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Abstract

This study examines the foreign direct investment as correlation to the eco-
nomic development of Rwanda. The research was influenced by three inves-
tigation questions while using the time series approach. The secondary data
used was collected from the stock exchange of Rwanda. The data was then
analyzed using simple linear regression and Pearson products moment corre-
lation with the application of SPSS, 23 (Statistical packages for social
sciences). The findings showed that there’s a critical relationship between the
exchange rate and direct foreign investment in Rwanda. The study concludes
that direct foreign investment poses a considerable effect on the market share
and importation of Rwanda. The study suggests that the government of
Rwanda needs to develop a more friendly business environment and eco-
nomic policies that will virtually attract FDI into every economic sector of the
country.
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1. Introduction

For the past 40 years, FDI (foreign direct investments) in African region has
been naturally chaotic and erratic. FDI's volume has relatively increased in the
past 40 years in the entire African region. There have been sudden increases ac-
companied by sudden decreases in the sequence of progress in successive years.
Additionally, there has been a decline in the movement of foreign direct invest-
ment to the African region as compared to other global regions that have been

developing for the past several years. Therefore, this is why the increase is con-
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sidered to be relative (Williams, 2017) [1]. FDI (Foreign Direct Investments) re-
fer to any direct investments by any profitable corporation in another nation.
According to Mallampally and Sauvant (2011) [2], FDI are defined as any in-
vestment by multi-national companies in foreign nations with the aim of man-
aging production activities and controlling assets in those nations. FDI play a
development and exceptional role in international business by offering a com-
pany with new marketing channels and markets for their services or products.
For the foreign company or host country that gets the investment, FDI provide it
with a new source of capital, technologies, organizational technologies, products,
process as well as modern management procedures. All these factors are believed
to be partly responsible for the country’s economic development and growth.
EDI are significant, not only to the developing nations like Rwanda, as well as
the developed countries (Pradhan, 2009) [3].

According to Morris (2016) [4], the ROI (return on investment) on foreign
direct investment in every region on the globe has been fascinating such that all
the developing nations show the greatest possibility of ROI in their nations and
should nonetheless draw more capital from foreign countries. The average ROI
on foreign direct investment in the African region is 22.6%; the average rate of
primary sector for the past years was 21%; the average rate of secondary sector
was 19.2%; the average rate for tertiary sector was 13.8% and the average rate for
the other industries was 23.5%. This clearly indicates that foreign direct invest-
ment is not concentrated within the primary sector anymore, which was pre-
viously the case. In 2002, the FDI of Rwanda in primary sector was a bit above
10%, manufacturing approximately 15% and the services near to 20%. In 1995,
the FDI of Egypt was at 45% in services, 4% in primary sector, and 47% in man-
ufacturing. Ndupu (2017) [5] declared that FDI is made by external resources,
which include technology, capital, marketing, and managerial expertise. All
these factors create a significant impact on the production capabilities of the
host country.

Based on the current gross domestic products (GDP) level, the prosperity of
government policies to stimulate the productive economic base is largely de-
pendent on the government’s ability to manage sufficient amount of FDIs com-
prising of capital, technological, and managerial resources to increase the cur-
rent production capacities (Olayiwola & Okodua, 2009) [6]. Formerly, the gov-
ernment of Rwanda attempted to provide a healthy business climate and gener-
ous taxation incentives to foreign investors, although the outcome was not suffi-
ciently promising. Rwanda still needs foreign support in form of technical, en-
trepreneurial, and managerial skills that are often accompanied by FDIs. Thus,
this research seeks to analyze FDI in correlation to the economic development of

Rwanda.

1.1. Objectives of This Study

The extensive objective of the research is to analyze FDI in correlation to the
development of Rwandan economy. This study specifically aims to;
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1) Analyze the effect of FDI on the market share of Rwanda,
2) Analyze the effect of FDI on the importation of Rwanda,
3) Establish the connection between the exchange rate of Rwanda and FDI.

1.2. Research Questions

Some of the research questions that guided the research include;
1) To what magnitude does FDI affect the market share in Rwanda?
2) How does FDI impact the importation of Rwanda?

3) To what magnitude does FDI affect the exchange rate in Rwanda?

1.3. Research Hypotheses

From the hypothesis stated below, hypotheses I & II will be achieved using sim-
ple linear regression while hypothesis III will be achieved using Pearson product
moment correlation.
The null hypothesis that guided this research include:
H,,: FDI doesn’t have a considerable impact on the market share of Rwanda,
H,,: FDI doesn’t have a considerable impact on the importation of Rwanda,
H,;: There is no considerable relationship between the Exchange rate and FDI

in Rwanda.

2. Literature Review
2.1. Conceptual Framework

2.1.1. FDI (Foreign Direct Investments)

According to Wilson (2007) [7], FDI (Foreign direct investments) refers to the
investments made by an individual or company in another nation with the aim
of making profit, either by acquiring assets/property in another nation or in-
itiating business activities, for example, controlling business interests or owner-
ship in foreign firms. The link between economic growth and FDI (foreign direct
investments) is a properly-researched matter in development of economic lite-
rature, as well as empirically and theoretically. In a broader view, FDI (foreign
direct investments) comprises the flow of expertise, technology, and capital into
a host nation (Mwilima, 2013) [8]. FDI is formally defined as “the investments
made for acquisition of lasting interests in organizations operating outside the
investor’s economy” (IMF, 2003) [9]. Concerned countries, international organ-
izations, and researchers have increasingly acknowledged the significance that
foreign capital has on economic growth. In this active age of globalization, libe-
ration, and privatization, foreign direct investment has surfaced as a significant
form of worldwide flow of capital. The World Bank, acknowledging the signi-
ficance of investments without borders, has committed its 2005 report on World
Development (2011) towards the problem of investment and trade, extensively
discussing the significance of flow of foreign capitals on the economic develop-
ment of host nations. As per the World Bank, “a few nations have developed

without being free to engage in trades” (Ogunleye, 2010) [10].
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Typically, there’s a great concurrence on the significance of understanding
that causes the movement of foreign direct investments. Nonetheless, there is a
continuing debate concerning the benefits of openness. This discussion has been
inspired by the current economic crises of some countries located in Southeast
Asia. Fast and substantial movements of temporary portfolio investments that
occurred in these nations were greatly blamed for those crises. However, several
observers concur to differentiate foreign direct investment from the short-term
(temporary) portfolio investments since Foreign Direct Investments are
long-term investments, thus making it challenging to overturn (Lankhuizen,
2009) [11]. Therefore, acknowledging the significance of openness in matters
regarding economic development, a rising number of nations have embraced
more liberal procedures towards foreign capital flow. For this reason, the inflow
of FDI to developing nations increased to a global GDP of 3% in 2001 from 0.1%
in 1970 (World Bank, 2005).

2.1.2. Exchange Rate

Exchange rate can be referred to as that price at which the country’s currency is
exchanged for the currency of other countries. Some of the factors that affect the
exchange rate of a country include: 1) inflation rate, 2) political stability, 3) gen-
eral economic state, 4) governance quality, 5) interest rate, 6) internal harmony,
7) trade balance, and 8) high intensity of openness in the behavior of adminis-
trators and leaders. In finance, the exchange rates (also referred to as forex rate,
foreign exchange rates, Agio, FX rates, or ER) between two currencies refer to
the rates at which a currency is traded for the other currency. Additionally, it is
considered to be the value/price of a nation’s currency as compared to the cur-
rency of another country (Ogwulu, 2011) [12]. Therefore, the exchange rate has
2 components, the foreign currency and domestic currency. Additionally, it can
either be quoted indirectly or directly. The forex rate or foreign exchange is also
referred to as the currency quotation. Moreover, exchange rate can either be
floating or fixed. The floating forex rates are determined by the market mechan-
ism of demand/supply while the fixed forex rates are determined by the coun-

try’s central bank.

2.1.3. Market Shares

The presence of diseconomy and economy of scale indicates that small compa-
nies suffer because they lack economy of scale while large companies enjoy con-
siderable cost benefits because of the economy of scale. Concurrently, if the
firm’s size becomes too big, the company may start to suffer for diseconomy of
scale that tends to cancel out the merits of a large size. In addition to contribut-
ing to profitability, the market share might also be detrimental. According to
Sheth & Sisodia (2012) [13], companies with more than 40% market shares lose
their benefits from scope and scale and also experience decreased performance.
The PMS-based study does not disclose whether profitability eventually decreas-

es at extremely high levels of market share as a result of the diseconomy of scale.
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On the contrary, experience economy results from the linked cost reductions
and cumulative experience because of accumulated learning and production.
Many studies have documented the presence of the experience curves (Yano-
poulos, 2014) [14]. However, it has also become possible that larger cumulative
volume does not instantly result in lower costs, even though there should be an
intentional effort to exploit the probability of reducing cost (Yannopoulos, 2014)
[14].

2.1.4. Imports

Imports can be illustrated as services or goods that are brought into a nation
from another country. The term “import” is obtained from the term “port”, be-
cause goods are usually shipped through boats to foreign nations. Imports and
exports form the basis of international trade. The balance of trade of a country
becomes more negative if the value/price of imports getting into a country is
higher than the value/price of its exports (Baro, 2008) [15]. According to Shef-
frin (2013) [16], import is identified as the foreign goods or services that are
bought by a country’s residents. Residents include; the government, businesses,
and citizens. Imported goods can either be shipped or hand-carried on a plane in
the personal luggage. If the goods are produced in foreign countries and then
sold to the domestic residents, it will be referred as imports. Although most
countries probably import goods/services that cannot be produced by domestic
industries as cheaply or efficiently, they might also import commodities or raw
materials that might not be available within the nation’s territory. For instance,
most nations import oil since they are not able to produce sufficient amount to
meet its demand or they are not capable of producing the oil domestically. Ma-
terials and goods that are less costly to import are often dictated by tariff sche-
dules and free trade treaties. According to Carbaugh (2014) [17], dependence on
the imports from the cheaper labour locations and free trade treaties are ac-
countable for a major percentage of the declination of manufacturing jobs. Free
trade introduces the capability to import materials and goods from cheaper
zones of production in the globe and minimizes the dependence of locally made
goods. Countries usually start by developing trade protectionism, thus protect-
ing their firms from international competition for some time. They increase tax-
es (tariffs) on imports, which makes them more costly. However, this was among

the factors that caused the Great Depressions.

2.2. Theoretical Framework

Technology Spillover Theory

The technology spillover theory was proposed by Kinoshita (1998) [18]. This
theory suggested that spillover of technology to textile companies in the host
economy is illustrated in 4 channels through which the spillover of technology into
domestic textile companies can possibly affect the output of the domestic textile
companies through worldwide integration. These include the spreading drawback
effects, training effect, and competition effect, forward and backward linkages.
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Through the spreading limitation effect, technology spillover is backed by
Kokko (1994). To explain the transmittable limitation effect in connection to
textile firms and globalization, it was disputed that there is a difference in tech-
nological levels between domestic and foreign textile companies. Through direct
connection with foreign variation, local textile companies can observe and, thus,
become profitable. This occurs through the labor revolution from foreign textile
companies to the local textile companies, in which foreign firms’ employees are
hired by domestic companies and thereby coming with the knowledge of re-
quired technologies used by the former employers.

Competition effect might develop as the introduction of foreign companies,
cause more profound industrial competition among the local textile companies
and the local textile industries which compels them to become more effective in
utilizing the existing resources and technologies. According to Kinoshita (1998)
[18], the local textile companies might also be individually forced to introduce
the required technologies, so as to sustain their market shares. The increased
competition might have the ability to enhance the host country’s welfare and get
rid of monopolistic profits.

Furthermore, Kinoshita (1998) [18] explained the ‘training effect’ like the cir-
cumstance in which the on-the-job trainings might be offered by forming joint
ventures with foreign partners, foreign suppliers, or buyers, causing vertical ef-
fects on the domestic textile companies. Local textile companies often train their
employees to increase the quality of their products, thus giving them the com-
petitive advantage that enables them to deal with entrants from other countries.
On its own, arrival of the new technology may not affect the host country’s
productivity growth, unless the labor force develops the matching skills.

The relationship is enhanced by the presences of “regional content require-
ments”, indicating that foreign companies have to buy certain proportion of the
host country’s intermediate inputs, rather than import from foreign suppliers. A
connection comes into existence when affiliates abroad engage in business deals
with local customers and suppliers. For example, when the scientific costs of
transportation and communication in Europe is high, the MNCs (multinational
corporations) usually opts to buy the local producers’ intermediate goods; even
in absence of local investment, thus forcing the local raw material suppliers to
meet the demand for on-time deliveries, higher quality, and enhance more in-
novation (Kinoshita, 1998) [18].

2.3. Empirical Review

According to Taybout (2009) [19], a research on the effect of FDI on Kenya’s
market share was carried out. The research adopted the survey design approach
and the obtained data was utilized as secondary data. Analysis of the collected
data was then done using multiple regression method. The findings of the study
showed that FDI significantly impacted the Kenya’s market share.

A research on the relationship between FDI and imports by textile manufac-
turing companies in Nigeria was conducted by Anyanwu (2006) [20]. The re-
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search was undertaken using two Nigerian textile companies. Two research
questions guided the research while survey questions were adopted. The ga-
thered data was utilized as the secondary data and subsequently analyzed using
the Pearson moments correlation. Findings of this research FDI impacted the
country’s importation significantly.

A research was carried out by Krugman & Obsfeld (2011) [21] on the Indian
manufacturing companies and Foreign Direct Investments (FDI). The research
was accompanied with two research questions while the descriptive approach
was adopted and the gathered data utilized as secondary data. Analysis of the
collected data was conducted using regression. Findings of this study also re-
vealed that there is a major relationship between the performances of a country’s
manufacturing firms and FDI.

Barrel and Pain (2014) [22] carried out a study on the influence of FDI in
Kenya. The study was guided by two research questions and descriptive survey
design was used. The data used was a secondary data collected through struc-
tured questionnaire. The data collected was analysed using linear regression. The
findings revealed that FDI has a significant effect on economic development.

A research on the effect of FDI on the forex rate of Nigeria was also carried
out by Folurunso & Benjamin (2016) [23]. The duration of this research was six-
teen years and it was guided by a single research question. The collected data was
then utilized as secondary data and analyzed using the econometric techniques
to model error correlation. The findings indicated that both economic integra-

tion measures affect economic growth significantly.

3. Methodology
3.1. Research Design

In this study, this study adopted time series data so as to obtain the relations
between the dependent variables and the independent variables. The linear re-
gression and person product moment correlation was used for the study with the
aid of Statistical Package for Social Sciences (SPSS, 23).

3.2. Source of Data

The study will use only secondary data. These data would be sourced from
Rwandan stock exchange and Statistical Bulletin Publications.

Data Required

The following data were required for analyzing data. The data include:
Data on market share for 10 years
Data on Foreign direct investment for 10 years
Data on exchange rate for 10 years

Data on importation for 10 years

3.3. Sample Frame

The data was collected on the variables of interest on Rwandan stock exchange.
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The sample point for the variable is from 2009 to 2018. These variables include,

foreign direct investment manufacturing, labour force and inflation.

3.4. Model Estimation

The study will make use of linear regression and person moment correlation us-
ing statistical package for social science (SPSS).

Equation

To examine the impact of FDI with respect to economic growth, the following

estimations are carried out:

FDI = f (MS,EXCH,IMP)e, (1)

This model is restated in econometric form as follows:
FDI =a, + 3;MS + a,EXCH +a,IMP +¢, (2)

where:
e, = Stochastic or error term
MS = Market share
EXCH = Exchange rate
IMP = Importation

4. Data Presentation and Analysis

This chapter covered the presentation and analysis of data collected. This data as
shown in Table 1 below, is meant for the empirical investigation. Here, regres-
sion and Pearson product moment correlation was run so as to be equipped for
the interpretation and also to provide solution to the research questions in re-
spect to FDI and economic development of Rwandan.

FDI equation

FDI = f (MS,EXCH,IMP)e, (1)

Table 1. Data presentation on import, exchange rate and market share.

Foreign Direct Investment

Year Import Exchange rate (EDI) (Billions) Market share
2009 1415.24 758.65 241.02 1250.99
2010 1253.62 760.99 250.5 1311.50
2011 1262.17 763.32 119.1 1617.57
2012 1247.33 765.64 255 1417.68
2013 1590.95 767.94 257.6 1241.79
2014 1491.73 770.24 314.7 1238.84
2015 1643.05 770.24 223.3 1266.02
2016 1580.53 774.82 266.3 1251.39
2017 1443.51 9089.3 270.7 1273.95
2018 1569.02 968.89 305.5 1621.35
Sources: Rwandan Stock Exchange, Statistical Bulletin (Various issues), 2019.
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Test of hypothesis using statistical package for social science (SPSS, 23)

Level of significance = 0.05

Hypothesis I

H,: There is no significant relationship between Foreign direct investment and
Exchange rate in Rwandan

H,: There is a significant relationship between Foreign direct investment and
Exchange rate in Rwandan

Descriptive Statistics

Mean Std. Deviation N
EXCH 1619.0030 2625.56978 10
FDI 250.3720 53.71787 10
Correlations
EXCH FDI
Pearson Correlation 1 0.843
EXCH Sig. (2-tailed) 0.004
N 10 10
Pearson Correlation 0.843 1
FDI Sig. (2-tailed) 0.004
N 10 10

From the analysis above, it shows that the probability value (0.004) is less than
the alpha value (0.05), the researchers therefore accept the alternative hypothesis
and conclude that there is a significant relationship between Foreign direct in-
vestment and Exchange rate in Rwandan with a correlation value of 0.843.

Hypothesis II

H,: Foreign direct investment does not have a significant impact on importa-
tion in Rwandan.

H1: Foreign direct investment has a significant impact on importation in
Rwandan.

Model Summary

Change Statistics

Adjusted  Std. Error of

Model R RSquare R Square the Estimate R Square F Change dfl df2 Sig. F
Change Change
1 0.724*  0.879 0.777 51.61132 0.179 1.750 1 8 0.002
a. Predictors: (Constant), import.
ANOVA®
Model Sum of Squares df Mean Square F Sig.
Regression 4660.659 1 4660.659 1.750 0.002°
1 Residual 21,309.828 8 2663.728

Total 25,970.487 9

a. Predictors: (Constant), import; b. Dependent Variable: FDI.
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Coefficients®

Unstandardized Coefficients

Standardized Coefficients

Model t Sig.
B Std. Error Beta
(Constant) 32.446 165.558 0.196  0.0050
1
Import 0.150 0.114 0.424 1.323 0.002

a. Dependent Variable: FDI.

From the analysis, the regression equation is given as below:

FDI = 32.446 +0.150import

The analysis shows that for every unit increase in FDI, importation increases
by 0.150. The analysis also shows that the probability value (0.002) is less than
the alpha value (0.05) the researchers therefore reject the null hypothesis and

conclude that Foreign direct investment has a significant impact on importation

in Rwandan.
Hypothesis III

H,: Foreign direct investment does not have a significant impact on market

share in Rwandan

H,: Foreign direct investment has a significant impact on market share in

Rwandan
Model Summary
Change Statistics
Model R R Adjusted  Std. Error of .
Square RSquare  the Estimate R Square F dfl df2 Sig. F
Change  Change Change
1 0.886" 0.749 0.794 56.17938 0.149 0.614 2 7 0.001
a. Predictors: (Constant), EXCH, MS.
ANOVA®
Model Sum of Squares df Mean Square F Sig.
Regression 3877.631 2 1938.816 0.614 0.001°
1 Residual 22,092.855 7 3156.122
Total 25,970.487 9
a. Predictors: (Constant), EXCH, MS; b. Dependent Variable: FDI.
Coefficients®
Unstandardized Coefficients  Standardized Coefficients
Model t Sig.
B Std. Error Beta
(Constant) 421.090 171.631 2.453  0.0001
1 MS 0.129 0.125 0.364 1.030 0.007
EXCH 0.002 0.007 0.085 0.240 0.002
a. Dependent Variable: FDI.
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From the analysis, the regression equation is given as below:
FDI = 421.090 + 0.129MS

The analysis shows that for every unit increase in FDI, market share increases
by 0.129. The analysis also shows that the probability value (0.002) is less than
the alpha value (0.05) the researchers therefore reject the null hypothesis and
conclude that Foreign direct investment has a significant impact on market

share in Rwandan

5. Conclusions and Recommendations

From the analysis above, the researchers conclude that there is a significant rela-
tionship between foreign direct investment and exchange rate in Rwandan. This
shows that foreign direct investment has a great impact on Rwandan. The re-
searchers therefore conclude that foreign direct investment has a significant im-

pact on importation and market share in Rwandan.

5.1. Recommendations

The following recommendations are made to the Rwandan government;

1) The Rwandan government should increase its foreign direct investment so
as to increase its exchange rate.

2) There is need for Rwandan government to increase its foreign direct in-
vestment so as to increase its market share.

3) The Rwandan government needs to embark on more capital projects, which
will enhance the infrastructural facilities with which foreign investors can build
on thereby increasing FDI.

4) The current indigenization policy should be pursued to the letter as a way

of preventing absolute foreign ownership in the key sector of the economy.

5.2. Limitation of the Study

This study which focused on foreign direct investment as correlation to the eco-
nomic development of Rwanda was faced with several challenges which include
the challenges of sourcing for material during the research. The researchers also
experienced the challenge of data collection as it was difficult for the researchers

to obtain such relevant information.
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