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ABSTRACT
This paper investigates the effect of FDI on performance of manufacturing firms in       Kenya. Little is documented about the link between FDI and performance of Kenyan     Manufacturing firms. The study’s sought to establish the effect of the different variables of FDI (capital flow, advanced production technology, marketing expertise and management knowhow) on firm’s performance. The population of study comprised 100 companies       registered with KAM as at the time of data collection in 2019 and had over 10 percent      foreign ownership. The respondents were the CEOs of organization or their designated      officers. The study used a structured questionnaire to collect primary data. Descriptive and inferential    statistics were both used to analyze the data. The results revealed that there was a statistically significant relationship between FDI and firm performance. This imply that to achieve better performance of Kenyan Manufacturing Sector, the government need to come up with polices geared to attracting more FDI into this key sectors of the economy. 
1.0 Introduction 
Over the years, developing countries have adopted policies to attract foreign investment in the hope that domestic economy would benefit from it. (Zhigang and Lianming, 2017).       Attracting foreign investment is a major policy priority in Sub-Sahara African (SSA) as     foreign investment has important developmental complementarities with local industry. Through foreign direct investment (FDI), countries introduce high capability firms to low     capability industrial setting and given an implicit assumption of automatic diffusion         mechanisms, spillover occur from FDI to local firms. (Newman, Rand, Talbot and Tarp, 2015). 

Research has shown that SSA countries lack viable technological capacity needed to spur economic growth in this region. These countries have historically been associated with low technological knowledge base with low or nonexistent investments in technology, by the state and/or the private sector. The extant low technological capacity represents a major handicap to the economic development of these countries (Codjoe, 2012). The countries have made attempt to upgrade their skills and technologies through importation of capital goods, investment in research and development and learning of new technologies through exporting. Nevertheless, it is apparent that for many SSA countries several of these channels by which modern technologies can be acquired have been unsuccessful and consequently, they are still faced with a technologically-constrained position with regard to their capacity to industrialize. (Onyekwena, 2012). Temiz and Aytac (2014), Asuantri and Yasmin (2017) noted that FDI inflows have enabled recipient countries to accumulate capital, acquire know-how, and new technological practices that have improved their levels of                   innovativeness thereby promoting economic growth.
According to International Monetary Fund (IMF) (2018), banks in Sub-Saharan Africa do not finance investment like they do in other regions and has the highest share of firms       requiring loans to develop. Muli, Aduda, Lishenga and Abala, (2017) argued that             developing countries use FDI to supplement their low levels of national savings in order to promote economic development. Leman and Ismet (2015) noted that FDI inflows are among the easiest ways of closing capital deficiencies in developing countries as well as providing them with technological know-how, financial capital and managerial expertise.  
Foreign direct investment (FDI) refers to all net capital flows between countries.          Muhammad and Kashif (2013) observed that foreign direct investment is not just a source of private capital but a package of financial resource, technology, managerial skills and employment. World Bank also reinforces this by conceptualizing foreign direct              investment as both long-term and short-term capital, earnings re-invested in a company and all equity capital that are included in the balance of payment that produces economics benefits to the recipient countries by providing technology, foreign exchange, capital,   enhanced competition and even enable investors to access foreign markets.
The manufacturing sector is a fundamental channel for promoting the country’s integration into the regional and international markets, as well as, a major source of job opportunities. Bivens study (citied in KAM, 2018) suggested that about 100 jobs in the manufacturing  sector supports either directly or indirectly 291 jobs in other sectors of the economy  demonstrating the enormity of economic development a country can enjoy with a robust manufacturing sector. The Kenya like many other developing countries, has not managed to develop a robust manufacturing sector. However, the contribution of the sector has        stagnated at less than 10 percent with a premature deindustrialization evidenced by the     decline in GDP   contribution by the manufacturing sector to 4.2 per cent in 2016 (KAM, 2018). Furthermore, credit to manufacturing sector contracted by 4.6 per cent from Ksh 290.9 billion in 2015 to Ksh 277.4 billion in 2016.
Past studies assessing the link between FDI and performance of local firms have generally presented inconclusive research findings with some citing positive; others negative and some no effect at all. Furthermore, despite the increased flow of FDI and the importance role played by the manufacturing sector, its effects on domestic firms has not been           systematically studied making sector a suitable context to examine the link between FDI and firm’s performance. The study will analyze spillovers that foreign firms have on domestic ones in the national manufacturing sector. 
2.0
Related Literature 
2.1
Foreign Direct Investment and Firm Performance

According to International Monetary Fund, FDI is any cross -border investment that      involves a minimum of 10 percent ownership of voting stocks in a company while         investments below this percentage are considered portfolio capital flows. Foreign Direct Investment helps in creating direct and stable links between economies that last long and even serve as vehicle for enterprise development locally. The benefit of FDI does not just appear as expanded resources that can be invested, but also in the transfer of knowledge and technology (IMF, 2018). Wanjere and Yabs, (2017) observed that Multinational Enterprises (MNEs) presence facilitates transfer of knowledge to domestic firms and the greater the domestic firm’s exposure to knowledge sources, the greater the firm will acquire the competitive advantage.  

Pedro, Jorge and Jose (2014) established that spillover from Multinational Corporations (MNC) is a source of technical progress and thereby contributes to overall firm             performance. Newman, Rand, Talbot & Tarp (2015) evaluated the relationship between  technology transfer, foreign investment and productivity spillover and empirically          established that certain gains in productivity were linked to direct connection between  domestic and foreign owned companies along supply chain. Lugemwa (2014) finds that FDI plays an important role in fostering growth of local manufacturing firms.

Leman and Ismet, (2015) noted that FDI inflows has been the main source of economic growth among developing countries. Multinationals a key FDI vehicle, invest in research and development (R&D) laboratories, leading to new technologies, new products and  production processes, new patent and acceleration of innovation activities within host countries. Thus, FDI promote the growth of local firms that produce local intermediate products and services, which in turn, boosts the overall development of firms that deal with production of final products. Ilboudo (2014), study on FDI and Total Factor      Productivity empirical results indicated a positive sign for FDI meaning FDI positively contributes to an increase in productivity. Further, Byung and Shufeng (2015) established that the association between FDI and productivity of domestic firms has an inverted        U-shaped distribution in the data, where productivity rose up to a certain point, beyond which it reduced as the FDI increased. 
In contrast, Gui-Diby (2014) claims that FDI inflow has a negative association effect on economic growth because majority of the host countries have poor business environments and do not tap technology in the right way. Further, a hypothesis that FDI accelerated productivity growth in domestic firms was rejected in Mexico, as seventy-one (71) per cent of such investment was meant for purchasing already existing Mexican companies and did not necessarily lead to capital formation (Muhammad and Kashif, 2013). 
Whereas some of the literature demonstrated positive and significant relationships          between FDI and firm performance, others clearly contradicted this view by either          indicating negative effect, non-existence or suggesting the need to consider other            variables. It is this mixed and inconclusive position which drove the study to evaluate the impact of FDI on the performance of Kenyan manufacturing firms.
3.0 Conceptual Framework and Variable Operationalization 

The study operationalised FDI using four broad categorizations, namely capital flow,    advanced production technology, marketing expertise and management knowhow.        Capital flow represented the extent to which manufacturing firms had benefited from    foreign capital through better access to finances. Advanced production technology          indicated the extent to which introduction of foreign direct investment lead to transfer of technology to the local manufacturing firms. Marketing expertise is the ability to create, and correctly interpret information. In this context, marketing expertise was                  conceptualized by introduction of new marketing techniques, development of new market in Kenya and overseas as well as provision of formal marketing training. Management knowhow was operationalised as staff training, mentorship by foreign staff and new       quality management systems.
The conceptual framework is presented in figure 3.1 below. 

Figure 3.1: Conceptual Model
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3.1    Conceptual Hypotheses

The hypotheses were derived from the research objectives and the conceptual 
framework and are stated as follows: 

H1: Foreign direct investment has no significant effect on the performance of local 


manufacturing firms in Kenya.

   H1a: Capital flow has no significant relationship with firm’s performance.  

   H1b: Advanced production technology has no significant relationship with 
      
    firm’s performance.  



H1c: Marketing expertise has no significant relationship with firm’s performance. 

H1d: Management knowhow has no significant relationship with firm’s
        performance.  

4.0
    Methodology and Data

This research adopted a cross-sectional design to evaluate relationship among variables in the study and data was collected from various organizations at a single point in time and analyzed according to set hypotheses. The study population consisted of all the 100       manufacturing firms that had over 10% foreign investment registered with Kenya          Association of Manufacturers (KAM) in Kenya and the firm was the principal unit under investigation.
The data was collected from one member of the top management preferably Chief        Exective Officers (CEO) or the finance and strategy director who were considered      knowledgeable about the issue under investigation; as such, they were the main              informants. Their choice is consistent with similar studies conducted by Shabarati, Jawad and Bontis (2010) and Cabrita and Bontis (2008) who claim top managers are             knowledgeable about organizational characteristics. 

The study had two variables namely foreign direct investment and firm’s performance. Cronbach Alpha Coefficient (α) is widely used to evaluate the reliability of a                multiple-item scale spanning from 0 to 1 and was employed to assess the internal         consistency. The researcher used Sekaran and Bougie (2013) cut-off of a reliable            instrument which endorses that acceptable reliability coefficient should range between 0.5 and 0.8. Table 4.1 presents Cronbach Alpha values. 
Table 4.1: Reliability Statistics
	Variable
	Number of Items
	Cronbach’s Alpha
	Comment

	Foreign Direct Investment
	18
	.637
	Reliable

	Manufacturing Performance
	7
	.649
	Reliable

	Overall
	61
	.810
	Reliable


Source: Field Data (2019)

Table 4.1 indicates that FDI had a coefficient of 0.637 and firm performance 0.649 with the overall alpha coefficient at 0.810. The measurement scale was consistent and the       finding shows that the study variables were reliable. 

Validity is the extent a data-sourcing instrument measures what it was meant to measure (Cooper & Schindler, 2006; Zohrabi, 2013). Cohen, Manion and Marrison (2018) suggest that the research specialist should ascertain the validity of research instrument. Chant, Rajiv and Paul, (2015) identified three genres of validity, namely; face, construct and     content validity. 
Face validity is where an indicator appears to be a sensible measure of its fundamental construct “on its face”. In view of this, the instrument was discussed with experienced    researchers order to evaluate its face validity. The measurement scales were thought to have face validity because they captured key issues in foreign direct investment and firm performance. Content validity assess whether the scale items matches with content realm of the concept that it is trying to measure. According to Bollen (1989), as cited in Drost (2011) content validity is a subjective kind of validity where the realm of the idea is made clear and the expert adjudicate whether the measures fully epitomize the domain. The    content validity was affirmed through assessment by research experts. Construct validity assesses whether a research tool actually exemplifies the thing we are interested in       evaluating. Construct validity was achieved through structuring the questionnaire into key sections. Each section contained specific variable and this was also achieved through the pilot survey and consultation with experts to endorse if the theoretical dimensions emerge as conceptualized for this study. 

Both descriptive and inferential statistics were utilized to analyze the data. Descriptive    statistics was computed to represent general information and firm characteristics (Kothari, 2014). Additionally, a series of regression analyses was conducted to assess the               relationship between the independent and dependent variables to determine whether the results are significant or not.
5.0 
Preliminary Analysis

5.1 Diagnostic Tests
In order to proceed with regression analysis, it is necessary that the underlying regression model be checked for adequacy. The model must meet a series of conditions, which        include normality, multicollinearity and heteroscedasticity. Violation of these assumptions puts the researcher at the risk of producing misleading estimates (Brooks, 2008). 

Normality test is used to assess whether data matches a normal distribution. McCabe, Moore and Craig (2014) posited that the tests for normality is very essential in                determining whether or not the data collected was modelled properly by a normal           distribution. Normality of data was established using histograms and                            Kolmogorov-Smirnov normality test. Normal distribution was an important precondition for carrying out regression analysis. Miot (2017) posited that a good and decent data used in research is that which can be said to be normally distributed. 

Kolmogorov-Smirnov test to check for normality of the data was done. The output table above is used to check how normal the distributions of scores are. A non-significant result of p≥0.05 (at 5% significance level) implies a normal distribution. In this case, the firm’s performance was significant with a value of 0.001. The same applies for the four variables of FDI (capital flow, advanced production technology, marketing expertise and            management knowhow). This shows that this assumption of normality has been violated and it is common in large samples (Pallant, 2005). The results are displayed in Table 5.1.
 Table 5.1: Normality Test Statistics
	
	“Kolmogorov-Smirnova
	Shapiro-Wilk

	
	Statistic
	df
	Sig.
	Statistic
	df
	Sig.

	FDICF
	.273
	75
	.000
	.771
	75
	.000

	FDIAPT
	.186
	75
	.000
	.938
	75
	.001

	FDIME
	.175
	75
	.000
	.890
	75
	.000

	FDIMKH
	.192
	75
	.000
	.876
	75
	.000

	FP
	.142
	75
	.001
	.953
	75
	.007

	*. This is a lower bound of the true significance.

	a. Lilliefors Significance Correction”


Source: Field Data (2019)

The data was investigated further for normality using histogram graphs. The findings of the distribution of the scores was presented graphically as shown in histograms presented in figures 5.1 and 5.2. Figure 5.1 displays a symmetrical histogram, an indication that     foreign direct investment was normally distributed. Specifically, the variable followed a normal distribution with a mean equal to 2.46 and standard deviation of 0.311. As such, it was concluded that the foreign direct investment variable met the normality condition.
Figure 5.1: Histogram Of Foreign Direct Investment
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Source: Field Data 2019

The manufacturing performance variable was investigated for normality using histogram and results of analysis presented in figure 5.2. Figure 5.2 is a symmetrical histogram        indicating that the independent variable Manufacturing Performance was normally         distributed. Manufacturing Performance as a response variable provided responses that upon exploring for normality showed that the responses on manufacturing performance were normally distributed and the histogram was bell-shaped about a mean equal to 2.77 (SD=0.52). As such there is evidence to conclude that the data for manufacturing           performance did not deviate from normality.
Figure 5.2: Histogram of Firm Performance
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Source: Field Data 2019

Multicollinearity occurs when there are multiple explanatory variables that exhibit high degree of correlations (Mugenda 
and Mugenda, 2004; Zientek, Kim and Bryn, 2016). In order to check for this precondition, the variance inflation factor (VIF) test was invoked. Based on this test, a VIF exceeding 10 is indicative of multicollinearity (Hair et al., 2008). The results of this test are presented in Table 5.2.

Table 5.2: Collinearity Statistics
	Variable
	Collinearity Statistics

	 
	Tolerance
	VIF

	Foreign Direct Investment
	.984
	1.016

	Dependent Variable: “Manufacturing Performance


Source: Field Data (2019)

Table 5.2 shows that for the three variables of interest, the VIF ranged from 1.012 to 1.016. The values being more than 1 and less than 10 indicate that there was absence of                multicollinearity. Additionally, the ttolerance values for all the variables ranged from 0.984 to 0.988 further confirming non-violation of the precondition. 

Homoscedacity test is done to examine whether the different values of responses have the same variances regardless of values of the predictor variable. Homoscedasticity              assumption means that standard deviation and variance of errors about the regression line is unvaried for all the explanatory variables (Tabachnick and Fidell, 2013) and that the     residuals are rectangularly distributed around the predicted dependent variable and are more concentrated around the center (Pallant, 2005).  

The levene test was used to assess this precondition. This test examines whether or not the null hypothesis that there is no equality in the variances of two populations is true (Hair et al., 2010). For the purpose of this study, this test was grounded on a 5% significance level. The results of the test are as shown in Table 5.3.

Table 5.3: Levene Test Statistics
	Variable 
	Levene Statistic
	   df1
	df2
	Sig.

	Foreign Direct Investment
	2.733
	12
	58
	          .005


Source: Field Data (2019)
Table 5.3 shows that foreign direct investment ad a p-value less than 0.05. Therefore, the null hypothesis that the data for foreign direct investment fulfilled the homoscedasticity condition was accepted. It was also concluded on the basis of the p-values that foreign     direct investment did not meet the precondition.

5.2 
Descriptive Statistics 

Descriptive statistics were useful in this study as they presented quantitative descriptions in a manageable form. The findings are presented in Table 5.4.
Table 5.4: Foreign Direct Investment                                                              
	Variables
	N
	   Mean
	Std. 

  Deviation
	Variance
	CV

	Capital Flow                                                       
	75
	2.68
	0.70
	0.49
	    0.26

	Advanced Production Technology
	75
	2.31
	       0.86
	        0.75
	0.38   

	Marketing Expertise                                   
	75
	2.43
	0.86
	       0.76
	 0.31

	Management Knowhow 
	75
	2.46
	0.86
	       0.74
	 0.30

	Overall FDI
	75
	2.47
	       0.82
	       0.685
	  0.3125     


Source: Field Data (2019)

The results in table 5.4 show very high ranking with respect to capital flow of various manufacturing firms for all the FDI descriptions. The highest ranked was capital flow with a score (mean scores above 2.68, standard deviation of 0.70, Variance of 0.49 and CV of 0.026), followed by management knowhow with  (mean scores above 2.68, standard      deviation of 0.70, Variance of 0.49 and CV of 0.026), them marketing expertise with mean scores above 2.68, standard deviation of 0.70, Variance of 0.49 and CV of 0.026) and       finally advanced production technology with a scores of (mean scores above 2.68,        standard deviation of 0.70, Variance of 0.49 and CV of 0.026) This affirms the earlier      assertion by Temiz and Aytac (2014), Asuantri and Yasmin, (2017), Leman and Ismet (2015) that FDI inflows enables developing countries to accumulate capital and close capital deficiencies. 
5.3
Regression Analysis
The researcher set out to test the effect of the components of FDI (capital flow, advanced production technology, marketing expertise and management knowhow) on performance of manufacturing firms. The study developed one hypothesis and four sub hypothesis. The sub-hypotheses were tested using simple linear regression analysis. The results from the test of sub hypothesis are presented in the table 5.5. 
Table 5.5: Regression results for capital flow, advanced production technology, marketing expertise and management knowhow on firm’s performance
	
	
	
	ANOVA
	Coefficients
	Resulting model 

	
	Model 
	R2
	F
	Sig.
	Beta
	t
	Sig.
	

	1
	(Constant)
	
	
	
	2.231
	8.522
	
	FP=2.231+0.161CF

	
	Capital flow
	0.039
	2.996
	0.088b
	0.161
	1.731
	0.088
	

	2
	(Constant)
	
	
	
	2.147
	8.552
	
	FP=2.147+0.060APT

	
	Advanced production technology
	0.006
	0.459
	0.500b
	0.060
	0.677
	0.500
	

	3
	(Constant)
	
	
	
	1.843
	6.293
	
	FP=1.843+0.211ME

	
	Marketing expertise
	0.053
	4.104
	0.46b
	0.211
	2.026
	0.046
	

	4
	(Constant)
	
	
	
	1.766
	5.644
	
	FP=1.766+0.252MK

	
	Management knowhow
	0.066
	5.144
	0.026b
	0.252
	2.268
	0.026
	


a. Predictors: Capital flow (CF)

b. Predictors: Advanced production technology (APT)

c. Predictors: Marketing expertise (ME)

d. Predictors: Management knowhow (MK)

e. Dependent Variable: Firm’s performance (FP)

Source: Field Data (2019).

The analysis established that capital flow (R² = 0.039, F=2.996, β =0.199, t=1.731, p < .05), Advanced production technology (R2=0.006, F=0.459. β=0.079, p<0.05), Marketing expertise (R2=0.053, F=4.104, β=0.231, p<0.05) and Management knowhow (R2=0.066, F=5.144, β=0.257, p<0.05) had positive and statistically significant effect on firm          performance. These results confirm that each component of FDI increases performance of manufacturing firms, implying that firms that attract FDI investors will improve their     performance. On the other hand, the relationship between FDI (computed as a composite index of capital flow, advanced production technology, management knowhow and      marketing expertise) was statistically significant (R2=0.079, F=6,282, β=0.467, p<0.05) and accounted for 7.9% of the variance in firm performance. 
The results suggest that the combined effect of FDI was greater than the individual          influence of capital flow, advanced production technology, management knowhow and marketing expertise on firm performance implying that a manufacturing firms can         improve its performance by attracting FDI. These findings are consistent with a study by Leman and Ismet (2015) who noted that FDI inflows are among the easiest ways of       closing capital deficiencies in developing countries. The findings of the study also concur with Pedro, Jorge and Jose (2014) evaluated the effects of foreign capital on Spanish     manufacturing firms and established that FDI had positive spillovers on local firms. They noted that when the foreign capital was large enough, it promoted technical progress of the host economies. 
6.0
Conclusion
The objective of the study was to establish the influence of FDI on performance of        manufacturing firms in Kenya. The results established a statistically significant               relationship between FDI on performance of manufacturing firms in Kenya. Foreign      Direct Investment correlated with performance up to 0.281 reflecting a positive               relationship with FDI and an explanation of 7.9 percent variation in performance. 
The results from the test of sub hypothesis established that capital flow, advanced         production technology, marketing expertise and management knowhow had positive and statistically significant effect on firm performance confirming that each component of FDI increases performance of manufacturing firms. Based on the results, it can be concluded that the combined effect among set of FDI variables create synergistic effect that led to higher overall firm performance of manufacturing firm.  

The study added an important dimension to the understanding of the influence of FDI on the performance of local firms should not be evaluated on basis capital flow alone but that other important variables should be considered. Among the key influencers is advanced production technology, marketing expertise and management knowhow. The results further provide sufficient evidence to support the proposition that the combined effect of the component of FDI on performance of manufacturing firm is greater than individual effect of capital flow, advanced production technology, marketing expertise and management knowhow.

This study contributes to the growing body of literature on capital flows, advanced       production technology, management knowhow and marketing expertise. The study       provides a framework for understanding how FDI may be appropriately viewed as a     predictor of firm performance. 

Kenyan and SSA policy makers in general are informed by the findings of this study that FDI is an important ingredient in stimulating the performance of local firms. The policymakers should focus on increasing the amount of FDI going to the manufacturing sector because an increase in FDI catalyzes the growth of local firms. Further, the Government is not just interested in the level of FDI but also the impact it has on local firms.  
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