THE ROLE OF BUSINESSLICENSING ASA FACTOR
INFLUENCING FOREIGN DIRECT INVESTMENT IN

KENYA

WAMUGI RUTH WAIRIMU

A RESEARCH PROJECT SUBMITTED IN PARTIAL
FULFILMENT OF THE REQUIREMENTSFOR THE AWARD OF
THE DEGREE OF MASTER OF BUSINESSADMINISTRATION,

SCHOOL OF BUSINESS, UNIVERSITY OF NAIROBI

OCTOBER, 2012



DECLARATION

This research project is my original work and hasleen presented for examination in

any other university.

SIgNAtUre ..o a® ..

RUTH W. WAMUGI

D61/70199/2008

This research project has been submitted for exaomwith my approval as University

supervisor.

SIgNAatUre ... a® ..

DR. JOHN YABS
LECTURER: SCHOOL OF BUSINESS

UNIVERSITY OF NAIROBI



ACKNOWLEDGEMENT

The process of this master’s project writing hasrba wonderful learning experience in
my academic life. It was filled with both challesgand rewards. The completion of my

present study leads to a new beginning and a stefafd in my endeavors.

| am grateful to God almighty the one above all,owias always been there in my

endeavors including this study.

My profound gratitude goes to my supervisor Dr.rddfabs for his insightful guidance

through the whole process of project writing.

| am also indebted to my family, my boss and cgjiess at my place of work and friends
whom | may not mention in person for their mateaall moral support which enabled

me complete my MBA course successfully.



DEDICATION

This research project is dedicated to my family flegir inspiration, encouragement,
understanding and prayers towards the successfapletion of this course. | also pay
glowing tribute and gratitude to the Almighty Godhavhas given me the wisdom to

undertake this course.



ABSTRACT

Foreign direct investment is important in a develgpcountry where there exist a high
level of unemployment and generally a need to im@ribe livelihood of the people. In
this context therefore, there is need for a coumdrydevelop a conducive business
environment that will attract the same the foramrestors and establishment of one stop
shop where all enquiries pertaining to both logad #oreign investment in the country
will be available, is such one step. Licensingcpss in a country will also affect the rate

of investment by foreign investors.

Towards the realization of the same objective, stdgtive research design was adopted
in which questionnaires were distributed to Kenyeektment Authority and the Ministry
of Local government offices. The respondents hathiretd different academic
qualification and years of experiences in dealinth wnplementation of the institutions
strategies for attracting direct foreign investmenthe country. As a result, they were

found to be knowledgeable to the research subjeeat a

The findings of the study were that foreign investare majorly concerned with the
operating cost of their businesses and as welhassécurity of their investment. The
respondents pointed out that before 2008, the cpured multiple licensing agencies
which in most cases had duplicating functions buias also realized that this has been
remedied by the coming up of a central bureaucehking new businesses. The licensing
process of foreign investor has been hamperingeted of FDI coming to the country
over time. The respondents observed that aftecoltry coming up with a one stop
shop where all prospective investors —both local &wreign- seek advice and all

requirements pertaining to licensing in the office.



Attraction of direct foreign investment to a coynis of importance in terms of creating
employment and increasing the general economiclagwent of the country. Therefore,
it is important that a country establishes all ssaey mechanism that will attract these
investors. The necessary conditions such as eftidemmunication and road network
should be availed and the cost of production atesareade affordable through a supply of

affordable labour, raw materials and power for ragrihe factories.

Vi



TABLE OF CONTENTS

[T ox F= 1= 4[] o U PPTTPPPRRRP Ii
ACKNOWIEAGEIMENT ... e e e e e e e e et e et e e eeee e e e e eeeabannn s iii
[ To [ To3= 11 o] o PP PPTPPPPRRTP v
Y 0111 = Tod TR %
IS Ao ] =1 o] = PP X
IS A ) {0 [0 =P PPTPPPPRRRP Xi
CHAPTER ONE: INTRODUCTION ....oiiiiiiciiie et siee e siee e esires s ensae s snnaeesneeeens 1
1.1 Background Of the STUAY ........coooo oo 1
1.1.1 Foreign DireCt INVESIMENT ........cooiiiiieeeee e e e e e e e e eeeeeeees 2
1.1.2 Business Licensing Process iN KENYa........ccuuuuuiiiiiiiiiiiniieeeee e eeeeeeeeiieeeeeeeaneeees 4
1.1.3 Kenya Investment AULNOIITY ... oo 7
1.2 RESEAICH PrODIBIM .ottt 8
1.3 RESEAICN ODJECHIVES. ...ttt e e e e e 10
1.4 Value Of the StUAY ... e 11
CHAPTER TWO: LITERATURE REVIEW ...ttt 12
P20 R 1 {0 T U Tox 1 o] o (RO RRPPPPRP 12
2.2 Foreign DireCt INVESIMENT .........uuuiiiiiiiiiie et e e e e e 12
2.3 Theories of Foreign DireCt INVESIMENT ... e e e eeeieeeeiiiiiii e 13
2.3.1 Imperfect Market TREOIY .......ccoiii e 13
2.3.2 Product Life CYClE TREOIY.....ccoo et 14

vii



2.3.3 Location Advantage TNEOIY ..........euuuceemmmeeiaaeeeee e e e e e e e e e e eeeeeeetttb e 15

2.3.4 COMPELLOT TREOIY ettt eeeeem et e e e e e e e e e eeees 15
2.3.5 ClIENT TREOIY ...ttt sttt s e e e e eee e e e s s e e e e e e e aaaeeeeeenneees 16
2.4 Factors Influencing the Business Licensing 886N Kenya..........cccooevveeeeeeeeeeeeeee. 16.
CHAPTER THREE: RESEARCH METHODOLOGY ....cooiieiiiieeiee e 22
G300 R 1 0T [UTod 1 o] o (RSSO 22
3.2 RESEAICH DESIGN... oottt e e e e e e et et ettt ennnn— e b e b s 22
CRRC R B -1 = W 00| [=Tox 1 o] o [0SR UURUPPPPPRTRURPRRR 23
3.4 DAta ANGIYSIS ..ottt oo ettt e e e e e e e e e e e e e e e e e e eeeeeeearrranaa 23
CHAPTER FOUR: DATA ANALYSIS, RESULTSAND DISCUSSIONS.........ccee... 24

v R 11 o o (3o 1o I OSSR UPPRRPPRTRRR 24
4.2 Demographic and Respondents Profile ... 24
4.2.1 RESPONUENTS GENUEK ....cevieieiiiiiiee e e e e ettt e e s e e e e e e e e e e e e e eeeeeeeeeeeeeeeesssnennnnns 24
4.3 Foreign Direct INVeStMeNnt iN KENYa.......cuuiiiiiiiiiiieee e 27
4.3.1 Role of Ken Invest in attracting Foreign Birgawvestment...............oovvvvviiiininneees 28
4.3.2 Local factors contributing to the attractadrFDI in Kenya...............ouuiiiiiininnnnees 29
4.3.3 Indirect factors influencing the flow of FDl.........ccooooiiiiiiiiiie 31
4.4 Role of Business Licensing in Influencing FDL............coooiiiiiiiii e, 32
4.4.1: Effect Of lICENSING PrOCESS .....cceeiiieeeeeiiiiiiiiiiiiiiiaaa s e e e e e e e e e e e e eeeeseeeeeeeeeeeseaennnnns 32
4.4.2 Business Licensing as a factor Influencingelgm Direct Investment ....................... 33
4.4.3 Country specific factors influencing Fore@mect Investment................ccccceeeeee 36..

viii



CHAPTER FIVE: SUMMARY, CONCLUSIONS AND RECOMMENDATIONS.....38

0 R 1 0T [UTox 1 o] o (RO RRPPPPRP 38
5.2 Summary of the FINAINGS.......coooiiiiiieeeemm e 38
5.3 CONCIUSION ...t oo ettt s e e e e e e e e e e e e aaeeeeeaeaeeeeeeenanennnnns 40
5.4 ReCOMMENALION ..ottt ceemmmm et e e e e e e e e e e eeees 41
5.5 Suggestions for Further ReSearch ..............ueeiiiiiiiiiii 42
L N [ TSR 43
APPENDIX I: Letter of INtrOdUCHION..........coiiiiiriisieeee e 47
APPENDIX 11: QUESHIONNAIIE. .. ... eiiiieeeieiiie e cmm e e e e et e e e e e et s e e e e e et e e e e aeennnnenans 49



Table 4.1:

Table 4.2:

Table 4.3:

Table 4.4:

Table 4.5:

Table 4.6:

Table 4.7:

LIST OF TABLES

Respondents age Dracket........ e eeeeeeiiiiiiiiia e eeeeeeeeeee e 25
Respondents Level Of @dUCAtION ..coucaaaeriiiiieiii i 26
Level of Foreign Direct INVeStMEeNt............ouvuuiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeeeeeees 28
Factors affecting the attraction of EDI..............cooooiiieen 30
Indirect factors influencing flow of FDI............oooiiiiiiiiieeee 31
Licensing factors influencing foreigmedit Investment..............cccevvvvvvnnnn. 35

Country specific factors influencingdmn direct investment ...............ccc.....e.



LIST OF FIGURES

Figure 4.1: Respondents GEeNAEN .........oouiuuuiiiieeee e 25
Figure 4.2: Length of CONtINUOUS SEIVICE ... e errerrnnnniaaaaeaaeeaeaaeeeeeeeesesnsieennnsessnnnnns 27
Figure 4.3: Success of Ken Invest in attracting .EDI............cccooooiiiiiiiiiiiiiiieeeeiees 29
Figure 4.4: Effect of Licensing oNn FDI..........oooiiiiiiiiiiiiiiii e 33

Xi



CHAPTER ONE

INTRODUCTION

1.1 Background of the Study

Globalization is formed and fashioned in and thfopgrticular political economies and
techno-economic relations. Additionally, globalipat is characterized by structural
reforms such as trade and investment liberalizadiwoh increased trade and international
investment flows promoting growth, altering the gmsition and geographical
distribution of economic activities, stimulating nopetition and facilitates the
international diffusion of technologies having sfgant effects, both positive and
negative, for sustainable development (Vernon, 20@&ltinationals are the vehicles for
much of this globalized economic activity, and urnt, foreign direct investment by
multinational corporations accounts for an incnegsproportion of global economic
activity. The escalation in international investmemeans that a country's sustainable

development is progressively more influenced bytmational enterprises (MNES).

The importance of investment flows to a countrynmdrbe overstated. If a country is to
continue on the journey of strengthening their Btdas so as to become globally
competitive and improve their export capacity, thieey need to attract investment that
will be both sustainable and enable them to achibigegoal. This will then go a long

way in positioning the countries favorably when ytheegotiate various terms and
conditions under the Economic Partnership Agreeme(EPAs).The growth of

international production is driven by economic @achnological forces. It is also driven

by the ongoing liberalization of Foreign Direct &stment (FDI) and trade policies,



(Winsted and Patterson 2008).In this context, dlpaton offers an unprecedented
opportunity for developing countries to achievetdaseconomic growth through trade

and investment.

The Government is responsible for the formulatiod anplementation of laws that will

ensure that the country attracts foreign investiysensuring that they operate in an
environment which is better than other countridgsTnvolves ensuring that the number
of licenses needed to operate is few, the duratitakes to grant the license is minimal
and these results from the institution an envirommehere it is committed to

transparency, fiscal decentralizations tasked grénting the license being few. This
therefore calls for one stop shop where foreigedalinvestors can get all the required
licenses. Governments of developing countries @ giving new attention to the

potential for FDI in their economies. This is besaunany developing countries now
desire to extend the market price system and thatprsector and to mitigate the
external debt problem by attracting more privateeifgn investment. When a country
suffers a resource or savings gap, it will alsofimr a foreign exchange gap that will
have to be filled with an inflow of foreign capitdduring the past two decades, foreign
direct investment (FDI) has become increasinglydrtgmt in the developing world, with

a growing number of developing countries succeedirgftracting substantial and rising

amounts of inward FDI (Graham 2006).

1.1.1 Foreign Direct I nvestment

FDI is defined as an investment involving a longreelationship and reflecting a lasting

interest and control of a resident entity in onergny in an enterprise resident in an



economy other than that of the foreign direct in@esAn equity capital stake of 10% or
more of the ordinary shares or voting power of anorporated enterprise, or its
equivalent for an unincorporated enterprise, ismadly considered as a threshold for
FDI. Foreign direct investment, in its classic défon, is defined as a company from one
country making a physical investment into buildiadactory in another country. The
direct investment in buildings, machinery and eqapt is in contrast with making a

portfolio investment, which is considered an indinevestment (UNCTAD, 2002).

Foreign direct investment (FDI) plays an extraoadyn and growing role in global

business. It can provide a firm with new marketsl anarketing channels, cheaper
production facilities, access to new technologpdpicts, skills and financing. For a host
country or the foreign firm which receives the istraent, it can provide a source of new
technologies, capital, processes, products, orgaoial technologies and management
skills, and as such can provide a strong impetusctmomic development. In recent
years, given rapid growth and change in global shwent patterns, the definition has
been broadened to include the acquisition of anigshanagement interest in a company
or enterprise outside the investing firm’s homerdou As such, it may take many forms,
such as a direct acquisition of a foreign firm, gtonction of a facility, or investment in a

joint venture or strategic alliance with a locahfi with attendant input of technology,

licensing of intellectual property. In the past @ée, FDI has come to play a major role in
the internationalization of business. Reacting tmanges in technology, growing

liberalization of the national regulatory framewayverning investment in enterprises,
and changes in capital markets profound changes besurred in the size, scope and

methods of FDI (Carkovicand Levine,2002). New information techmylosystems,



decline in global communication costs have madeagement of foreign investments far
easier than in the past. The sea change in tratleaestment policies and the regulatory
environment globally in the past decade, includiragle policy and tariff liberalization,

easing of restrictions on foreign investment andu&stion in many nations, and the
deregulation and privatization of many industriess probably been the most significant

catalyst for FDI's expanded role.

Foreign direct investment combines aspects of liotirnational trade in goods and
international financial flows, and is a phenomemoore complex than either of these.
The growth of international production is drivendgonomic and technological forces. It
is also driven by the ongoing liberalization of &gn Direct Investment (FDI). Foreign

direct investment has been an important elemenKesfya’'s economic development

process. The product life cycle theory by Verno@6@) states that “production location
for products moves from one country to another ddipegy on the stages of the products
life cycle.” In other words, developed countriedartake FDI in other countries once
demand there grows large enough to support localymtion and the domestic market is

saturated and facing the rising cost of labour.

1.1.2 Business Licensing Processin Kenya

Kenya's inability to attract FDI is due to growipgpblems of corruption and governance,
restrictions on participation in business had sk®aign investors, inconsistencies in
economic policies and structural reforms, detetiogapublic service, poor infrastructure,
delayed reforms aimed at kicking out bureaucradiesbusiness licensing and

management which has seen delays in legislatiah@Companies Act, Partnership Act



and Business Regulation Act are responsible forydsndrop in ease of doing business
UNCTAD (2011). The factors which influences licemgiprocess include bureaucratic
barriers distributed in public sector are consideaemain challenge causing failure of
government to attract investors, either by prompgiforeign investment below a certain
size, through minimum capital investment or by exjing prior approval or licensing

from which domestic investors are exempted, wheteagplex governmental procedures
relating to licensing for investment and slownessekecution and continuous and
intentional delay causes loss in investors, timeabse of routine, i.e. bureaucracy in
transactions performance (Gabriel, 2007). In additio variety of decision making

centers that the investor deals with, which puesters in confusion, worry and non-

confidence condition which affects his desire tewst.

Generally, there are no restrictions on the peaggnbf equity that foreign investors may
hold in a locally incorporated company. Similarlshere are no legal provisions
restricting joint venture agreements between Kerg@npanies and foreign Companies,
or even prohibiting the acquisition of Kenyan firtmgforeign owned firms. The freedom
of contract is the operative principle in such s@etions. Registration of a company in
Kenya is done by the Registrar of Companies. Tlglcc be a branch office of an
overseas company or a locally incorporated companyegistration could also be done

under the Business Names Act

The approval and licensing procedures of new imrests in Kenya is done through the
Kenya Investment Authority. The Kenya Investmentthauity (KIA) will process and

grant approvals of new investment, once proposads smbmitted on a prescribed



application form. Proof of company registration mbg attached to the application.
Where the investment may have adverse impact oariggchealth or environment,

clearance from the competent authorities such asmd Environment Management
Authority and Public Health authorities will be teged before approval is granted. Also,
clearance is required from parent ministries feestments in restricted areas before KIA

approval is granted

According to UNCTAD (2011), Kenya lost its grip itme battle for foreign direct
investments (FDI) to Uganda and Tanzania as heightepolitical tensions and
restrictions on foreign ownership in some sectors taway multinationals. The FDI
inflows to Kenya dipped from Sh67.8 billion in 200G Sh13.1 billion in 2009 and
Sh12.4 billion in 2011. The introduction of the Kaninvestment Authority (Ken Invest)
marked the centralization of investment procedwitlsin the government. Kenya is now
among the easiest country to invest in, in regaodgstablishment of companies by
foreign investors. The Ken Invest developed a sengpép by step manual to investment
in Kenya which simplified the procedures to a Spsprocess. One key area of the
reforms was in the business licensing where soneliBénses were eliminated in 2007
and another 379 of the 1,325 identified as hindergrowth of small businesses
simplified. That effort continued last year leaditw the reduction in the number of
licenses required to set up a business from 30Q6tcand the identification of an

additional 337 business licenses for review.



1.1.3 Kenya I nvestment Authority

Kenya Investment Authority (Ken Invest) is a statytagency charged with the prime
responsibility of promoting and facilitating investnts in Kenya and was set up through
the Investment Promotion Act of 200&en Invest is the successor institution to the

Investment Promotion Centre, which was establishel®86 with the primary role of attracting
and retaining local and foreign direct investmenthie country. The main functions of the Centre
were to, promote investments in Kenya by local fondign business enterprises, liaise with the
relevant Ministries, responsible for approving r@#w private sector projects and expansion of
existing projects, assist business enterpriséslementing projects approved by the relevant
Ministries, monitor the performance of the progeepproved by the relevant Ministries and
compliance with the conditions of approval and adthe government periodically on changes in
policies, strategies and administrative procednexessary for the promotion and enhancement

of investments in Kenydn addition the Authority undertakes policy advog#o improve

Kenya's investment climate.

In 1992, the Centre was vested with the powerdodasa Certificate of General Authority
(GA) in respect of any new business enterprise,nuih@ application of any person

proposing to invest in or establish that enterpridee GA was introduced to reduce the
bureaucracies involved in acquiring the variouenges that an investor required in
setting up a project. It entitled an investor tarshis project immediately, provided that
any licenses he required were covered by the GAwaare subsequently acquired within
twelve months. However, as there were a numbeifigirent laws that dealt with or had

an impact either directly or indirectly on foreighwestments, it was decided after wide

consultations, that Kenya needed a legal framewsanhktained in a single piece of



legislation that specifically and substantively emd the matter of direct investment in
the country. This would not only give greater dlain dealing with investments into
Kenya, but would also give transparency and confiddo investors.

Consequently, after years of intensive and interaa@onsultations, the passing of the
Investment Promotion Act on December®312004 created the Kenya Investment
Authority, with an expanded mandate under the Acexecuting its role of investment
promotion, investment facilitation and policy adaog. The key features in this regard
include: The power to issue an Investment Certéidavhich replaced the Certificate of
General Authority) with regard to any new investmepon satisfying requirements for
the same. It is optional for both foreign and localestors and the Authority is expected
to give a written decision within 20 working daysdter receiving an application for an
investment Certificate, Re-modeling the Authorityoi a one-stop shop for investors, as
per the Investment Program of the Economic Reco®&rgtegy, thereby significantly
raising its profile and responsibilities, and tx@ectations of investors for more efficient
service delivery and the power to determine whetierinvestment is lawful and

beneficial to Kenya.

1.2 Resear ch Problem

The impact of FDI on economic growth is one of thest controversial topics in
development economics. According to the moderromathypothesis, FDI promotes
economic growth by providing external capital ahtbtigh growth, spreads the benefits
throughout the economy (Contractor et al., 2003% the presence, rather than the origin
of investment that is considered to be importanbrédver, FDI usually brings with it

advanced technology, and better management andipajan which can be considered



as the engine of the growth in developing countrigswever, despite the role that
foreign direct investment plays in the economieshef countries, it has been noted that
that often than not cumbersome and bureaucraticdresinative regulations has been

noted to affect the flow of FDI especially in theveloping countries (Erdal, 2001).

Setting up a one stop shop, is one of the projeetsinvest has envisioned to undertake,
which would enable the institution to execute itanaate more effectively and
efficiently, and in line with best practices aroutid world. A One Stop Shop would
thereby reduce the number of bureaucratic procedtivat hamper investment flows
through increased costs and time wasted. Lessansel@ from a number of countries
lend credence to the efficacy of a One-Stop-Shaperefficiency and cost effectiveness
in the promotion and facilitation of investment wdiay the issuing of all relevant
licenses to investors and the provision of othaistésnce and incentives are under one
roof. Foreign Direct Investments (FDIs) into Keraf@ increasing at a steady rate given
the continued streamlining of registration and @etprocesses by the government. It
required an investor a lot of business licensesraggtrations to be able to do business
in the country. All these licenses would be frompasate ministries and local authorities
and one had to hop from one place to the othert Megsstment attempts by foreigners
became a cropper before they even started whenctimag to realize it might cost them
more in under the table dealings than it woulddiually put down their money to invest.
However, the government has in the recent pastireiied and simplified some of the
licenses in order to lessen the time it takes doeifn investors to acquire the necessary
licenses these has not however helped the coumttgrhpete with other countries whose

licensing process takes a much shorter time.



Several studies have been undertaken locally insiigect area of foreign direct
investment. Iseme (2008) in his part researchedalmnempirical study of location
determinants of foreign direct investment in Keaya found out that there exist a strong
relationship of around 72% between a location ofoaintry and the foreign direct
investment in that country. Dinga (2009) undert@olstudy of the impact of foreign
direct investment on economic growth in Kenya aondnfl out that foreign direct
investment provides a source of new technologiespital, processes, products,
organizational technologies and management skilisl as such can provide a strong
impetus to economic development. On his part Njag{2909) carried out a study on the
factors that influence the contribution of foreigirect investment in the growth of
Telecommunication sector in Kenya. In this studydie note that few and easy to
achieve licensing procedures in a country playsrgrortant role in attracting FDI in the
country. On the basis of the above studies, ivident that there has been no study that
has been done on the licensing process in attgpfdieign direct investment in Kenya.
This therefore leads to the following research fjaes what factors influence the

licensing process in attracting foreign direct istveent in Kenya?

1.3 Resear ch objectives

The objective of the study was to determine the oflbusiness licensing as a factor

influencing foreign direct investment in Kenya.

10



1.4 Value of the study

The study will help the management of the Kenya#tment Authority to come up with
clear guidelines on the procedure which an investemds to follow when seeking the
license and also on the need to reduce the nunflbeenses which the investor needs to
have in order to operate. In this way it will reduihe time it takes for an investor to
acquire the license. Also seconding of more quelifbersonnel and developing existing
staff to equip them with the necessary know how whth facilitate effective performance

in their duties.

To the government: This study will benefit the garaent especially the Ministry of
Finance and that of Trade in making policy decisiovhose overall objectives are to
accelerate the rate of growth in the amount of ifpredirect investment and take
advantage of the growing world markets. The studly support policy makers in

devising strategies on promoting investment frorthbbocal and foreign sources.

The study will be important to the scholars as shely will increase to the body of
knowledge in this area and also they can offerato the government on what if done

will attract more foreign direct investment to tauntry.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This chapter provides an overview of the previdtesdture on foreign direct investment.
An overview of the various theories underlying fgre direct investment, factors

influencing foreign direct investment licensing pess will be reviewed.

2.2 Foreign Direct Investment

Foreign direct investment (FDI) constitutes long¥teinvestment by a foreign direct
investor in an enterprise resident in an econonmgrothan that in which the foreign
direct investor is based (Salvatore, 2004). Varioustives account for FDI. These
include attraction of new sources of demand foirtpeoducts, penetration of markets
where excessive profits are available, full benfefitn economies of scale, use of cheap
foreign factors of production such as labour amidlaAccording to United Nations
Conference on Trade and Development (UNCTAD) (208@eign direct investment
FDI is an investment involving a long term relasbip and reflecting a lasting interest
and control of a resident entity in one economyinenterprise resident in an economy
other than that of the foreign direct investor. équity capital stake of 10% or more of
the ordinary shares or voting power of an incorfeatanterprise, or its equivalent for an

unincorporated enterprise, is normally consideed threshold for FDI.

Foreign direct investment has played an effectole as a source of financing to a lot of

developing countries. Although the impact of FDI @tonomic development is

12



debatable, there are many empirical findings thgipsert its positive contributions.
Research by Mbekeani (1999) on the impact of FD#lomestic investment, exports and
economic growth showed positive relationship in Mexand Malaysia. Another research
by Larrain, Luis and Andres (2001) showed posigfect of FDI generated by Intel in
terms of net exports, investment, wages and benafitl local purchases for the Costa
Rican economy. Hill (2001) in his study on the rofeFDI in 69 developing countries
found that it not only stimulates economic growtlt lalso has a larger impact than
investments by domestic firms. Developing countass thus, competing to attract FDI
into their economy. There are many factors thatettthe movement of FDI throughout
the world. These factors may differ significanttprh one location to another depending

again on the attractiveness of the particular regiocountry.

2.3 Theories of Foreign Direct | nvestment

This section presents a brief discussion of sonteetheories of FDI. The main theories
discussed here are the Imperfect Market TheoryduttoLife cycle theory, Location

Advantage Theory, Competitor Theory and the Clidreory.

2.3.1 Imperfect Market Theory

According to the imperfect market argument, whistbased on transaction cost theory,
MNCs should internalize their operations (Hennd@82). According to this theory,
market imperfections arise due to barriers suctagafs and foreign exchange controls
that restrict the free flow of goods between natiofo avoid such barriers, it is better for
MNCs to move abroad through FDI instead of expgrtor licensing its products.

Furthermore, the transaction costs of exportindicansing are much higher since the

13



MNCs may incur costs of search, costs of negonatamsts related to enforcement of
contract, transport cost and payment of taxes ,(E001). These justify the reason for
shifting production abroad. Logically, a multinatad corporation (MNC) is bound to
incur additional transportation costs, face languad tax barriers and may face the risk
of expropriation if it decides to move abroad. Hee® Dunning (1991) observe that
MNCs are still rapidly crossing borders and expagdheir businesses all over the world

through FDI.

2.3.2 Product Life Cycle Theory

The product life cycle theory by Vernon (2005) arguhat the production location for
products moves from one country to another depgndpon the stages of the product’s
life cycle. In other words, MNCs undertake FDI ither countries once demand there
grows large enough to support local production treddomestic market is saturated and
facing rising cost of labor. However, Hill (200Xgaes that if this is the case, it still does
not explain why MNCs use FDI and not exporting. éwcbtng to the ownership
advantage theory where MNCs are fully exploitingrtai@ intrinsic competitive
advantage that the local firms may not have (Ca2882). These advantages refer to
certain technological advantages including supemooduction techniques, better
management methods, brand name, reputation, beoéftconomies of scope and scale,
monopolistic advantage and ownership of scarceuress (Hill, 2001). These factors are

also known as firm specific advantages.
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2.3.3 Location Advantage Theory

According to the Location advantage argument prdidy Dunning (2005) that explains
the nature and direction of FDI based on certatational factors. MNCs carry out their
FDI due to certain locational factors inherenthe host market. These locational factors
are further divided into demand factors and supatyors (Coskun, 2001). The demand
factors are: large market, high domestic demanénogss of the economy, potential
growth, etc. while the supply factors are cheap siallied labour, infrastructure quality,
government incentives, logistic cost, access tortelogy, etc. The Multimedia Super
Corridor (MSC) in Malaysia is an example of an avath certain locational specific
advantages since it attracts concentration of mé&bion and technological companies

that conduct research. These factors are also kagveountry specific advantages.

2.3.4 Competitor Theory

Knickerbocker (2003) Follow the competitor theorygues that, FDI flows are a
reflection of strategic rivalry between firms iretlglobal marketplace. He examined the
relationship between FDI and rivalry in the oligbptic market structure and found that
there is a tendency for firms to follow the leadierthe service sector, this is evident
when service firms internalize as a reaction to peting firms. Coskun (2001) in the
investigation of Swedish banks found that thera iendency for them to follow the
leader when competing in a foreign market. Howekddt,(2001) argues that this theory
still does not explain why the leader decides toatppoad through FDI rather than

exporting.
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2.3.5 Client Theory

On their part, Contractor et al (2003), Follow ttent theory, another theory that
gathered momentum in the 80s and tried to explae @xpansion of service based
MNCs. According to this theory, advertising, finalcservices and market research
companies tend to follow their multinational-maraitaing clients abroad. According to
Erramilli and Rao (2003), it seems that from the8d® onwards, knowledge based
service sectors tended to expand internationaltyguthe follow the client theory when

they followed their multinational clients abroad.

2.4 FactorsInfluencing the Business Licensing Processin Kenya

Developing countries look forward to foreign dirémtestment (FDI) as a stable source
of non-debt creating capital. FDI also offers thesmnomies access to advanced
technology and global marketing networks. Similarfpreign firms investing in
developing country markets look for some condititme met in host countries, which
allow them to produce more efficiently through betexploitation of their typical
intangible assets, like superior patented technploganagement and marketing skills
(Soci, 2006). Otherwise, foreign firms have thei@ptof serving new markets through
either exports or arm’s-length arrangements likeerising. Of course, success in
capturing new markets through exports depends lyeavi barriers to trade, while
licensing, particularly in products involving adeaa know-how, needs to overcome
critical problems arising from informational asymnyebetween foreign sellers and local
franchisees. Nevertheless, foreign firms commiawerseas investment by ‘internalizing’
operations once they find it cheaper to produceabr(Buckley and Casson, 2008),

given some intrinsic features of developing hostntoes.
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Many transition and developing countries see th@ontant role of foreign direct
investments (FDI) in their economic developmenterfiore they undertake different
measures in order to attract foreign direct investis. Some of them are oriented to tax
relieves and financial incentives, subsidized loand subventions (Artige and Nicolini,
2005). Others focus their efforts on infrastructurgorovement and satisfying specific
investor’'s capital needs. Many countries are tryimgreate more favorable climate for
FDI attraction by liberalizing administrative bams, simplifying certain procedures and
by concluding international commercial arrangemertarge number of countries
established state agencies. The main goal of tagsacies is to attract FDI and help
foreign investors when investing on a particularrket The efficiency of the legal
system, institutions and the level of corruptionessential for the foreign investors to
make decisions. For them, corruption is one oflihsic obstacles for investments. In
recent times, much attention has been devotedet@dlse of doing business in different
countries as a key factor influencing incoming FDhe ease with which companies can
do business in a foreign location primarily referexisting procedures and regulations in

the latter that either facilitate or impede growftbusiness ventures.

Classifying a country as ‘more’ or ‘less’ attraetifor doing business depends on various
factors. Singh and Jun (2009) looks at some keyes# this regard, which include time
taken to start a business, number of licenses amdifs required to be taken and the time
involved in doing so, labour market flexibility iterms of ease of hiring and firing
workers, land market rigidities as indicated byeiand cost of acquiring property rights,
protection available to foreign investors, effeetiess of contract enforcement

mechanisms, time and cost required for resolvinmkhgptcies. It is evident that being an
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attractive place for doing business is not suffiti®r explaining why some countries get
bigger shares of FDI relative to their counterpaHswever, countries with relatively
easy procedures and efficient institutions cernfainbluce greater investor confidence.
But manifestation of such confidence into actual F&juires host countries to possess
additional vital attributes, which offer sources lohg-term competitive advantages to
foreign investors. The extent that difficultiesdoing business lead to high transaction
costs, efforts to reduce such costs can significamprove the competitiveness of host
countries (UNCTAD, 2003). Removing labour and lanarket rigidities are particularly
important in this regard. However, enabling rulewsd aefficient institutions, while
‘necessary’ for drawing FDI, cannot be ‘sufficierir ensuring FDI inflows, unless
matched with distinct economic advantages like hagfour productivity and developed

technological capabilities.

New laws on foreign investment have been formepletonit profit repatriation since the
early 1990s, while accessions to international egents and institutions as well as
conclusions of bilateral investment treaties andbdi® taxation treaties have accelerated
(UNCTAD, 2001).The foreign direct investment to soof the larger recipients has been
boosted by good policies. The largest foreign dinewestment recipients have an
average World Bank policy rating of 4.1, compareidhwd.3 for other developing
countries. The favorable Regulatory or Policy framgk may be implemented in a
variety of ways, such as through privatization,esuregarding entry and operations,
institutional environment for financial and corp@aestructuring, liberal trade policy

(tariffs and non tariffs) and tax policy, etc. (VilbBank, 2002)
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The literature on FDI, both theoretical and empiricsuggests that FDI flows into a
country are determined by a number of country-djefaictors. These include the size of
the domestic country market, labour costs, openoéshe economy, exchange rate
stability, quality of infrastructure services, dadility of human capital, technological
capabilities, enabling policies, investment incesdi and business climate, among others.
While economic factors like market size, labourtspeuman capital, and technology, do
explain cross-country variations in FDI flows in myacases, they alone, unfortunately,

fail to provide sufficient explanations in some laases.

The size of the foreign market and its potentiadwgh are regarded as key factors
influencing choice of location (Knickerbocker, 200Burthermore, proximity and access
to a free trade area are also key factors, andi@s she size and growth of the larger,
free trade area may be more important than theasidegrowth of the particular country
in which the firm has chosen to invest. In additioncreased knowledge of a foreign
country reduces both the cost and uncertainty efaimg in a foreign market (Buckley
and Casson, 2005). Related to knowledge is expmrievhich is thought to provide
important tangible and intangible advantages. Agfaia generally believed that a firm
with greater experience of a particular locatiomigre likely to invest there than a firm
with less experience (Anand and Kogut, 2007). Altito financial incentives have been
studied extensively for their effect on investmeetisions, it is generally concluded that
they have relatively little impact on location ct@i Furthermore, it has been noted that
FDI can be quite shallow and therefore transienltéf investors are attracted merely by

financial inducement rather than by fundamentath s skilled labour
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A transaction cost approach has been frequentlyay@g to explain why firms own and
control operations in foreign markets. Stemmingrfrehis is the cost minimization
school of thought, which implies that a companyl shloose the lowest cost location for
its production activities abroad (Tatoglu and GkEis2008). While transport and raw
materials are undoubtedly key cost factors, ites ¢ost of labor that has been explored
most extensively in the FDI literature. Howeverepous research has produced mixed
findings. Some studies have reported that highegewareflect a more productive
workforce and, as such, are associated with ineck&sreign investment (Buckley and

Casson, 2005).

Access to technology has been regarded as an ricfhge factor in investment location
and specifically the ownership level of the invegtifirm, as mentioned previously
(Knickerbocker, 2003). Bernama (2004) warns th&ne¥ a country has a high level of
research and development expenditure, this may beotdue to a high level of
technological dynamism across the board but ratiherresult of a structural leaning
towards industries with high research intensitidss bias will be mitigated only to the
extent that industry structures between advancadtdes tend to be fairly similar. In the
context of FDI, political stability or risk pertarto the risk that a host government will
unexpectedly change the “rules of the game” withimch businesses operate. It also

incorporates the risk of adverse consequences@ffiim political events.

Workforce factors refer to variables such as cddbalbor-wages, education level, skill
level, etc. Empirical evidences from variables stigated found mixed results.
Globerman and Shapiro (2009) found in their emalricvestigation that wages are

negatively associated with FDI. Service industrisgsch as banking, insurance,
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information technology, telecommunication and BP@ a&apital and knowledge

intensive. These industries depend on semi-skédled educated labour. They able to
supply such workforce at relatively lower cost camgul to established service
economies that is why, this sector still attractubstantial amount of FDI. A report by
Bernama (2004), said that Shell's success in Maayas largely due to the availability
of cheap, highly talented, highly trainable and ade Information Technology (IT)

workforce. However, in certain services sector, hsas the hypermarket retailing
business, cost of manual labor may be more relesianeé this sector employs unskilled
workforce. So, whether cost of labor is an impadrgterminant may depend on the type
of service industries under consideration. In addjt government variables such as
government incentives, economic policies, politiGahvironment and government

promotions towards FDI influences the level of direreign investment in a country.
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CHAPTER THREE

RESEARCH METHODOLOGY
3.1 Introduction
The chapter provides a discussion of the researethadology that was used in this
study. It will discuss the research design, thegdarpopulation, data collection

instruments and the techniques for data analysis.

3.2 Resear ch Design

The research design adopted descriptive researsigndeAccording to Cooper and
Schindler (2000), a descriptive research desigrorscerned with finding out the; who,
what, when and how much. Furthermore, a descripggearch design is structured, as
investigative questions and part of formal studiElse design is deemed appropriate
because the main interest is to explore the viablationship and describe how the

factors supported matters under investigation.

This was used for the study as it enabled the relseato have an insight on the role of
business licensing as a factor influencing foralgect investment in Kenya. Descriptive
design method provided quantitative data from caesstion of the chosen population.
Descriptive research design is a scientific methwaloich involves observing and
describing the behavior of a subject without inflceg it in any way. This design

provided further insight into research problem lgatibing the variables of interest.
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3.3 Data Collection

The study used primary data which was collectedoutin self-administered
guestionnaires. The structured questionnaire wasl g collect data on the role of
distribution strategy as a source of competitiveaatiage. The questionnaire consisted of
both open and closed ended questions designedctitoselecific responses for qualitative
and guantitative analysis respectively. The quesaire was administered through “drop
and pick later” method. The respondents for thedystwere the ministry of Local
Government as the representative of all local aiuttes and the Kenya Investment

Authority.

3.4 Data Analysis

The data collected was analyzed using descriptatesscs (measures of central tendency
and measures of variations). Once the data wascted, the questionnaires were edited
for accuracy, consistency and completeness. Howbeéore final analysis is performed,
data was cleaned to eliminate discrepancies aneafter, classified on the basis of
similarity and then tabulated. The responses weea toded into numerical form to
facilitate statistical analysis. Data was analyasthg SPSS based on the questionnaires.
In particular, the descriptive analysis employdualds, pie charts, percentages, mean and

standard deviations to summarize the respondemteans
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CHAPTER FOUR

DATA ANALYSIS, RESULTSAND DISCUSSIONS

4.1 Introduction

The research objective was to establish the rolébudiness licensing as a factor
influencing foreign direct investment to Kenya. Jtuhapter presents the analysis and
findings with regard to the objective and discussaf the same. The findings are
presented in percentages and frequency distrigjtimean and standard deviations. A
total of 17 questionnaires were issued out. Thepdeted questionnaires were edited for
completeness and consistency. Of the 17 quesii@snssued out, 14 were returned.

This represented a response rate of 82%.

4.2 Demographic and Respondents profile

The demographic information considered in this gtudcluded gender of the
respondents, age bracket, highest level of edutatid length of continuous service with

the institution,

4.2.1 Respondents Gender

This is a set of characteristics that are seenstinduish between male and female. The
respondents were asked to indicate their gendero&itde 14 respondents, 57% were

male while 43% were female.
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Figure4.1: Respondents Gender
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The distribution of the gender parity implies ttiee respondents were distributed equally

among the two genders and one can safely condhadéhte results obtained from the

respondents will be representative and absentyofander bias.

Table 4.1: Respondents age bracket

ent

Years Frequency Percent Cumulative Perc
under 30 2 14.3 14.3

31-40 3 21.4 35.7

41-50 5 35.7 71.4

over 50 4 28.6 100.0

Total 14 100.0

The above findings indicate that 21.4% of the resients were between 31 and 40 years

while 14.3% were under 30 years old while majooityhe respondents were found to be

in the age bracket of 41 -50 years which formed®bof the respondents. Cumulatively,



71.4% of the respondents were 50 years and beltwe Means that the work force
sampled from this research can be considered tehberally younger and it is possible
that majority of the respondents could have workethe same organization after their
schooling. In addition, 28.6% of the respondentd ages over 50 years implying that
this category of the respondents have worked mio8tenr life’'s and can be deemed to
have accumulated adequate knowledge that can tééeilianswers to the research

guestions.

Table 4.2: Respondents L evel of education

Frequency Percent Cumulative Percent
Post graduate 8 57.1 57.1
University 4 28.6 85.7
Tertiary college 2 14.3 100.0
Total 14 100.0

The findings indicates that 57.1% of the resporslemére post graduate certificate
holders , 28.6% were university graduates while8%were Tertiary college leavers.
Cumulatively, 85% of all the respondents had agtdithe university level education and
one can therefore conclude that they were verstdtive research questions of the study.
on cross tabulating the results of the age and Eveighest education, it was found out
that majority of the graduate respondents wereetlvath ages less than 50 years. This

means that the institutions that the research wadacted i.e Ministry of Local
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government as well as Ken invest have generallpwthjul and learned workforce by
virtue of their age brackets.

Figure4.2: Length of Continuous Service

50%

B Less than 5 years
B 5-10 years

Over 10 years

21.40%

The results presented in figure 4.2 shows thatnim@ber of years of service in the
current organization varies from a period of lésmt5 years to over 10 years. 50% of the
respondents had worked in the organization for rfogeof 5 to 10 years, 29% of the
respondents indicated that they had worked for dl@ryears while 21% of the
respondents indicated that they had worked forrmg@f less than 5 years. Majority of
the respondents had worked in the organizatioroVer 5 years, thus there is high level

of understanding of the workings in the instituson

4.3 Foreign Direct Investment in Kenya

This section of the questionnaire wished to estalfliom the respondent what the current
foreign direct investment climate in the countrylike. This position will help to assess
whether the Kenya Investment Authority is currerdlyle to play its rightful role of

facilitating the attraction of foreign investorsthe country.
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Table4.3: Leve of Foreign Direct | nvestment

Frequency Percent
Very large 5 35.7
Large 3 21.4
Moderate 5 35.7
Low 1 7.1
Total 14 100.0

The findings above indicates that 35.7% of the sadpnts said that the country has to a
very large extent attracted foreign direct invesimi@ the last ten price compared to
7.1% who felt that FDIs over the same period was IGumulatively, over 90% of the
respondents felt that indeed the operating enviertraver the same period at improved.
These results are in line with the improvementimaistructure, reduction in labor cost,
inflation and reduction in the cost of raw mategidue to the better infrastructure. In
addition Kenya has witnessed the resurgence of etiagkbodies such as Brand Kenya,
Kenya Tourism Board and more visible marketing iatives by the government

ministries such as Ministry of Trade and East AArtommunity.

4.3.1 Role of Ken Invest in attracting Foreign Direct | nvestment

This section of the questionnaire aimed at estaibligsfrom the respondents how Ken
Invest has played in attracting foreign direct stmeent. From the figure below 70% of
the respondents pointed out that Ken Invest hasesdils establishment has played its

rightful role in marketing Kenya as a foreign dir@ovestment destination and with this
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role, the level of investment to the country haseased. Only 30% of the respondents

thought otherwise that Ken Invest has not been tabdehieve its objective.

Figure 4.3: Success of Ken Invest in attracting FDI
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4.3.2 Local factorscontributing to the attraction of FDI in Kenya

Foreign direct investment to a country is affedbgdseveral factors. This section of the
guestionnaire seek to establish from the resposdbatextent to which several identified

parameters affected the level of foreign direcestment in Kenya.

The respondents were to give their independent@pion the extent to which the factors
in the table influenced the foreign direct investinen Kenya using a five point Likert
scale. The range was ‘Very Great extent - (5)'Not' at all - (5)’. The scores of very
Great extent /great extent agree have been takpresent a variable which had a mean
score of 3.5 to 5 on the continuous Likert scaeh( S.E <5). The scores of ‘moderately
extent’ have been taken to represent a variable aimean score of 2.5 to 3.4 on the
continuous Likert scale: XB/.E. <3.4) and the score of Not at all/small extbate

been taken to represent a variable which had a meare of O to 2.5 on a continuous
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Likert scale; & L.E. <2.5). A standard deviation of >0.8 impleesignificant difference
on the impact of the variable among respondents.

Table 4.4: Factors affecting the attraction of FDI

Mean Std. Deviation
Changes in technology 3.8571 .66299
Liberalization the Business sector 4.4286 .64621
Free trade zones 3.5714 .64621
Improvement in business climate 4.000(¢ .67937
Good Infrastructure 3.928¢ .61573
Incentives 4.0714 .82874
Efficiency of the legal system 4.000( 67937

The above results shows, that all the factors \aboyve a mean of 3.5 - Great extent. The
respondents indicated that improvement in the lessirenvironment in Kenya through
the betterment of several of the factors have amtulargely investment by foreign
investors; changes in technology (mean 3.8574¢ydiization of business sector (mean
4.4286), free trade zones (mean 3.5714), goodsimtreture (mean 4.000) and favourable
incentives (Mean 4.0714). There was a low variabonthe extent to which the above
factors influences FDI and this means that Kenyaihdeed improved on the factors to
attract the level of FDIs in the country especiallyer the last 10 years. Kenya has
experienced Roads and telecommunication infrastredtmprovement over the last 10
years and this has brought about investors exgorew investment opportunities in the

country.
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4.3.3 Indirect factorsinfluencing the flow of FDI

The respondents were to describe the extent tohwdtteer indirect factors resulting from
both the central and local government procedurdsrarentives affect FDI in a five point
Likert scale. The range was ‘strongly agree (5)’stoongly disagree’ (1). The scores of
strongly agree/agree have been taken to repres@mtadle which had mean score of 3.5
to 5.0 on the continuous Likert scale ;8.5.E <5.0). The scores of ‘moderate extent’
have been taken to represent a variable with a reeane of 2.5 to 3.4 on the continuous
Likert scale: 2.5M.E. <3.4) and the score of both disagree and glyodisagree have
been taken to represent a variable which had a meare of O to 2.4 on a continuous
likert scale; & L.E. <2.4). A standard deviation of >1.3 impliesignificant difference
on the impact of the variable among respondents.

Table4.5: Indirect factorsinfluencing flow of FDI

Factor Mean Std. Deviation
Strategic rivalry in global market place 3.7857 42582
Large market 3.7143 1.06904
Openness of the economy 3.5000 .94054
Cheap and Skilled labour 4.2143 .69929
Government incentives 3.3571 1.00821
Favourable Taxation and regulatory policy 3.8571 .66299
Exchange rate stability 3.1429 1.23146
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The findings above show that the respondents aghegdhe indirect factors that can be
addressed by government regulation, to a greanextd influence the level of foreign
direct investment and that existence of a stratagatry in the market place among the
players had a positive effect on FDI (mean 3.7&B10 that a large market will also be a
positive factor (mean 3.7143). The respondents wewever, moderate as to the
expectations of the government incentives (meab73.8and the exchange rate influence
(mean 3.1429). However, there was a high variagimong the respondents as indicated
by the standard deviation; with the exchange rabilgy having the highest deviation
(S.D 1.23146) while the existence of a strategralry in the market having the least

deviation (S.D 0.42582).

4.4 Role of Business Licensing in Influencing FDI

This section of the questionnaire aimed at establisfrom the respondents, the role of

business licensing process in influencing foreigad investment in Kenya.

4.4.1: Effect of licensing process

On being asked whether they consider the licengingessing to influence the level of
foreign direct investment in the country, the miyoof the respondents (71.4%) agreed
that to a large extent, the licensing process dffest the level of FDI to the country and

28.6% pointed out that the licensing process argel extent influences the FDI.
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Figure 4.4: Effect of Licensing on FDI
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The implication of the above results is that if g@@ernment will desire to encourage
foreign direct investment in the country then iedg to streamline its licensing process
both the national level as well as at the localegoment level. One of the ways of
streamlining this process in a country is do awath whe many licensing bodies in

different ministries and authorities and insteadti@dize all the licensing process to
hasten up the procedure and also save time forgfoiavestors. This move has been
adopted in Kenya and Rwanda whereby a foreign tovesll need to just visit a single

office to get all the investment opportunities &ale and raise any issues arising from

the inquiry and make them address promptly.

4.4.2 Business Licensing as a factor Influencing Foreign Direct

I nvestment

This section of the interview guide wished to eksabfrom the respondent how the
various licensing procedures and steps affect rikesiment in the country from other

countries. The answers to this section of the quasaire will help in identifying the
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points at which government intervention will be ugqd to streamline the process of
licensing foreign investors. In addition, thesetdas will help to assess whether the
Kenya Investment Authority is currently able toyples rightful role of attracting foreign

investors in the country.

The respondents were to give their independenti@pion the licensing process
characteristics influencing the flow of foreign efit investment in the country in a five
point Likert scale. The range was ‘Small extent {d)Very great extent’ (3). The scores
of small extent/ not at all have been taken toesgnt a variable which had a mean score
of 0 to 1.7 on the continuous Likert scales @.E <1.7 ). The scores of ‘moderate extent’
have been taken to represent a variable with a reeane of 1.8 to 2.4 on the continuous
Likert scale: 1.8M.E. <2.4) and the score of great extent have l@esn to represent a
variable which had a mean score of 2.5 to 3.0 @ordginuous likert scale; X5L.E.
<3.0). A standard deviation of >0.7 implies a shigant difference on the impact of the

variable among respondents.
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Table 4.6: Licensing factorsinfluencing foreign direct I nvestment

Mean Std. Deviation
Most domestic business are exempted from 4.0714 .73005
some licenses unlike foreign investors
Bureaucracies exist in the business licensing 3.7857 .89258
management and hence leads to delay
Corruption and governance issues exist in th 45714 .64621
licensing process
There exists restrictions on participation in 3.5000 .75955
some businesses
There exists inconsistencies in the economic 3.8571 .66299
issues and structural reforms in the licensing
process
Poor infrastructure hampers the licensing 3.9286 .82874
process
Complex governmental procedures relating t 4.0000 .55470
licensing for investment
There exists no commercial arrangements 3.2857 72627

The findings on the licensing characteristics th#itiences direct foreign investment was
that; the licensing attribute of most domestic bass being exempted from some
licenses unlike foreign investors had a mean dd7#4), Bureaucracies exist in the
business licensing and management and hence leatiday mean (3.7857), corruption
and governance issues exist in the licensing psodesean 4.5714), there exists
restrictions on participation in some businesseseafm 3.5000 ), there exists

inconsistencies in the economic issues and stricteforms in the licensing process
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(mean 3.8571), poor infrastructure hampers thendice process provides basis for
continuous improvements (mean 3.9286) and Compbderrgmental procedures relating
to licensing for investment (4.0000). The resuitdicate that several factors identified
above on licensing procedure in Kenya influences dttractiveness of foreign direct

investment in the country.

4.4.3 Country specific factor sinfluencing Foreign Direct I nvestment

The respondents were requested to indicate thatetdevhich some particular country
factors will influence the foreign direct investnbiegn the country through the various
licensing requirements in a five point likert scalbée range was ‘Not at All (1)’ to ‘very
great extent’ (5). The scores of Not all/l Smallezthave been taken to represent a
variable which had a mean score of 0 to 2.5 orctimtinuous likert scale; {0S.E <2.4).
The scores of ‘moderate extent’ have been takerepoesent a variable with a mean
score of 2.5 to 3.4 on the continuous likert scée5<M.E. <3.4) and the score of both
great extent and very great extent have been takeepresent a variable which had a
mean score of 3.5 to 5.0 on a continuous likerteso@.5< L.E. <5.0). A standard
deviation of >0.7 implies a significant differenoa the impact of the variable among

respondents. The results are presented in tahle 4.5
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Table4.7: Country specific factorsinfluencing foreign direct investment

Mean Std. Deviation

Time taken to start a business 4.3571 .63334
Rigid land market conditions to foreigners for 3.928¢ 91687
ownership

Less protection to foreign owned assets duril 4.000(¢ 960771
instabilities

Insufficient contract enforcement mechanism 3.7857 97496
Increased adoption to international agreemet 4.357] 49725
and bilateral investment treaties

The results in table 4.6 indicate that factors aered important in a country by the
respondents were the time taken to start a busifmsan 4.3571), Rigid land market
conditions to foreigners for ownership (mean 4.0588s protection to foreign owned
assets during instabilities (mean 4.0436), Insigfit contract enforcement mechanism
(mean 3.7857) and Increased adoption to interrati@greements and bilateral
investment treaties (mean 4.3571. The low variatibetandard deviation indicates that

the respondents were unanimous on the factorsamnesi important by the company.
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CHAPTER FIVE
SUMMARY, CONCLUSIONSAND RECOMMENDATIONS

5.1 Introduction

The Chapter presents the summary of findings, asimmh drawn from the findings and
recommendations made. The conclusions and reconatiensl drawn focus on the

objective of the study.

5.2 Summary of the Findings

The study shows that majority of the respondentsevewer thirty years of age, had
attained university and above in their education amso worked in the respective
institutions for more than five years. In additidhe respondents were found to be well
versed with the subject matter of the research lwinMas to establish the role of business
licensing as a factor influencing foreign direct@stment in Kenya. As a result of the
above, the researcher felt that the results olddiren the respondents reflects the true

position of the organization in attracting FDI.

It was found out in the study that with many coigstin the region developing a efficient
environment for foreign investment, it has becomeerative that Kenya follows suit to
become an investment destination of choice. It fsasad out that foreign investors are
majorly concerned with the operating cost of thrisinesses and as well as the security
of their investment. In addition to the operatinvieonment, another major factor that
affects the level of foreign direct investment iari§a is the licensing process for foreign
investors. The respondents pointed out that bekf@8, the country had multiple
licensing agencies which in most cases had duplgdtinctions but it was also realized

that this has been remedied by the coming up oérdral bureau of licensing new
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businesses. This means that apart from a countnyingpo up with a good business
environment, it should also streamline its liceggamocesses. A country has to develop a
secure business environment that is coupled witbieit communication infrastructure,
labor cost, reduced inflation and available rawenat. On the factors that influence the
level of direct foreign investment in a countrylume a growing GDP level and market

share, a country’s market size.

The licensing process of foreign investor has demnpering the level of FDI coming to
the country over time. The respondents observagatiter the country coming up with a
one stop shop where all prospective investors —loctil and foreign- seek advice and all
requirements pertaining to licensing in the offidée country has also set up agencies
that hasten the licensing processes such as Kestlnigich facilitates approvals of
prospective investment projects which have theitaitle submitted on a prescribed
application form issued by the organization. KlAsh@ovided one-stop shop advantage
office for investors in that all issues pertainimglocal investment can be found in the
office. In addition, Kenya Investment Authority (Kl has developed a code that set forth
guidelines on investment that enumerate the variimusstment incentives and mandate
that all new projects should obtain before approialgranted. In addition, the
respondents observed that KIA has been continuoladlipying the government to
harmonize investment regimes in all the East Afri€@ommunity countries and which

will eventually aim to remove all tariff barrieretween the states.
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In addition, the respondents pointed out that extya is a signatory of a number of
international agreements such as member of Muitinak Investment Guarantee Agency
(MIGA) an affiliate of the World Bank which guaraas investors against loss of
investment to political problems in host countri@s well as being a signatory to
International Centre of Investment Disputes (ICSIihich is a channel for settling
disputes between foreign investors and host goventsn With all these protection the
respondents noted that the Kenyan government hesndined its licensing processing
upon realizing that apart from other country speddctors, licensing of foreign business

is also an important factor that influences levidboeign investment.

5.3 Conclusion

From the research findings, some conclusions candske about the study:

Attraction of direct foreign investment to a coynis of importance to the host country in
terms of creating employment and increasing theeggreconomic development of the
country. Therefore, it becomes imperative that tloeintry establishes all necessary
mechanism that will attract these investors. Theesgary conditions such as efficient
communication and road network should be availedl the cost of production also are
made affordable through a supply of affordable labosaw materials and power for
running the factories. In addition, in the currghbbalized world, there is need for a
country to be a member of several multinationalnages that aim to protect foreign
investment as well as establishing internal medmarthat will safeguard the interest of

both foreign and local investors.
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Apart from the establishment of ground conditionattwill attract foreign investment,
there is need also for a country to come up withirstitution that will facilitate
communication between a potential investor andhibet country. Investors will prefer
existence of a one stop shop where all inquiridsh&i directed as well as their licensing
process be done. It is also important that thellatstitutions established to attract
foreign investment be empowered to facilitate nodghe licensing process and not have
limited powers that will need them to consult othestitutions that will lengthen process.
The licensing process need to be streamlined iray thvat a one stops shop of all the
necessary licenses is done in the same officeaddlta process does not become a source

of discouraging foreign investors.

54 Recommendation

The study recommends that the government direct® mesources to the financing of
institutions concerned with licensing of both load foreign investors. Since the
findings have found out that government licensingcpdures can be a catalyst and at the
same time an obstacle to the setting up of busisessthe country, there is need for the
government to reduce the licensing bureaucracidsstieamline the operations of the
one stops shop for licensing that it currently apes. The financing could take the form
of seconding more qualified personnel in the ingbh, training and development of
existing staff to equip them with the necessaryvkimmw that will facilitate effective
performance of their duties. In addition funds dtooe availed for the institutions to
direct go outside the country approach individnaestors that the country offers to their

business. Indeed with Kenya being strategicallyated a relatively developed
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communication infrastructure and more skilled mamgg the country can tap on this

competitive advantage to attract foreign investors.

The management of the government institutions Hrat entrusted with the task of
wooing foreign investors in the country need to rapmte the importance of their
institution in enhancement of the country’'s’ sta@s good destination of foreign
investment. In this way they will need to lobbyther the government to streamline all
processes required for investing in the countryn abldition, the current level of
partnership between the institutions and stakeln®ldeed to be enforced to capitalize in
all the strengths accruing from relationship. Hoerethe institutions should be wary of
investors whose demands might not be met and coitle agnditions that will be

disadvantageous to the country.

5.5 Suggestionsfor Further Research

The study confined itself to the role of businagssrising as a factor influencing foreign
direct investment in Kenya. With the country moviorgto economic blocks such as East
Africa Community, there is need to study the haripation of the licensing procedures
among the East African countries with a view of amgnup with a single licensing
process such investors will be attracted to thereg/hich is under one policy guideline
unlike the present state where each country hasnitslicensing procedure. In addition,
a local research should be undertaken to estalisheffectiveness of the various
techniques employed by these government institstit;m attract FDI and therefore

facilitate ranking based on their importance.
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RUTH W. WAMUGI
UNIVERSITY OF NAIROBI
SCHOOL OF BUSINESS
P.O BOX 30197

NAIROBI

Dear Respondent,

RE: COLLECTION OF SURVEY DATA
| am a postgraduate student at the University oirdda School of business. | am

presently carrying out a study on the “Role of Bess licensing as a factor influencing
foreign direct investment in Kenya”. This reseaixh partial fulfillment requirement for

award of MBA degree at the University of Nairobi.

As part of this exercise, | would be grateful ifuyoould spare some few minutes of your

time to respond to the questionnaire attached merBe assured that the response from

this survey will be treated with utmost confidehityaand will be used for academic

purpose only.

Thank you in advance for taking the time to paptite in this study.

Yours faithfully

Ruth W. Wamugi
MBA Student University of Nairobi
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APPENDIX I1: Questionnaire

Please give answers in the spaces provided andtick the box that matches your

response to the questions where applicable.
PART A: DEMOGRAPHIC AND RESPONDENTS PROFILE

1) Name of the

(o] = a1 =1 1o o NP

2. Gender: Male () Female ( )

3. What is your age bracket? (Tick as applicable)

a) Under 30 years ()
b) 31— 40 years ()
c) 41-50 years ()
d) Over 50 years ()

4. What is your highest level of education quadifion?

a) Post graduate level ()
b) University ()
c) Tertiary College |

49



d) Secondary ()

5. Length of continuous service with the organiaai

a) Less than five years ()
b) 5-10 years ()
c) Over 10 years ()

Part B: Foreign Direct | nvestment

6. How would you rate the level of foreign diresvéstment that has been attracted into

the country in the last ten years?

Very large ()
Large ()
Moderate ()
Low ()
Very low ()

7. Has the establishment of Ken Invest helped gor@vestors in the attraction of FDI in

Kenya?

Yes () No ()
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8. To what extent has the following factors conttéal in attracting the foreign direct
investment into the country? Use 1- Not at all,rBa8 extent, 3-Moderate extent, 4-

Great extent and 5-Very great extent.

FACTORS 12|34 5

Changes in technology

Growing liberalization of the national regulatorginework governing

investment in enterprises

Free trade zones

Improvement of business climate

Infrastructure

Development of incentives

Efficiency of the legal system

9. How does Ken Invest help in promoting local &meign direct investment?

10. To what extent do you agree that the followagjors influence the flow of FDI in
the country? Use 1- Strongly Disagree, 2- Disagde®]oderate, 4- Agree and 5-strongly

agree.
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Strategic rivalry between firms in the global mdptace

Large market

Openness of the economy

Cheap and skilled labour

Government incentives

Favourable Regulatory or Policy framework beinglenpented such
as through privatization, rules regarding entry apdrations,
institutional environment for financial and corp@raestructuring,

liberal trade policy (tariffs and nontariff) andktpolicy

Exchange rate stability

Part C: The Role of Business Licensing as a Factor Influencing Foreign

Direct | nvestment

11. To what extent has the licensing process aftefdreign direct investors from

investing in the country?

Very great extent ()
Large extent ()
Moderate ()
Low extent ()
Very low extent ()
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12. Are there any conflicting roles in the varidigensing agencies in the country in the

process of attracting FDI?

Yes () No ()

13 How will you describe the current licensing mes of the FDI in the country? Can

they be easily understood easily by investors?

Yes () No ()

14. To what extent do the following factors afféwe licensing process of foreign direct
investment in the country? Use 1- Not at all, 2-Breetent, 3-Moderate extent, 4-Great

extent and 5-Very great extent.

Factors 112|345

Bureaucratic barriers distributed in public seadher by prohibiting
foreign investment below a certain size, througmimum capital
investment or by requesting prior approval or lgiag from which

domestic investors are exempted

Delayed reforms aimed at kicking out bureaucradiesbusiness

licensing and management

Corruption and governance

Restrictions on participation in some business

Inconsistencies in economic policies and structefarms

Poor infrastructure

International commercial arrangements
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15. Classifying a country as ‘more’ or ‘less’ attiige for doing business depends on
various factors. To what extent do the followingtéas affect the attractiveness of the
country to foreign direct investment? Use 1- Notali 2-Small extent, 3-Moderate

extent, 4-Great extent and 5-Very great extent.

Factors 112|345

Time taken to start a business

Land market rigidities as indicated by time andtcof acquiring

property rights

Protection available to foreign investors

Effectiveness of contract enforcement mechanisms

Number of licenses and permits required to be taked the time

involved in doing so

Accessions to international agreements and institat as well as
conclusions of bilateral investment treaties andbd® taxation treaties

have accelerated
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