Research Journal of Finance and Accounting www.iiste.org
ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online) ¥-l-,i,l
\ol.9, No.21, 2018 IIS E

The Role of Urban Private Investment to Economic Growth in
Hosanna Town.

Mamo Esayas Ambe
Lecturer ,Wolaita Sodo University , Department cbRomics ,P.O .Box 138

Abstract

The roleof fast dynamic private investment sector is onehef policy instrument via which government of
developing as well as developed took into accogntaameans of alleviating poverty and promotingiteap
accumulation and technological progress. The gawent of Ethiopia after adopting several reformgsih992
achieved progress in promoting private investmenta growth and took it as engine of achievingeterated
economic growth and development. The private sd@ermultipurpose role to play in the economic ghowa
acting as source of innovation and technologicalwin, source of employment and income, as well eans of
promoting resource allocation such human resowasegell natural resources. This study is aimedvestigate
the role of urban private investment to econom@agh in hosanna town by taking into account thadar the
time period from 2001 to 2010 E.C. the study wodde employed both primary as well as secondary idat
order to carry on deep rooted analysis of the dflgrivate investment to economic growth coupledhwi
employing descriptive tool of data analysis suclpasentage as well as mean to come up with vasditr of
analysis. The result of the study indicates thatrhajority of the investors are male as compavetid female
investors. When we see the age category of theonelemts the majority of the investors are found in
economically active age category followed by haviegy household members moreover the study fount tha
private investment activities in the study area basn showing progress from time to time due tentiges
provided by the government including access to itedm bank as well as working space coupled with
provision of training. The study recommends tharehshould be promotion of economic growth of thg c
coupled with promoting structural transformationesbnomy and building appropriate institutionalhfeavork.
Moreover the study recommends the promotion of sscte bank credit ,working place as well as creatib
conducive legal as well as institutional climatéleaof boosting economic growth and private invesitn
involvement in several activities.
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CHAPTER ONE

1.1 Background of the Study

Investment is an instrument, which has a greatirotievelopment of an economy especially for lesgetbped
countries like Ethiopia. This is because of the ontignce of investment to bring employment oppoties;j
effectiveness of domestic resource, large prodangcspecialization, which do not fulfill in develaw countries
(Befekadu,1994). In Ethiopia both private and pulilivestment are relevant for economic growth, gristate
investment is more effective than public investment

The volume and diversity of investment has beentlmn increasing level since the introduction of
liberalization measure in early 1990s. Unlike i threvious governments in which investment actiatg
mainly carried out by public sector, both domestied foreign private sector firms have been actively
participating in the investment sector of the ecoposince the reform of early 1990s (Wolday, amah,
2005/2006).

According to w. Rostov, most developing countiaes ether in the per-condition or traditional etakll
that this society had to take of (to self-sustanowgh) was to follow a certain rules of development
Development requires substantial investment throcghital mobilization of foreign direct investmeahd
foreign saving in order to generate economic growth

Investment trend, which prevails in Ethiopia, shditws close interdependence of the level of investme
especially private investment in this case and esoo growth has been lower for many years. So itmvest
needs certain circumstance in order to have a ibotibn for economic growth, such as sufficient re@uof
fund, political stability of a country and existenof effective polices .The source of fund or imes for
investment are Foreign direct investment, domesstiéng and foreign aid (Bhagwati and chenery1989ited
in Todaro,(2000)).

The private investment is the main engine of groimtimarket economics. It thrives and delivers dnsth
growth when number of factors combines to prodwrelactive environment for the private sectors teetiep.
Private investment is crucial pre-requisite forremmic growth because it allows entrepreneurs t@sehomic
activity in motion by bringing resources togetheptoduce goods and services.

Economics growth could be realized through a progevelopment policy. One of which could be
promoting demand countries have shown that groatthe economy have come through increased investmen
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Thus, investment plays a vital role for economiovgh and development and for improving the welfaf¢he
society. Recent studies (collier Gunning, 1999ikNichana, 2000; Herndeze-Cata, 2000) conducted fitahf
Asia and Latin America has established the crificddage between investment and the rate of econgnawth.
It also plays multiplier effects through creatingh@oyment opportunity, reducing poverty, transfegri
technology through foreign direct investment (FIDBreasing capital accumulation and Governmentmeee
collected in very essential economic as well asasaastitution in which the private sectors is novolved
(Brihanu & Befikadu,2003/04).
Since the Ethiopia started a free market econontigypand the investment activity started reviviraygllel
to the reformed policies of investment (Asmelas2@)7).Thus, the level of privet investment in tloumtry
during the last two decades (1975-1994) was flagtga in 1994, the share of private investment Itota
investment was 39.5% and it dropped to in 11.79%8@01and1991 as the Dergue regime started “refoeafly
in 1989 and proclaimed a mixed economy in much uchmin 1992, the rate of private investment corgthto
in increase substantially through change in mgpkietiple of the present government (Workie, 1996).
Investment condition as well as climate in hadiyme in general and hosanna town in particular is
dominated by several activities among which agtizal sector activities, service sector activitesh health
center ,schools ,private college as well as mantuifiag sector activities such as floor factor, waand metal
work activities coupled with urban farming are amadhe dominant economic activities that has be&mga
place in the area and showing progress from tinierte .
Thus, the main objective of under taking this stud to show the determinant of urban private itnaest
in the case of hadiya zone, hosanna town. A couwitiy wider and deeper private sector investment
domesticates accelerate growth an investment createe job opportunities, more revenue and incregsene
of the poor section of the societies.

1.2 Statement of the problem

Private investment plays a great role in countdgselopment especially in developing countries ehoepital
is scarce and their government lacks enough captcitover all constraints and bring economic cleafay
development. Investment is a critical determinasfta long-run economics performance which investme
involves the formation of capital; fixed (tangiblepital, such as reputation or technical knowledgeman
capital such as skills or education (bond and jastki;1996).

Private investment is an engine for creating intioma economic growth and poverty reduction. Dorigest
investment shows progressive trends with speedstirgjafrom announcement of liberal policy in 1992.
Nevertheless, the gap between domestic investrmehsaving has remained wide thereby reinforcingnied
foreign direct investment in development of thereray (UNCTAD, 2002).

Given the low investment and saving performance dgbgernment intended to sustain broad based
economic growth , throughout the five year growatid transformation plan.(MOFED,2010) This is beseau
investment is believed to play a crucial roleeiconomic growth and its aggregate demand functas h
considerable effect on economic activity on lomgnteconomic growth (ibid)1998)

Although the investment climate has improved gyeatl recent years, there are still many aspetts o
investment promotion where improvements are urgendeded. In other words, even if the situations of
investment have improved from the previous peribére is many aspects of the investment promotioergvan
improvement greatly needed. (ibid).

However private investment is not only determingdhz above factors but also it is determined bgrast
rate, education level, public investment markee sizz determinants of private investment Green l@Nieva ,
D.(1991).

To address this gap the study answered the follpgirestions;

» What are the major influencing factors that affgtvate investment in hosanna town ?

» To show investment trend overtime in hosanna town ?

1.3 Objectives of the study
1.3.1 General objective
The general objective of this study was to analffme determinant of urban private investment agtivit
hosanna town.
1.3.2 Specific objective
The specific objective of the study is
» To assess the factors that affect urban privatesiimvent in hosanna town.
» Toinvestigate investment trend over time in hosatown .

1.4 Significance of the study
The study was expected to have the following sigaift roles such as Understanding the determinaatban
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private investment was help to the city to devdmyporable investment environment and exploit thedfi¢ of
investment that essential to supplement the cibypemic growth.

To add some to the existing knowledge of otheretgcand it provides a clue for policy makers and
researchers as an input for further investigatiomuad investment.

Generally the result of this study would therefdrelp to provide information about urban private
investment in case of hosanna town

1.4 Scope of the study

As indicated in the objective, the aim of this stwdas to identify an important variable that detieres private
investment in the study area. In order to iderttily important variable at micro level, the surveasveonducted
at hosanna town by using structured questionnéive.year was covered from 2001 to 2009.

1.5 Organization of the study

The paper was organized in to four chapters, tise dhapter deals with introduction which contaiaskground
of the study, research objective, research questtmpe of the study, significance of the study arghnization
of the study. The second chapter is on definitiod eelated literature review. The third chapterufses on
method of data analysis. The final chapter is gdindeal with conclusion and recommend.

CHAPTER TWO

1.2 Deter minants of investment in developing countries

The major actor which have an important bearingtten private investments are the quality and quamtit
public infrastructure investment, different raté return to investment in the economy, availabilitiyfinance,
the real interest rate, fiscal policy, foreign exbe constraints and risks.

Availability of finance: comparing to industrial countries the financiahstraints are, in general more buildings
in developing countries. Self-financing is limiteddeveloping countries due to two main reasomsany firms

in developing countries have limited ability to contate adequate finance.

The real interest rate: neoclassical model leads to conclusion that theafe investment rate should be
negatively related to real interest rare as a meastiuser cost of capital. User cost of capitadrisimportant
factor in any investment decision by private sectam the other hand in countries where there agb teposit
rates the level of private investment is higherallsuggest a positive relationship between investimerest
rate because of represent financial market in dg¥ed) countries.

Low per capital is often accompanied by low leviesaving and led to fewer resources being available
Financial (government) deficit: over the expansion of public sector resultedha higher deficit in many
countries. The way this deficit is financed has iedimate long term effects on private investment. Bsiic
financing of fiscal financing direct reduce the @afaility of credit to private over the expansiohpublic sector
has resulted in higher deficit in many countries.

Foreign exchange constraint: access to international market is one of thefeetors that determine the private
investment. In most developing countries, the made of foreign exchange and availability affeptévate
investment consequently there is real limit on impapacity resulting from foreign exchange shalisf Which
one in turn called by inelastic export supply extmes rise in export price external debt rationiligiting the
purpose for which credit granted by internatiomamcial institution.

Devaluation: to reduce external imbalance structural adjustnpeagram use a combination of expenditure
reducing and expenditure switching policies. A réaValuation of a countries currency (i.e. a fieeathange
rate system) is usually included in switching pieic This generally had negative effect on investnie the
short run. Devaluation may also reduce investmgndépressing aggregate demand. More over if inveastm
has significant import content. The expansion dpatis likely to be necessary condition to expane:stment
(N. Gregory Mankiw 2007).

Risk and Uncertainty: since expectation plays critical role in invesimelecision, economic and political
instability and uncertainty can have a harmful istpandeed it can be argued that the later factsrdring
partially responsible the incompatibility of necsdécal accelerator models in developing countidfect aimed
at encouraging private need to be supported byssamatroeconomic policies and adequate regulatody an
supervisory structures.

Growth link to investment

In past century in the world there was enjoyed wutial economic growth. It has allowed people eastume
more quantity of goods and services. Many countisddiswed different models to achieve economic gitow
through capital formation (Solomano, 1993).

There are three stage of investment process otatdprmation that needs to be successfully coreplet
countries need to achieve a desired level of imrest and its fruits. These are:-

The stage of saving: the stage which resources might be for consumgtie put a side.
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The stage of resource mobilization: a stage where saving secured in the first stegassembled and are ready
by investors.

Thefinal stage of investment: the stage which resources that are utilizedHfermtroduction of capital goods.

An economy can have problem of resource mobilimatiecause of failure of any one of this stagesdjlbi
Todaro and Smith also assured that the mobilinatib resources domestic and foreign saving to gaeer
sufficient investment to accelerate economic groiwtbne of the principal tricks of development reszey for
any takeoff. As it has formerly mentioned Sub-Sahakfrica countries has made important progressuitding

up of human capital. The capital accumulation ergléhat significant part of the economic growth.

1.3 Ethiopian investment policies and trends of private investment

Situation of private investment in Ethiopia hasrbé&dlowing different investment policies and formfthe last
many years; the investment level in the country slaswed changes in fact in deterioration positithe

contribution of private investment is still insidinant in the economy and the economy the cournyain s one
of the least developed nations. post of the pojauatives under poverty line with a very low p@pita income

These all facts are mainly explained by inefficienbnomic policies, which accounted to the low mep
saving and investment pictures in the economy.lmvest in any sectors of the economy particularlg jprivate
investment is made for profit. This profit is olted by providing the goods and services producetheo
market. But if there is no market or market is texdi for the goods and services produced the pregrés
investment in accounting will be lower. In Ethiopivestors are always complains the poor performariche
sectors is all factors that investors have beenptaining about such shortage of demand and abitity
complaining about such shortage demand and atilitpmpute with cheap imports (economic focus, 1999

The state of private investment in Ethiopia bed@nthe imperial era. At that time where policesias by
the government to encourage private investors amelsiment, particularly private sectors’ investmémtthis
period the entire economy is expected to work mebaling to what economic loans dictate, but rathehe
socialist ideological frame work ,which gave a doarit role of public sectors by discriminating thévate
sector’ investment.

1.3.1 Privateinvestment in the Dergue period

The common economic policy and the Dergue regimehlwyas centered on socialist economic system, gave
dominant role to the public sectors by limiting tftude of foreign and domestic investment. The pobif the
military of government had started to be implemdnby the nationalizing different private propertgda
instituted central planning as a means of allogatesources. This was possible by using proclamatutice
and declaring 1975, Dergue’s policy of nationaétstion was enacted as a proclamation no 26/19 &5 diog
this proclamation, the military government natiored a number of industries, commercial forms, ricial
intuitions ,financial institution, houses, land arestricted private portions to a few lines of wtiés and
imposing capita selling on them

In the Dergue regime, saving rate has shown defloma 13% to 4% by the end of 1980, which was the
lowest saving in the world. Such decline of saviatg was the reflection of dramatic increase ingbreernment
consumption, which was increased in military expemd and expanded government bureaucracy, paraitiel
the rise in the government consumption, there teesn la decline in private consumption from 79.8%:0fP
during 1974-1978 to 70.8%during 1988-1990(EshetlMakonen, year).

132 Private investment in the post reform period

After the military empire, transitional governmeoft Ethiopia issued a liberalizing market orientesbromic
policy, which basically aimed at encouraging thetipgpation of private investments in the econorhg tain
features of the policy include: limiting the rold the state to the building of essential infrastive facing
preparation of sound macroeconomic and spegdaices that create favorable condition for atirartand
mobilizing foreign capital and encouragement of elyd participation of the private sectors in the
economy(yobeo kellow 1992)

Under broad policy frame work of a market orienéednomic system, the rational government of Etlaiopi
issued proclamation (proc. No 15, 1992), to prowddeouragement of investment is a vital to spendinghe
economic social department endeavors of the couimryhe creasing the supply of goods and servares
thereby to advancing the benefits of the countrthefinvestors (federal Negarit Gazeta).

The proclamation created an enabling the enviromrfanthe active participation of both domestic and
private capital in various investment activity vatit any limitation of capital ceiling ,foreign ins®rs are
encouraged to participate widely and constructivielythe rehabilitation and reconstruction effortk tbe
country’s domestic private investment .

In 1988, new investment proclamation, that is mowtion number 116/1998, amendment of the exited
code 37/1996 was issued to ensure the participatigorivate investors in the key strategic sectwush as
telecommunications services and defense indusimiellaboration with the government. According ttee
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amendment domestic investors means as foreignnaddigpermanently residing in Ethiopia having made a
investment and including the government public gmise as well as foreign national ,Ethiopian bsttbiand
designing to be considered as detesting investutseajoy the opportunities to participate in theaathat are
sole reserved for local investors(federal negaitega,1998)

Since the former regimes had an international é@stein discouraging private investment, particylarl
foreign direct investment, the new government hadiennumerous proclamations locating its interesttti@act
private investment, particularly foreign direct @sgment .for the last many years it has revisethitestment
codes in order to make it more attractive for fgnedirect investors to invest in Ethiopia. Procléioma no
280/2002 is one of the proclamations that are thsoainly to give incentive to private investors aadenlarge
areas that foreign private investors can partieipgith a view to enhance the country’s investmeeadfederal
negarit gazeta)

Latest investment proclamation, pro, No 375/200898ed mainly to take the s\system of administratif
investment transparent and efficient accordingly Ethiopian investment authority hat has been tabésh
under proclamation no 280/2002 is renamed as B#nadpvestment commission. The proclamation givesem
incentive that any proclamation before to privateestor in order to enhance private investmenhefdountry
(federal negarit gazeta, 2003)

CHAPTER THREE

M ethodology of the study

3.1 Data Typesand Sources

In this study, both secondary and primary data ealtected from the respondent. The primary data was
gathered from investment bureau of hosanna town fat® the problem of investment. Whereas secoriziey
was collected from investment bureau reports, baoksual document, magazines, newspaper, interaethan
like.

3.2 Sample size and sample techniques

The simple random sampling method was employeddaoiee the primary data. This is because simpldaan
sampling techniques give equal chance for targptifation, to reduce bias and make research task €asre

are many private investors with their activity. Sprare participate in service sectors such as lemma
International Hotel, shambalala International ¢fotanal café, tinsae café and restaurantagid. others
participating in production sector from these tlesearch select the hossana Flour factor by usmgle
random sampling techniques. The study used 60 torsesis target population from 152 to total numbsrs
investors.

Samplesize
N
n=-—— where n issamplesize
1+N(e)2 P
n — " N = number of population
1+n(0.1)2 Pop
n= 152 e=disturbanceerror term
T 1+n152(0.1)2 -
152
n=—— n =60
2.52

3.2 Method of Data Collection

The study was conducted by using primary and seagndiata. Primary data was collected through
questionnaire. The questionnaire was distributettiéqrivate sector investor.

M ethod of Data Analysis

The data was analyzed by descriptive statistich susctables, frequency and percentage was useatry an
deep rooted analysis.

CHAPTER FOUR

DATA ANALYSISAND DISCUSSIONS

4.1.1 Personal infor mation of the respondents

The following table 1, 2.3 and 4 describes the gaakbackground of the respondents:
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Table 4.1 sex distribution of the respondents

Variable Frequency Per centage
Male 32 64

Female 18 36

Total 50 100

Source : own survey ,2018

As it can be observed from the table 4.1 sex 8istion of total sample respondents is 32(64%) ofema
18(36%) female. This means, males have the highestber of participation than in the female in ptéva
investment activities in the study area.
Table 4.2 marital status of the respondents
As it seen the above table, out of total resporsld@(84%) are married, 3(6%) are divorced and 5(188
single

Variable Frequency Per centage
Married 42 84

Single 5 10
Divorced 3 6

Total 50 100

Source :own survey ,2018

As | can be seen from the above table the majarityespondents are married whereas small portion of
respondents are single as well as divorced. Thdtrieghe indication of the majority of respondeate married
implying that they can employ their household laband capital as well as they have sense of redplitys to
manage their business to became competitive avd fagist.

Age: Economically active age group population istdbute to the development of growth domestic picicbf

the country as well as towards the achievemenhefstrategy of agricultural development led indakration

as stated in macro-economic performance of EthibpiBerhanu and Seid (1998) articles.

Table 4-1 Age information of the respondents

Age Frequency Percentage
<30 10 20.00%
31-40 20 40.00%
41-50 11 22.00%
>50 9 18.00%
Total 50 100.00%

Source: own survey , 2018

The result of the study shows that the majoritythaf age respondents are found in interval 31-4Xhvhi
accounts 20(40%). This indicate that majority of tiespondents are found in economically active grigeip
which can contribute to the growth of output of pnly the hosanna town but also the developroggtowth
domestic products of the country. Furthermoregbketshow about 10(20%) of the respondents fall/béen <30
age interval which also founding the active grogpegorized and able to contribute to the economnigo A
respondents which are found between 41-50 age grehjch are 11(22%) and respondents which fourttien
age interval of greater than 50 which are 9(18%jyehalso significant role. So this indicates theivact
population age have significant impact on privateestment in study area.

Educational level: Education or human capital depelent is considered as the basic instrument hiifig
poverty. Any policy that aimed to improve nationuedtion of man power such as development of skill,
knowledge, invention, research and developmentagécexpected to bring about long run sustainatd@amic
development.

Table 4-2 information about educational level ofdstors

Respondent education leve Frequency Percentage
llliterate 1 2%
Primary(1-8) 10 35%
Secondary 10 35%
Diploma 4 18%
Degree and above 5 10%

Total 30 100.%

Source: own survey , 2018

Educational level distribution of respondents shtbat majority of them, which is, 20(42%) are primar
educated, 15(30%) of them are secondary educaf#8% of them have diploma, 1(2%) of them areeittite
and 5(10%) of them are higher educated. Therefdueaion was the main factors that affect the gnowoift
private investment in the study area
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Table 4-3 family size of investor’s respondents

No Frequency Percentage
Family size

1-3 25 50%

3-5 14 28%

6-10 8 16%

>10 3 6%

TOTAL 50 100%

Source: own survey , 2018

As the surveys shows, that 25(50%) of responddmgs family size ranged between 1-3 person per
households, 14(28%) respondents whose family sigged between 3-5 person per households, 8(16%hgof
respondents whose family size ranged between Geldbp per households and 3(6%) of the responddmisen
family size ranged between or above 10 person @aséholds. As we observe from the table the nigjofithe
respondents holding few families have more investras compared to families who have large size

Access to credit: Recall that the financial proldeiacing households is how best to investment fheus.
The relative smallness of most households makesctdinvestment intrinsically difficult. A sol inves
obviously cannot advertise in local newspaper kisivillingness to finance investment. Instead, ricial
intermediaries such as bank, investment companiesualities unions naturally evolve to bring (bodiane
Marcus).
Table 4-4 sample investor’s perception about Acoéssedit

No Iltem Frequency Percentage
access credit 32 64%
respondent No access of credit 18 36%
Total 50 100%

Source: own survey , 2018

As seen from the above table 32(64%) of the t@alple respondents have access to credit, 18(36% of
total sample respondents did not have access dit.cieerefore the majority of respondents saithdve access
to credit. As we observe from table the differebe¢ween the groups within the sample regardingctess to
credit was means that access to infrastructuretiigamain factors that affect the growth of priviemeestment in
the study area.

Investment incentives: The proclamation number 9821removed restriction on private investment and
allowed for wide participation of private sectoeveral investment incentives were provide undéclari30 of
the proclamation. The proclamation provide that dstic and foreign investment should be exemptibn o
important and export taxes and duty to income tédislay s and to some other benefits the duraifancome
tax holiday was two and three years for existintemrise and newly ,enterprise established, resmdgtfrom
the data of commitment of orientation. Investmeesignated priority regions and sector of investnstuld
enjoy income taxes holiday for five years (Niatklily 2006
Table 4-5 Respondent perceptions on investmenniivee

Investment incentive Frequency Percentage
Benefited 31 62%

Not benefited 19 38%

Total 50 100%

Source: own survey , 2018
As we can read from the table bout 31(62%) of thepondents were benefited from the investment
incentive, whereas 19(36%) of the sample resposdeot benefited from the investment incentive. So
investment incentive was the main factors thatcaffiee growth of private investment in study area.
Infrastructure facilities: For country to acceleratconomic growth and to attract private investimbare
is no question to the need for social and econanfiestructural facilities; such as telecommunicas$, road,
electric power supply, health and education, barduriance .However, the existing infrastructure lifees,
which is important to bring about economic develepinto attract private investment in this is cored in
the center particularly the capital goods. Investsked to evaluate infrastructure facilities tmate direct or
indirect impact on their operational activitiesinorthe absence of such facilities the activity via# strongly
challenged.
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Table 4-6 sample investor’s perception about acoksgrastructure

service very good good poor total
Frequency = Percent Frequency Percent Fervency Percent Frequency Percent

Road 24 48% 23 46% 3 6% 50 100%
Telephone 26 52% 17 34% 7 14% 50 100%
Power 22 44% 22 44% 6 12% 50 100%
supply

Water 15 30% 25 50% 10 20% 50 100%
supply

Posta 28 56% 18 36% 4 8% 50 100%
Health 18 36% 25 50% 7 14% 50 100%
Education 26 52% 26 52% 4 8% 50 100%

Source Owen survey ,2018

According to the above table, among the total sathpivestors 23(46%) respond very good and 24(48%)
of the respondents respond that road infrastruictacdity is good. The remaining respondents, wahis 3(6%)
responds the facility is poor. While telephone aodver supply is good by accounting 25(50%) and 2%}
respectively. The sample respondents respond bfrtiastructure very poor regarding telephone, @osupply
is given by investors, which consists 7(14%) ant26§) of respondents given as very poor respectivety
infrastructures were the main factors that affeotagh of the growth of private investment actjvit

Initial capital: According to the questionnaire ults, difference source of capital were used fag th
investment. To mention some of them: source oftabpsed: in addition to owing capital, loan froiffetent
sources among those we show below the table.
Table 4-7 source of capital for the investment

Source of capital for investment Frequency Percentage
Owen saving 14 28%
Partner contribution 8 16%
Borrowing from bank 19 36%

Other (Family ) 9 18%

Total 50 100%
Have a problem of bank

Yes 18 40%

No 32 60%

Total 50 100.%

Source: own survey, 2018

The survey shown that about 14(28%) of the resputsdaitial investment from own contribution, 8(15%
of the respondents from the partnership contrilm,iti®(36%) of the sample respondents their initiaéstment
of capital from the bank, 9(18%) of the respondehé&sr initial investment capital comes from famiks we
observe from the table 7 the majority of initiav@stment capital comes from bank. Most of the sampl
respondents revealed no which account around 32(&#h&other 18(36%) of sample respondents reveasd
As we observed from the table the majority of thgpondents to finance their investment from bamkraast of
the respondents revealed there is no problem &lgatl from banks.

Interest rate: The demand for investment dependsnuine level of interest rate because interestisat
measure of cost of finance for financing investmévihen the interest rate is high, the cost finaggrojects is
high, as this time the level of demand for investhwming to down (Mankiw, 2000).

Given the neoclassical model interest rate comevitip a conclusion of negatively related with prizat
investment. However, some arguments are therea$teof money to investors is less important thd@omajor
costs like cost of machinery, labor, and row m Meer studies suggested that in developing countvlash
have repressed financial markets like Ethiopiainitsrest rate are not affected the level of investt rather it is
affected by credit policy. Thus, the study includteas an empirical study which does not suppagtrtbgative
relationship between investment and interest ratieveloping countries. (Husain, 1993).

Table 4-8 sample investor’s perception about istenate

Item Respondent

Interest Frequency Percentage
High 31 62%
medium 24 48%

Low 2 4%

Total 50 100%

Source: own survey , 2018
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As it can see from the table, 31(62%) of the samgdpondents said that interest rate of the loahigh,
24(48%) of the sample respondents revealed intemgsof the loan was medium, 2(4%)are respond. lswvas
we observe from the table the interest rate isaffect the private investment in study area. Howexseewe seen
from the table, the difference between groups widample indicates that interest was negative uhtant of
investment. So the interest rate was the main fathat affect the growth of private investment.

License: The first phase of (ERP)(as cited in kef2305),different polices were reform so as to expa
private investment, among the notable reforms, kwlhice expected to promote private sectors partioipa
among those The easing of licensing requirementsdaregulations is necessary.

Table 4-9 sample investor’s perception about Been

No Respondent

Do you faced license problem Frequency Percentage
Yes 18 36%

No 32 64%

Source: own survey , 2018

Regarding to get license for investors 18(36%hefsample respondents said that license have pnpB[2
( 64%) of the respondents said no. So the majofithe sample respondents said that did not haygeosblem
to gate license for their investment. As we seenahbove table however, the difference between grouth
sample that license was statistically insignifitanit means that license was not the main factioas affect the
growth of private investment in study area.
Potential trend of private investment over timé&@sanna town
Table 4-102 trend of private investment over time

Year Number of project Capital invested in “ooofrbi Employment opportunity unit
No Share in % Capital Share in % No employed arS§im %
2001 34 2.89 440,902,7 1.35 3704 3.47
2002 56 4.75 321.381.7 0.9 4076 3.91
2003 120 10.20 726,434 2.22 7168 6.71
2004 100 8.5 2624837 8.02 11492 10.75
2005 154 13.08 1682642 5.14 19660 18.39
2006 101 8.58 1067280.6 3.26 11706 10.95
2007 25 2.12 522345 1.60 3135 2.93
2008 117 9.94 3226522 9.86 18736 17.53
2009 142 12.06 16103929.6 49.23 3557 3.33
2010 318 27.87 5995301.9 18.33 23643 22.17
Total 1177 100 32,711576.8 100 1068877 100

Source hadiya zone investment office 2018

As you look from the above table 4.1 investmentghan increasing trend from 2000-2009, due to sdver
investment incentives provided by the governmemtsthance the participation.

As it can be seen from the above table the numbeénvestment activities in the study area has been
increasing from time to time as well as their resppe share in total output contribution is gettinigher and
higher .the amount of capital investment in thelgtperiod has been increasing cross the study ¢&riach is
the result of government attention towards prongpprivate investment in the study area in particaled the
country large .

The table also revealed the role of private invesinin promoting employment opportunities to growng
number of skilled, unskilled as well as semiskilladour force in the study area .

CHAPTER FIVE

5.1 CONCLUSION AND RECOMMENDATION

In this study, a determinant that determines tlawtr of private investment at city level was analyzThe
survey was conducted at hosanna town through stedtquestion. The sample investors were taken from
licensed investors in 1996-2005. This study emplog#atified random sampling and purposive sampling
method, because of heterogeneity among the samiite stratification needed based on their progectors. In
this study descriptive analyses were used for dinalypurpose.

The study identifies the main determinants thagmfeine investor’s decision on investment activitede:
educational level, access to credit, access tastincture facilities and investment incentives sigaificantly
affected the investment activities and intensitcapital allocation. The other variables such awge interest
rate were not significantly related to the dependanable.

The finding of this study could be used to recomdation for future intervention that can boost ptéva
investment in city, which is one of the specifigedtives of the study.
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Well implication of polices the participants of estors in the study area, it is also importantiprove
investment climate in the town or region and fipadl increase the volume of private investmentun auntry,
Ethiopia. Policy and strategies formulated at metidevel should also be implemented at regionaityrlevel.
National development policy and strategies could ghe desired outcome only if it supported by appate
regional polices and strategies for effective itvent activities. Therefore, implementation of depenent
plans and strategies in city would be taken incimoant the determinants (factors) that are diresotlg indirectly
related with private investment. a clear message fthis research is that having well formulatediamet
polices and strategies by itself is not enoughtti@et investors in our economy. It needs propegljional and
city level implementation strategies to changeitivestment climate that increases the participatibprivate
investors up on investment.

5.2 Recommendation

Based on the result of the study, the followingoramendation are suggested to be considered feurefu
intervention strategies by regional governmentd aity administration which are aimed for promotioh
private investment in the city. The finding indieatthat educational level, access to credit ,actess
infrastructure and investment incentive were thestmietermining factor affecting the growth of e
investment and intensity of capital allocation théflecting the importance of improving the fundciiog of
government institution while provides different \sees for different private sectors. The resultano that
access to credit was an important factor for ingirepprivate investment. Therefore, the federalvalt as the
regional government should give attention up onpblipg adequate credit for active investors as vesll
potential investors that helps running investmetitvdies. Besides this, the needed fund shoulgiowided on
the time needed. Over requirement of collaterabtassay retreat the participation of investors rattie
government can control them by the following ttday to day investment activities.

The analysis also revealed that the availabilityinffastructure was important factors in promotpriyate
investment .therefore, regional government as agltity administration should invest on infrastaetsuch as
road, power supply, telecommunication and watepluptc. so as to increase the participation oésters on
investment activity in city. Thus, the regional é@stment should construct a better infrastructuoditia that
encourages activities as well as potential invéstorparticipate investment activities.

The results also indicate that, investment incestiwere found to be one of the determinants ofsitmvent
decision. Therefore, the government has to idettiéytypes and area of investment incentives astatld be
distributed equal so as to motivate more investonsvestment activities.

Last but not least, there should be structural ghan the conducive investment climate creatioariter to
create job opportunities as well as to enhancelévelopment of the city in particular and the natio large.
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