
investment in Pakistan: do the global financial crises and political regimes
matter?. Annals of Financial Economics, 16(04), 2250007.

https://doi.org/10.1142/52010495222500075

Rao, D. T., Sethi, N., Dash, D. P., & Bhujabal, P. (2020). Foreign aid, FDI, and
economic growth in South-East Asia and South Asia. Global Business

Review, 0972150919890957. https://do1.0rg/10.1177/0972150919890957

Rao, D. T., Sethi, N., Dash, D. P., & Bhujabal, P. (2023). Foreign aid, FDI and
economic growth in South-East Asia and South Asia. Global Business

Review, 24(1), 31-47. https://doi.org/10.1177/0972150919890957

Rapetti, M. (2020). The real exchange rate and economic growth: A survey—
Journal of Globalization and Development, 11(2).

https://doi.org/10.1515/jgd-2019-0024

Rashid, A., Nasimi, A. N., & Nasimi, R. N. (2022). The uncertainty—investment

relationship: scrutinizing the role of firm size. International Journal of

452



Emerging Markets, 17(10), 2605-2635. https://doi.org/10.1108/ijjoem-09-

2019-0698

Rathnayaka Mudiyanselage, M. M., Epuran, G., & Tescasiu, B. (2021). Causal
links between trade openness and foreign direct investment in
Romania. Journal of Risk and Financial Management, 14(3), 90.

https://doi.org/10.3390/jrfm 14030090

Raubenheimer, H. (Ed.). (2019). African capital markets: Challenges and

opportunities. https://dx.doi.org/10.2139/ssrn.3668958

Reed, W. R, & Ye, H. (2011). Which panel data estimator should I use? Applied

Economics, 43(8), 985-1000. https://doi.org/10.1080/00036840802600087

Rehman, F. U., & Islam, M. M. (2022). Financial infrastructure—total factor
productivity (TFP) nexus within the purview of FDI outflow, trade
openness, innovation, human capital and institutional quality: Evidence
from BRICS economies. Applied Economics, 1-19.

https://doi.org/10.1080/00036846.2022.2094333

Ren, S., Hao, Y., & Wu, H. (2022). The role of outward foreign direct investment
(OFDI) on green total factor energy efficiency: Does institutional quality
matters? Evidence from China. Resources Policy, 76, 102587.

https://doi.org/10.1016/j.resourpol.2022.102587

Renzi, T. M. (2021). The Impact of FDI in South Sudan. Modern

Economy, 12(02), 303. https://doi.org/10.4236/me.2021.122016

Reurink, A., & Garcia-Bernardo, J. (2022). Firm claims:

Reinterpreting the global race for foreign direct investment.

453



In Capital Claims: Power and Global Finance (pp. 205-

231). Routledge. https://dx.doi.org/10.2139/ssrn.3303784

Rillo, A. D. (2018). ASEAN financial integration: opportunities, risks, and
challenges. Public Policy Review, 14(5), 901-924.
https://www.mof.go.jp/english/pri/publication/pp_review/p

prl4 05 04.pdf

Rjoub, H., Aga, M., Abu Alrub, A., & Bein, M. (2017). Financial
reforms and determinants of FDI: Evidence from landlocked

countries in Sub-Saharan Africa. Economies, 5(1), 1.

https://doi.org/10.3390/economies5010001

Rodriguez-Pose, A., & Ketterer, T. (2020). Institutional change and the

development of lagging regions in Europe. Regional studies, 54(7), 974-

986. https://doi.org/10.1080/00343404.2019.1608356

Ross, A. G. (2019). Governance infrastructure and FDI flows in developing

countries. Transnational Corporations Review, 11(2), 109-119.

https://doi.org/10.1080/19186444.2019.1640572

Roy, P. P, Rao, S., & Zhu, M. (2022). Mandatory CSR expenditure and

stock market liquidity. Journal of Corporate Finance, 72,

102158. https://doi.org/10.1016/j.jcorpfin.2022.102158

Rugman, A. M. (1980). Internalization as a general theory of foreign direct
investment: A re-appraisal of the literature. Weltwirtschaftliches Archiv,

(H. 2), 365-379. https://doi.org/10.1007/BF02696864

454



Rwigema, P. C. (2020). Economic growth and political stability in East African
countries: Theoretical perspective. The Strategic Journal of Business &
Change/Management,/7(1),977/988.https://www.strategicjournals.com/ind

ex.php/journal/article/view/1604

Rygh, A., Torgersen, K., & Benito, G. R. (2022). Institutions and inward foreign
direct investment in the primary sectors. Review of International

Business and Strategy. https://doi.org/10.1108/RIBS-10-2021-0143

Sabir, S., Rafique, A., & Abbas, K. (2019). Institutions and FDI: evidence
from developed and developing countries. Financial
Innovation, 5(1), 1-20. https://doi.org/10.1186/s40854-019-

0123-7

Sadeh, A., Radu, C. F., Feniser, C., & Borsa, A. (2020). Governmental intervention
and its impact on growth, economic development, and technology in OECD

countries. Sustainability, 13(1), 166. https://doi.org/10.3390/sul3010166

Sadiq, M., Alajlani, S., Hussain, M. S., Ahmad, R., Bashir, F., & Chupradit, S.
(2022). Impact of credit, liquidity, and systematic risk on financial
structure: comparative investigation from sustainable

production. Environmental Science and Pollution Research, 29(14),

20963-20975. https://doi.org/10.1007/s11356-021-17276-x

Sadiq, M., Usman, M., Zamir, A., Shabbir, M. S.; & Arif, A. (2021). Nexus
between economic growth and foreign private investment: evidence from
Pakistan economy. Cogent Economics & Finance, 9(1),

1956067. https://doi.org/10.1080/23322039.2021.1956067

455



Sahin, K., Tatoglu, E., Mert, K., Kaplan, T., & Golgeci, 1. (2022).
Internationalization of Turkish business groups: motives and institutional
context. International Journal of Emerging Markets, (ahead-of-print).

https://doi.org/10.1108/IJOEM-06-2021-0974

Sahin, S., & Ege, 1. (2015). FD and FDI in Greece and neighbouring countries:
A panel data analysis. Procedia Economics and Finance, 24, 583-588.

https://doi.org/10.1016/S2212-5671(15)00640-1

Sahoo, P., & Dash, R. K. (2022). Does FDI have differential impacts on exports?
Evidence from developing countries. International Economics, 172,

227-237. https://doi.org/10.1016/j.inteco.2022.10.002

Saidi, L. O., Muthalib, A. A., Adam, P., Rumbia, W. A., & Sani, L. O. A. (2021).
Exchange rate, exchange rate volatility and stock prices: An analysis of
the symmetric and asymmetric effect using ardl and nardl

models. Australasian Accounting, Business and Finance Journal, 15(4),

179-190. http://dx.do1.org/10.14453/aabfj.v1514.11

Saikia, M., Das, K. C., & Borbora, S. (2020). What drives the boom in outward
FDI from India? International Journal of Emerging Markets, 15(5), 899-

922. https://doi.org/10.1108/IJOEM-12-2017-0538

Saini, N., & Singhania, M. (2018). Determinants of FDI in developed and
developing countries: A quantitative analysis using GMM. Journal of

Economic Studies. https://doi.org/10.1108/JES-07-2016-0138

Sajons, G. B. (2020). Estimating the causal effect of measured
endogenous variables: A tutorial on experimentally

randomized instrumental variables. The  Leadership

456



Quarterly, 31(5),101348.https://doi.org/10.1016/j.leaqua.20

19.101348

Saleh, E. A. (2023). The effects of economic and financial crises on FDI: A
literaturereview. JournalofBusinessResearch, 161,113830.https://doi.or

2/10.1016/j.jbusres.2023.113830

Saliya, C. A. (2022). Stock market development and nexus of market liquidity:
The case of Fiji. International Journal of Finance & Economics, 27(4),

4364-4382. https://doi.org/10.1002/ijfe.2376

Salomao, J., & Varela, L. (2022). Exchange rate exposure and firm
dynamics. The Review of Economic Studies, 89(1), 481-514.

https://doi.org/10.1093/restud/rdab032

Samour, A., Baskaya, M. M., & Tursoy, T. (2022). The impact of financial
development and FDI on renewable energy in the UAE: a path towards
sustainable development. Sustainability, 14(3), 1208.

https://doi.org/10.3390/su14031208

Sarnstrom, T., & Ryan, M. (2022). Third-country exchange rate
effects on foreign direct investment flow: A global vector
autoregressive approach. Review of International

Economics. https://doi.org/10.1111/roie.12636

Sarstedt, M., & Mooi, E. (2019). Regression analysis. In 4 Concise
Guide to Market Research (pp. 209-256). Springer, Berlin,
Heidelberg. https://link.springer.com/book/10.1007/978-3-

642-53965-7

457



Sasana, H. (2022). effect analysis of FDI, exports, and exchange
rates, on Indonesia's economic growth 1991-2020. Journal
Of Humanities, Social Sciences and Business (JHSSB), 2(1),

1-17. https://doi.org/10.55047/jhssb.v2i1.362

Saud, S., Chen, S., & Haseeb, A. (2019). Impact of financial development and
economic growth on environmental quality: an empirical analysis from
Belt and Road Initiative (BRI) countries. Environmental Science and
Pollution Research, 26(3), 2253-2269. https://doi.org/10.1007/s11356-

019-05004-5

Sauvant, K. P. (2021). Improving the distribution of FDI benefits: The need for
policy-oriented research, advice, and advocacy. Journal of International

Business Policy, 4(2), 244-261. https://doi.org/10.1057/s42214-021-

00109-6

Séepanovié¢, V., & Bohle, D. (2018). The institutional embeddedness of
transnational corporations: dependent capitalism in Central and Eastern
Europe. In Handbook of the international political economy of the
corporation. Edward Elgar Publishing.

https://doi1.0org/10.4337/9781785362538.00017

Scheffran, J. (2020). Climate extremes and conflict dynamics. In Climate extremes
and their implications for impact and risk assessment (pp. 293-315).

Elsevier. https://doi.org/10.1016/B978-0-12-814895-2.00016-1

Semenas, S. (2020). Governance and Foreign Direct Investments: A panel gravity

approach on emerging markets. urn:nbn:se:umu:diva-180695

458



Sethi, M., Baby, S., & Sharma, A. M. (2022). A cross-country analysis of the
relationship  between  human capital and foreign  direct
investment. Journal  of  Economic  Studies, 49(7), 1197-1211.

https://doi.org/10.1108/JES-07-2021-0348

Sethi, N., Das, A., Sahoo, M., Mohanty, S., & Bhujabal, P. (2020). Foreign direct
investment, financial development and economic prosperity in major
South Asian economies. South Asian Journal of Business

Studies. https://doi.org/10.1108/SAJBS-12-2019-0225

Sethi, N., Mishra, B. R., & Bhujabal, P. (2019). Do market size and financial
development indicators affect the human capital of select South Asian

economies? International ~ Journal of  Social Economics.

https://doi.org/10.1108/1JSE-07-2017-0288

Shaari, M. S., Esquivias, M. A., Ridzuan, A. R., Fadzilah Zainal, N., & Sugiharti,
L. (2022). The impacts of corruption and environmental degradation on
foreign direct investment: New evidence from the ASEAN+ 3 countries.
Cogent Economics & Finance, 10(1), 2124734.

https://doi1.0rg/10.1080/23322039.2022.2124734

Shafiq, M. N., Hua, L., Bhatti, M. A., & Gillani, S. (2021). Impact of Taxation
on Foreign Direct Investment: Empirical Evidence from
Pakistan. Pakistan Journal of Humanities and Social Sciences, 9(1),10-

18.https://doi.org/10.52131/pjhss.2021.0901.0108

Shah, M. H. (2016). Financial development and foreign direct investment: The case
of Middle East and North African (MENA) developing nations.

https://mpra.ub.uni-muenchen.de/82013/

459



Shahbaz, M., Mateev, M., Abosedra, S., Nasir, M. A., & Jiao, Z. (2021).
Determinants of FDI in France: role of transport infrastructure,
education, FD and energy consumption. International Journal of
Finance & Economics, 26(1), 1351-1374.

https://doi.org/10.1002/ijfe.1853

Shahbaz, M., Sinha, A., Raghutla, C., & Vo, X. V. (2022). Decomposing
scale and technique effects of financial development and
foreign  direct investment on renewable energy
consumption. Energy, 238,121758 https://doi.org/10.1016/j.

energy.2021.121758

Shahbaz, M., Topcu, B. A., Sarigiil, S. S., & Dogan, M. (2024). Energy imports
as inhibitor of economic growth: The role of impact of renewable and
non-renewable energy consumption. The Journal of International Trade
&/Economic/Development, 33(4),/497/522 .https://doi.org/10.1080/0963

8199.2023.2237131

Sharma, C., & Paramati, S. R. (2021). Does FD reduce the level of
corruption? Evidence from a global sample of 140
countries. International Journal of Finance &
Economics, 26(4),50935109.https://doi.org/10.1002/ijfe.20

56

Sharma, R., & Bardhan, S. (2018). Stock market development and
economic growth: Evidence from bootstrap panel Granger
causality test. Journal of Economic Development, 43(3), 57-

83. https://doi.org/10.35866/caujed.2018.43.3.003

460



Sharma, R., & Kautish, P. (2020). Linkages between financial
development and economic growth in the middle-income
countries of South Asia: A panel data
investigation. Vision, 24(2),140150.https://doi.org/10.1177/

0972262920923908

Sharma, S., & Chatterjee, S. (2021). Winsorization for robust Bayesian neural

networks. Entropy, 23(11), 1546. https://doi.org/10.3390/e23111546

Shayo, D. A. M. (2024). Promoting Sustainable Investment through Capital Market
Laws and Regulations in Selected EAC Partner States. Utafiti, 19(1), 1-26.

https://brill.com/view/journals/utaf/19/1/article-p1_1.xml

Siegel, J. J. (2021). Stocks for the long run: The definitive guide to financial market
returns & long-term investment strategies. McGraw-Hill Education.

https://archive.org/details/stocksforlongrun0000sieg_j3m8

Silajdzic, S., & Mehic, E. (2022). Institutions And Foreign Direct Investment:
What Role Of Investment Policy In Southeast Europe? The Southeast

European Journal of Economics and Business, 17(1), 30-53.

https://doi.org/10.2478/jeb-2022-0003

Silva, C. A., Ordenana, X., Vera-Gilces, P., & Jiménez, A. (2021). Global
imbalances: The role of institutions, financial development and FDI in
the context of financial crises. Sustainability, 13(1),  356.

https://doi.org/10.3390/su13010356

Simbi, C., Arendse, J. A., & Khumalo, S. A. (2022). IFRS and FPI nexus: does

the quality of the institutional framework matter for African

461



countries? Journal of Accounting in  Emerging  Economies.

https://doi.org/10.1108/JAEE-10-2021-0319

Singhania, M., & Gupta, A. (2011). Determinants of foreign direct investment in
India. Journal of international trade law and policy, 10(1), 64-82.

https://doi.org/10.1108/14770021111116142

Sinha, M., & Sengupta, P. P. (2022). FDI inflow, ICT expansion
and economic growth: An empirical study on Asia-Pacific
developing countries. Global Business Review, 23(3), 804-

821. https://doi.org/10.1177/0972150919873839

Sirag, A., SidAhmed, S., & Ali, H. S. (2018). Financial development, FDI and
economic growth: evidence from Sudan. International Journal of Social

Economics. https://doi.org/10.1108/1IJSE-10-2017-0476

Smith, F. (2021). Uncertainty, Financial Development and FDI Inflows: France
Evidence. Asian Business Research Journal, 6, 7-13.

https://doi.org/10.20448/journal.518.2021.6.7.13

Soh, K. L., Wong, W. P., & Tang, C. F. (2021). The role of institutions at the
nexus of logistic performance and foreign direct investment in Asia. The
Asian  Journal of Shipping and Logistics, 37(2), 165-173.

https://doi.org/10.1016/j.ajs1.2021.02.001

Sokhanvar, A., & Bouri, E. (2022). Commodity price shocks
related to the war in Ukraine and exchange rates of

commodity exporters and importers. Borsa Istanbul Review.

https://doi.org/10.1016/j.bir.2022.09.001

462



Solomon, B., & Ruiz, I. (2012). Political risk, macroeconomic uncertainty, and the
patterns of foreign direct investment. The International Trade

Journal, 26(2), 181-198. http://dx.doi.org/10.1080/08853908.2012.657592

Song, C. Q., Chang, C. P., & Gong, Q. (2021). Economic growth, corruption,
and financial development: Global evidence. Economic Modelling, 94,

822-830. https://doi.org/10.1016/j.econmod.2020.02.022

Sooreea-Bheemul, B., Rasool, U. S., & Sooreea, R. (2020). Does Economic
Freedom Matter to Foreign Direct Investment in Sub-Saharan

Africa? International Journal of Economics and Financial Issues, 10(3).

https://doi.org/10.32479/1jefi.9597

Soumaré, 1., & Tchana Tchana, F. (2015). Causality between FDI
and financial market development: Evidence from emerging
markets. The World Bank Economic Review, 29(suppl 1),

S205-S216. https://doi.org/10.1093/wber/1hv015

Soutar, N. (2021). The Political Economy of the African Continental Free Trade
Area (AfCFTA): A Policy Analysis of the Prospects and Challenges.

http://hdl.handle.net/11427/36124

Srinivasan, N., & Eden, L. (2021). Going digital multinationals:
Navigating economic and social imperatives in a post-
pandemic  world. Journal of International Business
Policy, 4(2), 228-243. https://doi.org/10.1057/s42214-021-

00108-7

Stack, M. M., & Amissah, E. B. (2022). The Presence of Foreign Firms in

Ghana: The Role of Financial, Infrastructural and Institutional

463



Constraints. Journal ~— of  African  Business, 23(4),  925-944.

https://doi.org/10.1080/15228916.2021.1962157

Su, C. W., Meng, X. L., Tao, R., & Umar, M. (2021). Policy turmoil in China: a
barrier for FDI flows? International Journal of Emerging

Markets. https://doi.org/10.1108/IJOEM-03-2021-0314

Su, D. T., Nguyen, P. C., & Christophe, S. (2019). Impact of foreign direct
investment, trade openness and economic institutions on growth in
emerging countries: The case of Vietnam. Journal of
International Studies, 12(3). https://doi.org/10.14254/2071-

8330.2019%2F12-3%2F20

Sumanyi, C. (2022). Role of Regional Integration in the Promotion of Human
Security: Rwanda in East African Community as a Case Study (Doctoral

dissertation, University of Rwanda). http://hdl.handle.net/123456789/1711

Sun, G. (2020). Banking institutions and banking regulations. The handbook of
China’s financial system, 9-37. https://doi.org/10.1515/9780691205847-

003

Tahir, M., & Alam, M. B. (2020). Does good banking performance attract FDI?
Empirical evidence from the SAARC economies. International Journal

of Emerging Markets. https://doi.org/10.1108/IJOEM-04-2020-0441

Tahir, M., Ibrahim, H., Khan, B., & Ahmed, R. (2022). Foreign earnings
repatriation: the effect of exchange rate volatility and the risk of
expropriation. Journal of Economic and Administrative
Sciences, (ahead-of-print). https://doi.org/10.1108/JEAS-

04-2022-0092

464



Takawira, O., & Motseta, S. D. (2021). The relationship between
sovereign credit ratings and capital flows: A case of South
Africa. International  Journal Of  Economics  And

Finance, 13(1). http://dx.doi.org/10.34109/1jefs.202112234

Tan, L. P., Sadiq, M., Aldeehani, T. M., Ehsanullah, S., Mutira, P., & Vu, H. M.
(2021). How COVID-19 induced panic on stock price and green finance
markets: global economic recovery nexus from volatility

dynamics. Environmental Science and Pollution Research, 1-14.

https://do1.org/10.1007/s11356-021-17774-y

Tan, N., Wang, W., Yang, J., & Chang, L. (2019). Financial
competitiveness, financial openness and bilateral foreign
direct investment. Emerging Markets  Finance and
Trade, 55(14),33493369.https://doi.org/10.1080/1540496X.

2019.1590194

Tang, R. W. (2021). Pro-market institutions and outward FDI of emerging
market firms: An institutional arbitrage logic. International Business

Review, 30(3), 101814. https://doi.org/10.1016/j.ibusrev.2021.101814

Tang, R. W., & Buckley, P. J. (2022). Outward foreign direct investment by
emerging market multinationals: The directionality of institutional
distance. Journal of Business Research, 149, 314-326.

https://doi.org/10.1016/].jbusres.2022.05.047

Tasdemir, F. (2020). Endogenous thresholds for the determinants of FDI
inflows: evidence from the MENA countries. International Journal of

Emerging Markets. https://doi.org/10.1108/IJOEM-07-2019-0509

465



Taye, S. D., & Abe, O. (2021). The ‘Flexibility * Standard in the African Union and
Its Ramification for the Implementation of the African Continental Free
Trade Area (AfCFTA) Agreement. Global Trade and Customs Journal,

16(2). https://ssrn.com/abstract=4194021

Taylor, M. P., Wang, Z., & Xu, Q. (2021). The real effects of
exchange rate risk on corporate investment: International
evidence. Journal of International Money and Finance, 117,

102432. https://doi.org/10.1016/j.jimonfin.2021.102432

Temouri, Y., Budhwar, P., Jones, C., Ylonen, M., Pereira, V., & Cobham, A.
(2022). Tax havens and international business: A conceptual framework
of accountability-avoiding foreign direct investment. International
Journal/of/Management/Reviews, 24(3),/309/332.https://doi.org/10.111

1/ijmr.12279

Tennakoon, S. N. (2022). Analysis of the Effects of Sri Lankan 1977 External
Economic Liberalization Policy on Foreign Direct Investment.

https://dspace.cuni.cz/handle/20.500.11956/178136

Thaddeus, K. J., Ngong, C. A., Nnecka, U. J., Nubong, N. M., Ibe, G. I, &
Onwumere, J. U. J. (2022). Stock market development and economic
growth in sub-Saharan Africa (1990-2020): an ARDL approach. Journal
of Economic and Administrative Sciences. https://doi.org/10.1108/JEAS-

04-2021-0075

Thanh, T. T. (2022). Global value chains and energy security: Evidence from
global sample. Energy Strategy Reviews, 42, 100870.

https://doi.org/10.1016/j.esr.2022.100870

466



Thathsarani, U. S., Wei, J., & Samaraweera, G. R. S. R. C. (2021).
Financial inclusion’s role in economic growth and human
capital in South Asia: an econometric
approach. Sustainability, 13(8),4303 .https://doi.org/10.339

0/sul3084303

Tian, M., Li, W., & Wen, F. (2021). The dynamic impact of oil price shocks on the
stock market and the USD/RMB exchange rate: Evidence from implied
volatility indices. The North American Journal of Economics and Finance,

55, 101310. https://doi.org/10.1016/j.najef.2020.101310

Tien, L. T., Duc, N. C., & Kieu, V. T. T. (2022). The Effect of Exchange Rate
Volatility on FDI Inflows: A Bayesian Random-Effect Panel Data
Model. In International Econometric Conference of Vietnam (pp. 483-

499). Springer, Cham. https://doi.org/10.1007/978-3-030-98689-6 32

Tiwari, A. K., Nasreen, S., & Anwar, M. A. (2022). Impact of equity market
development on renewable energy consumption: Do the role of FDI,
trade openness and economic growth matter in  Asian
economies? Journal  of  Cleaner  Production, 334, 130244.

https://doi.org/10.1016/].jclepro.2021.130244

Tiwary, D., Das, K. C., Shettigar, J., & Misra, P. (2022). Exchange Rate
Volatility and Financial Stress: Evidence from Developing Asia. Journal
of Emerging Market Finance, 09726527221078634.

https://doi.org/10.1177/09726527221078634

467



Tongurai, J., & Vithessonthi, C. (2018). The impact of the banking sector on
economic structure and growth. International Review of Financial

Analysis, 56, 193-207. https://doi.org/10.1016/].irfa.2018.01.002

Tri, N. H. (2022). An Exploratory Case Study on How Delay Cost
Affects Foreign Direct Investment (FDI) In Vietnam.

file:///C:/Users/josem/Downloads/51220600.pdf

Tripathi, V., & Thukral, S. (2018). Determinants of financing of outward foreign
direct investment by Indian MNEs: a three-level analysis. International
Journal of Emerging Markets. https://doi.org/10.1108/1JoEM-12-2016-

0333

Trouille, J. M., Trouille, H., & Uwimbabazi, P. (Eds.). (2021). The East African
community: Intraregional integration and relations with the EU. Routledge.

https://doi.org/10.4324/9781003143666

Tsaurai, K., & Makina, D. (2017). Financial development threshold
levels for FDI: Evidence from selected upper-middle-income

countries. In 30th Australasian Finance and Banking

Conference. https://dx.doi.org/10.2139/ssrn.3020051

Tsietsi, T. (2021). Trade facilitation in the Southern African Development
Community: the potential contribution of the World Trade Organization's

trade facilitation agreement. http://hdl.handle.net/11427/33949

Tunyi, A. A., & Ntim, C. G. (2016). Location advantages, governance quality, stock
market development and firm characteristics as antecedents of African
M&As. Journal of International Management, 22(2), 147-167.

https://doi.org/10.1016/j.intman.2016.01.005

468



Turyakia, N., Nyamute, W., & Wainaina, G. (2022). Deposit Mobilization, Credit
Financing and Nigerian Capital Formation. African Development Finance
Journal, 4(4),6079.https://uonjournals.uonbi.ac.ke/ojs/index.php/adfj/articl

e/view/1354

Uddin, M., Chowdhury, A., Zafar, S., Shafique, S., & Liu, J.
(2019). Institutional determinants of inward FDI: Evidence
from Pakistan. International Business Review, 28(2), 344-

358. https://doi.org/10.1016/j.ibusrev.2018.10.006

Ullah, I, & Khan, M. A. (2017). Institutional quality and foreign direct
investment inflows: evidence from Asian countries. Journal of Economic

Studies. https://doi.org/10.1108/JES-10-2016-0215

Ullah, S., Akhtar, P., & Zaefarian, G. (2018). Dealing with
endogeneity bias: The generalized method of moments
(GMM) for panel data. Industrial Marketing
Management, 71,6978 https://doi.org/10.1016/j.indmarman.

2017.11.010

Ullah, S., Zaefarian, G., & Ullah, F. (2021). How to use instrumental variables
in addressing endogeneity? A step-by-step procedure for non-
specialists. Industrial Marketing Management, 96, Al1-A6.

https://doi.org/10.1016/j.indmarman.2020.03.006

Umar, M. B., Ismail, S., & Solung, Z. (2015). Stock market-based FD and economic
growth concerning Nigeria: A Review of Literature. /nternational Journal

of Academic Research in Economics and Management Sciences, 4(1), 141-

159. https://doi.org/10.36347/sjebm.2015.v02104.012

469



Umutoniwase, R. (2024). Strengthening Investment Climates Through
Governance Reforms: Insights from Rwanda. KAS African Law Study

Library, 11(3), 381-395. https://doi.org/10.5771/2363-6262-2024-3-381

UNCTAD (2017). United Nations Global Investment Trends Monitor Number
25, 1 February 2017, 1-8. https://unctad.org/publication/world-

investment-report-2017

UNCTAD, Trade and Development report (2023). Growth, debt,
and climate: realigning the global financial architecture.
https://unctad.org/publication/trade-and-development-

report-2023

UNCTAD, World Investment Report (2019): Special economic zones.
https://investmentpolicy.unctad.org/publications/1204/world-investment-

report-2019---special-economic-zones

UNCTAD, World Investment Report (2020). International Production Beyond
the Pandemic. https://unctad.org/publication/world-investment-report-

2020

UNCTAD, World Investment Report (2021). Investment flows to Africa reached
a record $83 billion in 2021. https://unctad.org/news/investment-flows-

africa-reached-record-83-billion-2021

UNCTAD, World Investment Report (2021): “Investment in the Sustainable
Development Goals (SDGs) and the influence of investment policies on
public health and economic recovery from the pandemic.

https://unctad.org/publication/world-investment-report-2021

470



UNCTAD, World Investment Report (2022) “Cross-border investment flows’
recovery from the COVID-19 pandemic, looking at greenfield investment”.

https://unctad.org/publication/world-investment-report-2022

United Nations, (2022). Mitigating climate change through attracting
foreign direct investment in advanced fossil fuel technologies.
https://unece.org/sustainable-energy/publications/mitigating-

climate-change-through-investments-fossil-fuel

Usman, M., Makhdum, M. S. A., & Kousar, R. (2021). Does financial inclusion,
and renewable and non-renewable energy utilization accelerate
ecological footprints and economic growth? Fresh evidence from 15
highest emitting countries. Sustainable Cities and Society, 65, 102590.

https://doi.org/10.1016/].s¢s.2020.102590

Van Bon, N. (2019). The role of institutional quality in the relationship between
FDI and economic growth in Vietnam: Empirical evidence from
provincial data. The Singapore Economic Review, 64(03),

601-623. https://doi.org/10.1142/S0217590816500223

Van Cauwenberge, A., Vancauteren, M., Braekers, R., &
Vandemaele, S. (2021). Measuring and explaining firm-level
exchange rate exposure: The role of foreign market
destinations and international trade. Economic
Modelling, 105,105667.https://doi.org/10.1016/j.econmod.2

021.105667

Van Greuning, H., & Bratanovic, S. B. (2020). Analyzing banking risk: a

framework for assessing corporate governance and risk management.

471



World/Bank/Publications.https://documents.worldbank.org/en/publication/

documents-reports/documentdetail/403931618461962435

Van Tulder, R., Rodrigues, S. B., Mirza, H., & Sexsmith, K. (2021). The UN’s
sustainable development goals: Can multinational enterprises lead
the decade of action? Journal of International Business
Policy, 4(1), 1-21. https://doi.org/10.1057/s42214-020-

00095-1

Vargas-Hernandez, J. G. (2023). Relocation Strategy of Global Supply Chain
and Value Chain Under Deglobalization. In Managing Inflation and
Supply Chain Disruptions in the Global Economy (pp. 62-80). IGI

Global. https://doi.org/10.4018/978-1-6684-5876-1.ch005

Vasilyeva, R., & Mariev, O. (2021). Determinants of foreign direct investment in
developed and developing countries: impact of political stability. Economy
of Regions, 17(4), 1390-1404. http://dx.doi.org/10.17059/ekon.reg.2021-4-

24

Veeramani, S., Shukla, A., & Jamaleh, M. (2020). Financial theories of foreign
direct investment: a review of the literature. Journal of Industrial and
Business Economics, 47(2), 185-217. https://doi.org/10.1007/s40812-

019-00144-8

Verbeke, A., & Yuan, W. (2022). Rethinking intrapreneurship in the established

MNE. Global Strategy Journal. https://doi.org/10.1002/gsj.1461

Vicard, V. (2022). Profit Shifting, Returns on Foreign Direct

Investments and Investment Income Imbalances. IMF

472



Economic Review, 1-46. https://doi.org/10.1057/s41308-

022-00178-4

Viktorov, 1., & Abramov, A. (2020). The 2014—15 financial crisis in Russia and
the foundations of weak monetary power autonomy in the international

political ~ economy. New  political ~ economy, 25(4),  487-510.

https://doi.org/10.1080/13563467.2019.1613349

Vlamis, C. (2023). Political and Economic Transitions in Sub-Saharan Africa.

https://philarchive.org/rec/VLAPAE

Voghouei, H., Azali, M., & Jamali, M. A. (2011). A survey of the determinants of
financial development. Asian-Pacific Economic Literature, 25(2), 1-20.

https://doi.org/10.1111/j.1467-8411.2011.01304.x

Vu, N. H., Nguyen, T. A., Hoang, T. B., & Cuong, N. V. (2024). Formal firms with
bribery in a dynamic business environment. Journal of Business Ethics,

191(3), 571-589. https://doi.org/10.1007/s10551-023-05469-y

Wagner, C. (2020). Deducing a state-of-the-art presentation of the
Eclectic Paradigm from four decades of development: a
systematic literature review. Management Review
Quarterly, 70(1), 51-96. https://doi.org/10.1007/s11301-

019-00160-x

Wambua, M. (2023). Relationship between Macroeconomic Factors and Foreign
Direct Investment in East African Community (Doctoral Dissertation,
Kenyatta/University)./https://irlibrary ku.ac.ke/server/api/core/bitstreams/e

1£50e94-1e1b-4858-a6¢ce-d9c9fdc6bla3/content

473



Wang, C., Padmanabhan, P., & Huang, C. (2020). Does nonlinear
specification methodology better capture the link between
host country corruption levels and inward foreign direct
investments? A study of 92 countries. Global Bus. Econ.

Rev.23(1),5078.https://doi.org/10.1504/GBER.2020.108394

Wang, J., Yang, J., & Yang, L. (2023). Do natural resources play a role in
economic development? Role of institutional quality, trade openness, and
FDI. ResourcesPolicy, 81,103294.https://doi.org/10.1016/j.resourpol.20

23.103294

Wang, K. H., Zhao, Y. X., Jiang, C. F., & Li, Z. Z. (2022). Does
green finance inspire sustainable development? Evidence
from a global perspective. Economic Analysis and
Policy, 75,412426.https://doi.org/10.1016/j.eap.2022.06.00

2

Wang, K., & Tao, S. (2023). Why do Chinese private enterprises seek outward
foreign direct investment?. China & World Economy, 31(4), 200-218.

https://doi.org/10.1111/cwe.12497

Wang, X., & Anwar, S. (2022). Institutional distance and China's horizontal
outward foreign direct investment. International Review of Economics &

Finance, 78, 1-22. https://doi.org/10.1016/.1ref.2021.09.012

Wagas, Y., Hashmi, S. H., & Nazir, M. L. (2015). Macroeconomic factors and
foreign portfolio investment volatility: A case of South Asian
countries. Future/Business/Journal, 1(1/2),/65/74.https://doi.org/10.1016/j.

fbj.2015.11.002

474



Wei, W. (2005). China and India: Any difference in their FDI
performances? Journal of Asian Economics, 16(4), 719-736.

https://doi.org/10.1016/j.asieco0.2005.06.004

Wei, X., Mohsin, M., & Zhang, Q. (2022). Role of foreign direct investment and
economic growth in renewable energy development. Renewable

Energy, 192, 828-837. https://doi.org/10.1016/j.renene.2022.04.062

Westerlund, J. (2008). Panel cointegration tests of the Fisher effect. Journal of

applied econometrics, 23(2), 193-233. https://doi.org/10.1002/jae.967

Wijoyo, h. (2021). A monograph analysis of the most influential factors to attract
foreign direct investment. Insan Cendekia Mandiri.
https://www.semanticscholar.org/paper/f4ed07367dc9f01096ea472fd2d

35¢3f7eedds52b

Wilhelms, S. K. S. (1998). Institutional FDI fitness: determinants
of foreign direct investment to emerging economies.
https://www.proquest.com/openview/02f13¢c68756e7b0d9b4

9d69340ceec7a/1?pq-origsite=gscholar&cbl=18750&diss=y

Wilhelms, S. K., & Witter, M. S. D. (1998). Foreign direct
investment and its determinants in emerging economies.
Washington DC: United States Agency for International
Development, Bureau for Africa, Office of Sustainable
Development.https://pdf.usaid.gov/pdf docs/PNACF325.pd

f

475



Wilms, R., Mithner, E., Winnen, L., & Lanwehr, R. (2021). Omitted variable
bias: a threat to estimating causal relationships. Methods in

Psychology, 5, 100075. https://doi.org/10.1016/j.metip.2021.100075

Wooldridge, J. M. (2019). Correlated random effects models with
unbalanced panels. Journal of Econometrics, 211(1), 137-

150. https://doi.org/10.1016/j.jeconom.2018.12.010

Xie, E., Fang, A. J., Chen, X., Wu, Z., & Kumar, V. (2022). Performance
feedback on sales growth goal and OFDI location choices for firms in
emerging economies. Journal of World Business, 57(4), 101343.

https://doi.org/10.1016/j.jwb.2022.101343

Xing, Z., & Wang, Y. (2022). Climate risk, climate risk distance and foreign
direct investment. International Journal of Climate Change Strategies
and Management, (ahead-of-print). https://doi.org/10.1108/IJCCSM-09-

2021-0100

Yabu, N., & Kimolo, D. (2020). Exchange rate volatility and its implications on

macroeconomic variables in East African countries. Applied Economics and

Finance, 7(3), 145-171. http://dx.doi.org/10.11114/aef.v713.4859

Yang, H. C., Syarifuddin, F., Chang, C. P., & Wang, H. J. (2022). The impact of
exchange rate futures fluctuations on macroeconomy: evidence from ten
trading market. Emerging Markets Finance and Trade, 58(8), 2300-

2313. https://doi.org/10.1080/1540496X.2021.1976636

Yero, A. (2023). A Mixed-Methods Study of Factors Influencing Foreign Direct

Investment in Sub-Saharan Africa (Doctoral dissertation, Case Western

476



Reserve/University).http://rave.ohiolink.edu/etdc/view?acc_num=casel70

4753613322435

Yiadom, E. B., Mensah, L., & Bokpin, G. A. (2022). Environmental
Risk and Foreign Direct Investment: The Role of Financial
Sector Development. Environmental Challenges, 9, 100611.

https://doi.org/10.1016/j.envc.2022.100611

Yimer, A. (2017). Macroeconomic, political, and institutional determinants of
FDI inflows to Ethiopia: an ARDL approach. In Studies on Economic
Development and Growth in Selected African Countries (pp. 123-151).

Springer, Singapore. https://doi.org/10.1007/978-981-10-4451-9 7

Younas, A. and Ogli, T. (2021). Multinational Enterprises in Global Market
Economy. International ~ Journal of Development and Public

Policy, 1(7),137143.http://dspace.umsida.ac.id/handle/123456789/1412

3

Young, A. (2022). Consistency without inference: Instrumental variables in
practical application. European Economic Review, 104112.

https://doi.org/10.1016/j.euroecorev.2022.104112

Yudaruddin, R. (2022). Bank Concentration and Stability in Central Asia: The
Effect of Capital Regulation and Financial Freedom. Journal of Eastern
European and Central Asian Research (JEECAR), 9(2), 206-216.

https://doi.org/10.15549/jeecar.v9i2.733

Zafar, M. W, Qin, Q., & Zaidi, S. A. H. (2020). Foreign direct investment and
education as determinants of environmental quality: The importance of

post Paris Agreement (COP21).Journal of Environmental

477



Management, 270,110827 https://doi.org/10.1016/j.jenvman.2020.1108

27

Zander, T. (2021). Does corruption matter for FDI flows in the OECD? A gravity
analysis. International Economics and Economic Policy, 18(2), 347-377.

https://doi.org/10.1007/s10368-021-00496-4

Zarrouk, H., El Ghak, T., & Bakhouche, A. (2021). Exploring economic and
technological determinants of fintech startups’ success and growth in the
United Arab Emirates. Journal of Open Innovation: Technology, Market,

and Complexity, 7(1), 50. https://doi.org/10.3390/joitmc7010050

Zaytsev, Y. K., & Loshchenkova, A. N. (2022). Currency exchange rate as
a business climate factor for foreign investors in the Russian
Federation. International Journal of Public Policy, 16(2-4),

174-186. https://doi.org/10.1504/1JPP.2022.124779

Zhang, B., & Zhou, P. (2021). Financial development and economic
growth in a microfunded small open economy model. The
North American Journal of Economics and Finance, 58,

101544. https://doi.org/10.1016/j.najef.2021.101544

Zhang, C., & Zhao, W. (2014). Panel estimation for income inequality and CO2
emissions: A regional analysis in China. Applied Energy, 136, 382-392.

https://doi.org/10.1016/j.apenergy.2014.09.048

Zhang, L., & Colak, G. (2022). Foreign direct investment and economic policy
uncertainty in China. Economic and Political Studies, 10(3), 279-289.

https://doi.org/10.1080/20954816.2022.2090096

478



Zhang, S., & Li, N. (2024). Addressing Climate Change through International
Investment Agreements: Obstacles and Reform Options. Sustainability,

16(4), 1471. https://doi.org/10.3390/sul6041471

Zhang, X., Fang, H., Dou, J., & Chrisman, J. J. (2022).
Endogeneity Issues in Family Business Research: Current
Status and Future Recommendations. Family Business
Review, 35(1),91116.https://doi.org/10.1177/089448652110

49092

Zhang, X., Xie, L., Li, J., & Cheng, L. (2022). “Outside in”: Global demand
heterogeneity and  dynamic  capabilities of  multinational
enterprises. Journal of International Business Studies, 53(4), 709-722.

https://doi.org/10.1057/s41267-019-00252-6

Zhang, Y., & Dilanchiev, A. (2022). Economic recovery, industrial structure and
natural resource utilization efficiency in China: effect on green economic
recovery. ResourcesPolicy, 79,102958.https://doi.org/10.1016/j.resourp

01.2022.102958

Zhao, J. H., Kim, S. H., & Du, J. (2003). The impact of corruption and transparency
on foreign direct investment: An empirical analysis. MIR: Management

International Review, 41-62. https://www.jstor.org/stable/40835633

Zhen, Y. U., & LUU, B. T. (2020). Examine Trade Facilitation
Effects on Foreign Investment in Vietnam's Economic

Sectors. https://doi.org/10.47191/ijmra/v5-18-02

479



Zheng, P. (2013). The variation in Indian inward FDI patterns. Management
International Review, 53, 819-839. https://doi.org/10.1007/s11575-013-

0178-z

Zheng, P. (2013). The variation in Indian inward FDI patterns. Management
International Review, 53, 819-839. https://doi.org/10.1007/s11575-013-

0178-z

Zou, L., Shen, J. H., Zhang, J., & Lee, C. C. (2022). What is the
rationale behind China's infrastructure investment under the
Belt and Road Initiative? Journal of  Economic

Surveys, 36(3), 605-633. https://doi.org/10.1111/joes. 12427

480



