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ABBACT

Firms in developing countries have in the recest pdopted foreign direct investment as
a strategy to expand its market and increase regehe ideology of the East African
Community has also come of age in the recent yedisthe formation of the new EAC
which increases the number of members of the EAfivéofrom the original three. This
study focused on the experiences of Kenyan firmplementing FDI in the EAC,
together with the challenges that the firms haveegthrough and the factors that have
promoted successful implementation of the same. sihdy adopted a census survey
research design and the population of the studypdsed of 34 Kenyan firms that have
invested in the EAC. Primary data was collectedubg of questionnaires. The study
found out that most Kenyan firms are satisfied witle level of success of their
investment in the EAC and that foreign direct inment was the right strategy for the
firms in their quest to internationalize. It wasa@lfound out that the involvement of
senior level management is important for successfiplementation of foreign direct
investment together with the firms experience ia tlome market. Of the challenges of
implementation of foreign direct investment beuaats and duplicity of government
agencies, corruption and regulations were foundoéothe major challenges while
geographical proximity, host governments opennes$oteign direct investment and
protection of foreign investors were the factorst thromoted successful implementation
of foreign direct investment. Finally it was condéa that more still needs to be done to
promote FDI within the EAC. The study recommendat tfurther research could be
carried out to identify industry specific factotgat promote and pose challenges to the
successful implementation of foreign direct investin by Kenyan firms. Another
possible area of research would be to identify ofinens not covered in the research and
find out their experiences and challenges.
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CHAPTER ONE: INTRODUCTON
1.1 Background of the Study

Over the recent years many organizations have hdepting internationalization and
more specifically foreign direct investment as atelinationalization strategy. Foreign
direct investment is a capital intensive venture highly risky at the same time therefore
organizations need to undertake proper implemematof the same to avoid

consequences that may be dire to the organization.

One of the major hall-marks of the twenty first weg business environment is the
phenomenal growth of globalization(Pinho and Ma:ti2010). Impelled by globalization
there is now intense policy focus on internatiaratlon of national firms(Zimmerman
and Kattuman, 2007) . All firms engage in businas8vities for profitability and its
therefore important to note that each and evergrargtion will stop at nothing but to
ensure that they achieve the highest possible levgrofitability which has a direct
relationship with the market share hence the needirternationalization of firms.
Dunning through his eclectic paradigm theory notédt firms would undertake
internationalization through foreign direct invesimh because of organizational, location

and internalization reasons.

The coming into force of the new and expanded EAQQ010 presents an expanded
market and opportunities for companies. This togettith the fact that the region offers
an untapped market and has over the years becdatesely politically stable and
conducive for business to thrive has encouragesidgordirect investment by both local
companies and those from overseas. The protocols @s; The East African customs
union and the common market protocol also give tawdil incentive for inter-regional

trade.



1.1.1 Concept of Internationalization

Internationalization enables firms to gradually esat their business operations and
activities beyond the national boundaries (Ahmad &itchen, 2008). Organizations
venture into international business activities sa@reap the numerous benefits of the
same which include but are not limited to; incregsi market share, capturing new
customer base, following their customers to iraiomal countries, avoiding competition

and above all increasing sales/revenue.

Internationalization is a concept that has overrdeent years been extensively studied
and practiced. No single standard definition hasenbeadopted to describe
internationalization as seen from the followingfeliént definitions by earlier writers.
Albaum et al (1989) define internationalizationaastep by step process of international
business development whereby a firm becomes inagigscommitted to and involved

in international business operations through speprbducts in selected markets.

Welch and Luosterinen (1988) defined internatiaaion as business activities that
cross national borders with the intention of cregtivalue for the organization.
The outward movement of international operationsaofirm can be described as
internationalization according to Zeng et al, 2008hile Turnbull (1985) described
internationalization as the outward movement afra’é operations. Though there is lack
of a standard definition of internationalizationt iclearly comes out that
internationalization involves the expansion of bess activities by a home firm from the
local to international markets and when a firm imsrnationalized, its activities are not

limited to a single country but are conducted iifiedeént countries.

When making decisions to internationalize a firns @ make a decision on the entry
mode. Maunda (2011) noted that researchers haweedi\entry mode choices into two
aspects namely; non-equity and equity modes. Naityemodes are divided into market
oriented modes such as direct and indirect exporscontractual modes such as turnkey
projects, contract manufacturing, management cotstratrategic alliances, licensing and

franchising. Equity entry modes include partly oameodes or joint venture and wholly
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owned subsidiary (Foreign direct investments) oile sownership (Kumar and
Subramanian, 1997; Loyatif, 2003). Entry modes aao be looked at through the level
of control of the business activities by the firrhere the modes can be divided into; low
control modes which are exporting, countertrade global sourcing. These provide the
least control over foreign operations, since theafofirm delegates considerable
responsibility to foreign distributors, moderate ntol modes are contractual
relationships such as licensing and franchisingl @uoject-based collaborative ventures
and finally high control modes which are equitinfoventures and FDI. The focal firm

attains maximum control by establishing a physgcakence in the foreign market.

It's also important to note that each mode of ehtg its advantages and disadvantages
and it's important for an organization to selectemtry mode that will ensure profit
maximization and achievement of the goals it ha®seto achieve. Of most importance
to this study is the Equity/high control entry moded precisely foreign direct

investment.
1.1.2 Foreign Direct Investment

The past thirty years have seen a marked increaseath the flow and stock of FDI in the
world economy. Global foreign direct investmentomfs rose 16% in 2011, surpassing
the 2005-2007 pre-crisis level for the first timesdite the continuing effects of the
global financial and economic crisis of 2008-200@ #éhe ongoing sovereign debt crises.
UNCTAD projections for the medium term based on meconomic fundamentals
continue to show FDI flow increasing at a modetatesteady pace reaching $1.8 trillion
and $1.9 trillion in 2013 and 2014 respectivelyrivay any macro economic shocks. Pre-
dominantly over the years the developed countrée® libeen leading the pack in terms of
foreign direct investment inflow and outflow which evidenced by the fact that these
countries have the biggest multinational enterpri3de likes of USA, United Kingdom,
France, Germany, Japan just to name a few falltmtopack. Over the years though the
developing countries have come to embrace this plesnomenon and such regions as

the developing countries and the newly emergingetarhave become targets for
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foreign direct investment inflow and doing some3flow themselves. Kenya'’s foreign
direct investment inflows and outflows for the pasten years average $141 and $17
million respectively. (UNCTAD,World investment rep@012).

Foreign direct investment plays a major role inwlogld economy and has over the years
improved across the globe. It's important to explonore on what foreign direct
investment entails. As the trend towards incredgigipbal markets continues, foreign
direct investment is regarded as an important way firms to obtain benefits of
globalization(Carson et al,2001).The enormous Bmsxein foreign direct investment
flows is one of the clearest signs of globalizationthe world economy over the past 20
years(UNCTAD,2006).

Foreign direct investment is an internationalatstrategy in which the firm establishes
a physical presence abroad through acquisition roflyctive assets such as capital,
technology, labor, land, plant, and equipment. Aeifgn direct investment can also be
defined as an investment involving a long term tieteshipand reflecting a lasting
interest and control of a resident entity in onengeny in an enterprise resident in an
economy other than that of the foreign direct inee@JNCTAD 2002).

Foreign direct investment normally occurs whenrefinvests directly in facilities to

produce and or market a product in a foreign cqufdunning, 1988). Carson et al, 2001
alluded that foreign direct investment incorporatasolly owned foreign investment
which is the creation of a wholly owned subsidittrgough either acquisition or setting
up a new operation, Greenfield site. In summargompany from one country making a
physical investment into building a factory in dmet country is the classical definition of

foreign direct investment according to UNCTAD (2p02

The above means that foreign direct investment ¢gital intensive venture. As seen
earlier, there are various means/modes throughhafiims can enter foreign markets in
their quest to internationalize. With each modedhe motivation and at the same time

there is a downside to it.



1.1.3 The East African Community

The East African Community (EAC) is the regionalengovernmental organization of
the Republics of Burundi, Kenya, Rwanda, the UniRgpublic of Tanzania, and the
Republic of Uganda, with its headquarters in Arysianzania. The Treaty for
Establishment of the East African Community wassdyon 30 November 1999 and
entered into force on 7 July 2000 following itsifreation by the original three Partner
States; Kenya, Tanzania and Uganda. The RepublRw@anda and the Republic of
Burundi acceded to the EAC Treaty on 18 June 20@i7keecame full Members of the
Community with effect from 1 July 2007. The EAC aimat widening and deepening co-
operation among the Partner States in, among otbelitical, economic and social fields

for their mutual benefit.

To this extent the EAC countries established a @unstUnion in 2005 and a Common
Market in 2010. The next phase of the integratidhsge the bloc enter into a Monetary
Union and ultimately become a Political Federatainthe East African States. The
regional integration process is at a high pitchttee moment as reflected by the
encouraging progress of the East African Customi®iJand the establishment in 2010
of the Common Market. The negotiations for the E&fsican Monetary Union, which
commenced in 2011, and fast tracking the procesartts East African Federation all
underscore the serious determination of the Easicakf leadership and citizens to
construct a powerful and sustainable East Africamemic and political bloc.

The common market protocol was established in 201Dit provides for: free movement
of goods, free movement of persons, free movemilatbor, the right of establishment,
the right of residence, the free movement of sesviand the free movement of capital.
The overall objective of the common market is tolem and deepen cooperation among
the partner states in the economic and socialditdd the benefits of the member states.
Among the common market’s specific objectives aradcelerate economic growth and
development of partner states through attainmettieofree movement of goods, persons
and labor rights of establishment and free moveroksérvices and capital, strengthen,
5



coordinate and regulate the economic and trade¢icetaamong the partner states in
order to promote accelerated, harmonious and batamdevelopment within the
community, sustain the expansion and integratiore@fnomic activities within the
community, promote common understanding and cotiparamong nationals of partner
states, enhance research and technological advanteam accelerate economic and

social development.

1.2 Research Problem

Foreign direct investment is both expensive anétyrisompared to exporting and
licensing. FDI is expensive because a firm must lbige costs of establishing production
in a foreign country or of acquiring a foreign eptése and risky because of the problem
associated with doing business in a different caltuhere the rules of the game may be
very different(Hill,2009). Firms would thereforeviest in foreign direct investment due
to the following different motives regardless ot thisks and costs involved; market
seeking, resource or asset seeking and efficiemekisg motives. Foreign direct
investment as an internationalization strategy efoee requires firms to undertake
significant research and planning before undertaltire same so as the firm reaps the

benefits of the same.

The establishment of the new EAC in 2009 has brbagout an increase in outward
foreign direct investment by Kenyan firms in the Efaking advantage of the relatively
regional economic superiority according to the WoBank report on de-fragmenting
Africa. The East African Community brings forth se&l opportunities for foreign direct
investment and provides an untapped market foemdifft products and services. Kenyan
firms have done well in making their presence \igthin the region but this has not been
easy. According to Mufuruki(2011), Kenyans get &dgout for harsh treatment in
Tanzania, notwithstanding the fact that Kenya haenbTanzania’s biggest trading
partner. This has been the status quo for the majofr the East African region which
includes targeting of Kenyan firms by the varigasernments a case in point the refusal
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by the Tanzanian government to renew the work geafnthe Nation media group’s

Kenyan CEO and ordered a Tanzanian be hired tohmskplace and the recent raid of
one of the group’s stations in Uganda. This amdhgrdactors such as restriction on full
ownership and cold war from the local competitore among the many challenges

facing the Kenyan firms that have invested in thstEAfrican community.

A number of researchers have done research on gforalirect investment,
Munyoki(2011) looked at the role of the Kenya Inwesnt Authority in attracting foreign
direct investment in Kenya where he discoveredrs¢watiatives were being undertaken
by the authority. Dinga(2009) explored the impattfareign direct investment on
economic growth of Kenya. Yabs(2011) by studying #ntrepreneurial initiatives,
business environmental factors and the success emfy&s outward foreign direct
investment in East Africa found out that amongfteors that led to success of Kenya's
outward foreign direct investment were the entrepuoeial aggressiveness and risk taking
nature of Kenyan businessmen, experience of Kebyamesses at home among other
environmental factors. None of the relevant studiedewed above focuses on the
implementation of Foreign direct investment and en&w implementation of the same by
Kenyan firms in the East African community. Thisidy seeks to bridge that knowledge

gap and explore the implementation of FDI as aerivdtionalization strategy.

This research seeks to answer the following questi®hat are the experiences of
Kenyan firms in implementing Foreign direct investrh in the East African
Community? What are the factors influencing sudcogssplementation of FDI by
Kenyan firms in the East African Community? Whag #re challenges of implementing

foreign direct investment in the East African Conmity/?
1.3 Objectives of the Study
The objectives of this study are:

I. To determine the experiences of Kenyan firms inlem@nting foreign direct

investment in the East African Community.



ii. To determine the challenges of implementing forelgact investment by Kenyan
firms in the East African Community.
ii. To determine the factors influencing successfullamentation of foreign

direct investment by Kenyan firms in the East AdndCommunity

1.4 Value of the Study

The study is meant to add value to the Kenyan fithag intend to undertake foreign
direct investment by giving an insight of the expeces of others before them and

basically how to handle and deal with the impleragah process.

The different governments within the East Africabn@nunity through this study can get
pointers on what they need to do to attract forelgact investment into their countries

by addressing the environment specific challendélseir countries.

The study is also important to scholars as theystwdl increase to the body of
knowledge in this area. This study will give schislenore insight on the challenges that

firms experience when they undertake outward foreligect investment and specifically

Kenyan firms in the East African community. Alsdetars will get more knowledge on
the success factors for the Kenyan firms in the B&dscan community and what caused
failure if any and the general experiences of teayan firms that have invested in the
EAC. This study will give a basis for literatureview for scholars in relation to
implementation of foreign direct investment andphéiem identify gaps for further

research.



CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter presents a review of related litemtom Internationalization and foreign
direct investment as a mode of internationalizatipn various researchers, scholars,
analyst and authors. Theoretical issues, envirotahéactors affecting implementation
of foreign direct investment, modes of foreign dirmvestment and empirical studies of

foreign direct investment will be discussed.
2.2 Internationalization and Choice of Market Entry Mode

Internationalization of a company can be seen poeess that enables the company to
operate in foreign markets besides the domestic ketar (Njoroge, 2011).
Internationalization therefore is about foreign kedrentry whereby a local firm seizes to
be local and becomes a multinational corporatioher& are two opposing views
concerning the firm's foreign market entry mode idens which are the
internationalization or gradual involvement viewdatie contingency or strategy view
(Konopa and Kwon, 1992). Njoroge (2011) broke ddh internationalization process
into four stages namely: no regular export actgiti export via independent
representatives (agents), sales subsidiaries atigion/manufacturing. This sequence
of stages is referred to as the establishment cliz@wvelopment does not follow the
whole sequence either because some markets ardarg® enough for resource
demanding stages among others. We also expect jumie establishment chains in

firms with extensive experience from other markets.

The establishment of an entry mode is an importpatt of the process of
internationalization, it signifies the formal argzational arrangements of business
practices that; cross borders, transfer aspectseobusiness into the host country, and
indicate the form of return in terms of revenue angstment. The entry mode therefore
has legal, accounting, organizational and strategpications (Dimitratos et al, 2009).
Also Konopa and Kwon (1992) noted that foreign neadntry modes are the means of

linking the company’s products to its foreign maske
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Firms can use six different modes to enter foreigrkets: exporting, turnkey projects,
licensing, franchising, establishing joint ventwrgh a host country firm or setting up
wholly owned subsidiaries (Hill, 2009).The choicé entry mode is usually and
important exercise in a firm’'s quest to internadilire therefore a firm must put a lot of

consideration into the entry mode so as to endtaement of the firm’s objectives.

There are various factors that influence a firmtmice of entry mode. Koch (2001)

divided the factors into three categories i.e maérfactors, external/internal factors and
external factors. Internal factors include: the pamy size and resource availability due
to the fact that some entry modes such as foramgetdnvestment are equity ventures as
compared to others which are less equity venturas. experience of using an entry
mode before, the market share targets and prof kargets are also important internal
factors that influence the choice of entry modethviii the external/internal factors such
factors as the competencies, capabilities andssiatjuired to implement the entry mode
and their availability plus the sufficiency andiaéllity of information on entry modes

available are considered. Finally the externaldisctre basically environmental and in
this factors like; characteristics of foreign cayritusiness environment, market barriers,

industry feasibility and market growth rate comelay.

A firm’s entry mode choice depends on not only ¢haracteristics of the company and
its products but also on the foreign market charatics (Konopa and Kwon, 1992).
Goodnow (1985) and Root (1987) viewed company armtyct characteristics as
internal factors and foreign market's charactarsstas external factors. Goodnow
identified corporate strength, competitive positiocorporate policy and product
characteristics as internal factors and the foreimarket's opportunity, its economic
development, political environment and governmeptdicy as extern.al factors while
Root viewed the characteristics of a company’s pectal and resource commitment as
internal factors and the target market factors,irenment and production factors as
external factors. For the purposes of this stidyresearcher will focus on the foreign

direct investment entry mode.
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2.3 Theories of Foreign Direct Investment

Over the years, several theories have been dewklapey to explain the existence of
foreign direct investment. The market imperfectidhsory states that firms constantly
seek market opportunities and their decision t@stwverseas is explained as a strategy
to capitalize on certain capabilities not shareddypetitors in foreign countries. Market
imperfections for products and factors of productiexplains the capabilities or
competitive advantage of firms (Hymer, 1970).Acéogd to this theory, market
imperfections arise due to barriers such as tadffd foreign exchange controls that
restrict the free flow of goods between nations smdvoid such barriers its better for

MNCs to move abroad through FDI instead of expgronlicensing (Munyoki, 2011).

The international production theory suggests that propensity of a firm to initiate

foreign production will depend on the specific attions of its home country compared
with resource implications and advantages of lagatn another country. This theory
suggests that not only does resource differensiat the advantages of the firm play a
part in determining overseas investment activibas foreign government actions may
influence the piecemeal attractiveness and entnditons for firms (Katsikeas and

Morgan, 1999).

Knickerbocker (2003) looked at the relationshipA®®n FDI and rivalry in oligopolistic
industries .He was of the view that foreign direstestment is an imitative behavior by
firms through looking at oligopolistic markets whethere are few firms which are
interdependent on each other such that the actionefirm will have a ripple effect on
the other firms. For foreign direct investment, &gues that when one firm in an
oligopolistic market decides to set up productiaailfties in another country, the other

firms are likely to follow suit so as to maintahreir market share and beat competition.

Buckley and Carson (1976) internalization theorgusates that, firms aspire to develop
their own internal markets whenever transactioms lwa done at lower costs within the
firm. Internalization theory explains that FDI &ssto replace market transactions with

internal transactions and this maybe the reasonanfiyn would want to make use of the
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ownership advantage by itself such that it is the @ne involved in the transfer of the
advantages it possesses across national boundaritssforeign subsidiaries. Dunning
(1993) through his OLI (eclectic paradigm) theoried to summarize the previous
theories of foreign direct investment. The OLI phgan states that FDI is undertaken if
ownership (O) advantages like proprietary technpl@xist together with location

specific advantages (L) in host countries e.g laetdr costs and potential benefits from

internalization (1) of the production process.
2.4 Forms of Foreign Direct Investment

A firm’s decision to go abroad is concerned notyabout what markets to enter but also
about how to enter them (Lee and Lieberman, 20EO)eign direct investment as an
entry mode can take different forms and faces whan be distinguished through being
either; Greenfield investments or mergers and iattgpns or by the nature of ownership

i.e equity participation, wholly owned direct inte®nt, equity joint ventures and finally

by the level of integration either forward verticalbackward vertical integration

A Greenfield investment occurs when a firm invdstbuild a new facility. A firm can
establish a wholly owned subsidiary in a country bwlding a subsidiary from the
ground up, the so called Greenfield strategy (F009). Liu and Zhang (2007) noted
that whereas as green field investments providgtéatest control over local facilities, it
may at times not obtain policy privileges from tiest government Moreover Greenfield
investments represent full ownership and the neefbrim a new venture. Hill (2009)
distinguishes one great advantage of Greenfielduves as giving the firm a much
greater ability to build the kind of subsidiary tbempany wants which consequently
makes it easier to build an organization culturé establish a set of operating routines in
a new subsidiary.

Against this advantage though we have high degfreisk, slowness in establishing and
the possibility of being pre empted by more aggvesglobal competitors who enter via
acquisitions and build a big market presence lirgithe Greenfield venture.
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In markets where there are already well establishedmbent enterprises and where
global competitors are interested in establishimegrtpresence a green venture maybe too

slow to establish sizeable presence (Loyatif, 2003)

In an acquisition the firm acquires an existing pamy and at the same time a merger is
a special type of acquisition where two firms jeonform one/ a larger firm. Acquisition
provides the fastest means of building a presamegforeign market but it is fraught with
overpayment and the challenge of cultural and natidifferences (Liu and Zhang,
2007) while at the same time no new venture neetie formed. Acquisitions are a good
way to preempt competitors and managers may beblegeisitions are less risky than
Greenfield ventures (Hill, 2009). If a firm is ggino make an acquisition its management
should be cognizant of the risks associated witjusttion such as difficulty in merging
two organizational cultures, over evaluation of fine to be acquired and consider these

when deciding which firms to purchase (Maunda, 2011

FDI can also be through a fully owned subsidiaryerehthe investor fully owns the
foreign assets or an equity joint venture whereegagte firm is created through the
investment or pooling of assets by two or more piafiems that gain joint ownership of
the legal entity. A wholly owned subsidiary willteh be preferred when a firm’'s
competitive advantage is based on technologicalpetemce because it reduces risk of
control over that competence. Also a wholly owneldsgdiary may be required if a firm
is trying to realize location and experienced cueeenomies as firms pursuing global

and transnational strategies try to do(Maunda, 2011

Vertical integration for a foreign direct investniarccurs when a firm seeks to own
several stages of the value chain. The integratganbe forward vertical where the firm
develops capacity to sell its products by invesimglownstream value chain facilities
such as marketing and selling operations or baakwartical integration in which the
firm acquires capacity abroad to provide inputs iferforeign or domestic production
processes by investing in upstream facilities tgibyc factories, assembly plants or

refining operations.
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2.5 Factors influencing Foreign Direct Investment

Foreign direct investment is regarded as a meamxmbiting firm specific assets in a
foreign market (Hymer, 1960; Caves, 1971). Foralgect investment would help the
investing firm penetrate the domestic market, gaioess to raw materials, diversify its
business activities and rationalize production esses. Also FDI overcomes some of the
barriers associated with exporting e.g trade barréad transport costs (Carson et al,
2001). Dunning (1971) also noted that a large pitigo of overseas investment is
motivated by defensive tactics from competitorséoample, markets reaching saturation

and as a reaction to problems in the home couli¥igtters, 1995).

Increased technological intensity within the firnmslustry (Clegg, 1998) and reduction
in transport costs (Davidson and McFetridge, 19&&0 promote foreign direct
investment. Hill (2009) looked at the motivation$ foreign direct investment by
pinpointing the various disadvantages of the otfmexddes of entry i.e exporting and
licensing. Trade barriers such as tariffs and cqudta example which discourage
exporting would be a motivator for a firm to invéstanother country coupled with this
is, are the transport costs associated with exptinese would be significantly reduced
through foreign direct investment. Giving away amfs technological knowhow to a
potential foreign competitor, loss of control oveuch activities as manufacturing,
marketing and strategy plus lack of the competitideantage of the organization by the
licensee are among the reasons why a firm wouldmptvest in another country rather
than opt for licensing according to Hill. These mations for foreign direct investment

also pass as advantages of the same.
2.6 Factors affecting Strategy Implementation

It can be much easier to think of a good stratelggntimplement it(Floyd and
Woolridge,1990). Most strategies stumble in thelengentation phase at the same time
managing the implementation phase is often morgcdif than coming up with the
strategy in the first place but ideas that canmettdanslated into action serve little
purpose (Allio,2005).

14



Al Ghamdi (1998) noted the following as among thebtems of strategy implementation
based on Weasel (1993) individual barriers to etpatimplementation; competing
activities distracting the attention from implenmatign, lack of clearly defining the
changing responsibility of employees, lack of kegrniulators participation in
implementation, lack of early communication of deshs requiring involvement of top

management.

Freedman (2003) also noted the following implemtorapitfalls; strategy inertia, lack
of stakeholder commitment, strategic drift, stratedilution, strategic isolation and
impatience. Sterling (2002) pointed at unanticigatearket changes where intended
market conditions change before a strategy takkl kfiective competitor responses to
strategy, application of insufficient resources mha lack of resources is generally a
bigger threat to capital intensive strategies, latbuy in or communication of strategy

and lack of focus in implementation of strategy.

In summary Peters et al (1980) considered seveanaational factors that must be put
into consideration so as to ensure effective gyatmplementation i.e The Mckinsey’'s
7-S framework. Those factors are; strategy, strectaystems, style, staff, skills and
subordinate goals. Once these are taken care ofalsrategy should be successfully
implemented. Firms often fail in foreign marketschase of inappropriate entry and
operation strategies(Welch and Luostarinen, 1988Jso failure of proper

implementation of the strategy and the challengesnplementation of the same
contribute to the success or lack thereof of a’firentry/investment in the foreign

market.
2.7 Empirical Justifications of Foreign Direct Investment

Yabs (2012) through studying the entrepreneuridlaiives, business environmental
factors and the success of Kenya’'s outward foreigact investments in East Africa
found out that the success of Kenyan firms like yé&e@ommercial Bank and Jubilee
Insurance in East Africa was as a result of theeegpce, resources and expertise gained

by these organizations in the local market whichls® a reason they decided to take up
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foreign direct investment. These are the orgaromatifactors in Dunning’s OLI theory.
The need to take advantages offered by the EAC anmmarket and opportunities
offered by the EAC treaty and protocols was alsotlar motivation for foreign direct

investment which is reflected in the OLI theory@sational factors.

Financial incentives, zero corporate taxation goéad availability of skilled labour are
among the major factors that influenced foreignesters in Bahrain and Northern
Ireland. These factors increased the attractiveagise two countries for foreign direct
investment. As a peripheral region of the UK, Nerthireland is seen as an attractive
location by many investors particularly as a meahsccessing the European Union
market. Similarly Bahrain is a member of a dutyefidoc of states, Carson et al(2002).
The international production theory and locatiorfattors are evidenced in this

comparative study of the Bahrain and Northern trela

Saayman and Saayman(2007) found a positive refdtipnbetween tourists visiting
South Africa and investing in the country’s tourisndustry. Among the factors that
attracted investment into the South African tourisrdustry include; location, climate

and scenery. These fall under location factorsritvate foreign direct investment

Kaynak et al(2006) comparative study of foreignedirinvestment in the regions of
Caucasus and Central Asia and specifically Geaagth Krygyz through an analysis of
various dimensions of FDI brought out a number lodoretical issues. The results
indicated that the FDI activity in Georgia and KyzgRepublic was a market-seeking
type focusing heavily on location-specific attraos of the two countries. Although the
issue of corruption affects foreign investors, aed not act as a major deterrent of FDI
inflows. The most serious problem influencing tlefprmance of FDI firms was found

to be inefficiency of local labor force, excessibereaucracy and red tape, and
differences inherent in the business practicesast kountries. In general, however, it
was found that foreign investors have been satisfigh their performance largely due to
the relatively smooth competition and the avaiiibibf several market niches in both

host country markets. This brings out locationaltdes as a reason for foreign direct
investment by firms.
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Through a study of the determinants of foreign diravestment in the Middle East
North Africa region, Ebbers and Rogman(2013) foatrdng support for the notion that
oil producing countries receive less FDI at leastlp as a result of policy choices related
to the openness of their economies to FDI. Onlyemdg have some OPEC members
started to encourage FDI notably Saudi Arabia &@dUAE. These efforts have been
met with significant success making these two aoemthe top two recipients of FDI in
the MENA region since 2006. The openness of thentcms in the MENA region to
investment has also affected the performance offoheign direct investors in the

respective countries.
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CHAPTER THREE; RESEARCH METHODOLOGY

3.1 Introduction

This chapter gives a discussion on the type ofarebethat was conducted, how data was
collected, the data collecting instrument and tlec@dures and techniques used in data
analysis for the collected data. Specifically tldlofving subsections are discussed,;

Research design, Population, Data Collection prnaeednd finally data analysis.

3.2 Research Design

The study adopted a descriptive census survey aanadsessing the implementation of
foreign direct investment as an internationalizastrategy by Kenyan firms in the EAC.
The survey research design is a very valuableftmassessing opinions and trends. The
descriptive survey gives a description of how fgnedlirect investment is undertaken by
Kenyan firms. Given that the population under studg small a census survey was more

befitting to the study so as to enable generabpadif the findings.

3.3 Population

The population of this study was all the Kenyam8rthat have invested within the East
African Community. There was no a well defined seuof all the Kenyan firms that
have invested within the EAC. Therefore to try amtommodate the different firms
from different sectors that have invested withie tBAC, the researcher generated a
population of 34 firms from different sources whidglude; 19 firms from The Nairobi
Securities Exchange, 4 firms from The East Afric@ommunity Business Council,4
firms from The Kenya Association of Manufacturetsfirms from The Association of
Kenya Insurers and 3 firms from The Kenya shippensncil that have invested within
the EAC as at July,2013, and this formed the pdjmulaf this study.
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3.4 Data Collection

Primary data was collected using semi structureglstjpnnaires. Questionnaires were
more appropriate because they gave respondenitylibeexpressing their definition of a
situation that was presented to them. The quesdiogs were administered through the

drop and pick method and email method where apatepr

3.5 Data Analysis

Once data was collected it was captured and archlygeng Statistical Package for the
Social Sciences(SPSS).The data was analyzed usasgriptive statistics where

frequency tables, percentages, mean and standarétide were used to draw

conclusions to findings. To achieve the first aedand objectives of determining the
experiences of Kenyan firms in implementing foredirect investment in the EAC and

the challenges of implementing foreign direct iruent in the EAC, frequencies and
percentages were used to determine the most coremperiences by the firms and the
least thereof. Mean scores and percentages wevebalsused to establish the most
common challenges of implementation of foreign air@vestment within the EAC by

Kenyan firms.

In order to achieve the third objective of estdbiig the most common factors that affect
the successful implementation of foreign directestiment by Kenyan firms within the
EAC mean scores were used to identify the most commactors that influenced
successful implementation of foreign direct investinand the least important factors

thereof.
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CHAPTER FOUR; ANALYSIS AND PRESENTATION OF FINDI NGS
4.1 Introduction

This chapter presents the analysis and findingeettudy. The first section presents the
background information of the companies. Thisentfollowed by analysis based on the
research objectives which are; to determine theemampces of Kenyan firms in
implementing foreign direct investment in the EAG, determine the challenges of
implementing foreign direct investment by Kenyammi in the EAC and to determine
the factors influencing successful implementatibfoceign direct investment by Kenyan
firms in the EAC. The data was analyzed using peeges and statistical measures. Out
of the 34 questionnaires handed out, only 22 queséires were properly filled out and

returned bringing the successful response rat8%6. 6

4.2 Organizations Background Information

The background information of the organisations weatablished. This information
included the period when the firm undertook foredljrect investment within the EAC i.e
before the formation of the new EAC or after, ahe torm of foreign direct investment
the organization used to internationalize. Thisoinfation gives an insight into the

organizations process of foreign direct investment.

4.2.1 Period WWhen the Organization Undertook FDI Within the EAC

The EAC in its current state comprises of 5 menst&tes i.e Kenya, Uganda, Tanzania,
Rwanda and Burundi. This is the new EAC which isaalution from the old EAC that
only had 3 member states i.e Kenya, Uganda andah#nzlThe new EAC was formed in
2009. Respondents were asked to indicate the periathich their firms had invested in
the EAC which would explain some of the experierntes they have gone through. The
respondents were asked to indicate whether theyirhagsted in the EAC before the
formation of the EAC or after the formation of tBAC. Findings are illustrated in Fig
4.1 below.
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Figure 4.1 Period When the Organization Undertook BI Within the EAC
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From figure 4.1 above 64% of the respondents itelicéhat their firms invested in the
EAC before the formation of the new EAC which irdsad two new member countries i.e
Rwanda and Burundi while 36% invested in the regfter the formation of the new
EAC. This therefore means that most of the Kenyamsf invested in the region before
the formation of the new EAC therefore they facdtiadlties investing in Burundi and
Rwanda as they could not enjoy some of the treatieer the EAC such as the common

markets protocol

4.2.2 Form of Foreign Direct Investment Used to Irérnationalize

Firms that intend to internationalize through fgredirect investment can choose among
several foreign direct investment market entry nsoddile entering foreign markets.

Among the forms of foreign direct investment modaslude; establishment of a

Greenfield venture, acquiring already existing afiens in the foreign market or a

merger with an existing player in the foreign markeach of these modes of foreign

direct investment has its benefits and challenges.
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The study sought to find out the form of foreigmedi investment that the Kenyan firms
had used in their quest to internationalize andsequently the benefits and challenges of
using that particular mode. Respondents were agka&adicate which among the three
FDI entry modes they used to internationalize i.eed@field venture, merger and

acquisition. The findings are illustrated in Ta#dlé below.

Table 4.1 Form of Foreign Direct Investment Used ténternationalize

Mode of Foreign Direct | Frequency Percentage
Investment (No. of times mentioned)
Greenfield Venture 17 7%
Acquisition 4 18%
Merger 1 5%

22 100%

From the frequency table above, a majority of #sspondents (77%) indicated that they
established Greenfield ventures, 18% percent of réspondents acquired already
existing companies while only 5% of the respondest¢ered into a merger. The

companies that invested through Greenfield ventwighted lack of inheritance of

cultural problems from other companies and estiaimient of a standardized look and
feel for their products and brands throughout #gan as the major benefits of this form
of FDI. The major challenges sighted by respondémtshis form of FDI were the high

cost of investment, longer breakeven and longeketaacceptance. The companies that
undertook acquisition sighted continuity as a majemefit and resistance to change from
existing staff as the biggest challenge. The fithad undertook mergers sighted synergy
with other companies as the major benefit and dgwety a common culture as a major

challenge.
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4.3 The Experiences of Kenyan Firms in Implementingroreign Direct Investment in
the EAC

One of the objectives of the study was to find thet experiences of Kenyan firms while
implementing foreign direct investment in the EATo achieve this objective the
respondents were asked to respond to several gangstith regard to implementation of
their operations within the EAC.

4.3.1 Firms Experience in the Home Market

A firms experience in their home market could payital role in the firms’ quest to
expand to other international markets especiallythé new markets have similar
characteristics to the firms’ local market. Givdre tcultural similarity between the
members of the EAC the study sought to find outetktent to which the firms experience
in the local market assisted in the successful emgintation of its investment in the
foreign markets. Respondents were asked to ratextent to which the firms’ home
experience assisted in successful implementatidin tve extent ranging from no extent

at all to a great extent. The findings are illustdain table 4.2 below.

Table 4.2 Firms Experience in the Home Market

To what extent has the firms Frequency Percentage
experience in the home market (No of times
assisted in the successful mentioned)

implementation of FDI.

No extent at all 1 %.5
Minimal extent 3 13%
Average extent 2 9%
Good extent 9 40%
Great extent 7 33.5%
22 100%
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From Table 4.2 above, 73.5%(found by summing tkguency of those who rated to a
good extent and great extent) of the responderksoadedged the fact that the firms
home experience played an important role in thezesssful implementation of foreign
direct investment while the remaining 26.5% ratetieen average extent and no extent
at all. This therefore means that the experiencgh®fKenyan firms in the home market
played an important role in their quest to inteioralize in the EAC given the cultural

similarity of the markets.

4.3.2 Financial Resources of the Firm

Foreign direct investment is a capital intensivetuee as compared to other foreign
market entry modes. This therefore means that betorfirm sets out to invest
internationally through FDI it must have the fineaesources to actualize its strategy.
Financial resources will not only assist in actialj the strategy but could also
determine the level of success of a foreign dimgestment. Respondents were therefore
asked to determine the extent to which the firmaricial resources have assisted in the
successful implementation of foreign direct investitn The findings are illustrated in
table 4.3 below.

Table 4.3 Financial Resources of the Firm

To what extent has the firms Frequency Percentage

financial resources determined the | (No. of times

level of success of the FDI mentioned)

No extent at all 1 4.5%

Minimal extent 2 9%

Average extent 2 9%

Good extent 7 33.5%

Great extent 10 44%
22 100%
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From Table 4.3 above, 73.5%(found by summing teguency of those who rated to a
good extent and great extent) of the responderksoadedged the fact that the firms
level of financial resources played an importahe iia the successful implementation of
foreign direct investment while the remaining 26.68%ed between average extent and no
extent at all. This therefore means that the l@felinancial resources of the Kenyan
firms played an important role in ensuring sucadssfiplementation of FDI within the
EAC.

4.3.3 Involvement of Senior management in implemeation of foreign direct
investment

For any strategy implementation process to be sstake the involvement of senior level
and mid level management is paramount. This is Wuéhe fact that these are the
members of the organization tasked with the impleateon of the strategy. The
respondents were therefore asked to determineetted of involvement of senior level
management in implementation of foreign direct staeent which would consequently
determine the level of success of the foreign dimgestment. The results are illustrated

in table 4.4 below.

Table 4.4 Involvement of Senior Management in thenhplementation of FDI

To what extent has the senior Frequency(No of Percentage
management of the firm been mentions)

involved in implementation of FDI

To no extent - _

Minimal extent - -

Average extent a 2 9%

Good extent 6 27%

Great extent 14 64%
22 100%
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Table 4.4 shows that 91% of the respondents(foynsLimming frequency of those who
rated good extent and excellent extent)involvedr teenior level management in the
implementation of foreign direct investment withive EAC majorly, this is in line with

the fact that it is paramount to involve senior agament in the strategy implementation

process. The remaining 9% involved senior manageorean average basis.

4.3.4 Timing of the FDI

When undertaking internationalization the timingtloé foreign direct investment is an
important aspect and can influence the succesailard of a foreign direct investment.

The EAC has over the years transformed from thigair member state community to
the current 5 member state community. Over tim® dalee EAC has seen several
protocols and treaties being signed with the aimmaking the business environment
within East Africa friendly. Some of the treatiesplemented up to date include; The
East African customs Union and the common marketsopol. These protocols have
gone a long way to improve the business environmdhin the EAC. The respondents
were therefore asked to indicate the extent to lwhite timing of their investment

affected the implementation of FDI. The resultsitinstrated in table 4.5 below.

Table 4.5 Timing of the FDI

To what extent has the timing affected the | Frequency(No. Percentage
implementation of FDI of mentions)
No extent 1 4.5%
Minimal extent 7 33.5%
Average extent 6 24%
Good extent 7 33.5%
Great extent 1 4.5%
22 100%
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According to the above table, there were varieavgien the importance of the timing of
the investment with 33.5% of the respondents gjdtie minimal extent of its importance
and 33.5% indicating importance to a good extertheftiming. These views reflect the

fact that the firms engaged in FDI within the EA@pdifferent periods of time.

4.3.5 Foreign Direct Investment as an Internationatation Strategy

There are several entry strategies that firms &ntao internationalize. These strategies
could be classified as either capital intensiveefffn direct investment) or non capital
intensive strategies (exporting, licensing) andhhigvel control or low level control
strategies. Respondents were asked to indicate hethebmong the several
internationalization strategies FDI was the riginategy for their firms to use. All the
respondents agreed that foreign direct investmasttive right strategy for the firm in its
guest to internationalize.

4.3.6 Level of Satisfaction with the Success of t@reign Direct Investment

Every organization sets out to make profits anduecessful. Foreign direct investment
as an internationalization strategy if not well lempented will not achieve the level of
success the firm sets out to achieve in the fieste In light of this therefore firms were
asked to indicate the extent to which they aresBati with the level of success of their
foreign direct investment. The findings are illaséd in table 4.6 below.

Table 4.6 Level of Satisfaction with the Success tife FDI

To what extent are you satisfied with the Frequency(No. Percentage
level of success of the foreign diregtof mentions)

investment

No extent R _

Minimal extent - -

Average extent 7 31%
Good extent 10 45%
Great extent 5 24%

22 100%
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Study results as per table 4.6 above indicate niggority of the respondents are quite
satisfied with the level of success of their foredjrect investment with 45% being the
highest percentage indicating that they are satisfo a good extent with the level of
success, 31% are satisfied to an average extenttietlevel of success and 24% to a
great extent satisfied with the level of succesgheir investment. Outward FDI by
Kenyan firms to the EAC can therefore be regardeduxcessful as all firms level of

satisfaction with success ranges from averagedatgr

4.4 Challenges of Implementation of Foreign Diredinvestment Faced by Kenyan
Firms in the EAC

The second objective of this study was to findtbetchallenges that Kenyan firms faced
in implementation of foreign direct investment wiftithe East African community. In
order to achieve this objective, respondents wiese dsked to specify the country in the
EAC in which they have invested before being ast@®ddentify the challenges of
implementing foreign direct investment in those rtoes. This is then followed by
respondents indicating the factor that posed tlggdsit challenge in their quest to

internationalize.

4.4.1 Countries in the EAC that Kenyan Firms havenvested in

Organizations can engage in outward foreign direegtstment in more than one country
depending on several factors such as; the firmaegfy/goal, market availability for

products and financial capability. The more the banof investment destinations would
also mean diversified/more challenges that the fimil face. Organizations were

therefore asked to indicate if they had investedimgle or multiple destinations within

the EAC.

Study results indicate that 50% of the Kenyan fiimase engaged in outward foreign
direct investment in more than one country in tlastEAfrican community. This means

that only 50% of the respondents have investedchenamuntry in the EAC.
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The EAC offers Kenyan firms four investment dedimas i.e Tanzania, Uganda,
Rwanda and Burundi. This study further sought mal fout the most popular destination
for foreign direct investment by Kenyan firms ireteAC. The respondents were asked
to indicate the countries within the EAC in whitteir organizations had invested in. The
results are illustrated in table 4.7 below.

4.7 Number of Kenyan firms in each Country in the AC

Country Frequency(No. of Percentage
mentions)
Tanzania 16 38%
Uganda 11 26%
Burundi 4 10%
Rwanda 11 26%
42 100%

The Results from table 4.7 above indicate that @aiazis the most popular foreign direct
investment by Kenyan firms with 38% having investegile Uganda and Rwanda are
next with 26% each and the least popular being BiiruThis could be because of a

number of reasons including geographical proxiraitg country specific factors.

4.4.2 The Environmental Challenges Faced by Kenydfirms in the Implementation
of Foreign Direct Investment
All businesses/organizations are faced with difierenvironmental challenges in their
guest to achieve their objective of profitabilifihe challenges will vary depending on
different factors such as; the industry, environtmehoperation. The challenges that
organizations go through can be grouped in 5 broadses which are; Political,
Economic, Social, Environmental and Legal factditss Study therefore sort to find out
the challenges that organizations go through inr tgaest to internationalize. The
respondents were asked to indicate the extent tchwthe different factors posed a
challenge to the implementation of foreign direcvdstment by their organizations
within the EAC. The findings are illustrated in kald.8 below.
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Table 4.8 Environmental Challenges Faced by Kenyafirms in FDI.

Challenge No Min Max Mean Std
Deviation

National government of the 22 1 5 2.5 0

host country

Local competitors 22 1 4 2.2272 0.0704

Local market/Customers 22 1 2.636| .008

Economic factors of host 22 1 5 2.5909 -1.7729

country

Infrastructural developmen 22 1 5 B.63 | -0.008

Legislation and regulations 22 1 5 3.1818 -0.0004

of host country

Corruption 22 1 5 3.1818 -0.0004

Political stability 22 1 5 2.590 -0.02

Insufficient investment 22 1 5 2.727 -0.006

incentives

Beuracracies and duplicity 22 1 5 3.545 -0.01

of government agencies

For purposes of interpretation, mean rating betwkeén0 was considered as minimal
extent therefore minimal challenges, while a me&3.6-5.0 was considered as great
extent therefore a major challenge in the implemugm of foreign direct investment by
the firms in the EAC.

From the responses shown in Table 4.8 above , tfré® ten challenges are considered
as major challenges by firms (mean > 3.0) whengting in the EAC. Beauracracies and
duplicity of government agencies (mean 3.545) estkrgs the biggest challenge to
implementation of foreign direct investment in tBAC. This was followed by
corruption and legislation and regulations of tlesticountry (mean 3.1818 each). Other

challenges that firms also considered as hindratacegccessful implementation of
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foreign direct investment were insufficient investmh incentives (mean 2.727),
infrastructural development and reception of thealanarket (2.636 each). The factors
that firms considered as posing minimal challenigesnplementation of foreign direct
investment were economic factors (mean2.5909),tigalli stability (mean 2.590),

national governments of host country (mean 2.5)lacal competition (mean 2.2272)

4.5 Factors Influencing Successful Implementationfd-oreign Direct Investment in

the EAC.

The final objective of this study was to determihe factors that influenced successful
implementation of foreign direct investment by Kanyfirms in the EAC. Whereas there
are challenges that firms face in their quest terimationalize, there lies many factors
that enable a smooth process of implementatiorm@idgn direct investment within the

EAC. These factors would explain the increase enrthmber of Kenyan firms that are
engaging in foreign direct investment and being@sss while at it. In order to achieve
this objective the common factors that affect impdatation of foreign direct investment
were identified and respondents were asked to atelithe extent to which the factors
influenced the successful implementation of foredgrect investment within the EAC.

The findings are illustrated in table 4.9 below.
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Table 4.9 Factors Influencing Successful Implement®n of Foreign Direct

Investment in the EAC.

Factor No Min Max Mean
Establishment of the EAC 22 1 5 723.
Geographical proximity 22 1 5 4513
Cultural similarity within the EAC 22 2 5 3.454
Protection of investors by the hast 22 1 5 3.818
government
Host governments openness to FDI 22 5 3.863
Legal and regulation factors 22 3 5 3.5
Attraction of foreign investors by host 22 2 5 3.681
government
Infrastructural development 22 5 3.545
Political stability 22 1 5 3.272
Currency stability of host country 22 5 3.227
Common market protocol 22 1 5| 223.
Market availability 22 1 5 3.272
Frequency of regulation changes 22 5 3.181
Taxation policy 22 1 5 3.00

For purposes of interpretation, mean rating betwle8r0 was considered as a factor with
minimal influence on the successful implementatbiforeign direct investment, while a

mean of 3.0-5.0 was considered to have influencedtly the successful implementation
of foreign direct investment in the EAC. All of tié& factors considered were found to
have played a great role in the successful impléatien of foreign direct investment

with all surpassing the mean of 3.0 (>3.0). Of mimsportance was geographical

proximity which organizations found convenient hesza of the closeness of the EAC to
Kenya. The next important factors include the hgsternments openness to foreign
direct investment (mean 3.863), protection of fgmeinvestors by the host governments
(mean 3.818) , the establishment of the EAC (me@R73 , attraction of foreign direct
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investors by the host government(mean 3.681). Therdactors were also considered
important to the successful implementation of fomedirect investment though to a lesser
scale with a mean of between 3.0 - 3.545, thedadagchost country’s political stability,
currency stability, the common market protocol, ketravailability, frequency of

regulation changes, taxation policy, infrastrudtdevelopment.
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CHAER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS.
5.1 Introduction

This chapter presents a summary of the findingsegards to the main objectives of the
study. Based on these findings the conclusions Weae/n and some recommendations
on the way forward made. The objectives of the siudre to determine the experiences
of Kenyan firms in implementing FDI in the EAC, thkallenges faced by Kenyan firms
while implementing FDI in the EAC and the factotsatt promoted the successful
implementation of FDI by Kenyan firms in the EAC.

5.2 Summary of the Findings

In order to gather the experiences of the Kenyansfiwhile implementing FDI in totality
a number of issues were studied. It was observatl 84% of the respondent firms
invested within East Africa before the formationtbé new EAC and 36% after this

therefore discouraging investment in Rwanda andiBdirfor the former.

The other aspect studied was the mode of foreiggrdinvestment undertaken and 77%
of the respondents invested through Greenfield westwhile 18% invested through

acquisitions and 5% were mergers. Each form of pil@kented its own challenges and
benefits with lack of inheritance of cultural prebis and a standardized look for
products being the benefits of Greenfield investi:i@md capital intensiveness being the
major challenge. Continuity was the major benedit &cquisitions while resistance to

change was the biggest challenge, and finally sjynesas the major benefit for mergers
and resistance to change the biggest challengeriblsé important organizational factors

that promoted the successful implementation ofiforelirect investment in the EAC by

Kenyan firms were; involvement of senior managemerthe implementation process,

financial capability of the firms, the firms expemce in the home market and the
involvement of middle level managers in the implatagon process. All respondents

agreed that FDI was the right strategy for them§ in their quest to internationalize and
72% of the respondents were satisfied with thellefvsuccess of their investments.
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Before the challenges were studied, a number oécspvhich include the number of
firms invested in each country of the EAC and thenher of countries that each of the
respondents has invested in were looked at. Itfauasd out that 50% of the respondents
have invested in more than one country in the EAG majority of the Kenyan firms

studied had invested in Tanzania(16 out of 22) #wedlowest number had invested in
Burundi(4 out of 22). From the study it was found that Beuracracies and duplicity of
government agencies(mean 3.545) was the biggediernta followed by corruption,

legislation and regulations and insufficient incees$ by the host government.

The study found out that of the most important destthat promoted successful
implementation of foreign direct investment, ge@dpiaal proximity was the most

important. Other important factors include; the thggvernment’s openness to foreign
direct investment, protection of foreign investbysthe host governments, establishment

of the EAC and the attraction of foreign investoysthe host governments.

5.3 Limitations of the Study

The lack of a well defined source of the targetydafion meant the need to use mapping
from different sources which was not exhaustivedfoge limiting the number of
respondents for this study. A good number of thediin the target population do not
have a clear academic research support policy anstudy brought about a challenge
whereby for some cases | had to move from oneeticanother before | was finally
given the go ahead to present my document andoime cases my document was
declined. A good number of the company headquaatersocated in Nairobi and | had to
travel to Nairobi for data collection and since goofi the respondents were busy and
travelled frequently out of the country, it meapésding a lot of time trying to get my
guestionnaires filled.
5.4 Conclusion
From the responses obtained from the study, itlm&arconcluded that most firms are
satisfied with the level of success of their irnweant in the EAC and that foreign direct
investment was the right strategy for the firmtgiquest to internationalize.
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The study also concludes that involvement of semm@nagement in the successful
implementation of foreign direct is important tdget with financial capability and
experience of the firm in the home market. Beur@esand duplicity of government
agencies, corruption, legislation and regulatiomsl ansufficient incentives can be
concluded as the major challenges in the impleatiemt of foreign direct investment by
Kenyan firms in the EAC. The study also concludes geographical proximity, host
governments openness to foreign direct investnaatection of foreign investors by
host country, the establishment of the EAC andreffoy the host government to attract
foreign investors as the major factors that afiédiee successful implementation of
foreign direct investment.
5.5 Recommendations.
The EAC as an ideology has great potential of ptorganore foreign direct investment
not only by Kenyan firms but also by firms in théer East African Community region.
As at now the establishment of the East African mamity ranks fourth in the factors
that promote successful implementation of foreigeal investment by Kenyan firm in
the EAC. More should therefore be done by the EAC enhsure the effective
implementation of some of its protocols such asdmmmon markets protocol so as to
create a conducive environment for firms to do bess. Beuracracies and duplicity of
government agencies together with corruption agalgtion and regulations in the host
countries are seen as major challenges to the inguitation of foreign direct investment.
The East African governments should therefore deenmochampioning the attraction of
more foreign direct investors by reducing beuraesa@nd regulations together with
curbing corruption in their countries.
5.6 Area for Further Research
The study wishes to recommend further researchxperences of further firms not
covered in this research due to the fact that tappimg done to identify the population
was not exhaustive. Further studies should also ddree to identify sector specific
experiences, challenges and factors that promateessful implementation of foreign
direct investment by Kenyan firms in the EAC. Tisi®ecause this research only focuses
on the general attributes by Kenyan companies aclifferent sectors.
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Questionnaire
KEY

1 - To no extent at all

2 - To a minimal extent

3 - To an average extent

4 - To a good extent

5 —To a great extent

PART A: BACKGRROUND INFORMATION.

1. Name of
L0101 0= 110V Z50 P

2. Position of
(=157 010 T =T o

3. Number of years in current
POSIION. ...ttt e e e

4. Level of
EAUCALION. ...
PART B: ORGANISATIONAL INFORMATION.
1. When did your firm invest in the EAC?
After the formation of the New EAC ()

Before the formation of the New EAC ()

2.What form of foreign direct investment diduydirm use to internationalize?
Greenfield Venture () qugsition () Merger ()

3. What benefits has this form of foreign direvestment brought about to your
111 1 11 PO PRSPPI



5.To what extent has the firm’s experience in tbmé market assisted in implementation
of foreign direct investment strategy?

1 2 3 4 5

6.To what extent have financial resourcesrdeteed the level of success of foreign
direct investment by your firm?

1 2 3 4 5

7.To what extent has the senior managemethiedirm been involved in
implementation of foreign direct investment?

1 2 3 4 5

8.To what extent have members of the orgaoizgimiddle level managers) been
involved in implementation of foreign direct invesnt?

1 2 3 4 5

10.To what extent has the timing affected thplementation of FDI in the EAC?
1 2 3 4 5
11.Was foreign direct investment the righttstgg for the firm in its quest to
internationalize?
Yes () No ()
12.To what extent has foreign direct investnana choice of strategy affected success

of the firm?
1 2 3 4 5

13.To what extent are you satisfied with theslef success of the foreign direct
investment by your firm?

1 2 3 4 5
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PART C; FACTORS INFLUENCING SUCCESSFUL IMPLEMENTADN OF
FOREIGN DIRECT INVESTMENT IN THE EAC. (circle whewrgpropriate)

1.In which country(s) in the EAC has your firm isted in?
Burundi () Tanzania ( )
Rwanda ( ) Uganda ()

2. To what extent has the establishment of the BAhoted successful implementation
of Foreign direct investment by your firm in the EA

1 2 3 4 5
3. To what extent has the geographical proximitgciéd the implementation of foreign
direct investment in the EAC?

1 2 3 4 5

4.To what extent has cultural similarity within tBAC promoted the successful
implementation of foreign direct investment?

1 2 3 4 5
5.To what extent has the host government protdoteign direct investors?
1 2 3 4 5

6.To what extent has the host government’s opertodsseign direct investment
affected the successful implementation of foreigaal investment?

1 2 3 4 5
7.To what extent has the legal and regulation facffected the successful
implementation of foreign direct investment?

1 2 3 4 5
8.To what extent has the host government contribut@ttracting foreign direct
investment?

1 2 3 4 5
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9.To what extent has infrastructural developmefeicéd the successful implementation
of foreign direct investment?

1 2 3 4 5

10.To what extent has the host country’s politgtability affected the successful
implementation of foreign direct investment?

1 2 3 4 5

11. To what extent has the host country’s currestapility affected the successful
implementation of foreign direct investment?

1 2 3 4 5

12. To what extent has the common market protdtetted the successful
implementation of foreign direct investment?

1 2 3 4 5

13.To what extent has market availability affectedcessful implementation of foreign
direct investment?

1 2 3 4 5

14.To what extent has the frequency of regulatitanges affected the successful
implementation of foreign direct investment?

1 2 3 4 5

15.To what extent has the host country’s taxatioicp affected the successful
implementation of foreign direct investment?

1 2 3 4 5

SECTION D; CHALLENGES TO SUCCESSFUL IMPLEMENTATIONF FOREIGN
DIRECT INVESTMENT IN THE EAC.(circle where appropte)

1.To what extent has the national government healsuccessful implementation of
foreign direct investment?

1 2 3 4 5
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2.To what extent have the local competitors hindeteecessful implementation of
foreign direct investment?

1 2 3 4 5

3.To what extent has the local market/customerdenad successful implementation of
foreign direct investment?

1 2 3 4 5

4.To what extent has economic factors hinderedessfal implementation of foreign
direct investment?

1 2 3 4 5

5.To what extent has infrastructural developmenti@ied successful implementation of
foreign direct investment?

1 2 3 4 5

6.To what extent has host country legislation/ragoh hindered successful
implementation of foreign direct investment?

1 2 3 4 5

7.To what extent has corruption hindered successiplementation of foreign direct
Investment?

1 2 3 4 5

8.To what extent has political stability hindesgtcessful implementation of foreign
direct investment? 1 2 3 4 5

9.To what extent has insufficient investment incarst hindered successful
implementation of foreign direct investment?

1 2 3 4 5

10.To what extent has bureaucracies and dupli€iggpeernment agencies hindered
successful implementation of foreign direct investi?

1 2 3 4 5
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Thank you for your time.

45



