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1. INTRODUCTION

Foreign Direct Investment (FDI) is a type of
cross border investment in which an investor in
one economy establishes a lasting interest in, and
has a significant degree of influence over an en-

Abtract

This study evaluates relationship between financial indicators and foreign direct invest-
ment (FDI) in Eswatini. The objective was to establish whether there exists significant
relationship as well as causality between FDI and exchange rate, interest rate and inflation
rate using annual data from 1980 to 2019. Unit root properties of the data were analysed
using the Augmented Dickey Fuller test which showed that all data was stationary at first
difference. The correlation results showed that there is a positive significant relationship
between FDI and the exchange rate. The results also showed a positive but weak correlation
for the interest rate as well as a weak negative correlation for inflation rate. The Granger
causality test shows evidence of unidirectional causal relationship from exchange rate to
FDI. In order words, exchange rate Granger causes FDI in Eswatini. We also document
evidence of unidirectional causality from inflation rate to FDI. We recommend amongst
others that Eswatini monetary authorities should continue to adopt fiscal and monetary
policies that would contain inflation in the economy.

Citation: Hlophe, P.N., and Emenike, O.K. (2020). Relationship between Financial Indica-
tors and Foreign Direct Investment in Eswatini. AFRE Accounting and
Financial Review, 3 (1)

Abstraks

Studi ini mengevaluasi hubungan antara indikator keuangan dan investasi asing langsung
(FDI) di Eswatini. Tujuannya adalah untuk menentukan apakah ada hubungan yang
signifikan serta kausalitas antara FDI dan nilai tukar, tingkat bunga dan tingkat inflasi
menggunakan data tahunan dari 1980 hingga 2019. Properti akar unit dari data dianalisis
menggunakan uji Augmented Dickey Fuller yang menunjukkan bahwa semua data
stasioner pada perbedaan pertama. Hasil korelasi menunjukkan bahwa ada hubungan
positif yang signifikan antara FDI dan nilai tukar. Hasilnya juga menunjukkan korelasi
positif tetapi lemah untuk tingkat bunga serta korelasi negatif yang lemah untuk tingkat
inflasi. Uji kausalitas Granger menunjukkan bukti hubungan kausal searah dari nilai
tukar ke FDI. Dengan kata lain, nilai tukar Granger menyebabkan FDI di Eswatini. Kami
juga mendokumentasikan bukti kausalitas searah dari tingkat inflasi ke FDI. Kami
merekomendasikan antara lain bahwa otoritas moneter Eswatini harus terus mengadopsi
kebijakan fiskal dan moneter yang akan mengandung inflasi dalam perekonomian.
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terprise in another economy. It is an investment
made by a firm or individual of one country into
business interests in another country (OECD,
2020). FDI started as a channel for transferring
resources between countries and a means of con-
trolling the use of these resources and comple-
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mentary local inputs. The MNE set up was pre-
ferred by capital-intensive primary products and
technology-intensive manufacturing sector, who
provided the financing, organized the supply of
technology and management of the MNEs. Expat-
riates invested or raised finances in the home
country and purchased controlling equity invest-
ment in the foreign country. The Classical Theory
of trade supports this assertion (Krugman,
Obstfeld & Melitz, 2012) Saini & Singhania, 2018;
Emenike & Amu, 2019). As FDI evolved, investors
were setting up foreign branches of enterprises
that were already operational in their home coun-
tries. A significant growth was experienced dur-
ing and after the Second World War where bigger
corporations were moving their operations to
other countries that were economically and politi-
cally stable. During this period there was more of
enforced divestment and nationalization of pri-
mary product investment and setting up of inter-
national producers’ cartels without the power of
the host country economics being revealed. The
Product Life Cycle theory by Venon (1966) adds
on to state that depending on the stage of the life
cycle of production, it may be decided to export
or even produce in another country.

In the last four decades there has been a
shift, as observed by scholars, from the traditional
import substituting and resource based FDI to
that designed to promote an integrated structure
of MNEs (Paul & Feliciano-Cestero, 2020). The
last 20 years has seen an increase, not only in the
importance of joint ventures and non-equity re-
source flows but of liquidation and voluntary
divestment, especially by US MNEs to developing
countries. The involvement is more in low or ma-
ture technology sectors in which barriers to entry
are falling in response to the move towards glob-
alization. Buckley and Casson (1976)’s internaliza-
tion theory asserts that there are factors within the
firm that encourage the investor to expand inter-
nationally. FDI has become the territorial expan-
sion of business activities to advance the interests
of the investor, normally to secure the highest rate
of return on investment. Developing countries are
recognizing the advantages of FDI to their econ-
omies and are competing to attract more FDI.

Global foreign direct investment has been
declining and it continued to slip from 2015 for
three consecutive years, dropping by 13% to US
$1.3 trillion in 2018. This decline was largely ema-
nating from the first and second quarter activities
that saw the US multinational enterprises return-
ing their business to the US due to the new tax

laws that were implemented requiring that the
multinational enterprises (MNEs) be taxed twice,
in the foreign country and the home country. For-
eign corporations that are owned by Unites States
(US) citizens were previously not subjected to US
taxes but only paid taxes in the host country un-
less it was income received in the form of divi-
dends. Foreign direct investment (FDI) inflows to
developed countries reached the lowest in 14
years, with a decline of 27 %. FDI flows to Africa
increased byl1% to $46 billion despite the de-
clines in many larger recipient countries. The in-
crease could be attributed to the continued re-
source seeking inflows, diversification of invest-
ments and the recovery in South Africa after sev-
eral years of low level inflows. This positive
change resulted in an increase from a deficit of
$1.34 million in Eswatini to an inflow of $0.54
million breaking the persistent decline from year
2015 (OECD, 2020).

The Kingdom of Eswatini is a relatively
small country that is constantly engaging differ-
ent strategies in its endeavour to increase foreign
direct investment. The country is party to a num-
ber of conventions and has accomplished and
maintained trade agreements with other coun-
tries, regionally and internationally, to increase
the trade areas and the market size. Betchoo
(2019) maintains that governments and bilateral
agreements are the first issues that should be con-
sidered when developing business beyond bor-
ders. A few of the trade agreements signed by the
country include SACU, COMESA, African Conti-
nental Free trade, Economic Partnerships Agree-
ment, Tripartite Free Trade Area, and AGOA.
Eswatini is currently ranked first position in Afri-
ca and thirty-two in the world, in Trading across
Borders by the World Bank Ease of Doing Busi-
ness Index. In 2017, it was ranked first in the Sub
Saharan region in the 2017 Index of Economic
Freedom. (Authority, 2019). The Eswatini Invest-
ment Promotion Agency (EIPA) was formed in
1998 to promote and facilitate local and foreign
direct investment and trade in the country. In its
effort to encourage FDI in the country, EIPA has
incentives that are often customized for the dif-
ferent industries. There are exemptions from im-
port duty offered to new investors on machinery
and equipment and on the raw materials for
manufacturing goods that are brought into the
country. Generous tax allowances are also offered
to new firms, including a ten-year exemption
from withholding tax on dividends and a low
corporate tax rate of up to 10% on approved in-

15



Relationship between Financial Indicators and Foreign Direct Investment in Eswatini
Nosipho Pearl Hlophe And Kalu O. Emenike

vestment projects. Firms that engage in manufac-
turing industry in the country are offered with
purpose built factory shells at subsidized rates, in
the fully serviced industrial sites of the country
(Eswatini Investment Promotion Authority, 2019)

Despite all efforts made by the Government
of Eswatini to increase the inflow of Foreign Di-
rect Investment in the country, statistics are show-
ing a continued instability in the past ten years.
Data show that for the year 2010 FDI inflows were
at $135.6 million dropping to $26.5 million in 2012
and continued to fluctuate, reaching $-57.8 mil-
lion in 2017. The Swazi Lilangeni/US dollar
(SZL/US$) exchange rate, on another note, has
continuously been depreciating from SZL7.32/$
in 2010 to SZL14.71/$ in 2016. This implies that
about half of its value was lost in a 6-year period.
The inflation rate showed great increase from
4.509% in 2010 to 8.9% in 2012, which is almost
double. The real interest rate has been continu-
ously fluctuating (The World Bank, 2020; Central
Statistics Office, 2020). In the 2015/6 fiscal year
the Government of Eswatini developed the coun-
try’s Industrial Development Policy which looked
at areas that government had to consider to im-
prove the investment climate and encourage for-
eign direct investment. In all the strategies stated,
there is none that speaks to the financial indictors
as areas of consideration in the implementation
plan to achieve that goal. The effects of these fi-
nancial indicators to the economy are real and
consequential; hence they should be investigated
in the context of FDI. An investigation to ascertain
the impact of financial variables on FDI inflows,
therefore, becomes crucial to understand whether
they are the reasons for the fluctuations. Past
studies have been carried out to assess the deter-
minants of FDI (Masuku & Dlamini, 2009), and
examine the examined benefits and drawbacks of
foreign direct investment in Eswatini (Joubert,
2012), but no study has concentrated on linkage
between financial indicators and FDI in Eswatini,
which is a gap that needs to be addressed.

The purpose of this study therefore was to
evaluate the relationship between financial indi-
cators and foreign direct investment in Eswa-
tini.This study will close the gap in previous stud-
ies that have been carried out on the subject in
Eswatini. It will be a great contribution to the
body of knowledge on the subject to future schol-
ars. For the country to be able to attract more for-
eign direct investments, it is imperative that the
policymakers are able to identify the financial
indicators that have greater influence on foreign

direct investment inflows. This study will be use-
ful to the policy makers as a build up to the de-
velopment of a model for Eswatini that relates
foreign direct investment to the macroeconomic
drivers. Foreign investors will also be able to un-
derstand the causal relations of the financial indi-
cators on their investment for planning and deci-
sion making. The rest of the paper is organised as
follows: immediately following this introduction
is section 2, which presents brief review of empir-
ical literature. Section 3 contains data and method
of analysis. Section 4 presents results from the
study and discussions, and section 5 concludes
the study.

2. HYPOTHESIS DEVELOPMENT

Several studies have been undertaken by
scholars on the relationship between foreign di-
rect investment and financial indicators in devel-
oping economies. Wijeweera and Mounter (2008)
for example analysed how FDI inflows respond to
market size and performance, trade openness,
labour cost indicators, exchange rate and interest
rates for the period 1950 to 2004. The results show
amongst others that exchange rate has an inverse
relationship with FDI in the short run but positive
in the long run, and FDI and interest rates has an
inverse relationship in Sri Lanka. A similar Paki-
stan study by Malik and Malik (2013) reported
that the coefficients of GDP, inflation and ex-
change rate are positive when tested at 1% signifi-
cance level. They concluded that the macroeco-
nomic indicators have a significant positive im-
pact on FDI inflows in Pakistan. Alshamsi, Hussin
and Azam (2015) studied the impact of inflation
rate and GDP per capita on inward foreign direct
investment inflows in United Arab Emirates
(UAE) for the 1980 to 2013 periods, and docu-
mented evidence of no significant effect of infla-
tion on FDI inflows whereas GDP per capita
proxy used for market size has a significantly
positive impact on FDI inflows. An Indian study
by Vanita, Rifika and Varun (2015) explored the
relationship between FDI and six macroeconomic
variables namely; exchange rate, inflation, Index
of industrial production, interest rate, trade open-
ness and S&P CNX 500 equity index. They con-
clude that all the macroeconomic variables
showed a positive and significant correlation with
FDI except for exchange rate and interest rate
which have a negative and significant correlation
with FDL

Many studies on FDI and financial indica-
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tors have also been conducted using African data.

Omankhanlen (2011) examined the effect of ex-

change rate and inflation on foreign direct in-

vestment and their relationship with economic
growth in Nigeria using annual data from 1980 to

2009. The study revealed amongst others that

Inflation has no major effect on FDI but that ex-

change rate has a significant and positive effect on

FDI. In a related study, Benson, Eya and Yunusa

(2019) examined the effect of exchange rate, infla-

tion and interest rates on FDI in Nigeria for the

period 2006 to 2018. They report that a positive
significant relationship exists between exchange
rate and FDI. The long run co-integrating equa-
tion showed that a negative relationship exists
between interest rate and FDI although not statis-
tically significant. Inflation was negatively related

to FDI in the long-run. Faroh and Shen (2015)

carried out a study aimed at examining the im-

pact of interest rate on FDI flow in Sierra Leone. It

was conducted from time series data for the peri-
od of 1985 to 2012 in the following variables were
considered: GDP, used as a proxy for market size,

Inflation for economic stability, exchange rate for

financial market viability, interest rate for Central

bank monetary policy tool and trade volume as a

proxy for trade openness. From the analysis, trade

openness and exchange rates were found to be the
key determinants of FDI inflow, having positive
significance. Others variables, such as inflation,

GDP and interest rate, were found to be insignifi-

cant factors causing the variability of FDI flows.

Enu, Havi and Attah-Obeng (2013) examined the

determinants of foreign direct investment inflows

to Ghana between the periods 1980 to 2012. The
results showed that there is unilateral directional
between FDI and GDP growth, exchange rate and

GDP growth. There was also bidirectional causali-

ty between exchange rate and FDI, Inflation and

GDP growth, trade openness and GDP growth

and also between trade openness and inflation.

In a Kenyan study, Ndanu and Ocharo

(2018) reported that real interest rates and ex-

change rates have negative and significant influ-

ence on FDI inflows into Kenya; but inflation has
insignificant influence on FDI.

Hi : There is no significant relationship between
the interest rate and foreign direct invest-
ment in Eswatini

H>: There is no significant relationship between
the inflation rate and foreign direct invest-
ment in Eswatini

Hs . There exist no significant relationship be-
tween the exchange rate and foreign direct

investment in Eswatini

Dondashe & Phiri (2018) examined macroe-
conomic determinants of FDI for the South Afri-
can economy using GDP per capita, inflation rate,
government size, real interest rate and terms of
trade. The results showed that with the exception
of inflation; real interest rate, GDP per capita,
government size and terms of trade exert a posi-
tive long run effect on FDI in South Africa. A re-
lated study by Masipa (2018) sought to ascertain
the relationship between FDI and economic
growth in South Africa for the 1980 - 2014 peri-
ods. The variables analysed were FDI inflows,
GDP growth rate, trade openness, real effective
exchange rate and government expenditure. The
results showed amongst others that a percentage
increase in the exchange rate was observed as
leading to 11.96% decline in economic growth.
The study concluded that an increase in govern-
ment spending displaced the investment in the
economy (the crowding effect). The nature of the
relationship supported the traditional notion that
attraction of FDIs and increase in GDP enhance
economic growth in South Africa.

In Eswatini, Masuku & Dlamini (2009) car-
ried out a study on the determinants of foreign
direct investment for the period 1980 to 2001. The
variables used in the study were FDI inflows, as
the dependent variable and the independent vari-
ables included the size of the domestic market,
openness of the economy, infrastructure, and at-
tractiveness of the domestic market, external eco-
nomic stability and internal economic stability.
They reported that 76% of the variation in FDI is
explained by economic openness to foreign trade,
infrastructure, internal and external economic
stability as well as size and attractiveness of the
domestic market of the previous year. FDI inflows
were positively influenced by economic stability,
infrastructure, internal economic stability, and
openness of the economy, but negatively influ-
enced by attractiveness of the domestic market,
and the size of the domestic market.

Hy . There is no causal relationship between the
financial indicators and foreign direct in-
vestment in Eswatini

3. DATA AND METHOD

Nature and sources of data

This study adopted a quantitative research
method in analysing the relationship between
three financial indicators and foreign direct in-
vestment inflows. The study used time series data
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on the variables for the period 1980 to 2019. A
correlational research design, which measures a
relationship between two variables without the
researcher controlling either of them, was adopt-
ed. Secondary data was used for this study. An-
nual time series data on the inflows of FDI and
the financial indicators, namely real interest rate,
inflation rate and exchange rate, was sourced
from the World Bank development indicators
website, the Central bank of Eswatini, and the
Central Statistics Office of Eswatini.

Model specification

Based on the empirical review, a linear
form of the model is presented as:

FDI = f (INT, INF, EXRATE)

This means that the study seeks to describe
the FDI inflows as a function of interest rate, infla-
tion and exchange rate. The linear multiple re-
gression model is displayed as:

FDI; =By + B; INT; +B; INF; + B3EXRATE; +¢t

Where FDI, is the Foreign Direct Investment in time t,
Bo is the intercept, Bithe coefficients, INT is the interest
rate, INF is the inflation, EXRATE is the exchange rate
and et is the error term assumed to be normally and
independently distributed with zero mean and cap-
tures all other explanatory variables that influence for-
eign direct investment but are not captured in this
model.

Method of Data Analysis
Unit Root Test

Before running the correlation analysis the
variables must be tested for stationarity. In testing
for stationarity the Augmented -Dickey Fuller
(ADF) test was applied in levels and differenced
to establish the presence of a unit root and the
order of integration. This test is to ensure that all
the variables are integrated in the same order to
avoid spurious results. It is based on the model:

r
v, = + pt +Z By, . +&,
=1

AV, = 4+ ¥iE+ o Vi +

i1

Where Yt is the variable tested for unit root; p is the lag
length; t is the time trend variable while, A is the differ-
ence operator, & and y are the constant terms and & is
the error term.

The null hypothesis is that the series has a unit
root and is non stationary. The decision rule is

;‘G‘ "'l.f"r—.: -

based on 5% significance level and the p-value. If
p-value > 0.05 the null hypotheses cannot be re-
jected, the data has a unit root and is non station-
ary. If p-value <=0.05 the null hypotheses is re-
jected, the data does not have a unit root and is
stationary (Emenike, 2015).

Correlation Analysis

The interrelationship between the variables
was examined. Correlation analysis observes the
existing association or relationship between the
variables (Evans, 1996). The measure for this rela-
tionship from the sample is called the sample
(Pearson) correlation coefficient, denoted by r.
The formula for estimating r is:

_ nY Ty — D Ti ) Yi
JrEal = (Sa) \/n Ty — (Tu)’

Where: ryis the Pearson correlation coefficient between
variable x and y, n is the number of observations, x;is
the value of x for the ith observation, and yis the value
of y for the ith observation

The results of this analysis is the Pearson
correlation coefficient whose values range from -1
to +1, signifying the strength or extent and direc-
tion of association between two variables. A cor-
relation coefficient of -1 signifies a perfect nega-
tive relationship, a +1 indicates that the two vari-
ables perfectly positively related while 0 indicates
that there is no relationship between the two vari-
ables (Gogtay & Thatte, 2017). In testing hypothe-
sis, the significance of the relationship between
variables is established through the p-value re-
sults. Thus, the null hypothesis is rejected if
p<0.05.

Tay

Granger Causality Test

The Granger Causality test was run to test
if the lagged values of the independent variables
explain the change in the dependent variable and
also determine the direction. Following Emenike
(2015), we specify the Granger causality as fol-
lows:

j }? = Zl GL'}?_ —Z ﬁ,-"XI—j _“1:

Jj=1

X, =3 AY 0K
i=1 J=1
The first equation postulates that the cur-

rent Yt is related to its past values as well as that
of Xt and vice versa in the second formula. Unidi-
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rectional causality from X:and Ytis indicated if
the estimated coefficient on the lagged X: are sta-
tistically different from zero as a sum () j#0) and
the set of estimated coefficient on the lagged
Ytare statistically different from zero (Y Ai# 0)
(ElemUche, Omekara, & Nsude, 2018). For the
granger causality F-test with the null X: does not
Granger-cause Y: and the converse, the decision
rule is to reject the null if F-stat is greater than the

f-value.
4. RESULTS

Descriptive statistics

In this section of the study a detailed de-
scriptive analysis will be set and the trends of the
dependent and the different explanatory variables
will be recognised. The variables can be described
using both descriptive statistics and trends as
they are time series variables that have an annual
frequency, with the independent variables calcu-
lated as an average of 12 months, from January to
December of each year. The Jarque-Bera probabil-
ity has the null hypothesis that the series is nor-
mally distributed, to which if the p-value is small
the null hypothesis is rejected. The descriptive
statistics show Jarque-Bera p-values greater than
the significance level for foreign direct investment
(p = 0.9977), exchange rate (p= 0.2440) and infla-
tion rate (0.0808), thus failing to reject the null
hypothesis. However, the inflation rate has p =
0.0069, to which the null hypothesis is rejected.

The FDI graph shows a very irregular trend
on FDI in the country, with a minimum of US$ (60
190 680) in 2003. This means that there was more
divestment compared to investments. It is noted
that from a negative value, the rise becomes an
instant boom than gradual growth. This is ob-
served in 1993 and 1994, 2003 and 2004, 2005 and
2006 and 2017 to 2019. In 2019 the maximum val-
ue was observed at US$ 168 183 134.

The Lilangeni/Dollar exchange rate has been
on a depreciatory trend since the 1980’s, though
there was a false recovery in the years 2000 to
2010. This is shown by the upward trend in the
graph over the study period (1980-2019). Recent
trends show that the worst position the exchange
rate has assumed annually is SZL14.70 per Dollar
(Maximum), and the best the exchange rate has
assumed was SZL0.78 per dollar (Minimum) in
back in the days in 1980.

The interest rate on the other hand shows that
a maximum interest savings have been earned in
Eswatini over the duration of the study was 13.81

percent, and that was in 1985. The minimum in-
terest savings have attracted in Eswatini was -
12.18 percent and that was is 1990. Over the peri-
od 1980 to 2019, savings have attracted an average
interest rate of 4.43 percent. Trends for the interest
rate shows that it has fluctuated around 5 % for
the duration of the period on study, showing a
very low interest rate thus reducing the enthusi-
asm for saving in the country.

Inflation in Eswatini reached highs of 20.46
percent (Maximum) in 1985, whilst it reached its
lowest point in 2019, where it recorded 2.6 per-
cent (Minimum). Over the period, inflation has
averaged 4.43 percent, which is well within the
South African target of 3-6 percent. This shows
that inflation has been fairly stable on the review
period though over the years it has been fluctuat-
ing. The lows of 2.6 percent show the effect of
fiscal policy together with monetary policy in
fighting inflation. This data was transformed to
natural log before the tests were conducted.

Table 1: Descriptive statistics

FDI_INFL

OWS EXCR INF INT
Mean 49618226 6.120 9.635 4432
Median 44038686 6.234 7.962 5.037
Maximum 1.68 14.711 20.462 13.811
Minimum -60190680 0.779 2.6 -12.183
Std. Dev 52219946 4.036 4.699 5.641
Skewness 0.0171 0.562 0.869 -1.04
Kurtosis 2.961 2.344 3.030 4.270
Jarque-
Bera 0.005 2.821 5.032 9.943
Probability 0.998 0.244 0.081 0.007
Sum 1.98 244812 381.447 177.293
Sum  Sq.
Dev 1.06 635379 861350 1240.988
Observa-
tions 40 40 40 40
Unit Roots Test

Prior to running any linear analysis on the
data, it is important for the study to ensure that
the variables to be used are tested for stationarity.
This is to make sure that the variables give better
results in the analysis and to ensure that the re-
gression is not spurious. The study used the
Augmented dickey-fuller (ADF) test for station-
arity testing of the variables. This is to test the
null hypothesis of the existence of a unit root in
the data (Non Stationarity). The variables were
initially tested at level and the results of the test
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are shown in Table 2.

FDIINFLOWS
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Figure 1 Trends (FDI, exchange rate, interest rate, inflation rate)

Table 2: Unit root test results - at level

Table 2: Results of ADF test at First difference

Variable Differ-  ADF Value Variable Differenc- ADF P-

encing  Statistics ing Statistics  Value

Exchange AtLevel  -2.1263 0.2359 Exchange First  dif- -4.6451 0.001
Rate(Lilangeni/ Rate(Rand/Dolla  ference

Dollar) r)

FDI inflows AtLevel -6.4430 .0000 FDI Inflows First dif- -11.1961 0.000
Inflation rate AtLevel -2.9367 0.0503 ference

Interest rate AtLevel -6.7940 0.0000 Inflation rate First  dif- -8.7081 0.000
ference

Results from Table 1 show that FDI inflows  Interest rate First dif- -11.7325  0.000
and interest rate are stationary at level and the ference

exchange rate, as well as, the inflation are have a
unit root. The p-values for FDI inflows and inter-
est rates are less than the significance level of 0.05,
both estimated at 0.000 respectively. This, there-
fore, means there is significant information to
reject the null hypothesis of the existence of a unit
root in these variables. On the other hand, the p-
values for the exchange rate and the inflation rate
are greater than the significance level of 0.05, es-
timated at 0.2359 and 0.0503, respectively. This
implies that there is no sufficient evidence against
the null hypothesis, hence the failure to reject the
null hypothesis of existence of a unit root. The
study differenced these variables and further test-
ed it for unit root after differencing. Results of the
ADF test at first difference are shown in Table 3.

Results from Table 3 show that after first
difference, all variables become stationary. The p-
values are estimated at 0.0006 or the exchange
rate, 0.0000 for FDI inflows, 0.0000 for the infla-
tion rate and 0.0000, as well, for the interest rate.
These p-values are below the significance level of
0.05, hence we have significant information to
reject the null hypothesis of an existence of a unit
root in all the variables. This implies that all vari-
ables are now ready for linear analysis, therefore,
the next section of the chapter will explore the
correlation analysis with the aim of assessing the
existing linear relationships in the data.
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Correlation analysis

In this section of the study we seek to de-
scribe the nature of the relationship that exists
between the variables in addressing the first three

Table 3: Results of Correlations

objectives of this study. This will be assessed
through the use of the Pearson correlation coeffi-
cient and p-values. Results of the correlations are
shown in Table 4.

DLNFDI1 DLNINT1 DLNEXCR1 DLHINF1
DLNFDI1 Pearson Correlation 1 .013 327¢ -.030
Sig. (2-tailed) 940 .045 .857
N 38 38 38 38
DLNINT1 Pearson Correlation .013 1 125 -.493*
Sig. (2-tailed) .940 455 .002
N 38 38 38 38
DLNEXCR1 Pearson Correlation 327 125 1 174
Sig. (2-tailed) .045 455 297
N 38 38 38 38
DLHINF1 Pearson Correlation -.030 -.493" 174 1
Sig. (2-tailed) .857 .002 297
N 38 38 38 38

*. Correlation is significant at the 0.05 level (2-tailed).
**_ Correlation is significant at the 0.01 level (2-tailed).

The results show that there exists a signifi-
cant positive relationship between exchange rate
and foreign direct investment inflows at the 0.05
level of significance. This is depicted by the p-
value of 0.045 which is less than the significance
level, thus the study rejects the third hypothesis
that there exist no significant relation between the
exchange rate and foreign direct investment in-
flows in Eswatini. A Pearson correlation coeffi-
cient (r) of 0.327 is observed.

The results show that there is no significant
relationship that exists between interest rate and
FDI inflows, with a p-value of 0.94 which greater
than the significance level. A positive Pearson
correlation coefficient (r) of 0.13 is observed.

The inflation rate is also shown to have no
significant relationship with FDI inflows. The
results show a p-value of 0.86, which is above the

significance level of 0.05. The Pearson correlation
coefficient is -0.03, meaning though insignificant
there is a negative relationship between inflation
rate and FDI inflows. This, therefore, means that
the study fails to reject the first and second null
hypothesis.

Causality Analysis

This section of the chapter explores the
causal relationships that exist within the variables
considered in the study. The study used the
Granger causality test, which is a test that investi-
gates the null hypothesis of each of the economic
variables granger causing foreign direct invest-
ment inflows into Eswatini. This test addresses
the fourth research objective of the study. The
results of the test are shown in Table 5.

Table 4: Results of the Granger Causality test extract

Null Hypothesis: Obs F-Statistic ~ Prob.

DLNEFDI1 does not Granger Cause DLNEXCR1 36 1.10676 0.3433
DLNEXCR1 does not Granger Cause DLNFDI1 513571 0.0118
DLNINT1 does not Granger Cause DLNFDI1 36 0.53568 0.5906
DLNEFDI1 does not Granger Cause DLNINT1 0.00586 0.9942
DLHINF1 does not Granger Cause DLNFDI1 36 3.24550 0.0525
DLNEFDI1 does not Granger Cause DLHINF1 0.72315 0.4932

The results from the Granger causality test
show a p-value of 0.01, which means that at 5%
significance level, the null hypothesis of exchange
rate not granger causing FDI inflows is rejected.
There is sufficient evidence in support of the al

ternative that the exchange range does granger
cause FDI inflows.

It is noted that the results show a p-value of
0.053 for inflation rate not Granger causing FDI
inflows. This implies that there is no sufficient
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evidence to reject the null hypothesis that the in-
flation rate does not Granger cause FDI inflows
into Eswatini at 0.05 significance level. This, how-
ever, does not hold true at 10% significance level.
A study that runs the test at 0.10 significance level
would reject the null, since the p-value is below
the significance level. Consequently, inflation rate
Granger-causes FDI at conventional significance
level. The interest rate presented the p-value of
0.59 which is greater than the significance level of
0.05, therefore, implying that interest rate does
not Granger cause FDI inflows.

5. DISCUSSION

Varying results were obtained from previ-
ous studies conducted in the Asia region where
Vanita, Rifika and Varum (2015) found India to
exhibition a positive significant relationship for
inflation and negative significant relationship for
exchange rate and interest rate towards FDI. This
is contrary to the findings of this study. Malik and
Malik (2013), in Pakistan, found a positive signifi-
cant relationship between FDI and both inflation
rate and exchange rate. However, Alshamsi,
Hussin and Azam (2015), and Wijeweera and
Mounter (2008) in their China and Sri Lanka stud-
ies, respectively discovered almost similar results
to this study. China showed a weak and positive
relationship to FDI, whilst in Sri Lanka showed a
positive relation for exchange rate although a
negative relation with interest rate.

In the African region, most of the earlier
studies reflected similar results to this study. A
positive, significant relationship for exchange rate
was found in Nigeria by Omankhalen (2011),
Ekine and Ajie (2017) and Benson, Eya and
Yunusa (2019). Ndanu and Ocharo (2018), in con-
trast, in their Kenyan study discovered a negative
and significant relationship for both interest rate
and exchange rate and no significance for infla-
tion rate. Similar results to this study were also
observed by Faroh and Shen (2015) in Sierra Leo-
ne study as well as Dondashe and Phiri (2019) in
South Africa. In most African countries, the ex-
change rate is observed to have a positive rela-
tionship with FDL Inflation rate is mostly nega-
tive and insignificant.

A large number of studies have been con-
ducted, which lead to identifying the determi-
nants of FDI; however, there is no unanimity in
accepting any set of explanatory variables that
can be regarded as the correct determinants of
FDI. Varying results are obtained for the different

economies. Masuku & Dlamini (2009) studied the
determinants of FDI inflows in Eswatini, using co-
integration and the error correction model. The
study showed that 76% of the variations of FDI
inflows could be explained by the model which
was looking at FDI inflows as a function of the
domestic market, openness of the economy to
foreign trade, infrastructure of the host country,
attractiveness of the domestic market, external
economic stability and the internal economy.
Most of these significant variables are dependent
on exchange rate and inflation rate. In order
words, the import of stable exchange and infla-
tion rates in attracting FDI inflow is established.

6. CONCLUSIONS AND SUGGESTIONS

The import of FDI in enhancing liquidity in
the domestic economy and bringing significant
benefits by creating high-quality jobs, introducing
modern production and management practices
thereby enhancing economic development has
been highlighted in literature. This study evaluat-
ed the causal relationship between financial indi-
cators namely exchange rate, interest rate and
inflation rate and FDI using simple correlation
analysis and Granger causality test for the 1980 -
2019 study period. The estimates from prelimi-
nary analysis data series are first difference sta-
tionary. The results from correlation analysis
show that interest rate and inflation rate do not
have significant relationship with FDI inflows in
Eswatini. The results however show evidence that
exchange rate has a positive and significant rela-
tionship with FDI inflows in Eswatini. Estimates
Granger causality test indicates that interest rate
do not granger cause FDI inflows in Eswatini.
Inflation rate granger causes FDI at the 10% sig-
nificance level. The estimates further show evi-
dence of a unidirectional causality from exchange
rate to FDI. Hence, exchange rate granger causes
FDI inflow in Eswatini, but FDI does not granger
cause exchange rate.

One major suggestion to the monetary au-
thorities in Eswatini is continue to adopt fiscal
and monetary policies that would contain infla-
tion in the economy. As the correlation results
show, inflation has negative association with FDIL
Policies that contain it, would favour FDI inflows
into Eswatini. In addition, we suggest that the
Central Bank of Eswatini should formulate ex-
change rate policies that enhance stability of Lil-
angeni. Relative stability of Lilangeni exchange
rate is major stimulus to FDI inflows to Eswatini.
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More so, the spread between inflation rate and
interest rate should be wide enough to entice for-
eign investors.
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