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Abstract 

Empirical evidence demonstrating that public corruption encumbers foreign direct investment (FDI) and 

economic has started to emerge, with researchers increasingly allotting more time to study the contiguous 

issues. Corruption reduces FDI and increases the cost of doing business by raising uncertainty over 

expected payoffs to fixed capital investments. The cost is often transferred to consumers through higher 

prices or lower quality of goods and services, which affect negatively the private sector‟s  labour market, 

efficiency, competition, innovation and in particular, economic growth. The main motivation of this paper 

is to respond to the question: Is there a link between corruption and low levels of FDI in Zimbabwe?  

Adequate FDI inflows generate employment opportunities, augments domestic foreign exchange reserves, 

upsurges positive technological externalities and human capital skills. The study relies on a quantitative 

methodology by employing a multivariate regression equation using annual time series data for the period 

1998 to 2014. Corruption, trade openness, lagged GDP and gross capital formation were found to be 

significant. Policies that reduce public corruption, encourage accountability, safeguard property rights, 

minimise barriers to international trade, lower inflation, and create minimal regulatory barriers are likely 

to attract FDI, a plausible prerequisite for economic growth.  
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1.0 INTRODUCTION AND BACKGROUND 

Zimbabwe has stalled in industrialization and this dearth of industrial development has been partially 

related to the challenges of attracting sufficient levels of FDI. According to UNCTAD (2014), in absolute 

terms FDI flows to the Sub-Sahara African Region have increased since the start of 1990s. The value of 

FDI to the region rose from US$36.7 billion in 1990 to a level of US$108.5 billion in 2000, and stood at 

US$474 billion as at 2013 (World Bank, 2015). However, Zimbabwe has not benefited from the FDI 

inflows into the region. In fact, out of the total inward stock of FDI to Sub-Saharan region, the country 

only attracted US$1.4 billion or less than one percent of the total for Sub-Saharan Africa (UNCTAD, 

2014). FDI in Zimbabwe stagnated at US$400 million between 2010 and 2013. This figure pales into 

insignificance compared to Southern African comparatives like Mozambique which received US$5,9 

billion in 2013, South Africa and Zambia which attracted US$8.1 billion and US$1.8 billon respectively.  

 Faced with diminishing FDI inflows, Zimbabwe is also currently experiencing a phenomenal 

surge in the level of public corruption which may further asphyxiate a rapidly declining economy. The 

country is ranked 161 out of 189 in the world on the World Bank‟s ease of doing business scale in 2016 

whilst its major trading competitors- South Africa is ranked 74, Botswana 71 and Zambia 98. Inordinately 

high levels of public corruption impacting on the ease and cost of doing business has often been touted as 

likely cause of low FDI inflows (WB, 2016). According to Transparent International (2015), the 

Perception of Corruption Index (CPI) for Zimbabwe is 21 compared to South Africa 44, Zambia 38 and 

Botswana 68. According to this measure the lower the score the higher the perception of corruption in a 

country. An important feature of post-independence political economy in Zimbabwe has been the 

upswing of statism as a favourite economic and development path. Sibudubudu (2002) and Szeftel 

(2000a) argue that at independence in 1980, Zimbabwe inherited underdeveloped and colonially 
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weakened institutions which were the fertile ground for the propagation of corruption. The country 

introduced macroeconomic controls, import substitution policies and some redistributive strategies that 

compelled a large public sector and increased public spending on health, infrastructure and other social 

welfare programs (Muzurura, 2016). The controls which included permits, licenses, price and wage freeze 

and a plethora of regulatory constraints on the supply-side led to high growth of bureaucratic corruption.  

Substantial state intervention in private exchange produced politicized resource allocation systems 

in which returns to factors of production were not determined by the marginal productivity of factor 

inputs but by the rent-seeking activities of the resource owner. A decade after independence, corruption 

became entrenched and almost a predictable way of doing business especially in public sector. In 1990, 

Zimbabwe liberalised the economy from command controls which were the main cause of inefficient 

allocation of resources in the private sector. However the extent of bureaucratic corruption deepened due 

to inappropriate laws and weak institutions which were ineffective in constraining the ability of the 

government to intervene in private exchange.  The Zimbabwe Investment Centre which was purportedly 

created to facilitate FDI inflows was used as a strainer mechanism that enabled the government to 

corruptly block or restructure FDI proposals deemed incongruent with national strategic goals of 

indigenising foreign companies ((Robinson, 1993; Sibudubudu 2002; Muzurura, 2016). Corruption was 

firmly embedded in the politics of the state and illicit private wealth accumulation of the ruling elite 

became dependent on state power and access to state resources.   

Zimbabwe‟s corruption perception index decreased from 42% to 8% between the years 1998 and 

2000.  The increase in corruption can be traced to a number of factors such as the struggle for power 

politics of patronage, political violence and emergence of special interest groups like the Women in 

Politics, Youth Action Groups and Indigenous Business Groups. These interest groups invested their 

resources either in capturing the rent-creating apparatus of government or in influencing the civil servants 

whose job was to channel the rents to the incumbent‟s supporters. The discovery of diamonds and other 

precious minerals resources intensified the insatiable desire for ill-gotten private wealth. Makumbe (2011) 

claims that the emergence of sick institutions in the public sector, higher demands for increased 

government intervention in the indigenisation of the economy coupled with the breakdown of the rule of 

law following the widespread invasion of white owned commercial farms in year 2000 significantly 

contributed to the growth of public corruption in the country. Tizor (2009) argues that the bureaucrats 

enjoyed access to a range of forms of illicit rents, perquisites, and petty corruption which constituted 

important entitlement of office. 

The main problem is that since year 2013, weak governance, political instability, lack of 

transparency and accountability within the bureaucratic system has created informational asymmetries 

and inefficiencies which is allowing public service officials and politicians to drain off huge amounts of 

public revenues and resources. The organisations deemed to be the watchdogs of the state such as the 

Zimbabwe Anti-Corruption Commission and the Zimbabwe Republic Police have been incapacitated by 

rent seeking public officials. In return for showing unfettered loyalty to the political elite these 

bureaucrats are gaining access to the state resources, are being awarded a range of payoffs, including jobs, 

loans, immunity from prosecution from embezzlement of the state resources.  Civil servants, bureaucrats 

and the incumbents now view their public office as an enterprise from which to extract extra income 

through unbridled corruption. In an economy pervaded by high levels of government regulations, 

underpaid government employees devote much of their time and effort to assisting entrepreneurs in 

evading state laws and statutes in order to supplement their meagre salaries. Weak institutional structures 

give the public officials almost unrestricted authority to intervene in the private economic activities and 

politicise the way public resources are being allocated. Consequently, this has led to large scale theft, 

inflation of contract prices, transfer pricing and other economic mismanagement in the public sector. 
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Scarce state resources are being channelled into uneconomic projects at the expense of more vital and 

growth-enabling infrastructure projects. Public corruption is providing the resources needed to purchase 

regime security and also to serve as a framework for channelling resources to supporters of the main 

political party, ZANU PF. As observed by Mbaku (1992) and Harsch (1993), similarly in Zimbabwe 

corruption is now a survival mechanism for cost-recovering entrepreneurs faced with ruinous state 

regulations. A massive migration of companies from the formal sectors to the informal sector has eroded 

Zimbabwe tax base resulting in significantly lower public revenues, illiquidity and lethargic economic 

growth. Corruption is distorting competition and fair market structures causing a general dead weight loss 

to consumers. The objective of the study is to determine whether corruption is the main cause of low FDI 

inflows in Zimbabwe. The study therefore seeks to answer the following questions: What is the impact of 

corruption/rent-seeking behaviour on FDI in Zimbabwe? What strategies can Zimbabwe adopt to reduce 

high levels of corruption in order to grow FDI? The study is significant for several reasons:   

Corruption impacts on foreign direct investment (Barro 2000) because investors see corruption as 

an unnecessary extra cost of doing business (Lipset and Lenz 2000). This is because corruption increases 

the costs of doing business by raising uncertainty over expected payoffs to fixed capital investment. 

Corruption also dampens foreign aid as donor countries struggle with how to ensure that aid money does 

not end up in private pockets (Nwabuzor 2005). FDI inflows proffer the only tangible conduit for 

stimulating economic growth and improving Zimbabwe‟s living standards and subsequent eradication of 

poverty. FDI influences technological progress, improves employment generation, productivity 

improvement and consequently leads to economic growth (Blomstrom and Kokko; 1999; Faini and de 

Mello, 1997, Muzurura, 2016).  

In addition, corruption adversely affects the quantity quality and efficiency of productive public 

investment by dislocating public funds from public investment towards unproductive activities. Public 

infrastructure provides key building blocks for the growth of FDI in many developing countries. We 

further aver that corruption has an undesirable effect on the efficiency of public investment as corrupt 

officials give priority to investments that engender higher private material and political gains over FDI 

inducing investments with higher social returns. Of significance also is that national values and ethos in 

Zimbabwe are emboldening a culture of behavioural rent-seeking, because those who acquire illicit 

affluence and buy influence through corrupt enrichment also command national, local respect and 

nobilities. People now believe that the state has always paid lip-service to its anticorruption crusade, 

hence the perceived absence of any useful deterrence against corrupt behaviour.  

While corruption in the post-independence Zimbabwe has allowed a few individuals to amass 

mammoth wealth for themselves, it has pauperised almost the entire populace and prevented the 

government from devising and implementing effective poverty alleviation strategies. Thus, the harmful 

effects of corruption are especially austere and traumatic on the poor, who are most reliant on the 

provision of public services and are least incapable of paying the extra costs associated with bribery, 

political violence, lobbying, underwriting of political campaigns, theft, nepotism, fraud, and the 

misappropriation of economic privileges.  Mauro (1996; 2002) observed that in corrupt societies such as 

in Zimbabwe, government functionaries tend to devote much of their time to competing for positions of 

economic power and in the pursuit of rents. This perpetual rent-seeking activity not only corrodes the 

capacity of state institutions responsible for FDI attraction to function appropriately but greatly 

undermines economic development (Johnson 2004). Corruption is imposing significant costs on the 

Zimbabwean economy through monopolization of certain economic sectors such as fuel and retail sectors 

made possible by rent-seeking resulting in a loss of consumer and producer surplus. According to Mbaku 

(1996), the rights to the artificial scarcity created by government regulation of economic activity are 
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usually won or captured by the most effective and efficient rent-seeker and not necessarily by the most 

efficient entrepreneur or producer. 

 The paper differs with studies done elsewhere in Zimbabwe in the following ways; the few 

studies on corruption in Zimbabwe relied on qualitative methodology focusing on the causes of 

corruption (see Mukono and Hlatywayo, 2014; Makochekanwa, 2014). However, there remains an 

important degree of ambivalence among academics and policy makers about the real impact of corruption 

on FDI inflows. We seek therefore to study the effect on corruption on FDI in Zimbabwe using a 

quantitative methodology for the period 1998 to 2012. An advantage of using country-level measures of 

corruption is that it lessens some of the measurement errors and predispositions associated with 

qualitative methodology if done at firm level. This is because subjects engaged in corruption are likely to 

resist a survey approach or even give misleading information as to the true nature of public corruption. 

Corruption thrives on secrecy.  

This paper extends the existing literature in several ways. First, by utilizing measures of 

corruption from a macroeconomic perspective, we provide a comprehensive analysis of the effect of 

corruption on FDI, an approach which may be replicated in most developing countries. Second, unlike 

previous studies, we run econometric regressions for a more recent period since corruption is a 

multifaceted and ever evolving phenomenon. To the best of our knowledge, this is the first study that 

analyses the effect of corruption on FDI in Zimbabwe, a country perceived to be the most corrupt country 

in Sub-Saharan Africa. The article is made up of five sections: section one is the introduction and 

explains the problem of corruption. Section two covers theoretical consideration and empirical literature; 

Section three presents the methodological framework. Findings and discussions are on section four whilst 

section five is concerned with the conclusions and recommendation. 

 

2.0 LITERATURE REVIEW 

Public corruption has been defined in many different ways and remarkably it appears there is no 

unanimity on its definition either in empirical literature or in practice. Public corruption defies easy 

treatment due to the multifarious nature of the socio-economic relationships directly responsible for its 

presence and spread (Mbaku, 1992).This complexity makes identifying and dealing with corruption a 

noteworthy challenge, both in the developed and developing economies like Zimbabwe.  In numerous 

empirical literature rent seeking is often used interchangeably with corruption (see Murphy et al; Mbaku, 

2002; Vishany et al, 1993) According to Balogun (2003), there is corruption when approved codes or 

rules have been ignored to attain personal ends or manipulated to frustrate public intentions.  Wilson 

(1968) asserts, corruption occurs whenever a person in exchange for some private advantage, acts other 

than as his duty requires. In contrast Stark (1997) claims that corruption involves private gain from public 

office. Transparency International has defined corruption as the misuse of entrusted power for private 

benefits (TI 2006).  Nye (1967) defines corruption as behaviour which deviates from the formal duties of 

a public role because of private-regarding pecuniary or status gains; or violates rules against the exercise 

of certain types of private-regarding influence. This includes such behaviour as bribery; nepotism; and 

misappropriation. Corruption becomes particularly significant in emergent or less developed economies 

(Wilhelm (2002)), resulting from the inexistence of a preventive legal framework, and having as a 

consequence, among others, a reduced effectiveness of the received international aid and the efficient 

allocation of domestic and external resources (Transparency International (2000)).  To an economy, the 

costs of corruption must include the resources expended to have the state pass laws to create artificial 

scarcities, and those spent to capture them once they have been created (Buchanan, 1980). Thus, in 

countries with politicized resource allocation systems such as obtaining in Zimbabwe inefficient 

producers can remain in the marketplace indefinitely. Mbaku (1992) shows how the success of such 
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entrepreneurs is not based on their ability to service the market efficiently but on how successful they are 

at rent-seeking. Consequently, many entrepreneurs in Zimbabwe devote a significant amount of resources 

to finding ways to influence distributional outcomes whilst fewer resources are devoted to the actual 

production of goods and services.  

According to Ndikumana (2007), the subsequent distortion of economic incentives made possible 

by massive state regulation has become an important obstacle to FDI attraction and economic 

development. This is because corruption slows down the growth of the income of the poor, reduces pro-

poor public expenditures, causes congestion in social services, and induces capital intensity in production, 

which reduces the employment impact of foreign direct investment and growth (Ndikumana 2007). In 

order to minimize the cost of state regulation on an individual‟s enterprise, many entrepreneurs have 

either taken their activities underground or must pay bribes to civil servants in order to continue to have 

access to markets in the formal sector (Mbaku, 1992). An excessive migration of enterprises from the 

formal sectors has battered the tax base of many developing countries and resulted in significantly lower 

FDI and economic growth.  

At the macroeconomic level, corruption has been shown to have negative effects on per capita 

GDP level and growth (Mauro 1995; Ades and Di Tella 1997; Lambsdorff 2003). Culture has also been 

cited as a determinant of corruption in developing countries. As argued by Jabbra (1976), corruption 

arises from the existence of defective cultural norms and behaviour. Other researchers argue that 

corruption arises from the foreign norms that accompany modernization (see Mbaku, 1992; 

Makochekanwa, 2014).  Vishny et al, (1993) argue that corruption is costly due to the distortions entailed 

by the necessary secrecy of corruption. They find the demand for secrecy shift a country‟s investments 

away for the highest FDI enhancing projects to potentially useless projects such as defence if the later 

offer better opportunities for secret corruption. The demands of secrecy can also cause leaders of a 

country such as Zimbabwe to maintain monopolies to prevent entry and trade openness and to discourage 

innovation by outsides if expanding the ranks of the elite can expose existing corruption (Vishany et al, 

1993). Such distortion can discourage useful FDI and economic growth critically required in developing 

countries.  

Gani (2007) investigated the relationship between indicators of governance and FDI using a 

sample of countries from Asia and Latin America and finds the rule of law, control of corruption, 

regulatory quality, government effectiveness, and political stability as positively correlated with 

investment. Using data on foreign and local direct investments in 111 countries over a five-year period 

1994-1998, Habib and Zurawicki (2001) demonstrated the negative impact of corruption on FDI 

compared to domestic investments and that the influence of corruption appears to be debilitated by such 

factors as the degree of trade openness of the host market and the political stability of the country. 

Lambsdorff (2003) concurs, the overall foreign capital inflows of a country decrease with corruption. 

Lambsdorff and Teksoz (2005) claim that it is petty corruption that deters international investors. They 

concluded that grand corruption in government policy making and in judicial decisions less deters foreign 

investors because they might feel belonging to an inner circle of insiders that can profit from hidden 

arrangements. 

 Straub„s (2008) however added that after reaching a certain threshold value the impact of petty 

bureaucratic corruption upon FDI gets weakened substantially. In contrast, Hakkala et al. (2008) based on 

a study of Swedish multinationals, has recently drawn attention to the possibility that corruption may 

differently interact with the established FDI projects depending on whether they are export-or local 

market-oriented. In their study the affiliates‟ sales within the host country market suffered as a result of 

corruption. Several authors show empirical evidence that political, corruption, institutional and legal 

environments are important to explain differences in economic growth and productivity among countries 
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(Knack and Keefer, 1995; 1997; Hall and Jones, 1999; Kaufmann et al, 1999; Talbott and Roll, 2001; 

Globerman and Shapiro, 2002).  

Bende-Nabende (2002) analyses the experiences of 19 Sub-Saharan African countries in 1970–

2000 and finds that the most dominant long-run drivers of FDI in SSA are market growth, export-

orientation strategy, and FDI-related policy liberalization. Globerman and Shapiro (2002) show that 

investment in corruption-reducing infrastructure such as political, institutional and legal environment 

attracts foreign capital, but also creates the conditions for domestic multinational corporations to emerge 

and invest abroad. Corruption may affect negatively the country‟s ability to attract foreign investment, as 

it works as a tax on profits (Bardhan, 1997) hence the costs of doing business raises and the expected 

investments profitability decreases (Muzurura, 2016). Mo (2001) believes that corruption undermines the 

innovators who need to deal with public services whose demand is inelastic, becoming the main targets of 

corruption, and they have to pay high bribes, since they do not have established lobbies or great influence 

power. Wei (2000) in a sample of 45 host countries and 14 source countries, for the period 1990-1991, 

concludes  that a tax rate rise on multinational firms has the same negative impact on FDI as a rise of the 

corruption level.  

Some recent empirical studies provide evidence of a negative relationship between corruption and 

FDI inflows (Hines, 1995; Wei, 1997, 2000; Habib and Zurawicki, 2002; Voyer and Beamish, 2004; 

Hakkala et al, 2008; Al-Sadig, 2009; Schudel, 2010), while others fail to find any significant relationship 

(Wheeler and Mody, 1992; Abed and Davoodi, 2002; Akcay, 2001). Corruption raises operational cost, 

creates uncertainty and thereby deters both domestic investment and FDI (Shleifer and Vishny et al, 1993; 

Wei, 1997 and Campo et al., 1999). Furthermore, models of firm investment under uncertainty show that 

if capital is partially irreversible, then greater uncertainty about future returns on investment increases the 

option of waiting to undertake an irreversible investment (Pindyck and Dixit, 1994). At the 

microeconomic level, evidence shows that corruption is associated with lower efficiency in the allocation 

and use of production factors hence contributing to low FDI and economic growth (Dal Bó and Rossi 

2007; Muzurura,2016).  

Corruption discourages both domestic investment and foreign direct investment because the 

various forms of rents such as bribes, kickbacks and transactions costs due to corruption delays and 

distortions increase uncertainty over the returns to capital and raise the cost of production, which 

ultimately reduces profitability (Mauro, 1995). Tanzi and Davoodi 2002a) avers  that corruption acts as a 

tax on capital, but unlike official revenue tax, it is uncertain and unpredictable, and therefore difficult to 

internalize. Given that corruption tends to perpetuate itself, this makes the option of delaying investment 

less attractive and induces potential investors to prefer activities with shorter maturity such as trade and 

speculative ventures over long-term investment (Ndikumana 2007). According to Murphy et al, (1993), 

corruption by government officials is likely to hurt efficient seeking and innovative FDI more than the 

everyday production. In many developing countries innovation-seeking FDI drives economic growth thus 

public corruption hamstrung economic growth more severely than production. Guillaumemeon and 

Sekkat (2005) analysed the relationship between the impact of corruption on economic growth and 

investment and the quality of governance in a sample of 63 to 71 countries between 1970 and 1998. They 

find a negative impact of corruption on both growth and investment. Ades and Di Tella (1999) argue that 

openness to international trade reduces corruption because it opens economies and its government, to 

greater competition from abroad. Rodrik (1998) concurs, that openness to international trade raises the 

level of government expenditures. Sanyal and Samanta (2008) examined US FDI outflows with respect to 

the level of corruption, in the form of bribery in 42 recipient countries over a five-year period. They 

demonstrated that US firms are less likely to invest in countries where bribery, as measured by the 

corruption perceptions index is wantonly pervasive. The greater the degree of openness, the larger the 
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expected FDI flows, because more markets are available for exporters and resource allocation is more 

efficient, providing economic welfare gains (Gastanaga et al,2006). Several authors found a significant 

positive relationship between FDI inflows and the degree of openness (Gastanaga et al, 1998; 

Nonnenberg and Mendonca, 2004; Agiomirgianakis et al, 2006; and Mathur and Singh, 2013).  

Muzurura (2016) in study of determinants of FDI inflows to Zimbabwe for the period 1980 to 

2012 finds high inflation rate, gross capital formation and low weak export growth inhibiting inward FDI. 

This is because investors prefer to invest in economies with a lesser degree of uncertainty and in more 

stable economies.  Similar studies by Nonnenberg and Mendonca (2004), Kahai (2004), and Al- Sadig 

(2009), find negative and significant effects of inflation on FDI. Alfaro et al. (2008) find that better local 

financial conditions stimulated by adequate gross fixed capital formation (GFCF) not only attract foreign 

companies but also allow host economies to maximize the benefits of foreign investments. However, 

Ponce (2006) found that inflation is not statistically significant. Ancharaz (2003) finds a positive effect on 

FDI inflows with lagged GDP for the full sample of non-Saharan African countries, but an insignificant 

effect for the Sub-Saharan African sample. Gastanaga et al (1998) found positive significant effect of 

GDP on FDI. The literature reviews has identified several transmission mechanism on how corruption 

impacts on FDI which include unfettered government regulations, discretion in public spending, low 

relative wages in the public sector and defective cultural values.  

 

3.0 METHODOLOGY 

 

3.1 Theoretical Model Framework 

Following the conventional practice in the empirical literature on FDI determinants a multiple regression 

model has been adopted (see for example, Hill, 2007, Kim, 2010; Aisedu, 

2002; Sikwila, 2015; Jenkins, 1998, Bayai and Nyangara, 2013; Dailami and Walton, 1992; Muzurura, 

2016). All the variables included in the regression model are guided by empirical literature and theoretical 

considerations. Among the economic explanatory variables of FDI inflows, we include the lagged GDP, 

the degree of trade openness, inflation, government expenditure, capital formation.  Secondary data was 

obtained from the World Bank database (2014). Perceptions of Corruption Index data was obtained from 

Transparent International Zimbabwe database. 

The empirical research on the impact of corruption on FDI inflows is based on the following regression 

equation: 

 

 
 

FDI-Foreign direct investment growth at a time t 

COR – Corruption at time t 

GFCEt - Gross fixed capital expenditure at time t, a proxy for public expenditure in Zimbabwe 

GFCFt- Gross capital formation at time t 

GDPt-1- lagged GDP a proxy for market size. 

TOPENt- Trade openness  

INFt- Inflation a proxy for macroeconomic stability 

μt error term 

 

Both liner and logarithmic specifications were experimented on but adopted the linear form because 

unlike logarithmic form, it gave superior performance in terms of explanatory power and general 
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significance of the main variable-corruption. The use of OLS is due to the fact that it has the advantages 

such as consistency, unbiasedness, minimum variance and sufficiency and also reduces the error sum of 

square. 

 

3.2 Description and justification of dependent variable and covariates 

 

FDI 

FDI could be defined as an investment that is made to acquire a lasting interest in an enterprises or 

country operating in an economy other than that of an investor, the investor‟s purpose being to have an 

effective voice in the management of the enterprise resident in the other economy (IMF, 1977). FDI 

inward flows in million US dollars are used as a measure for FDI.    

 

Corruption (CORR) 

It broadly includes the following elements; frequency of irregular payment for employees and the 

judiciary, political violence, improper practices in the public sphere, the political system as a threat to 

foreign direct investment, frequency of corruption cases in public administrations (Zouhaier, 2011; 

Lambsdorff (2003). We use Corruption Perception Index used by Transparency International. The 

Corruption Perception Index of Transparency International ranges from 0 (most corrupt) to 10 (least 

corrupt), so it is important to note on interpretation of findings that higher levels reflect lower corruption, 

a positive estimated coefficient for corruption reflects a negative impact on FDI. The sign of corruption 

cannot be determined a prior. In most instances, corruption leads to economic inefficiency and loss of 

producer and consumer surplus, because of its effect on the allocation of funds on production, and on 

consumption. Most evidence in developing countries shows that gains obtained through corruption, are 

unlikely to be reinvested within the country but transferred to foreign bank accounts hence FDI outflows 

instead of inflows. These transfers represent a capital leakage from the domestic economy which will 

impact negatively on the overall FDI growth. On the contrary, Leff (1964) supports the view that the 

introduction of competition into an otherwise uncompetitive economy can be beneficial to development 

because corruption brings an element of competition with its attendant pressure for efficiency to an 

underdeveloped economy. The author argues that bribery will be the possible enticing carrot which can 

provide innovators an opportunity to obtain elusive government licenses and permits, and also allow 

businesses needing to attract FDI to bypass unnecessarily cumbersome delays associated with 

government bureaucracy especially in developing countries. Makochekanwa (2014) and Acemogula and 

Verdier, (1998) find that corruption is a 'grease' which lubricates the 'squeaky wheels' of bureaucratic, 

rigid administration and inefficient governments particularly those of the developing world.  

 

Exports 

An export-oriented economy like Zimbabwe is assumed to have a positive influence on the inflow of FDI. 

Exports opens the avenues for future exportation of excess output by resource seeking MNCs (Haq, 

2012); (Njong and Tchakounté, 2011). The inclusion of this variable as lagged export is justified by the 

fact that Zimbabwe is a landlocked country with few credit lines characterised by imperfect capital 

mobility. There is therefore a long variable time lag from the date of exports, shipment, to arrival at 

destination and receipt of payment thus current year exports are expected to influence FDI one year later 

(Muzurura, 2016). Lagged exports are expected to be statistically significant and bear a negative sign 

indicating that high corruption in issuing export permits and licences deters FDI inflows. 
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Lagged Gross Domestic Product (GDPt-1) 

GDP is used to capture the supply capacity or market size of the economy. FDI is associated with 

economic growth through the accelerator effect which makes investment a liner proportion of changes in 

GDP (Hicks 1917, Jorgenson, 1963; Quattara, 2000). Low corruption, human capital development 

through transfer of managerial skills to developing countries all boosts GDP (Greene and Villanueva, 

1991; Quattara, 2000; (Mauro, 1995, Tanzi and Davoodi, 2002a; Ndikumana, 2007). GDP is included in 

this study as lagged because the value of current GDP will not affect the FDI immediately during one 

period, but will lag over several periods. Previous studies have proxy for market size either with real or 

real lagged GDP (see Faini and de Melo, (1990); Wheeler and Mody (1992); Kim (2010); Jenkins (998) 

and Aseidu (2002). In addition, Serven (1993) recommends use of lagged GDP as preferred to current 

GDP in order to reduce simultaneity. We expect high corruption levels to have a negative influence on 

economic growth and subsequent FDI inflows. There is wide support in the literature for the view that 

corruption is detrimental to growth and FDI (Tanzi 2002; Svensson 2005; Gyimah-Brempong 2002; 

Mauro, 1995). Corruption activities exhibit very natural increasing returns that may make corruption 

attractive to productivity activity. This can lead to numerous equilibria in the economy with bad equilibria 

exhibiting very low levels of corruption and low FDI (Murphy et al, 1993).   

 

Government fixed capital expenditure (GFCE) 

The Hirschman-type permissive public investment is assumed to operate in Zimbabwe where public 

investments in social and economic infrastructure are planned to complement directly productive private 

investment and boost FDI inflows. GFCE is measured as a percentage of rGDP. This variable is widely 

used and is expected to have an indeterminate sign. A large size of government expenditure in good 

infrastructure like telecommunications, water, road and energy systems increases the productivity of 

investments, raises effective demand and attract FDI. (Aisedu 2002, Tun and Wong, 1982; Blejar and 

Khan, 1984); Musalem, 1989; Wheeler and Mody, 1992; Kumar, 1994; Loree and Guisinger, 1995). We 

also argue that corruption also has a negative effect on the efficiency of public investment as corrupt 

officials give priority to projects that generate higher private material and political gains over projects 

with higher social returns or those which have a higher impact on FDI. This may imply that the rent-

seeking bias in the allocation of public expenditures results in higher, though inefficient, public 

investment in economies characterized by high levels of corruption (see Ndikumana, 1996, 2007; Mbaku; 

2002). As Acemoglu and Verdier (2000) point out, corruption is by and large a by-product of government 

interventions in the operations of free markets. It is especially made possible by the discretion that the 

policy makers enjoy in determining the type, size, composition and geographical location of projects and 

service delivery. The level of discretion is generally higher for capital expenditures than recurrent 

expenditures (Mauro 1998). The sign of GFCE is also indeterminate. 

 

Government fixed capital formation (GFCF) 

GFCF refers to the ratio of present income saved and invested in order to supplement future output and 

income. It originates from acquisition of productive capital goods like bridges and telecommunication 

systems which form the physical capital of a nation. GFCF determines the national capacity to produce 

which in turn affects FDI growth (Ugochukwu and Chinyere, 2013; Ghura, 1997; Akcay, S. (2001). In 

this study GFCF is measured as the total of gross public domestic investment plus gross private domestic 

investment, all as a percentage of GDP. GFCF is important in FDI decisions because it affects the cost 

structure of investment projects. Higher domestic credit to the private sector also implies abundance of 

domestic capital formation reducing the need for FDI (Kinda, 2010; McAleesse, 2004). Capital formation 

in developing countries like Zimbabwe are low due to small domestic consumer markets limited by low 
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levels of household disposable incomes, a narrow productive base, and a large established informal 

sector, all of which are factors that constrain the rate of growth of GCFC and economic activity 

(UNCTAD, 2014; Khan and Reinhart, 1990). Thus GFCF is expected to be negative indicating that a low 

GFCF hinders FDI to Zimbabwe 

 

Trade openness (TOPEN) 

Trade openness is the ratio of imports plus exports to GDP and is used to measure trade openness and 

trade restrictions (see Aisedu, 2002; Gastanga et al, 1998; Quattara, 2000; 

Sawyer and Sprinkler, 2006; Mulambo and Oshikoya, 1999). In Zimbabwe investors are likely to be 

marketing-seeking so less trade openness is likely to positively impact on FDI. A 

probable reason for that is the hypothesis of “tariff jumping” where foreign investors seeking markets 

may elect to set up subsidiaries in host countries if it proves restrictive to export their 

products into the country (Edwards, 1990, Gastanga et al, 1998; Hausmann and Fernandez-Arius, 2000; 

Anyanwu, 2012); Elbadawi and Mwega, 1997) and Asiedu, 2002). However, export-oriented MNES may 

seek to set subsidiaries in more open economies because trade restrictions are usually accompanied by 

market imperfections, corruption and high transaction costs. Empirical literature has different results of 

the impact of trade openness on FDI, the expected sign of TOPEN cannot be determined a priori. 

 

Inflation (INF) 

Inflation is used as an indicator of macroeconomic stability a precursor for FDI inflows (Blomstrom and 

Kokko, 1998).  In a study of 23 African countries on the impact of inflation on investment, Greene and 

Villanueva (1991) finds higher inflation having a negative effect on FDI. Low inflation and appropriate 

pricing of capital and labour creates an enabling foreign direct investment climate. Whilst Zimbabwe had 

record inflation between 2007 and 2008, inflation has since come down to close to deflationary levels. 

Inflation is expected to have a negative sign indicating that a low inflation fosters FDI attraction.  

The following tests were carried out in order to improve on the robustness of the findings and 

avoid estimating a spurious regression; stationarity tests using the Augmented 

Dickey Fuller (ADF) test; the existence of heteroscedasticity employing, Breusch-Pagan test; 

autocorrelation using Durbin -Watson (DW) test and the model specification tests using the Ramsey 

Reset tests. 

 

4.0 RESULTS AND DISCUSSION 

All the probability value of ADF statistic were compared to 0.01, 0.05 and 0.10 and any probability value 

of a variable below these three values was considered to be stationary. As per Appendix A, all variables 

were stationery at 10% level of significance level except for Corruption which was stationery at 5 % level 

of significance. After first differencing, Corruption (CORR) and Government expenditure GFCF became 

stationery at 5 % and 10% level of significance respectively and integrated of order 1. Lagged GDP, 

Government expenditure (GFCE), trade openness (TOPEN) and exports (EXP01) were differenced twice 

and became stationery and integrated at order 2.  Appendix C for multicollinearity test show that all the 

absolute partial correlation coefficients are less than 0.8 implying that there is no multicollinearity among 

the variables. The highest relationship that is close to collinearity is that between EXP-1 and TOPEN 

which is 0.793262. Appendix C indicates that all explanatory and explained variables do not move 

together in systematic ways and thus individual effects on the explained variable have been isolated. 

 Results of the regression model are shown in Appendix A. The coefficient of Corruption (CORR) 

was found to positive and statistically significant at 5%. The results suggest a negative impact of 

corruption on FDI. When controlling for other variables in the model, the main result doesn‟t change, as 
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the coefficient of corruption maintains its significance.The results indicate that corruption encourages FDI 

inflows. There is wide support in the literature for the view that corruption is detrimental to investment 

and economic growth (Tanzi 2002; Svensson 2005; Gyimah-Brempong 2002; Mauro, 1995; Murphy et 

al, 1993; Zouhaier, 2011; Lambsdorff, 2003). However our results differ from Makochekanwa (2014) 

who finds corruption in Zimbabwe a necessary evil of side-lining bureaucracy and other cumbersome 

regulations hampering capital inflows and economic growth.   

The coefficient of government fixed capital formation (GFCF) was found to be positive and 

statistically significant at 10% level of significance. The coefficient of GFCF is 21.45205 implying that a 

unit increase in GFCF lead to an increase in foreign direct investment by 2145%.  The results suggest that 

capital formation stimulated by domestic financial developments, sound banking regulations, strong 

institutions of financial governance and ability to secure lines of credit by the banking sector is a strong 

prerequisite for good FDI investment climate. According to Sanyal and Samanta (2008), credit lines are 

governed by the levels of corruption in a country. Trade Openness was found to be positive statistically 

significant at 10% level of significance. The results also suggest that markets which are more open are 

likely to attract foreign firms due to more efficient allocation of resources leading to both consumer and 

producer surplus. The findings are consistent with literature findings which confirm positive correlation 

between trade openness and FDI suggesting that economies in which trade is important have relatively 

higher FDI. Export-oriented MNES may seek to set subsidiaries in more open economies because trade 

restrictions are usually accompanied by market imperfections, corruption and high transaction costs. (See 

Anyanwu, 2012; Asiedu, 2002; Nguyen, 2012; Sikwila, 2015; Edwards, 1990; Gastanga et al, 1998).  

Inflation was found to be negative and significant at 10% level indicating that a stable 

macroeconomic characterised by low inflation promotes FDI. This result confirms earlier studies by Ajayi 

(2006); Anyanwu (2006, 2012) that indicates the importance of having low inflationary environment as a 

precursor to building confidence for potential foreign investors. Lagged GDP was found to be negative 

and significant at 10% indicating that a low GDP constraints FDI inflows in Zimbabwe. Our estimates 

reveal that foreign direct investment is influenced by the market size, in terms of GDP. Foreign investors 

will focus in countries where the size of the market is large enough and corrupt free to guarantee net 

present values of returns from the project. Our empirical investigation does not confirm government 

expenditure (GFCE) and Exports (EXP01) as major determinants of FDI. The R-Squared is 0, 85   

showing that 85% of the variations in FDI can be explained by the combinations of variations in the 

regressors as used in the model. The Durbin-Watson statistic of 1.3534 shows that there is no 

autocorrelation. The F-statistic test probability, 0.03 is less than 0.05 with an F-statistic of 3.116302 

implying that the whole model is valid at 1% levels of significance. 

 

5.0 CONCLUSION AND POLICY RECOMMENDATIONS 

 

The paper examines whether public corruption is largely responsible for low FDI inflows in 

Zimbabwe. The results indicate that indeed low corruption among other factors such as, trade openness, 

gross capital formation and economic growth should be prioritised in order to enhance FDI inflows. 

Policies reducing the prevalence of public corruption, and strengthening institutional factors of good 

governance and transparent political institutions, that promote FDI attraction are equally important and 

need to be implemented. Because FDI requires long term commitment involving huge sunk costs and 

capital outlay, issues of corruption, uncertainties, ease of doing business, country risks, policy 

inconsistencies and credibility must be considered in policy formulation. The study have three policy 

implications for FDI attraction, First, Zimbabwe should create a clement investment climate by reducing 

corruption,  regulations on permits and licences, poor governance and policy inconsistencies. These 
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variables coupled with irreversible nature of most foreign investment makes Zimbabwe risky and costly 

foreign investors as users of public services. In this way, by taking effective measures to combat 

corruption, the country may be able to attract more FDI. Second, related to above point, Zimbabwe 

should vigorously pursue strategies to open its economy in order to create global linkages and synergies 

that are a prerequisite for FDI attraction. Third, policies that, reduce corruption, strengthens anti-

corruption institutions, foster clean savings, safeguard property rights, minimises barriers to international 

trade, lower inflation, and creates minimal regulatory barriers and controls are a strong prerequisite for 

FDI attraction and economic growth.  

 

APPENDICES 

 

Appendix A: Results of the Unit Root Test 

Variables t-ADF  Critical-1% Critical-5% Conclusion 

DCORR -3.845577 -4.297073 -3.212696 I(1) 

DDGDP-1 -4.269279 -4.420595 -3.259808 I(2) 

DDGFCE -9.807325 -4.420595 -2.771129 I(1) 

DGFCF -8.398012 -4.200056 -3.175352 I(1) 

DDTOPEN -13.52190 -4.420595 -3.259808 I(2) 

INF -4.762409 -4.057910 -3.119910 I(0) 

DDEXP01 -2.957976 -4.803492 -3.403313 1(2) 

Source: Own Computation 
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APPPENDIX B: Regression output 

 

Dependent Variable: DFDI   

Method: Least Squares   

Date: 11/23/16   Time: 13:07   

Sample (adjusted): 2000 2011   

Included observations: 12 after adjustments  

     
     
Variable Coefficient Std. Error t-Statistic Prob.   

     
     
INF -22.56297 9.349220 -2.413354 0.0733 

DGFCF 21.45205 9.899371 2.167012 0.0961 

DDTOPEN 875.8298 412.5294 2.123073 0.1010 

DDGDP_1 -0.213860 0.087601 -2.441286 0.0711 

DDGFCE 7.242606 5.611514 1.290669 0.2664 

DCORR 845.3367 240.2421 3.518686 0.0245 

DDEXP01 -11.53727 7.398838 -1.559335 0.1939 

C 197.8020 79.68443 2.482317 0.0680 

     
     
R-squared 0.845046     Mean dependent var -23.20000 

Adjusted R-squared 0.573876     S.D. dependent var 122.5300 

S.E. of regression 79.98529     Akaike info criterion 11.83628 

Sum squared resid 25590.59     Schwarz criterion 12.15955 

Log likelihood -63.01770     Hannan-Quinn criter. 11.71660 

F-statistic 3.116302     Durbin-Watson stat 1.353473 

Prob(F-statistic) 0.034419    

     
     
Source; own computation 
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APPENDIX C: Correlation matrix 

 

 Correlation matrix      

 INF GFCF GFCE GDP_1 CORR EXP01 TOPEN 

INF 1.00000       

GFCF -0.193089 1.0000      

GFCE -0.090217 0.535746 1.00000     

GDP_1 -0.499382 0.089154 0.407588 1.000000    

CORR -0.520628 0.170731 0.347978 0.726773 1.000000   

EXP01 -0.288814 0.548386 0.172824 -

0.262783 

0.032270 1.000000  

TOPEN 0.114021 0.481909 0.023438 -

0.655197 

-

0.342863 

0.793262 1.0000 

 

Source: Own computation 
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