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ABSTRACT 

The objective of this study was to establish the determinants of FDI inflows in Kenya with these supporting 

variables: inflation, balance of payment, trade openness and interest rate. The study adopted a descriptive 

research design which is concerned with the what, where and how of a phenomenon hence more placed to build 

a profile on that phenomenon. The study used secondary data collected from various sources including Kenya 

National Bureau of Statistics data and the Central Bank of Kenya. The study period was 2012-2017 financial 

period.  The study used annual data because growth of FDI inflows was determined annually. In order to 

determine the effect of FDI inflows in Kenya, the researcher conducted a multiple regression analysis. The study 

concluded that there exist a negative correlation between high inflation rate and FDI inflows in Kenya, inflation 

acts as a proxy of macroeconomic volatility and does not determine flows of FDI in Kenya in the long run and 

inflation rate is equally an important variable in the operation of an economy and in determination of a country’s 

balance of payments. The study concluded that balance of payment has positive significant effect on FDI inflows 

in Kenya; a decrease in foreign reserve attracts more FDI into Kenya. Openness positively affected the level of 

investment and the rate of economic growth, trade-policy induced openness to have negatively and significantly 

affected investment and the rate of economic growth. High Exchange rates have negative consequences on FDI 

inflows in Kenya; Exchange rate volatility was shown as contributing to uncertainty which can affect FDI growth 

negatively. The study recommended the Government of Kenya should ensure that the exchange rate is stable by 

putting in place necessary interventions to enhance investors’ confidence. The policy makers should be aware 

that stimulating trade openness for an economy like Kenya can help develop a liberal market. 
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INTRODUCTION 

Improvement of aptitudes in specialized, capacity in 

business enterprise and budgetary assets were 

finished by most African nations including Kenya 

through FDI through government incomes and 

outside trade has been verifiably been contributed by 

Foreign Direct Investment (FDI). The previous couple 

of years have expanded interest for FDI because of 

the normal extensions being developed. The financial 

advancement of numerous nations have been known 

to improve due to FDI along these lines most nations 

have recognized it as referenced by (Njeru, 2013). 

Kenya together with other African nations are 

individuals which at that point demonstrates that it 

additionally recognized FDI through looking for it 

which has pulled in interest in Africa by other 

worldwide nations (AERC Research paper 165).  

There is a monetary emergency that is confronting 

Africa all in all, Kenya being in the front line which are 

demonstrating to be hard to deal with by 2020 which 

incorporate; improvement through long haul assets, 

levels of neediness that are high, usage of low limit, 

joblessness levels that are high among others which 

are planned to be Millennium Development Goals 

(MDGs) (UNCTAD, 2005). Innovation that encourages 

the nations to improve their economies broadly, 

territorially and globally utilizing the strategy creators 

associated with the advancement procedure and to 

keep away from obligations (UNCTAD, 2005). The 

focal points that accompany FDI have been set up by 

Ikiara (2002), UNIDO (2002), UNCTAD (1997). At the 

point when Kenya has had the option to increase full 

access to FDI innovation, at that point it its 

reconciliation to the economy will be improved all 

inclusive and mechanical headway will prod its money 

related development (Ikiara, 2002). 

A large portion of the nation's advancement and 

rising of business sectors are improvement through 

remote direct speculation. A nation's worldwide deals 

are improved through the aptitude and 

multinationals' financing that their organizations 

require. Increment of occupations and wages needs 

framework, vitality, and water ventures that are 

required by the nations. The hardest hit to the 

majority of the nation’s improvements is 

environmental change which the U.N. report had 

cautioned them about (UNCTAD, 2017). The all out 

worldwide FDI was shared to the creating nations in 

2017 at 37 percent. The world's venture was shared 

to them at 43 percent. The world's biggest beneficiary 

of the FDI ventures was Asia at 2 percent. 

In spite of the way that FDI was seen as 

extraordinarily impacted by corporate administration, 

a large portion of the examinations were likewise 

found to have holes on how components of corporate 

administration influenced FDI (Globerman & Shapiro, 

2003; Shleifer & Vishny, 1996; Talamo, 2011). 

Examination was done on how FDI was affected by 

lawful, charge, administrative, political and 

institutional condition as administration components 

to be considered by the investigation. The vast 

majority of the investigations additionally expounded 

that the nations where great administration was 

maintained is the place the greater part of the 

speculators were happy to contribute (Globerman, 

2003; Talamo, 2011; Wei Shang, 1997). At the point 

when genuine worth is included, at that point 

development of FDI inflows and the FDI determinants 

were found to relate in order to fill the current holes 

in the writing (Njoroge, 2016).A USD 672 million 

increment was recorded by UNCTAD's 2018 World 

Investment Report of the FDI deluge given to Kenya in 

2017 which increments by 70% yearly as per the 

United Nations exchange advancement arm UNCTAD, 

FDI because of the interest in ICT businesses inflows. 

There were political vulnerabilities in the previous 

year yet his didn't influence the extension (Business 

Daily Africa, 2017). The South African ICT financial 

specialists Naspers, MTN and Intact Software were 

the principle speculators that added to the 

improvement in execution. Different organizations 

that added to the exhibition were Boeing, Microsoft 
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and Oracle from United States. FDI was likewise 

supported by Johnson and Johnson (United States) in 

pharmaceuticals and Diageo (United Kingdom) in 

brew who demonstrated huge speculations (Business 

Daily Africa, 2017). FDI inflows will likewise be 

expanded by undertakings, for example, the structure 

of standard measure railroad which is an 

Infrastructure extends that will help in interfacing 

significant towns in the East Africa which will likewise 

help in boosting their financial development UNCTAD 

(2017). Outside financial specialists were 

accommodated extra assessment impetuses by the 

Kenyan government as the report brings up. Better, 

anticipated oil costs and territorial reconciliation are 

the variables that lead to progress of FDI inflows in 

Africa through UNCTAD ventures. Upgraded FDI 

streams are required to ascend because of the 

Tripartite Free Trade Area which is relied upon to 

shoulder natural products in the district (UNCTAD, 

2018).  

There was a Sh39.9 billion out of 2016 decrease by 

40% which was accounted for by the Kenya Economic 

Survey 2017 which denied its information from the 

reflections of UNCTAD (2018) information. In spite of 

this decay, Kenya was likewise seen as the most 

pulling in nation in Africa for speculation after 

Morocco in the Africa Attractiveness Index 2017 

(Kenya Economic Survey, 2017). 

Statement of the Problem 

Kenya's economy is as yet working beneath its 

potential. In any case, given the local and worldwide 

condition, development was agreeable in 2012. After 

a quiet political decision and change in 2013, 

development was anticipated to ascend to 5.7 

percent in 2013 and 6.0 percent in 2014, bolstered by 

lower loan costs and higher venture development 

(Kenya Economic Update, 2013). The economy is as 

yet defenseless against outside stuns, which can 

disintegrate the noteworthy additions it has 

accomplished. This outer defenselessness can be 

decreased by expanding both residential and remote 

investment funds. Basic changes that improve the 

business condition would boost more FDI to stream 

to Kenya, and increment the pace of development 

and reserve funds. These changes must include duty 

and consumption estimates that expansion the two 

reserve funds and venture in order to enable Kenya 

to exploit low work expenses, and its waterfront area 

to extend assembling sends out (Kenya Economic 

Update, 2013).  

Contrasted with Uganda and Tanzania, Kenya has lost 

its capacity of intensity because of changes that 

realized by political shakiness that caused because of 

the races held in the years 2013 and 2018 (Kenya 

Economic Survey report, 2018). Consequently, 

subsequently, financial development in Kenya ended 

up unstable, non-comprehensive and set apart by 

stagnation in horticulture and industry. As far as 

unpredictability, Kenya's development has been 

unstable since freedom and local stuns, for example, 

political unsteadiness (particularly during political 

race years) in this manner influencing GDP 

development more than outer ones (Were, 2016). In 

terms of agribusiness, the fundamental elements 

illuminating the stagnation incorporate over-

contribution of government in maize and sugar 

markets which keep costs high. As far as industry 

(fabricating) , it has peripheral commitment to GDP, 

and Kenya has dropped 8 places in the position of 

financial multifaceted nature of merchandise created 

by the area; in certainty Kenya's top fares are among 

the least mind boggling (Were, 2016).  

There have been blended responses from different 

investigations done on how precisely FDI and 

macroeconomic factors relate (Laak, 2017); the 

relationship was seen as opposing as certain 

specialists showed that loan fees which is a 

macroeconomic variable emphatically affected 

outside direct speculation (Ahmed and Mayowa, 

2010), while others demonstrated that FDI inflow was 

not influenced by financing costs by any means 

(Chingarande, 2012). Muthoga (2003) expressed that 
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FDI and swelling rate had no relationship while 

Manyanza (2012) demonstrated that FDI was 

adversely affected by expansion rates. An 

examination has anyway not been done to discover 

precisely what made the pace of FDI inflows to 

decrease in Kenya contrasted with Uganda and 

Tanzania throughout the years. Kenyan FDI inflows 

have been inspected and how genuine financing 

costs, expansion, conversion scale and intensity 

decides its belongings in this investigation.  

Regardless of exact proof by previously mentioned 

scientists indicating blended outcomes on firms' 

rationale to utilize FDI streams as a wellspring of pay, 

this examination along these lines means to have an 

investigation of the impact of FDI on development 

inflows in Kenya. To begin with, it investigates the 

determinants of FDI inflows in Kenya. Past 

investigations have concentrated solely on the 

determinants of FDI based on financial development 

(Wanjiku, 2016). Likewise, in looking to recognize the 

impacts of FDI, specific consideration is paid with the 

impacts of swelling, parity of installment, exchange 

transparency, financing cost, and swapping scale have 

in Kenya, which will delineate the aggressiveness in 

the Kenyan economy (Wanjiku, 2016). In this regard, 

this investigation was recognized from the past 

studies. 

Research Objectives 

The main objective of this study was to establish the 

determinants of foreign direct investment inflows in 

Kenya. The specific objectives were; 

 To determine the effect of inflation on FDI inflows 

in Kenya 

 To examine the effect of balance of payment on 

FDI inflows in Kenya 

 To establish the effect of trade openness on FDI 

inflows in Kenya 

 To determine the effect of interest rate on FDI 

inflows in Kenya 

 To establish the relationship between exchange 

rate and FDI inflows in Kenya 

LITERATURE REVIEW 

Liquidity Preference Theory 

The general public's issues with cash and joblessness 

that occurred in 1930's was the motivation behind 

why the Liquidity inclination hypothesis was created 

by Keynes which had caused incredible melancholy 

Jhingan (2004). Then again, Uchendu (2011) 

demonstrated that the issue of cash was influenced 

and controlled by numerous different factors as 

opposed to simply of work, premium, and cash 

according to the report he distributed in 1936 where 

he showed that family units and business were 

additionally steady factors that ought to be 

incorporated into the cash issue. Cash was utilized as 

the principle factor in the report where different 

factors were utilized to decide its incentive in the 

general public (Pandey, 2005). Loan costs levels, 

inclinations in liquidity, salary changes, uses that are 

scale foreseen cash substitute's accessibility and 

money related establishments that are non-banks 

were the principle factors that affected the 

inconstancy of pay per speed Ankintoye (2000).  

Capital flight  

Colier (1999) talks about capital trip with regards to 

portfolio decision centering upon the extent of riches 

that is held abroad. This is a turnaround of the 

current investigation on the determinants of remote 

direct speculation; Colier (1999) rather sees what 

prompts capital flight structure an area. For the 

African district, 22 Sub-Saharan African nations were 

incorporated into an examination and expressive 

insights of capital (and genuine riches) per laborer 

and flight capital proportions for locale were 

investigated. The aftereffects of the examination 

were striking and were as per the following. To start 

with, the contrasts between the areas capital per 

laborer were seen as far bigger that those in open 

capital. Second, by 1990 Africa was shy of private 

capital both totally and generally to open capital. 

Third, Africa had the most noteworthy occurrence of 

capital battle. The examination went on to likewise 
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incorporate three models of capital flight dependent 

on portfolio contemplations, for example, duty and 

expense like twists that lower returns and add hazard 

to household monetary and physical resources; which 

henceforth prompting capital flight.  

The Purchasing Power parity (PPP) theorem 

Cassel built up this hypothesis through conversion 

scale assurance in 1918. This hypothesis will in 

general measure the power between one money and 

another by estimating their trades rates which at that 

point achieves their influence of trade between the 

monetary forms. The hypothesis keeps on 

expounding that great of a similar personality ought 

to be sold at a similar cost where there are no 

transportation expenses or differential charges 

(Suranovic, 2012).  

The paces of expansion and trade rates contrasts are 

the variables that decide the connection between 

value levels and the business sectors through the 

transformation standard. This at that point makes the 

development rates on costs to shift every once in a 

while as they are controlled by the present markets 

and how the estimation of money continues changing 

and its present influence in a similar market. The two 

fiscal gauges carry correspondence to presence 

where theory holds in any occasion (Madura, 2007).  

Fisher Effect Theory 

The pace of swelling is constrained by significant 

levels of loan fees which is brought about by outside 

monetary standards that will in general have high 

ostensible enthusiasm as recommended by The 

International Fisher Effect (IFE) (Madura, 2010). The 

pace of swelling expected is constrained by 

equivalent to the whole of the genuine loan fee 

through ostensible enthusiasm as hypothesized by 

Fisher (1930), who drew out the connection between 

financing costs and expansion. The Fisher Effect is the 

term used to clarify this substance. A genuine rate in 

addition to and expected expansion rate are the two 

segments that Fisher (1930) disintegrated ostensible 

financing costs. A nation's global deals are improved 

through the aptitude and multinationals' financing 

that their organizations require. Increment of 

occupations and wages needs foundation, vitality, 

and water speculations that are required by the 

nations. The hardest hit to the majority of the nations 

improvements is environmental change which the 

U.N. report had cautioned them about. The entire 

part of how financing costs influence the paces of 

swelling is achieved by this hypothesis which is Fisher 

Hypothesis.  

 

 

 

 

 

 

 

Independent Variables           Dependent Variable 

Figure 1: Conceptual Framework 

Inflation 
 Consumer Price Index Quarterly % change in 

consumer price index 

Balance of Payment 
 Current Account + Capital Account + Financial 

Account Balances 

Interest rate 
 Nominal Interest rate 

Exchange Rate 
 Standard rate of Kenyan Shillings exchanges to 

the US Dollar 

FDI Inflows 
 Exports - Imports 
 

Trade openness 
 Trade ratio= (X+M)/GDP 
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Review of Empirical Studies 

Buddy and Mittal (2011) directed an investigation on 

the Indian Capital Markets and trade rates 

relationship, loan costs, swelling rate and gross 

residential reserve funds of India economy which are 

the key macroeconomic factors. The tests applied on 

the investigation were the blunder revision 

instrument, Unit root test and the co-joining test. The 

aftereffects of that examination presumed that there 

was reliance relationship on records of capital 

markets and paces of trade, financing costs, 

expansion rate and gross local investment funds 

despite the fact that it might appear that they may 

not be factually critical in every one of the territories.  

Gultekin (1983) tried the Fisher Hypothesis in an 

example of 26 nations utilizing two principle 

diagnostic techniques, in particular the time 

arrangement and cross-sectional investigations. 

Consequences of his examination were troublesome 

to the Fisher Hypothesis, while the aftereffects of the 

cross-sectional investigation discovered that 

countries which had rising paces of swelling were 

subsidiary to expanded ostensible stock returns 

which seemed to have been diverse contrasted with 

the time arrangement results.  

Boyd, Levine and Smith (1996) and in Haslag and Koo 

(1999) analyzed how monetary area advancement 

was influenced by expansion. Budgetary restraint is 

related to swelling as appeared by these two papers; 

increment in expansion prompts low improvement of 

the money related area, particularly when there is 

significant levels of expansion. FDI increments when 

expansion likewise increments and in this way 

demonstrates these two components are legitimately 

related. A 5 to 7% territory demonstrates that there is 

steadiness in expansion. The U.S dollar has kept on 

ascending in an incentive as it has expanded from 

86.3 Kenyan shillings to 90.6 Kenyan shillings from 

2013 to 2014 which shows stableness in return rates. 

The vast majority of the banks have not yet clung to 

the 8.5% loan cost which was held by the Central 

Bank of Kenya (CBK) as most have not passed it to its 

clients.  

Mabior (2014) claims that a few examinations have 

been finished with respect to the variables that 

influence parity of installment execution in different 

nations. In Kenya most investigations concentrated 

on determinants of current record equalization and 

different examinations just investigated components 

which impact components of capital and budgetary 

record. There are not very many investigations 

directed on parity of installments in Kenya in general. 

As indicated by concentrates did both in Kenya and 

different nations a few elements affecting 

equalization of installments incorporate terms of 

exchange, nation's monetary development, trade 

rates, net outside direct speculation, residential 

expansion, financial parity, loan fee, exchange 

advancement, cash supply, receptiveness of an 

economy and political soundness (Mabior, 2014).  

As per Selma and Kastrati (2013), FDI has benefits on 

the parity of installment in both creating and created 

countries. These advantages incorporate innovation 

overflow, human capital arrangement backing and 

improvement of big business advancement. Aside 

from host nation profiting by inflows of capital, FDI 

can be substitute for imports of products and 

enterprises which lead to progress of BOP through 

the present record.  

In Namibia, Eita (2012) led an examination on the 

parity of installment through co-coordinated vector 

auto-relapse technique with factors being financial 

parity, were found to cause an improvement in a 

critical position of installments, while GDP strategy is 

utilized to expand send out in order to improve 

current record, loan fee arrangement was utilized to 

guarantee good capital record. Loan cost was found 

to have immaterial association with equalization of 

installment. The money related methodology was 

found to assume incomplete job in the Pakistan's 



 
Page: - 857 - The Strategic Journal of Business & Change Management. ISSN 2312-9492 (Online) 2414-8970 (Print). www.strategicjournals.com  

Balance of Payment. It was reasoned that exchange 

progression could compel development through the 

antagonistic effect on the parity of installments. He 

related the expansion of current record deficiencies 

of African Economies during the time of 1980-1999 to 

Trade advancement in most African nations.  

In Nigeria, Onyemauma and Odii (2003) examined 

how to improve parity of installment through 

Agriculture. They found that financing costs, 

conversion scale and country's remote hold have 

direct association with parity of installment harmony. 

Subsequently, the impact found was that as financing 

cost builds, the equalization of installment increment, 

as the outside save increments, there will in general 

be a good parity and the more Naira it takes to 

purchase a unit of remote cash, the higher the parity 

of installment. Different components like imports and 

fares were seen as contrarily identified with 

equalization of installment. Buscaglia (2003) 

examined cleansing of capital inflows and the parity 

of installment emergencies in developing business 

sector economies.  

Numerous relapse models were utilized by Hooda 

(2011) in India to examine how its economy was 

influenced by FDI somewhere in the range of 1991 

and 2008. Also, Bende-Nabende (2002) discovered 

that FDI progression is among the variables that 

influence FDI in Africa particularly in the long haul. As 

indicated by Vesarach (2014), who directed an 

examination on the job of loan costs in drawing in FDI 

in the Asian economies; the outcomes demonstrated 

that the determinants of FDI are financing costs, 

expansion, GDP, trade rates, work cost, cash 

development and political rights. This examination 

was keen on a couple of these components to be 

specific GDP, trade rates, swelling and other hazard 

factors.  

Anyway since our primary concentration in this 

investigation is to set up the connection between 

loan fee and FDI, few words in regards to this are all 

together (Chingarande, et al., 2012; Singhania, 2011). 

Chingarande, (2011) explored the impact of financing 

costs on remote direct interest in Zimbabwe. The 

examination plot the determinants of FDI which 

incorporates financing costs and different variables 

which influence pace of rate of profitability, for 

example, expansion, trade rates, work cost, GDP and 

hazard factors.  

Ghana was additionally explored by Luther (2014) on 

how their FDI, conversion standard and loan fee 

unpredictability affected each other. Ends were made 

through work of Vector Autoregressive (VAR) model 

and Granger causality test. FDI is influenced by 

market allure which is additionally influenced by 

trade rates through financing cost instability as found 

by the examination. The nation's solidness of trade 

rates was improved through FDI inflows which are 

additionally improved by stable trade rates.  

Sifunjo (1999) analyzed the causal connection 

between pace of trade and the cost of stocks at NSE 

among 1993 and May 1999. He considered the month 

to month normal stock value record and ostensible 

dollar trade rates by using co-coordination and 

mistake remedy strategy. There is one-request mix 

between different components that have been talked 

about in the investigation as the primary 

determinants of swapping scale and stock costs. The 

two costs of stocks to the conversion scale were 

found to identify with one another in a unidirectional 

way.  

Accoring to Sifunjo and Mwasaru (2012, the impact 

increment, as the outside save increments, there will 

in general be an ideal equalization and the more 

shillings it takes to purchase a unit of remote money, 

the higher the parity of installment. Different 

elements like imports and fares were seen as 

conversely identified with equalization of installment. 

Buscaglia (2003) contemplated sanitization of capital 

inflows and the parity of installment emergencies in 

developing business sector economies. Further to 



 
Page: - 858 - The Strategic Journal of Business & Change Management. ISSN 2312-9492 (Online) 2414-8970 (Print). www.strategicjournals.com  

that, the examination discovered that there exists a 

unidirectional causality from the costs of stocks to the 

paces of trade. Accordingly, vacillation in the rates 

affected significantly on the assurance of stock cost in 

Kenya.  

Munyoki (2011) examined the job of Kenya venture 

expert in drawing in outside direct interest in Kenya. 

In this examination, Munyoki (2011) was excited 

about the advancement of the Kenyan markets. He 

dissected the money related division and the 

assembling segment and furthermore investigated 

the Greenfield Investment where there is venture on 

foundation of new fixed resources, for example, 

structures and Brownfield speculation where there is 

venture on previously existing fixed resources.  

Kinuthia (2012) did an examination on the effect of 

duty impetuses on the progression of remote direct 

interest in the assembling division in Kenya. He 

investigated the container necks that are in the 

assessment laws of Kenya just as the advantages 

given to organizations set up through FDI. This 

examination shares something practically speaking. 

They are extremely excited about development and 

improvement realized by FDI just as advantages 

achieved by FDI. Gumo likewise settled that FDI is an 

advantage emerging from monetary and money 

related transparency of the Kenyan market.  

East Africa was examined by Karau (2014) to discover 

how outside direct venture was influenced by 

institutional, administration and monetary 

components. FDI was altogether affected by pace of 

profit for ventures which incorporate institutional 

factors utilizing econometric strategy utilized for 

investigation. Debasement, political security, 

standard of law and foundation were the 

administration factors that impacted East Africa's 

inflows of FDI.  

METHODOLOGY 

This examination utilized spellbinding exploration 

plan since it empowered the analyst to portray the 

different normal for the factors of intrigue. The 

investigation focused on a populace of 50 firms in the 

assembling segment with critical (over 10%) remote 

venture. The examination utilized the Statistical 

Package for the Social Sciences (SPSS 17.0) to gauge 

the aftereffect of the connection between the 

factors.  

RESULTS 

Inflation Rate 

Table 1: Descriptive Statistics on inflation rate (CPI, annual variation in %) 

Year 
 

Minimum Maximum Mean Std deviation 

2012  9.63 11.36 10.40 0.22 

2013  5.32 7.25 6.19 0.38 

2014  6.32 7.85 7.46 0.84 

2015  7.00 8.32 7.12 0.11 

2016  5.69 6.90 6.83 0.46 

2017  7.85 9.32 8.68 0.33 

Source: Research  findings, 2019 
 

From the findings, it can be noted that the year 2012 

recorded the highest value in Inflation rate as shown 

by a mean of value  10.40 of  while the year 2016 

recorded the lowest value for inflation rate n at  6.83 

in addition, values for stardard deviation depicts 

variability in inflation rate  during the six year period 
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with the highest deviation of  0.84 in the year 2014 

and the lowest  0.11 in the year 2015. The findings 

revealed that there had been a decrease in inflation 

rate during the six-year period.  

Balance of Payment 

Table 2: Descriptive Statistics on Balance of Payment 

Year 
 

Minimum Maximum  Mean Std deviation 

2012  1.14 7.68  4.28 0.14 

2013  1.09 1.78  1.54 0.22 

2014  1.03 8.83  4.83 0.97 

2015  6.93 1.04  2.49 0.47 

2016  4.57 6.38  3.60 0.26 

2017  6.22 9.64  7.31 0.11 

Source; Research  findings, 2019 

 

Kenyan BOP had been fluctuating, under the period 

of study, it was noted that the year 2017 recorded 

the highest value in balance of payment as shown by 

a mean of value of 7.31 while the year 2013 recorded 

the lowest value for balance of payment at 1.54 in 

addition, values for stardard deviation depicts 

variability in balance of payment during the six –year 

period with the highest deviation 0.97 in the year 

2014 and the lowest 0.11 in the year 2017. The 

findings revealed that there had been a significant 

increase in balance of payment during the six-year 

period. 

Trade openness 

Table 3: Descriptive Statistics on Trade openness (Trade-to-GDP ratio) 

Year Median Minimum Maximum Mean Std deviation 

2012  56.22 59.27 57.77 0.17 

2013  50.23 57.44 53.13 0.88 

2014  49.29 57.82 51.29 0.43 

2015  41.38 46.19 44.21 0.99 

2016  34.18 39.19 36.75 0.06 

2017  32.19 38.13 37.25 0.10 

Source; Research  findings, 2019 

 

From the findings, it was noted that the year 2012  

recorded the highest value in trade openness as 

shown by a mean of value of 57.77 while the year 

2016 recorded the lowest value for trade openness at  

36.75 in addition, values for stardard deviation 

depicts variability  in trade openness during the six–

year period with the highest deviation 0.88 in the 

year 2013 and the lowest deviation value 0.10 in the 

year 2017. The findings revealed that there was a 

significant increase in trade openness during the six-

year period. 
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Interest Rates 

Table 4: Descriptive Statistics on Interest Rates 

Year Minimum Maximum Mean Std deviation 

2012 11.14 11.88 11.71 0.27 

2013 10.69 11.01 10.75 0.45 
2014 10.12 10.45 10.24 0.17 
2015 11.74 12.63 12.50 0.15 

2016 10.64 11.19 11.02 0.27 
2017 10.41 11.89 11.16 0.67 

Source; Research  findings, 2019 
 

From the findings, it was noted that the year 2013 

recorded the highest value in interest rates as shown 

by a mean of value of 10.75 while the year 

2014recorded the lowest value for interest rates at  

10.24 in addition, values for stardard deviation 

depicts variability  in interest rates during the six –

year period with the highest deviation 0.15 in the 

year 2014 and the 0.67 in the year 2017. The findings 

revealed that there was a significant increase in 

interest rates during the six-year period. 

Exchange Rate 

Table 5: Descriptive Statistics on FDI, exchange rate (USD to KSH) 

Year 
 

Minimum Maximum Mean Std deviation 

2012  83.61 86.99 85.98 0.180 

2013  85.36 88.14 86.12 0.332 

2014  86.11 89.85 87.95 0.932 

2015  95.33 99.47 98.24 0.206 

2016  100.25 102.11 101.51 0.147 

2017  103.10 103.78 103.39 0.194 

Source: Research  findings, 2019 
 

From the findings, it was noted that the year 2017 

recorded the highest value in FDI, exchange rate as 

shown by a mean of value of 103.39 while the year 

2012 recorded the lowest value for FDI, exchange 

rate at  85.98 in addition, values for stardard 

deviation depicts variability  in FDI, exchange rate 

during the six-year period with the highest deviation 

0.932 in the year 2014 and the 0.147 in the year 

2016. The findings revealed that there was a 

significant increase in FDI, exchange rate during the 

six-year period. 

FDI Inflows (millions $) 

Table 6: FDI Inflows (millions $) 

Year    Mean Std deviation 

2012    189.14 0.11 

2013    
202.21 
379.89 

0.36 
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2014    388.67 0.27 

2015    396.46 0.26 

2016    463.15 0.43 

2017    935.74 0.17 

Source: Research findings, (2019) 
 

Results showed that the lowest values in FDI Inflows 

(189.14) were recorded in the year 2012, while the 

highest value (935.74) was recorded in the year 2017. 

The findings depicted an upward growth in the all 

convective years/ study period.   

Inferential Statistics  

Table 7: Correlation 

  FDI Inflows 
(Y) 

Inflation 
(X1) 

Balance of 
Payment (x2) 

Trade 
openness (X3) 

Interest 
rate (X4) 

Exchange 
rate (X5) 

FDI 
Inflows 
(Y) 

Pearson 
Correlation 

1 -.404** .685** .583** .390** -0.154 

Sig. (2-
tailed) 

 0 0 0 0 0.009 

N 50 50 50 50 50 50 

Inflation 
(X1) 

Pearson 
Correlation 

-.404** 1 .275** .237* 0.044 -0.018 

Sig. (2-
tailed) 

0  0.003 0.011 0.647 0.852 

N 50 50 50 50 50 50 

Balance 
of 
paymen
t (x2) 

Pearson 
Correlation 

.685** .275** 1 .401** 0.163 0.079 

Sig. (2-
tailed) 

0 0.003  0 0.085 0.408 

N 50 50 50 50 50 50 

Trade 
opennes
s (X3) 

Pearson 
Correlation 

.583** .237* .401** 1 .314** .238* 

Sig. (2-
tailed) 

0 0.011 0  0.001 0.011 

N 50 50 50 50 50 50 

Interest 
rate 
(X4) 

Pearson 
Correlation 

.390** 0.044 0.163 .314** 1 0.088 

Sig. (2-
tailed) 

0 0.647 0.085 0.001  0.356 

N 50 50 50 50 50 50 

Exchang
e rate 
(X5) 

Pearson 
Correlation 

-0.154 -0.018 0.079 .238* 0.088 1 

Sig. (2-
tailed) 

0.009 0.852 0.408 0.011 0.356  

N 50 50 50 50 50 50 

Source; Research  findings, (2019) 
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On the relationship of the examination variable, the 

analyst led a Pearson minute connection. From the 

discoveries in the table over, the examination found 

that there was negative connection coefficient 

between FDI Inflows in Kenya and expansion, as 

appeared by relationship factor of 0-.404, this solid 

relationship was seen as measurably noteworthy as 

the huge worth was 0.000 which was under 0.05, the 

investigation discovered positive relationship 

between FDI inflows in Kenya and equalization of 

installment as appeared by connection coefficient of 

0.685, the huge worth was 0.000 which is less 5%. 

The investigation found frail positive connection 

between FDI inflows in Kenya and the exchange 

transparency as appeared by relationship coefficient 

of 0.583, this feeble relationship was seen as 

measurably huge as the critical worth was 0.012 

which is under 0.05, lastly the examination found 

solid positive relationship between financing cost and 

FDI inflows in Kenya as appeared by relationship 

coefficient of 0.390, this relationship was seen as 

factually huge as the noteworthy worth was 0.003 

which is under 0.05. At last the investigation 

discovered negative connection between swapping 

scale and FDI inflows in Kenya as appeared by 

connection coefficient of - 0.154, this relationship 

was seen as factually critical as the huge worth was 

0.009 which is under 0.05. The discoveries agree with 

Flamini et.al (2009) who discovered that solid positive 

relationship between the exchange transparency and 

FDI inflows in Kenya.  

Regression examination  

The investigation utilized coefficient of assurance to 

assess the model fit. The model outline was displayed 

in the table underneath:  

Table 8: Model Summary  

Model  R  R Square Adjusted R Square Std. Blunder of the Estimate  

1  .876a  .767  .734   .37290  

Source: Research discoveries, (2019)  
 

The balanced R2, additionally called the coefficient of 

numerous judgments, is the percent of the change in 

the ward clarified interestingly or together by the 

autonomous factors. The model had a normal 

coefficient of assurance (R2) of 0.734 and which 

suggested that 73.4% of the varieties in FDI inflows in 

Kenya are brought about by the free factors 

understudy (expansion, equalization of installment, 

exchange receptiveness, financing cost and 

conversion scale).  

Table 9: ANOVA  

Model   Sum of Squares   df Mean Square   F  Sig.  

1  Regression 24.735      5  4.947       4.291  .012b  

Residual            50.732    44 1.153  

Total                       75.467    49  

Source: Research discoveries, (2019)  

 

Basic worth = 2.75  
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From the ANOVA measurements, the investigation 

built up the relapse model had a criticalness level of 

1.2% which meant that the information was perfect 

for making an end on the populace parameters as the 

estimation of essentialness (p-esteem) was under 5%. 

The determined worth was more prominent than the 

basic worth (4.291 > 2.75) a sign that swelling, 

equalization of installment, exchange transparency, 

financing cost and conversion standard, all 

significantly affect FDI inflows in Kenya. The 

essentialness worth was under 0.05 demonstrating 

that the model was critical. The accompanying tables 

gave the coefficients which aided in setting up the 

relapse line  

Table 10: Table of Coefficients  

Model Unstandardized Coefficients Standardized Coefficients  t Sig.  

            B  Std. Error   Beta  

1 (Constant)  1.4790  0.4320  3.4236  0.004  

Inflation   -0.3610  -0.1320  -2.7348  0.044  

Equalization of Payment 0.1920  0.0580  3.3103  0.027  

Exchange Openness  0.2690  0.2320  6.4048  0.059  

Intrigue Rate   0.4510  0.1120  4.0268  0.016  

Trade Rate   -0.2540 -0.1690 -3.5775 0.003  

Source: Research discoveries, (2019)  

 

The set up relapse condition progresses toward 

becoming  

Y = 1.4790+ - 0.3610X1+ 0.1920 X2+ 0.2690 X3 + 

0.4510X4 + (- 0.2540X5) 

From the relapse model beneath, it was reasoned 

that, holding expansion, parity of installment, 

exchange receptiveness, loan fee and conversion 

standard, the FDI inflows in Kenya would be 1.4790 

it's was additionally settled that a unit increment in 

swelling while at the same time holding different 

variables at consistent would cause a diminishing in 

FDI inflows in Kenya by a factor of - 0.3610, a unit 

increment in Balance of Payment while holding 

different components at steady would cause an 

increment in FDI inflows in Kenya a factor of 0.1920, 

unit increment in exchange transparency would cause 

increment in FDI inflows in Kenya a factor of 0.2690, 

unit increment in financing cost would cause 

increment in FDI inflows in Kenya a factor of 0.4510, 

while a unit increment in swapping scale would cause 

decline in FDI inflows in Kenya a factor of - 0.2540.  

The examination was embraced at 5% centrality level. 

The criteria for contrasting whether the indicator 

factors were huge in the model was through looking 

at the gotten likelihood esteem and α=0.05. In the 

event that the likelihood worth was not exactly α, at 

that point the indicator variable was noteworthy else 

it wasn't. All the indicator factors were huge in the 

model as their likelihood esteems were under α=0.05.  

In accordance with the main target, this examination 

surveyed the connection among expansion and FDI 

inflows in Kenya, Pearson relationship results 

uncovered that a negative relationship between high 
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swelling rate and FDI inflows in Kenya (Pearson 

coefficient = - 0.404 Significant Value =0.00). Test 

relapse results additionally re-certify that a unit 

increment in swelling rate will prompt a decrease in 

inflows in Kenya ( beta coefficient = - 0.3610 

Significant Value =0.0440) these discoveries repudiate 

the examination discoveries by Lado (2015) who 

noticed that expansion goes about as an intermediary 

of macroeconomic instability and doesn't decide 

streams of FDI in Kenya over the long haul.  

Unmistakable insights demonstrate a positive 

development in inflows in Kenya from the years, that 

the year 2012 recorded the most elevated an 

incentive in Inflation rate as appeared by a mean of 

significant worth 10.40 of while the year 2016 

recorded the least incentive for swelling rate n at 6.83 

what's more, values for standard deviation portrays 

fluctuation in Inflation rate during the multi-year time 

span with the most noteworthy deviation of 0.84 in 

the year 2014 and the most minimal 0.11 in the year 

2015. The discoveries uncovered Stable/consistent 

expansion is increasingly alluring to business 

speculators. The swelling rates for Kenya during the 

period 2014, to 2016 estimated in instability in buyer 

costs diminished extensively from a high of 20 rates 

to a low of 12 rates.  

Further the investigation set up that making favorable 

condition for pulling in FDI in the different division 

and by augmentation the nation will build the pace of 

monetary advancement through production of 

business, making markets for neighborhood crude 

materials, improvement of foundation and move of 

information and aptitudes to the part and the nation. 

This infers expansion rate is similarly a significant 

variable in the activity of an economy and in 

assurance of a nation's equalization of installments. 

These discoveries are on the side of the investigation 

discoveries by Lado (2015), who that expansion rate 

doesn't decide the development of FDI inflows in the 

mechanical area of an economy.  

Research target two in this examination was to look 

at the level at which equalization of installment 

decides FDI inflows in Kenya. Pearson relationship 

results uncovered that a positive connection 

between's equalization of installment and 

development inflows in Kenya (Pearson coefficient 

=0.685 Significant Value =0.00), Test relapse results 

likewise re-insist that a unit increment in parity of 

installment will increment in inflows in Kenya (beta 

coefficient =0.1920 Significant Value =0.0270) These 

discoveries are on the side of the examination 

discoveries by Lyakurwa, (2003) an expansion in 

capital inflow to an economy will affect the 

household nation's parity of installment and the other 

way around.  

Unmistakable measurements demonstrate that 

Kenya's BOP has been fluctuating, under the time of 

study, it very well may be noticed that the year 2017 

recorded the most noteworthy incentive in parity of 

installment as appeared by a mean of estimation of 

US$ 969,147,025 while the year 2016 recorded the 

least incentive for equalization of installment at US$ 

436,183,417 what's more, values for standard 

deviation delineates changeability in parity of 

installment during the multi-year term with the most 

elevated deviation 0.894 in the year 2016 and the 

lowest 0.181 in the year 2012. The discoveries 

uncovered that there have been a noteworthy 

increment in equalization of installment during the 

six-year time frame.  

Further the investigation uncovered that equalization 

of installment factors which incorporate GDP, Foreign 

trade hold and current record likewise assume a huge 

job in deciding FDI inflows. Fundamentally, these 

factors show the wellbeing in economy. A high GDP 

pulls in FDI inflows. As the size of the economy 

develops it supports financial specialists' trust in 

nations' monetary approaches, bringing about 

expanded inflows. Then again, foreign trade stores 

have a negative association with FDI. A decline in 

remote save pulls in more FDI into Kenya. This 
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perception bolsters the PPP hypothesis that 

expresses that when the cost of a decent contrasts 

between two nations' business sectors due to high 

expansion, it makes a motivating force revenue 

driven looking for people to import the positive 

qualities in the low-value showcase and exchange it in 

the significant expense advertise.  

In accordance with the third goal, this examination 

surveyed the connection between exchange 

transparency and FDI inflows in Kenya, Pearson 

relationship results uncovered that a positive 

connection between exchange receptiveness and 

development inflows Kenya (Pearson coefficient 

=0.583 Significant Value =0.00). Test relapse results 

likewise re-certify that a unit increment in exchange 

transparency will increment in inflows in Kenya (Beta 

coefficient = 0.2690 Significant Value =0.0590) 

exchange receptiveness have positive effect on 

assembling send out execution of Kenya while 

expansion rate adversely influence assembling trade 

execution. These outcomes are in accordance with 

the outcomes found by Santos-Paulino (2000), and 

Niemi (2001), Xuan and Xing (2008)  

CONCLUSIONS  

The examination presumed that there exist a 

negative connection between high swelling rate and 

FDI inflows in Kenya, expansion goes about as an 

intermediary of macroeconomic instability and 

doesn't decide streams of FDI in Kenya over the long 

haul and expansion rate is similarly a significant 

variable in the activity of an economy and in 

assurance of a nation's equalization of installments.  

The examination presumed that equalization of 

instalment has positive critical impact on FDI inflows 

in Kenya, a decline in outside save pulls in more FDI 

into Kenya, increment in capital inflow to an economy 

will affect the local nation's parity of instalment and 

the other way around, in Kenya there have been a 

huge increment in parity of instalment during the 

form 2012 to 2017.  

The investigation reasoned that exchange 

transparency decidedly influenced the degree of 

speculation and the pace of financial development, 

exchange strategy prompted receptiveness to have 

adversely and altogether influenced venture and the 

pace of monetary development. Relapse tests 

recommend that an adjustment in exchange 

transparency impacts the long haul pace of financial 

development through the communication with 

physical inflow development on account of Kenya.  

The investigation presumed that low Interest rates 

have positive huge impact on development inflows in 

Kenya, High paces of profits lead to low capital as 

regions with low rate returns have progressively 

capital stream. Lessening in financing costs in Kenya 

results to diminish in BOP shortfall. In the event that 

Interest rate differential augment simultaneously 

with genuine swapping scale thankfulness and this 

will trigger capital inflows, financing cost and costs 

assume a critical job in deciding parity of installments  

High trade rates have negative outcomes on FDI 

inflows in Kenya; Exchange rate unpredictability was 

appeared as adding to vulnerability which can 

influence FDI development adversely. Legislature of 

Kenya ought to guarantee that the conversion scale is 

steady by setting up important mediations to improve 

financial specialists' certainty  

RECOMMENDATIONS  

Since FDI, exchange transparency, and expansion are 

significant factors in clarifying the adjustments in 

assembling trades execution. Consequently, a FDI and 

exchange transparency drove development 

arrangement can be upheld to expand the nation's 

general assembling sends out execution.  

Money related arrangement ought to be overseen as 

needs be in order to control expansion rates. Value 

dependability of products and enterprises ought to be 

definitely observed in order to stay away from 

significant expenses which are ordinarily connected 

with swelling. Contractionary measures, whereby the 
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cash supply is extended more gradually than 

expected, ought to be forcefully watched in order to 

pull in more FDI into the nation  

The administration should think of pertinent 

strategies which will guarantee that FDI keeps on 

streaming while simultaneously making space for the 

neighbourhood makers to profit. Such arrangements 

could be in the line of joint endeavours with outside 

speculators making it feasible for exchange of 

aptitudes and innovation and sharing out the 

advantages.  

Arrangement producers should think of the most 

ideal approach to support government projector 

spending deficiency other than open getting that is 

on the ascent and as saw from the investigation it is a 

noteworthy supporter of increment in BOP shortfall. 

The arrangement producers ought to know that 

invigorating exchange receptiveness for an economy 

like Kenya can build up a liberal market.  

The strategy creators ought to make mindfulness 

among nearby business visionaries of existing fare 

showcase that should be misused while offering 

impetuses to neighbourhood ventures delivering for 

fare just as those organizations that gather locally 

which help check interest for imports. Legislature of 

Kenya ought to guarantee that the conversion scale is 

steady by setting up vital intercessions to upgrade 

speculators' certainty. 
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