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Abstract 

This paper focuses on investigating the moderating role of business 

environment on the relationship between FDI and the performance of 

manufacturing firms in Kenya. Little information is documented on the role of 

business environment on the relationship between FDI and the performance of 

firms. The study population comprised of 100 companies registered with KAM 

as at the time of data collection in 2019, with 10 percent or more foreign 

ownership. The research used a structured questionnaire to collect primary data. 

To analyze data, descriptive and inferential statistics was used. The results 

revealed that there was a statistically significant moderating effect on the 

relationship between FDI and firm performance. This implies that an 

incremental change in the interaction between FDI and business environment 

would generate growth in company’s performance. In Kenya and other Sub-

Sahara African countries, the government needs to come up with polices geared 

towards improving their business environment to spur the growth of the key 

sectors of the economy.      
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1.  Introduction 

The concept of a business environment is widely studied by scholars 

in the field of business. Early organization theorists conceptualized the 

business environment based on uncertainty, resource dependence, efficiency, 

and ecology, which are the four main perspectives (Thompson, 1967). Dethier, 

Hirn, and Straub (2010) posited that a business environment is a setting built 

to facilitate day-to-day business operations and include the physical structures, 

financial accessibility, safety, and regulatory frameworks. The study of Rocha 

(2012) (cited in Brașoveanu and EvelinaBălu, 2014) suggested that simplified 

business environments supported by budgetary and fiscal policies were able 

to enhance the emergence of local firms.  

Khondoker and Kaliappa (2010) observed that a small number of 

developing nations across the world draws large substantial amount of foreign 

direct investment by creating business friendly environment and implementing 

more external trade-oriented policy. Muhammad and Kashif (2013) noted that 

government policies that facilitate training encourage MNEs to invest in 

human resource development of the host countries. This minimizes financial 

constraints and market failures and can help the host economy benefit from 

FDI. The empirical results of World Bank (2017) support the relationship 

between business environments and various aspects of firm performance. The 

study of Hallward-Driemeier and Mengistae (2005) (cited in Hodud, Madline, 

Faridah, Shamshubarida and Mohd, 2014) identified infrastructure as an 

influential factor in firm growth. They identified power outages and custom 

delays as some of the factors that affect a firm’s performance negatively.   

Foreign investors are attracted by conducive business environment 

with profitable opportunities and low risks (Hodud et al., 2014). Also, 

financial constraints in particular cost and access to finance has been 

recognized as an obstacle to firms’ development, particularly in developing 

markets (Sprenger & Lazarevaa, 2016). Kamran, Chor, and Manova (2016) 

claim that countries that have good financial markets normally attract more 

MNCs than their counterparts with undeveloped financial markets. 

The goal of the Kenyan Government is to ensure that manufacturing 

industry increases its contribution to national economy by about 15 percent of 

the GDP in 2022 (KAM, 2018). This can be realized if the level of investment 

is increased in this sector and the necessary skills and technologies to drive 

the sector are also made available. However, the level of investment realized 

in this sector is still very low and credit to the sector declined by 4.6 to Ksh 

277.4 billion in 2016 and Ksh 290.9 billion in 2015 (KNBS, 2017). Other 

measures to spur growth will involve refining Kenya’s industrial policy to 
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foster globally competitive companies, promoting exports and global 

competitiveness, instituting rapid sector-focused FDI attraction, and creating 

industrial zones and parks to promote manufacturing industries.  

The focus of the paper is to examine the moderating role of business 

environment on the relationship between foreign direct investment and 

performance of Kenyan manufacturing firms. Despite the important role 

played by the business environment in facilitating FDI spillover, its role has 

not been systematically studied. Therefore, this makes the current study 

suitable. The study investigated whether business environment has significant 

moderating effect on the relationship between FDI and the performance of 

local manufacturing firms.  
 

2.    Literature Review 

2.1.  Foreign Direct Investment, Business Environment, and Firm  

Performance 

 The impact of FDI on local economy has been empirically established 

to hinge on the business setting of the hosting country. Azman and Ahmad 

(2010) (cited in Edrees, 2015) noted that spillover may be considerably higher 

in a particular business environment such as better-quality infrastructure, 

quality human capital, and established financial markets. The study of Hsiang-

Feng, Hsien-Bin, and Dja-Shin (2012) to determine if dynamism is a 

moderating factor concludes that external factors in a business setting affects 

the innovative activities of a firm. This is supported by Gui-Diby (2014) who 

explained that poor business environment results to negative association 

between FDI and stimulation of economic development.  

Khondoker and Kaliappa (2010) further observe that the number of 

developing economies across the world receive significant amount of FDI by 

creating business friendly environment and embracing more external driven 

trade strategy. Furthermore, countries with friendly business environments, 

affordable skilled labour, electricity and energy, and good infrastructure tend 

to draw higher flow of FDI. The empirical results of World Bank (2017) 

support a strong relationship between business environments and various 

aspects of firm performance.  

Acccording to Pradhan and Bagchi (2013), investment in the transport 

systems minimizes trading costs and consequently improves the competitive 

advantage of firms. The study of Alfao, Chanda, Oscan, and Sayek (cited in 

Muhammad and Kashif, 2013) found that foreign direct investment promoted 

growth about three times in countries that had well developed financial 

systems than their counterparts with poor financial systems. To support this 

claim, they explained that transfer of technology from MNEs differed among 

countries and depended upon cooperation among government, industry, 

academia, and labour.
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They further observed that foreign direct investment is more 

advantageous in a country that has created a sufficient pool of human capital 

and a minimum threshold of skills. Thus, the individual country context 

influences the probable gains of FDI for hosting countries and is therefore 

highly spatially variegated. 

Foreign investors are attracted by conducive business environment 

with profitable opportunities and low risks (Hodud, Madline, Faridah, 

Shamshubarida & Mohd, 2014). Kamran, Chor, and Manova (2016) claim that 

host countries that have good financial markets normally attract more MNCs 

than their counterparts with undeveloped financial markets.  

Hsiang-Feng et al. (2012) suggested that the environment exerts a 

moderating impact on the link between innovativeness and firm performance. 

They established that the dynamic nature of environmental changes moderates 

the link between organizational performance and the decision-making 

processes. More so, the harsh environmental condition minimizes the 

innovativeness of a firm. The study carried out by Rocha (cited in Brașoveanu 

and EvelinaBălu, 2014) noted that an attractive business environment with 

appropriate budgetary policies supports the development of local firms. World 

Bank (2017) also opined that improving business regulatory environment is a 

way of facilitating investment in areas that are lagging behind. The study of 

Hallward-Driemeier, Wallsten, and Xu (cited in Hodud et al., 2014) further 

established that exploitive government regulations affected firm performance 

negatively and  sales were likely to grow by 42.6 percent. However, 

employment was expected to grow by 46.7 percent when regulatory burdens 

were reduced by one (1) standard deviation.  

Edrees (2015) studied the influence of business environment and 

foreign direct investment on economic development and established a 

negative association between FDI and economic development across low-

income and middle-income strata using variables such as human resource and 

infrastructure on the economic performance of Sub-Saharan countries. Bruno 

and Cipollina (2014) affirmed that the indirect implications of FDI are 

characterized by inconclusive results since they are dependent on the 

development status of the hosting economy.  

The moderating influence of business environments and the effect of 

FDI on the performance of firms has not been explored in a coherent manner. 

In a different setting, Okeyo (2013) established that external business 

environmental changes had moderating implications on performance. Past 

studies have also revealed that the simultaneous consideration of organizations 

performance and business environment factor is likely to provide a richer 

understanding when examining firm’s performance. Based on the literature 

provided in this section, the current study suggests that a business environment 
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moderates the link between FDI and the performance outcomes of 

manufacturing companies. 

 

3.   Conceptual Framework 

3.1. Conceptual Framework 

Kombo and Tromp (2009) noted that conceptual framework denotes a 

set of broad thoughts and values extracted from relevant spheres of study, 

which are adapted in configuring a subsequent presentation. The conceptual 

framework was established on a diverse theoretical underpinning including 

FDI theories, dynamic capabilities, knowledge based and resource dependence 

to supplement the knowledge of FDI and associated variables.  

Drawing from these theories, the study operationalized FDI as a multi-

dimensional concept comprising of capital-flow, advanced production 

technology, marketing expertise, and management know-how. Thus, business 

environment moderates the link between FDI and firm performance and the 

framework is illustrated in Figure I. 
Figure I. Conceptual Model 

 
Source: Researcher 2017 

 

3.2.  Conceptual Hypotheses 

The following hypotheses guided the study: 

H1: Business environment has no significant moderating effect on the                     

relationship between FDIs and performance of manufacturing firms in Kenya.  

 

3.3.  Variable Operationalization  

FDI was the independent variable of the study, and it was 

operationalized as capital flow, advanced production technology, marketing 

expertise, and management know-how. The moderating variable business 

environment was conceptualized as financial constraint, government 

regulations, and physical infrastructure. 
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Firm performance was the dependent variable, and it was 

operationalized using financial and non-financial indicators of performance. 

Firm’s performance was then assessed using two items of financial indicators 

of performance (profitability and ROE) and two items of non-financial 

indicators of performance (capacity utilization and employee’s productivity) 

in order to establish output of the FDI variables. 

  

4.    Methodology  

This research adopted a correlational design to evaluate relationship 

among variables. The study population consisted of all the 100 manufacturing 

firms registered with KAM, with over 10% foreign investment in Kenya. The 

firm was the principal unit under investigation. 

The data was collected from a member of the top management 

preferably the CEO or the finance and strategy director. This is because they 

were considered knowledgeable about the issue under investigation. Thus, 

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.  

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 

analysis was conducted to assess the relationship between the independent and 

dependent variables so as to determine whether the results are significant or 

not. Table I provides a summary of the hypothesis test and analytical 

procedures. 
Table I. Objectives, Hypotheses, Tests, and Analytical Models 

Objective  Hypothesis  Hypothesis Test Analytical Model  

Objective 1: 

Determine the 

moderating role 

of business  

environment on 

the  

relationship 

between FDI 

and firm  

performance. 

 

H1: Business  

environment 

has no 

significant 

moderating  

effect on the  

relationship  

between FDI 

and firm  

performance. 

 

Regression analysis (process 

analysis method) as suggested by 

Baron & Kenny (1986).  

Step 1: FP= β0+ β1 FDI+ ε 

Step2: FP=β0+(β1FDI)+(β2BE) + 

ε  

Where β0=Constant  

β1, β2, =Regression coefficient  

FP = Firm’s performance  

FDI = composite index of Foreign 

Direct Investment  

BE =composite index of Business 

Environment 

composite*=interaction term 

   ε =Error term  

R2 determines variation in the 

dependent variable that is accounted 

for by independent variables. A 

significant change in adjusted R2 on 

the interaction of moderating 

variable confirms moderating 

effect.  

F- test evaluates the general  

significance of a model. 

Beta (β) expresses contribution of 

individual independent variables to 

model’s significance.  

P-value, which in this case will be 

0.05, evaluates whether step 1 1 to 2 

are statistically significant.  
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5.  Preliminary Analysis 

 5.1.       Descriptive Statistics  

Descriptive statistics were useful in this study since they presented 

quantitative descriptions in a manageable form. The findings are presented in 

the preceding section.  

 

5.1.1.  Foreign Direct Investment 

  In this study, FDI was conceptualized using four variables namely: 

capital flow, advanced production technology, marketing expertise, and 

management know-how (Muhammad & Kashif, 2013; Leman & Ismet, 2015). 

The respondents were required to provide answers by indicating if FDI 

introduction led to certain activities associated with the capital flow, advanced 

production technology, marketing expertise, and management know-how in 

their organizations. The findings are presented in Table II in the subsequent 

subsections.  
Table II. 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  

Know-how  

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 overall ranking for FDI had a mean score of 2.47, standard 

deviation of 0.82, variance of 0.68, and CV of 0.3125.  The highest ranked 

variable was capital flow with mean score above 2.68, standard deviation of 

0.70, Variance of 0.49, and CV of 0.026. This was followed by management 

knowhow with mean score above 2.46, standard deviation of 0.86, Variance 

of 0.7, and CV of 0.30. Subsequently, marketing expertise had mean score 

above 2.43, standard deviation of 0.86, Variance of 0.7, and CV of 0.31. 

Finally, advanced production technology had mean score of above 2.31, 

standard deviation of 0.86, Variance of 0.7, and CV of 0.38. This affirms the 

earlier assertion by Temiz and Aytac (2014), Asuantri and Yasmin, (2017), 

and Leman and Ismet (2015) that FDI inflows enables developing countries to 

accumulate capital and close capital deficiencies.  

 

5.1.2.  Business Environment 

Business environment was hypothesized to have a moderating 

influence on the link between FDI and manufacturing firm performance. Three 

http://www.eujournal.org/


European Scientific Journal, ESJ                             ISSN: 1857-7881 (Print) e - ISSN 1857-7431 

August 2021 edition Vol.17, No.27 

www.eujournal.org   138 

variables were used to evaluate various aspects of the business environment, 

which was operationalized as financial access, government regulations, and 

physical infrastructure. The findings in Table III shows that the overall rating 

for business environment had a mean of 2.77, standard deviation of 1.30, 

variance of 1.70, and a CV of 0.47.  The highest ranked variable of business 

environment was physical infrastructure with a mean of 2.93. This was 

followed by financial access, which had mean score of 2.71. Subsequently, 

government regulations also had mean score of 2.66. The results are presented 

in Table III below. 
Table III. Business Environment 

Business Environment N Mean  Std. Dev   Variance     CV    

Financial Access 75 2.71 1.29                  1.68                  0.47 

Government regulations 75 2.66 1.30   1.69    0.49 

Physical infrastructure 75 2.93 1.31   1.72    0.46 

Overall   75   2.77 1.30                  1.70           0.47 

Source: Field Data (2019) 

 

5.2.  Diagnostic Test  

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 and multicollinearity. Violation of these 

assumptions puts the researcher at the risk of producing misleading estimates 

(Brooks, 2008).  

 

5.2.1.  Normality Tests 

            The study used the histograms and Kolmogorov-Smirnov normality 

test to check for normality of the data. Miot (2017) posited that a good and 

decent data used in research is normally distributed. The results are displayed 

in Table IV. 
Table IV. 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 

BE .110 75 .024 .967 75 .049 

FP .142 75 .001 .953 75 .007 

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

 

A non-significant result of p≥0.05 (at 5% significance level) implies a 

normal distribution. In this case, the sig. value is .000 for each variable. 
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However, business environment had a significant value of 0.024, while firm’s 

performance had a significant value of 0.001. This shows that this assumption 

of normality has been violated and it is common in large samples (Pallant, 

2005).  

The data was investigated further for normality using histogram 

graphs. The findings of the distribution of the scores were presented 

graphically as shown in the histograms presented in Figures II to IV. 

 

5.2.1.1. Histogram Graphs for Normality of Responses 

i)  Foreign Direct Investment  

Figure II displays a symmetrical histogram, which is an indication that 

FDI was normally distributed. Specifically, the variable followed a normal 

distribution with a mean equal to 2.46 and standard deviation of 0.311. 

Therefore, it was concluded that the foreign direct investment variable met the 

normality condition. 
Figure II. Histogram of Foreign Direct Investment 

 
Source: Field Data 2019 

ii) Business Environment  

The business environment variable was also investigated for normality 

using histogram and the results are presented in Figure III below.  
Figure III. Histogram of Business Environment 

 
Source: Field Data 2019 
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According to Figure III, business environment, as a moderating 

variable, provided responses after exploring for normality. Thus, the 

distribution of responses for the variable were normally distributed and the 

histogram was bell-shaped with a mean equal to 2.78 (SD=0.69). Therefore, 

it was concluded that the normality precondition of parametric evaluation was 

not violated and the data can be subjected to regression analysis. 

 

iii)  Manufacturing Performance    

The manufacturing performance variable was investigated for normality 

using histogram. Figure IV below is a symmetrical histogram indicating that 

the independent variable Manufacturing Performance was normally 

distributed. Manufacturing Performance, as a response variable, provided 

responses after exploring for normality. Thus, the responses for manufacturing 

performance were normally distributed and the histogram was bell-shaped 

with a mean equal to 2.77 (SD=0.52). Therefore, there is evidence to conclude 

that the data for manufacturing performance did not deviate from normality. 

The histogram is presented below.  
Figure IV. Histogram of Firm Performance 

 
Source: Field Data 2019 

 

5.2.2.  Multicollinearity Test 

Multicollinearity occurs when there are multiple explanatory variables 

that exhibit high degree of correlations (Mugenda & Mugenda, 2003; Zientek, 

Kim & Amanda, 2016). In order to check for this precondition, the variance 

inflation factor (VIF) test was invoked. Based on this test, a VIF exceeding 10 

indicates multicollinearity (Hair, Anderson, Tatham & Black, 2008). The 

results of this test are presented in Table V. 
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Table V. Collinearity Statistics 

Variable Collinearity Statistics 

  Tolerance VIF 

Foreign Direct Investment .984 1.016 

Business Environment .986 1.014 

Dependent Variable: “Manufacturing Performance 

Source: Field Data (2019) 

 

Table V shows that the VIF ranged from 1.012 to 1.016 for the three 

variables of interest. The values being more than 1 and less than 10 indicate 

that there was absence of multicollinearity. Additionally, the tolerance values 

for all the variables ranged from 0.984 to 0.988. This further confirms non-

violation of the precondition.  

  

5.2.3.  Homogeneity Tests  

Homoscedacity test is done to examine whether the different values of 

responses have the same variances regardless of the values of the predictor 

variable. The levene test was used to assess this precondition. This test 

examines whether or not the null hypothesis which states that there is no 

equality in the variances of two populations is true (Hair et al., 2008). For the 

purpose of this study, this test was grounded on a 5% significance level. The 

results of the test are shown in Table VI. 
Table VI. Levene Test Statistics 

Variable  Levene Statistic df1 df2 Sig. 

Foreign Direct Investment 2.733 12 58 .005 

Business Environment 2.487 12 58 .011 

Source: Field Data (2019) 

 

  Table VII shows that out of the three variables, only absorption 

capacity had a p-value greater than 0.05. Therefore, the null hypothesis that 

the data for absorption capacity did not fulfil the homoscedasticity condition 

was rejected. It was also concluded on the basis of the p-values that foreign 

direct investment and business environment did not meet the precondition. 

 

5.3  Analysis  

The researcher set out to test the effect of business environment on the 

relationship between FDI and performance of manufacturing firms. The study 

developed a hypothesis, and it was tested using simple linear regression 

analysis. The results from the test of the hypothesis are presented in the 

preceding section.  
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5.3.1  The Moderating Influence of Business Environment on FDI and  

Performance of Manufacturing Firms 

To prove for the moderating influences of business environment in the 

link between FDI and firm performance, the following hypothesis was 

presented: 

 

H03: The business environment does not have a moderating effect on the 

relationship between FDI and performance of manufacturing firms in Kenya.  

The three-step approach of Baron and Kenny (1986) was invoked to 

draw inferences about the possible moderating influence of business 

environment. In the first step, FDI was regressed on performance. In the 

second step, business environment was included in the model as an 

explanatory variable. Finally, the interaction term between FDI and business 

environment was added to the model. The moderation effects are presumed if 

all the model produces significant results with the interaction term. This is 

illustrated in Figure V. 
Figure V. Moderator Model 

Predictor (FDI)     I 

 

 

Moderator (BE)     II                                  Performance 

 

III 

 

Predictor & Moderator (FDI*BE) 

Source: Adapted from Baron and Kenny (1986) model 

 

The results of applying this approach are displayed in Table VII. Here, 

model one showed R2 of 0.079 while the introduction of the moderator in 

model three showed a marginal increase of R2 to 0.102. There was also 

marginal positive increase in strength of relationship from 0.281 to 0.32. The 

results further showed that the model with the interaction term had p-value of 

0.05, which was equal or less than the set p-value of 0.05. The study therefore 

rejected the null hypothesis and concluded that business environment had a 

moderating role in the relationship between FDI and the manufacturing firm 

performance. The coefficients of moderation are presented in Table VIII. 
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Table VII. Moderating Effect of Business Environment 

Model Summary 

Model R R Square Adjusted R 

Square 

Std.Error 

of the  

Estimate 

Change Statistics 

R Square 

Change 

F Change df1 df2 Sig. F 

Chang  

1 .281a .079 .067 .49882 .079 6.282 1 73 .014 

2 .297b .088 .063 .49984 .009 .704 1 72 .404 

3 .320c .102 .064 .49943 .014 1.117 1 71 .294 

a. Predictors: (Constant), Foreign Direct Investment 

b. Predictors: (Constant), Foreign Direct Investment, Business Environment 

c. Predictors: (Constant), Foreign Direct Investment, Business Environment, Moderator 

ANOVAa 

Model Sum of Squares Df Mean Square F Sig. 

1 

Regression 1.563 1 1.563 6.282 .014b 

Residual 18.164 73 .249   

Total 19.727 74    

2 

Regression 1.739 2 .870 3.480 .036c 

Residual 17.988 72 .250   

Total 19.727 74    

3 

Regression 2.018 3 .673 2.697 .050d 

Residual 17.709 71 .249   

Total 19.727 74    

a. Dependent Variable: Manufacturing Performance 

b. Predictors: (Constant), Foreign Direct Investment 

c. Predictors: (Constant), Foreign Direct Investment, Business Environment 

d. Predictors: (Constant), Foreign Direct Investment, Business Environment, Moderator 

Source: Field Data (2019) 
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Table VIII. Coefficients of the Interaction between Business Environment and FDI 

Coefficientsa 

Model Unstandardized  

Coefficients 

Standardized 

Coefficients 

T Sig. 

B Std. Error Beta 

1 
(Constant) 1.618 .462  3.500 .001 

Foreign Direct Investment .467 .186 .281 2.506 .014 

2 

(Constant) 1.459 .501  2.914 .005 

Foreign Direct Investment .452 .188 .272 2.408 .019 

Business Environment .071 .085 .095 .839 .404 

3 

(Constant) 1.438 .501  2.873 .005 

Foreign Direct Investment .432 .188 .261 2.295 .025 

Business Environment .098 .088 .131 1.110 .271 

Moderator -.070 .066 -.124 -1.057 .294 

a. Dependent Variable: Manufacturing Performance 

Source: Field Data (2019) 

 

As illustrated in Table VIII, Model 1 shows the coefficient of the 

independent variable and dependent variable. Model 2 shows the independent 

variable, moderator variable, and dependent variable. Model 3 shows the 

relationship of the moderator with the interaction term. These relationships are 

represented in the following equations: 

 

FP = 1.618 + 0.467FDI……………………………………………………. i  

FP = 1.459 + 0.452FDI + 0.071BE…………………………………………ii 

FP= 1.438 + 0.432FDI + 0.098BE - 0.070 FDI*BE………………………. iii  

Where: FP = Firm performance;  

FDI = Foreign Direct Investment,  

BE = Business Environment.   

 

In Model 1, a unit change in FDI would lead to 46.7% increase in 

performance. In Model 2, a unit change in FDI would yield 45.2% 

improvement in performance while a unit change in business environment 

would produce a 7.1% increase in performance. In Model 3, a unit change in 

FDI and business environment would result in 0.432 and 0.098 change in 

performance, respectively. The results also demonstrate that a unit incremental 

change in the interaction between FDI and business environment would 

generate a 7% growth in performance of the companies. 

 

5.4.  Discussion  

5.4.1.  FDI, Business Environment, and Performance of Manufacturing  

Firms 

The study also sought to empirically test whether business conditions 

modified the nature of relationship between FDI and the performance of 
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manufacturing companies. The approach used by Baron and Kenny tested the 

possible moderating role of business environment conditions. The findings for 

firm performance showed that when the moderating variable was included in 

the model in step 3, the coefficient of determination for the interaction term 

was statistically significant (adjusted R2=0.102, F= 1.117, β =-0.098, t=-

3.628, p>0.05). These results were an indication that the moderating effects of 

business environment were operative in the link between FDI and the 

performance of the companies. Consequently, the researcher rejected the 

hypothesis that business environment does not have a moderating effect on the 

relationship between FDI and the performance of manufacturing firms in 

Kenya. 

The study outcomes are also similar to the findings of Hodud et al. 

(2014). According to their study,  it was established that good business 

environments improved productivity. Also, increase in the infrastructure 

efficiency and business regulations support business growth (Hodud et al., 

2014). This study also supports the findings of Hallward-Driemeier et al. 

(2006) that business growth was negatively influenced by the laws passed by 

a country.  

Furthermore, the current study also supports the findings by Edrees 

(2015) who asserted that countries with well-laid financial market benefited 

positively from foreign direct investment. More so, there was negative 

association between FDI and economic development across low-income and 

middle-income strata using variables such as human resource and 

infrastructure on the economic performance of SSA countries. The research 

further supports the findings by Pradhan and Bagchi (2013) who posited that 

investment into the transport systems minimizes trading costs and 

consequently improves the competitive advantage of firms. The study also 

agrees with Alfao, Chanda, Oscan, and Sayek’s (cited in Muhammad and 

Kashif, 2013) who established that foreign direct investment promoted growth 

about three times in countries that had well-developed financial systems than 

their counterparts with poor financial systems.  

However, the current study was inconsistent with some earlier 

researchers like Ayyagair et al. (2006) that found no link between the 

performance of companies and the regulations enforced by the government. 

The inconsistencies among the results of this research and the previous 

researches could be attributed to differences in conceptualization and 

measures of the business environment.  However, the research adds to the 

extant literature on business environment and the performance of firms. 

Consequently, this study offers a framework that provides a better 

understanding of how business environment moderates the association 

between FDI and firm performance. The findings suggest the need to attract 

FDI and improve business environment (financial constraints, government 
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regulations and physical infrastructure), which in turn influences firm’s 

performance.  

 

Conclusion 

The objective of the research was to determine whether business 

environment had moderating implications on the link between FDI and 

performance. Business environment was operationalized as financial access, 

government regulations, and physical infrastructure. The results indicated that 

business environment had a statistically significant moderating effect in the 

relationship between FDI and the performance of manufacturing firms in 

Kenya. Consequently, the hypothesis that business environment does not have 

a moderating effect on the relationship between FDI and the performance of 

Manufacturing firms in Kenya was rejected. Based on the above findings, it 

can be deduced that business environment moderates the relationship between 

FDI and firm performances.   

This study contributes to the growing body of literature on the role of 

business environment in the relationship between FDI and firm performance. 

The policy makers of Kenya and Sub-Sahara African countries are informed 

by the findings of this study that business environment is an important 

ingredient in enabling the spillovers from foreign to local firms. Therefore, it 

is important to continue improving the local business environment to facilitate 

this spillover.  
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