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Abstract 

Private investments are essential for Ethiopian economic success and growth. Despite government reforms aimed at fostering 

stability and growth, private investment continues to experience a downward trend characterized by volatility and 

unpredictability. Hence, the Primary objective of this study is to investigate the key determinants influencing the performance of 

private investment in Dire Dawa, Ethiopia. The study used a quantitative approach with an explanatory research design to 

analyze secondary time series data from 2012 to 2023 using SPSS. Descriptive and regression analyses were conducted. The 

main finding of the study indicates that private investment has a significant positive relationship with investment incentives, 

legal and political, credit facilities, corruption, and infrastructure. However, private investment development has a significant 

negative relationship with the loan interest rate. Except for the loan interest rate, the selected determinant factors can 

significantly positively affect the development of private investment in Dire Dawa City, but the loan interest rate has significant 

negative effects. Moreover, the regression analysis revealed that a combination of investment incentives, infrastructure, 

corruption, credit facilities, and loan interest rates collectively account for 74.4% of the variance in the outcome variables. Based 

on the study's findings, appropriate policy measures have been recommended. 
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1. Introduction and Problem Statement 

Many African nations' current emphasis is on enhancing 

economic growth by increasing investment levels, following 

significant reforms implemented in the 1980s and 1990s. The 

primary objective of these efforts is to shift their economies 

from reliance on agricultural and primary production towards 

high-value industrial manufacturing [6]. Private investment 

has a significant role in fostering economic growth and de-

velopment across African nations. Investment facilitates the 

adoption of new technologies, generates employment pro-

spects, grows earnings, and enhances individuals' living con-

ditions, ultimately resulting in a reduction in poverty. Poverty, 

unemployment, and lack of technology are prominent chal-

lenges confronting the economies of most African countries 

[36]. Long-term solutions can be achieved via sustained in-

vestment. 

Investment activity plays a pivotal role in a nation's eco-

nomic progress. The economic progress and development of 

a nation depend significantly on its ability to invest and uti-

lize its resources with efficiency and productivity [10]. With 

significant and high-quality investment and efficient resource 
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utilization, growth is attainable. Investments serve as both a 

consequence and a catalyst for economic growth. Private 

investment, thus, influences not only the rate of capital ac-

cumulation but also the expansion of productive capacity in 

Africa; however, the level of private capital accumulation 

has persistently experienced a fall, volatility, and unpredicta-

bility [41]. This situation has sparked renewed interest in 

understanding private investment behavior and determinants. 

Despite this growing interest, there remains a paucity of em-

pirical research on private investment in African countries. 

A study by Frimpong, et al [17] analyzed the determinants 

of private sector investment in Ghana and employed modern 

time series econometric techniques, namely unit root tests, 

cointegration, and error correction techniques within an 

ARDL model. The research revealed that private investment 

is determined in the short run by inflation, real interest rate, 

public investment, trade openness, real exchange rate, and 

political system, while Lesotlho, et al [32], investigated the 

determinants of private investment in Botswana for the peri-

od 1976-2003 and employed the regression analysis based on 

the cointegration and Error Correction Model (ECM). In the 

long run, he found that trade openness, external debt, the real 

exchange rate, real output, inflation, and the real interest rate 

have all had a significant impact on private investment per-

formance. 

As recent study Sesele, et al [40] study on the determinants 

of private investment in South Africa. He discovered that 

GDP growth, public spending, inflation, and public invest-

ments all had a significant positive impact on South Africa's 

private investment development. Similarly, Kariuki, [26], 

examining the factors of gross fixed capital formation in 

Kenya, found that governmental investment has a favorable 

impact on private investment. In addition, Greene et al [23] 

found that private investment is directly proportional to real 

GDP growth, rate of public investment, and the level of per 

capita incomes in Kenya. Meanwhile, inflation, external debt, 

the real interest rate, and the ratio of debt to GDP all have a 

significant negative effect on private investment. 

In line with these trends, the level of investment and 

growth in sub-Saharan African economies have been highly 

volatile, adversely affecting these economies as a whole. 

This volatility has underscored the need for policies that not 

only mitigate these negative influences but also reduce their 

direct impact on private investment [3]. The Ethiopian 

economy has been the object of reforms since the early 

1991s when trade liberalization and fiscal adjustment began 

to be implemented [45]. In recent years, the government has 

adopted comprehensive structural economic reforms such as 

macroeconomic stabilization, privatization, decentralized 

governance, and other reform packages that have been im-

plemented in line with the free market ideals [44]. Despite 

government reforms, deviations from such ideals have be-

come evident recently due to changes in government policy 

and strategy in favor of developmental state ideology. 

Ethiopia, like many other African nations, could not be 

exceptional in solving the above deep-rooted problem of the 

development of private investment. Since 2012, Ethiopia has 

faced severe economic problems, such as low growth cou-

pled with low investment, low capital stock, and so on. 

Ethiopia is working hard to fix this [9]. For instance, the 

Ethiopian government has designed economic liberalization 

reforms, which were intensified in 2014 in order to acceler-

ate economic growth and investment performance by giving 

due attention to the private sector [29]. As a result, the gov-

ernment implemented some of these incentives, including, a 

lower minimum investment capital requirement; full exemp-

tion from customs duty payment upon import of capital 

goods for investment; various export incentive schemes; re-

duction of income tax and exemption from the payment of 

income tax (for one to nine years depending on the nature of 

investment); and carry forward of losses [1]. However, pri-

vate investment performance in Ethiopia in general and Dire 

Dawa City in particular need to show very low progress, and 

the achievements of the projects could be improved. The 

government's economic development strategies regarding 

private business and investment capital in the region have 

received less attention in the policy debate regarding the lack 

of productive sources of growth in this sector, investment 

climate, and other constraints. 

In Ethiopia, there are few studies conducted on the factors 

that determine the flows of private investment. However, 

private investment levels in Ethiopia remain low. Studies 

conducted by Ambaye et al., Sisay, Waktole et al, and Workie 

[3, 44, 46, 48] which found that domestic saving, an efficient 

and ineffective legal system, domestic credit, and the ex-

change rate are significant factors that negatively affect do-

mestic private investment. The study reveals that external 

debt and government expenditure have a substantial and fa-

vourable impact on domestic private investment. In addition, 

AMBE, [4] and ETHIOPIA & KIBRET, et al [15] conducted 

research on the examined determinants of private investment 

in Ethiopia over the period 1974–2001, using a time series 

analysis. Their empirical analysis showed that trade openness, 

public investment levels, external debt, export orientation, 

and economic growth have a significant positive impact on 

private investment, while inflation, macroeconomic instabil-

ity, and a low level of physical infrastructure have a negative 

impact. 

In spite of an increasing curiosity regarding the determi-

nants of private investment in Ethiopia, there exists a pro-

nounced lacuna in the scholarly discourse pertaining to the 

unique regional dynamics at play. It is particularly notewor-

thy that previous studies have frequently overlooked the city 

of Dire Dawa, the most notable administrative hub and eco-

nomic center in Ethiopia following Addis Ababa. Dire 

Dawa's economic milieu and socioeconomic characteristics 

are markedly different from those found in other regional 

states of Ethiopia. Furthermore, previous studies have looked 

into what drives investment in different parts of Ethiopia but 

have yet to focus on Eastern Ethiopia or Dire Dawa City 
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specifically. This gap is critical because Dire Dawa's land-

scape and investment environment may be unique compared 

to other regions, potentially impacting private investment 

outcomes in ways that previous research has yet to cover. On 

the other hand, most of the papers done in other parts of 

Ethiopia in the past do not include recent data (2012/2023). 

Unlike prior scholarly works, which predominantly relied 

on traditional research methodologies, this examination 

adopts a distinctive approach meticulously crafted to eluci-

date the specific factors influencing private investment per-

formance in Dire Dawa City. Such a pioneering research 

design not only offers an alternative viewpoint but also sig-

nificantly augments the comprehension of the efficacy of 

private investment in a geographic area that has yet to be 

thoroughly scrutinized in the extant literature. As a result, the 

researcher aims to fill this gap by examining the key factors 

influencing private investment performance in Dire Dawa 

city administration. 

Definition and Concepts of Investments 

According to the Ethiopia Investment Agency, investment 

is about allocating resources and money with the aim of gen-

erating income or profit in the long run. This could involve 

buying assets such as stocks, bonds, real estate, or launching 

a business. The goal of investing is to put money into some-

thing that will increase in value or bring in income, helping 

the investor grow their wealth [42]. According to Asante, [7] 

investment entails setting aside funds for a period in antici-

pation of receiving payments or benefits as a form of com-

pensation for the investor. 

In this study, private investment refers to funds put into 

assets or projects by individuals, businesses, or 

non-government organizations. Unlike government-funded 

investments that target infrastructure and public services, 

private investment is motivated by profit. Tends to concen-

trate on areas such as real estate, private equity, and venture 

capital. Private investments can involve listed companies or 

private businesses. Are usually not accessible to the general 

public. They often demand capital. They come with higher 

levels of risk and potential returns. 

2. Theoretical Perspectives of Investment 

Currently, there is no widely agreed-upon theory that ex-

plains the factors that influence private investment activities, 

which have an effect on both developed and developing 

economies [3]. Economists offer various explanations for why 

firms invest across national boundaries, presenting different 

perspectives on why private investment firms allocate capital 

both domestically and internationally. Despite these differing 

views, a single and unified theory of private investment ac-

tivity still needs to be discovered. However, in this context, 

the marginal capital efficiency theories, the accelerator prin-

ciple, the neoclassical investment theory, the Q theory of 

investment, and the neoclassical theory are considered rele-

vant. 

2.1. Marginal Efficiency of Capital 

The theory of marginal efficiency of capital (MEC) sug-

gests that as interest rates increase within a production func-

tion that slopes upward, the value of capital assets decreases. 

This leads to a decrease in demand for investment goods as 

interest rates rise. To make the theory more applicable in 

reality, policy tools like taxes and investment tax incentives 

are important to accurately calculate the cost of capital for 

users AMBE, [4]. The concept of MEC is an idea indicating 

that the efficiency or rate of return of an investment project 

decreases as the level of investment grows. This decline in 

efficiency is driven by the law of diminishing returns, which 

implies that adding capital to production results in lower 

additional output per unit of capital. While MEC theory offers 

an understanding of investment behavior, it is a model that 

does not encompass all factors influencing investment deci-

sions. Other theories and variables, such as risk, uncertainty, 

and government policies, also play roles in shaping invest-

ment trends [31]. 

2.2. The Accelerator Principle 

The accelerator principle suggests that investment is driven 

more by changes in output than by interest rates. It proposes a 

link between the rate of output change and investment levels. 

When output grows, companies need to expand their produc-

tion capacity, leading to increased investment. Conversely, as 

companies scale back production, a drop-in output leads to 

reduced investment [21]. This process can magnify fluctua-

tions, causing significant shifts in investment due to output 

changes. However, the accelerator principle is a model with 

its own constraints. It assumes a fixed capital-to-output ratio. 

Overlooks factors influencing investment choices. Moreover, 

its relevance lies mainly in short-term fluctuations rather than 

long-term patterns. Despite these limitations, the theory offers 

insights into how output and investment interact dynamically, 

enriching our comprehension of cycles [8]. 

2.3. Neoclassical Investment Theory 

In neoclassical investment theory, it is believed that com-

panies choose their investments with the goal of maximizing 

profits. A crucial aspect of this theory is the idea of the amount 

of capital, which signifies the level of capital required to attain 

the highest profit. Investments are made when the current 

amount of capital falls below this level. Important factors that 

impact investment decisions in this context include the inter-

est rate, anticipated returns on investments, and advancements 

in technology. A diminishment in the real interest rate tends to 

lead to a reduction in borrowing expenses, which in turn in-

cites a surge in investment activities. An increase in antici-

pated capital returns can encourage investment because it 

purports to indicate improved profitability prospects [13]. 

Moreover, technological advancements have the potential 

to increase capital efficiency, thereby raising the required 
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capital stock and catalyzing investment endeavors. However, 

while the neoclassical theoretical framework offers a founda-

tional perspective on investment conduct, it is crucial to rec-

ognize its inherent constraints. The assumption of an ideal 

competitive environment, along with complete information, is 

a key aspect of this theory that the audience should be 

well-informed about. However, these conditions may not 

always be applicable to real-world scenarios. Furthermore, 

this theoretical construct often disregards elements such as 

unpredictability, risk factors, and governmental policies, all of 

which significantly influence investment determinations [22]. 

2.4. The Q Theory of Investment 

The Q theory of investment posits that enterprises formu-

late their investment decisions based on an evaluative com-

parison that compares the market valuation of a firm's assets 

(which denotes its market value) against the cost of replacing 

those assets (identified as its book value). This evaluative 

metric is what is referred to as Tobin's Q. When one observes 

that the market valuation exceeds the replacement cost (Q > 1), 

it implies that the enterprise possesses the capacity to en-

gender superior profits through the allocation of resources 

into new asset acquisitions [5]. In contrast, when the market 

valuation falls below the replacement cost (Q < 1), it dimin-

ishes the likelihood of new investments being undertaken, as 

utilizing pre-existing assets presents a more lucrative option. 

As a result, the Q theory suggests a positive correlation be-

tween investment levels and Tobin's Q. Within this theoretical 

paradigm, additional determinants that influence investment 

decisions include anticipatory measures regarding future 

profit potential, accessibility to fiscal resources, and techno-

logical advancements [50]. The Q theory offers a way to grasp 

how investments are made. It has its challenges. Some critics 

say it is too basic, as it only looks at asset market values. 

Moreover, this theory might only partially explain investment 

choices in some situations during times of substantial uncer-

tainty or financial upheaval. 

2.5. Empirical Literature Review 

Various studies investigating the factors influencing private 

investment have used a variety of approaches, each with its 

advantages and disadvantages [48]. Nevertheless, it is im-

practical to establish a definitive approach that is universally 

applicable to every study undertaken by diverse experts on the 

subject matter [21]. In addition to the differences in tech-

niques, the studies differ in how they handle their respective 

variables. In light of this, the study evaluates the empirical 

evidence about the factors and patterns influencing private 

investment in both advanced and emerging economies, in-

cluding a specific assessment of Ethiopia. 

2.5.1. Studies on Developing Countries 

Studies by Agu, Lemu and Workie [2, 30, 48] found that 

public investment, GDP growth, lending to the private sector, 

and interest rates were positively correlated with investment 

in Nigeria. These findings align with earlier research by 

Busari & Amaghionyeodiwe, et al [12] which also empha-

sized the significance of public investment while additionally 

highlighting inflation, currency exchange rates, domestic 

lending to the private sector, and foreign investment as factors 

affecting private investment in Nigeria. 

The study conducted by Ogunbayo et al. et al [37] utilized 

an error-correction model of analysis to scrutinize the patterns 

of private investment in Nigeria and explore the determinants 

of private investment. The study revealed that macroeco-

nomic stability, public investment, exchange rate, corruption 

perception index, inflation, saving rate, terms of trade, polit-

ical instability, and lending to the private sector all had a 

significant influence on private investment in Nigeria. All of 

these variables are statistically significant and exhibit a neg-

ative correlation with private investment, except for domestic 

loans to the private sector, which shows a positive correlation. 

In addition, researchers Kabura, G. [25] and Mbaye, E. [33] 

who are from Kenya, analyzed data from distinct time periods 

(1970–2010 and 1971–2012, respectively). Through an OLS 

estimate, it was discovered that in Kenya, all variables, except 

for inflation rate, real deposit rate, trade openness, credit 

facility, public debt, private debt, and political system dum-

mies, exhibited a positive long-term trend. Short-term fluc-

tuations in the real exchange rate, real deposit rate, real GDP 

per capita, and wide money have all had a positive and sig-

nificant impact on private investment. 

In a recent study, Frimpong, et al [7] and Konor, [27] 

conducted a study where they utilized the ARDL economet-

ric method to identify comparable short-term and long-term 

factors that affect private investment in Ghana. Short-term 

factors that played a crucial role included inflation rate, in-

terest rate, trade openness, exchange rate, government, and 

political system. In the long term, significant effects were 

observed in inflation, interest rate, foreign debt, GDP growth, 

trade openness, and exchange rates. In the same way, Asante, 

[7] conducted a study on the determinants of private invest-

ment in Ghana. The study utilized both time series and 

cross-sectional analysis, covering the period from 1970 to 

1992. The researchers discovered a favorable correlation 

between private investment and private loans, public invest-

ment, real GDP per capita, and real exchange rate. Con-

versely, political stability, macroeconomic instability, GDP 

growth rate, and trade openness rate appear as the more sig-

nificant determinates of private investment. 

2.5.2. Empirical Studies on Ethiopia 

The existing literature on the factors that determine privet 

investment in Ethiopia is limited. As a result, this study aims 

to examine the effect of some variables such as Geddafa, [20] 

and Mbaye, [33] claim that the determinants of domestic 

private investment in Ethiopia have peculiar features as 

compared to their counterparts in other parts of the world. 
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This viewpoint is supported by Asiedu, et al [7] who argues 

that it is wrong to draw from East African economies about 

Ethiopia. Therefore, assessing the effect of domestic private 

investment on the Ethiopian economy requires robust empir-

ical methods adapted to the country’s particular circumstances. 

The study conducted by Gebreslassie et al. [18] titled "As-

sessment of Domestic Private Investment in Wolaita Zone: 

Case of Sodo, Areka, and Bodity Cities," found that institu-

tional factors, including insufficient consultation and advisory 

services, inadequate promotional activities, corruption, and 

administrative service issues such as a shortage of skilled 

personnel in offices, have a significant impact on private 

investment in the town. 

In a paper, study by Haile & Assefa, et al, Neger, and 

Workneh [24, 35, 49] examined the determinants of private 

industrial investment in Ethiopia using descriptive statistics to 

analyze micro-level determinants. The study revealed that real 

GDP growth and trade openness have a positive impact on 

private investment inflow to Ethiopia. On the other hand, 

some of the variables, such as inflation, infrastructure, mac-

roeconomic instability, and interest rates, are negatively as-

sociated with private investment inflows. Similarly, Bedhiye 

et al [11] and Sisay, [44] study the determinants of domestic 

private investment in Ethiopia. The empirical investigation 

employs a multivariate single equation ECM estimation 

methodology on 29 integrated order one (1) variables using 

annual time series data sets for 1950–2003. The estimation 

result indicates the private investment in Ethiopia is influ-

enced positively by the domestic market, return to capital, 

trade openness and liberalization measures, infrastructural 

facilities, and FDI; on the contrary, government activities, 

macroeconomic uncertainties, and political instability have 

negative and significant results with private investment. 

On the other hand, Adugna, Gebrewubet, and Siraj [1, 19, 

43] tried to evaluate the interrelationship between private 

investment and economic growth both in the long and short 

run. They argued that there is evidence of unidirectional 

causality between economic growth and private investment. 

The findings revealed that both private and public sector 

investment has a significant positive impact on macroeco-

nomic stability, GDP growth, and real GDP, while in the short 

run, public investment has a negative impact on macroeco-

nomic instability. Public investment and corruption have a 

negative impact on private investment. 

A study conducted by Adugna, [7] and Workneh, [49] em-

pirically investigates the factor that affects private investment 

in Ethiopia by utilizing time series data spanning more than 20 

years by applying OLS regression analysis with ECM and 

VAR for short-run co-integration tests and long-run connec-

tions between variables. They found that in the long run, 

macroeconomic instability, corruption, exchange rate volatil-

ity, political instability, and a lack of clear policies and regu-

latory impediments were identified as negative signs and were 

statistically significant. However, it experiences adverse im-

pacts due to government actions, macroeconomic unpredict-

ability, and political instability. 

In addition, Sisay, [44] did a study examining the factors 

that impacted private investment in Ethiopia between 1950 

and 2003. A modified flexible accelerator model initiated the 

investigation, which employed a multivariate single-equal 

ECM estimation methodology. The findings suggest that 

foreign direct investment, infrastructure, trade openness, and 

the local market have a significant positive impact on private 

investment in Ethiopia, while the presence of macroeconomic 

instability and corruption exerts a negative effect on private 

investment. 

2.6. Research Gap and Justification 

Generally, many studies have been conducted on determi-

nants of private investment in Ethiopia, such as Adugna, 

Asante, Haile et al, Mohapatra, and Sisay [1, 7, 24, 34, 44]. 

Despite the importance of private investment in driving eco-

nomic development forward in Dire Dawa in Ethiopia, it has 

not been thoroughly explored in research studies regarding its 

determining factors as of late 2012, which has left a consid-

erable time gap in the available literature on the subject matter, 

causing concern, with the fast-paced economic transfor-

mations presumably taking place over the past ten years. 

Additionally, Dawa, a prominent Ethiopian urban center and 

crucial economic focal point, has been largely disregarded in 

previous research endeavors. Many research studies have 

looked at places or relied on national data that might not 

capture the distinct characteristics of Dire Dawa accurately. 

The prevalent use of the autoregressive distributed lag (ARDL) 

model in studies may have restricted the exploration of other 

approaches that could provide deeper insights into what af-

fects private investment in this particular urban setting. 

This study is timely and necessary because it aims to bridge 

the current research gap about what determines private in-

vestment performance, specifically in Dire Dawa, Ethiopia. 

Given its role as a principal economic hub, characterized by a 

mixture of industries and active commercial engagement, it is 

critical to understand the dynamics that propel private in-

vestment in this locality. The results derived from this inquiry 

promise not only to elucidate the investment scenario within 

Dire Dawa but also to provide insightful implications that 

could guide policy initiatives that aim to improve private 

investment efficacy in comparable urban regions both within 

Ethiopia and across various developing nations. Furthermore, 

the application of the Ordinary Least Squares (OLS) meth-

odology marks a significant methodological progression 

compared to the previously prevalent ARDL technique. The 

OLS method is particularly useful for elucidating direct as-

sociations among variables in a cross-sectional framework, as 

evidenced in Dire Dawa, which could reveal novel determi-

nants of private investment performance that prior examina-

tions may have bypassed. This methodological selection en-

hances both the robustness and pertinency of the research, 

providing a novel lens on the factors affecting private in-
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vestment in one of Ethiopia's most important economic lo-

cales. 

 

2.7. Conceptual Framework of the Study 

Informed by the foregoing literature and empirical analysis, 

the study has developed the following schematic representa-

tion of the conceptual framework: 

 
Source: constructed by the author’s based on the literature reviewed above. 

Figure 1. Conceptual Framework on the determinants of Private investment. 

Figure 1 shows the conceptual framework of both de-

pendent and independent variables on the determinants of 

private investment performance in Dire Dawa City. 

3. Materials and Methods 

3.1. Data Type and Sources, and Methods of 

Data Processing & Analysis 

The determinants of domestic private investment in Dire 

Dawa City Administration were systematically studied 

through a quantitative research methodology, which involved 

the examination of numerical data. According to Kothari, [28] 

and Cooper, et al [14] quantitative research is particularly 

appropriate for studying interconnections between variables 

that can be expressed in terms of numbers because it facili-

tates understanding, prediction, and manipulation. 

Time-series data from 2012-2023 was employed in the de-

scription and aggregate econometric analyses as a way of 

achieving the study’s aims. Secondary data were obtained from 

various sources, such as the EIA, CSA, MoFED, NBE, WIR, 

UNCTAD, and ERA, as well as other relevant and reliable 

sources. This information played a vital role in examining the 

determinants of private investment performance in Dire Dawa 

City: graphs, tables, and the econometric method. 

3.2. Model Specification and Variable 

Measurement 

The model adopted for this study is a modified version of 

the flexible accelerator model of investment for a developing 

economy, which focuses on the hypothesized determinants of 

private investment performance in Dire Dawa City. The gen-

eral private investment equation is given as 

PI = f (CD, PLD, INF, IFD, CFD, INC)     (1) 

Where PI = private investment; CD = corruption; PLD = 

political and legal determinants; INF = infrastructure; IFD = 

investment incentives; CDF = credit facility. Econometrically, 

to include the random error term, the explicit econometric 

model is formulated as 

InPIt = β0 + β1CDt + β2PLDt + β3INFt + β4IFDt + β5CFDt + β6NICt + β7COTAXt + β8SIt + εi...      (2) 

Where, t time, i=1…n, εi=Error term. 
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4. Result and Discussion 

4.1. Descriptive Statistics 

Descriptive analysis is conducted in order to comprehend 

the statistical characteristics of the data prior to proceeding 

with economic analysis. Thorough data analysis is beneficial 

for comprehending econometric findings. The minimum, 

maximum, mean, and standard deviation values of the de-

pendent and independent variables were taken into consider-

ation in the descriptive analysis. 

Table 1. Descriptive Statistics of Variables. 

No Variable Minimum Maximum Mean Std. Dev Median 

1 Credit Facility 10.50 20.50 14.873 2.122 14.45 

2 Loan Interest Rate 13.50 25.50 20.387 2.819 20.05 

3 Investment Incentives 13.50 19.50 16.042 1.758 16.03 

4 Political and Legal 13.50 21.50 17.082 1.607 17.02 

5 Infrastructure 10.50 19.50 15.057 1.648 15.02 

6 Corruption 20.50 31.50 26.143 2.395 26.03 

Source: SPSS Output (2023) 

Table 1 presents descriptive statistics for the key variables 

used in the study over 13 years. Variations in credit facilities, 

loan interest rates, investment incentives, political and legal 

environments, infrastructure, and corruption levels are apparent 

from the data. Credit facilities ranged between 10.50 and 20.50, 

with an average of 14.45. Meanwhile, loan interest rates ranged 

from 13.50 to 25.50, with an average of 20.387. In addition, the 

investment incentives received scores ranging from fourteen to 

nineteen, with an average of sixteen points and three zeros. On 

the other hand, the political and legal environment ratings fell 

between fourteen and twenty-one, giving a mean score of 

seventeen point seven (17.082). Infrastructure scores ranged 

from eleven to nineteen, with a mean value of fifteen point zero 

seven (15.07). Finally, the perception scores for corruption 

were observed between twenty and thirty-one, with an average 

of twenty-six point thirteen (26.13). 

4.2. Correlational Analysis 

The Relationship between determinants of private invest-

ment and the Development of Private Investment. 

The available literature on investment shows that the de-

velopment and expansion of private investment have links to 

various factors such as public investment, GDP growth, in-

frastructural availability, and the like. This section presents 

the relationship between determinants (credit facility, legal 

and political, loan interest rate, investment incentives, cor-

ruption, and infrastructure) and investment development in 

the study area as analyzed using Pearson correlation. The 

following table summarizes the findings. 

Table 2. Pearson Correlation between determinants of private investment and development of private investment (n=230). 

No. Variables 1 2 3 4 5 

1 Credit Facility 1     

2 loan interest rate .846** 1    

3 Investment Incentives .578** .753** 1   

4 Political and legal .057 .598** .170* 1  

5 Infrastructure .301** .405** .217** .281** 1 

6 Corruption .245** .736** .886** .450 .099 

7 Private investment .238** .726** .901** .456 .099 

**. Correlation is significant at the 0.01 level (2-tailed). *. Correlation is significant at the 0.05 level (2-tailed). 
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The result from the above table 2 shows that the credit facil-

ities, corruption, loan interest rate, infrastructure, and so forth 

are in the table. It can be seen that these factors have a positive 

relationship with private investment development (r = 0.232, p 

< 0.01), (r = 0.731, p < 0.01), (r = 0.880, p < 0.01), and (r =.450, 

p<.01), respectively, as indicated by the figures in brackets next 

to each of them. However, there is also a significant negative 

relationship between private investment development and loan 

interest rate (-0.439, p<0.01). Curiously enough, while in-

vestment incentives are positively related to political and legal 

factors r (=170, p<5%), they are insignificant for overall pri-

vate investment development r (=57, p>05%). 

4.3. Regression Analysis 

The Pearson correlation results show that in the study area, all 

variables of private investment determinants (credit facility, loan 

interest rate, political and legal, investment incentives, corruption, 

and infrastructure) have a significant positive relationship with 

private investor development. However, based solely on these 

results, one should avoid deriving implications for the outcome 

variable. So, multiple linear regression is a better tool in inferen-

tial statistics for knowing the impact of independent variables on 

dependent variables. Before performing the regression analysis, 

we must conduct a thorough check for regression assumptions. 

These assumptions, which relate to linearity, normality, multi-

collinearity, and autocorrelation, are crucial as they determine 

whether the data is appropriate or not [38]. The results of these 

diagnostic tests, which we have meticulously carried out, are 

presented in the next section. 

4.3.1. Normality Test 

Figure 2. Show that the variables under study follow a 

normal distribution within the population of interest. As a 

result, the data sets for the different variables are expected to 

cluster around the mean, with values symmetrically tapering 

off towards both extremes of the range. 

 
Figure 2. Nominal P-P Plot regression standardized residual dependent variables: Private investment development. 

 
Dependent Variable: Private Investment Development. 

Figure 3. Histogram Nominal Test Histogram. 
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The histogram (Figure 3) demonstrates that the curve is 

represented in an idealized manner as a normal distribution. 

This indicates that the variables being studied exhibit a nor-

mal distribution within the population of interest. Therefore, it 

was anticipated that the data sets for different variables in the 

study would group around the midpoint of the range and then 

gradually decrease symmetrically towards both ends. This is 

further corroborated by the curve form (Figure 3), where the 

residual follows a normal distribution, with points clustering 

around the diagonal line. 

4.3.2. Linearity Test 

Table 3. Regression ANOVA. 

Model Sum of Squares Df Mean Squares F Sig. 

Regression 1188.711 5 240.741 426.141 .000b 

Residual 128.379 226 0.568   

Total 1328.089 230    

1. Dependent Variable: Investment Development 

2. Predictors: constant, infrastructure, good governance, loan interest rate, credit facility, investment incentives 

As indicated in the above table 3, the value of significance in 

the ANOVA is used to identify the hypothesis. Normally, it is 

presumed that if the value of significance is found to be greater 

than 0.05, H0 is accepted, whereas H1 is rejected. However, in 

this study, the model's significance value is 0.000, which is less 

than 0.05, indicating that the regression equation is linear. 

4.3.3. Multi Collinearity 

Multi-collinearity refers to a statistical phenomenon when 

the independent variables in a regression model exhibit a high 

degree of correlation with one another. These issues can arise 

when attempting to fit and understand the model, as they may 

result in unreliable estimates and exaggerated standard errors 

[39]. 

Ho: There is multi-collinearity among the independent varia-

bles. 

Ha: There is multi-collinearity among the independent 

variables. 

Table 4. Collinearity Statistics. 

Model 
Collinearity Statistics 

Tolerance 
VIF 

(Constant) - - 

Credit Facility 0.234 4.307 

Model 
Collinearity Statistics 

Tolerance 
VIF 

Loan Interest Rate 0.176 5.677 

Investment Incentives 0.198 5.086 

Corruption 0.407 2.467 

Legal and political 0.408 2.656 

Infrastructure 0.809 1.237 

Table 4. indicate that the analysis indicates that there is no 

multi-collinearity problem. 

4.3.4. Autocorrelation Test 

Durbin-Watson test was used to validate the assumption of 

independent error terms. This test measures the presence of 

correlation between errors and it falls between 0 and 4, having 

a value of 2 that indicates no autocorrelation. Any value be-

low 2 means positive autocorrelation, while above this num-

ber suggests negative autocorrelation [16, 47]. As outlined in 

Table 5, the calculated Durbin-Watson statistic for this study 

is 0.393. This value is significantly below 2, indicating the 

presence of positive autocorrelation among the residuals. 

Consequently, the assumption of independent errors is vio-

lated. 
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Table 5. Autocorrelation test result. 

Model R R Square Adjusted R Square 
Std. Error of the 

Estimate 
Durbin-Watson 

1 0.877 o.74.4 0.722 0.772 0.393 

Source: SPSS output (2023) 

From Table 5, shows the results of an autocorrelation test 

for the specified model. The R value (0.877) represents the 

correlation coefficient, indicating a strong positive relation-

ship between the dependent and independent variables. The R 

Square value (0.744) suggests that approximately 74.4% of 

the variance in the dependent variable is explained by the 

model. The Adjusted R Square (0.722) accounts for the 

number of predictors in the model, showing a slightly lower 

explanatory power after adjustments. The Standard Error of 

the Estimate (0.772) provides a measure of the accuracy of 

predictions, with lower values indicating better predictive 

accuracy. Moreover, the Durbin-Watson statistic (0.393) tests 

for the presence of autocorrelation in the residuals, where a 

value close to 2 suggests no autocorrelation. The value of 

0.393 indicates potential positive autocorrelation. 

4.4. Coefficient of Determination/Model 

Summary 

The model summary table is an evaluation of the entire 

model in predicting the dependent. It contains the R-squared, 

which reflects how the variation in in outcome is accounted 

for the by predictors (xs). 

Table 6. Model Summary. 

Model R R Square Adjusted R Square Std. Error of the Estimate Durbin-Watson 

1 .864 .745 .743 .73212 1.987 

Predictors: (constant), legal and political, infrastructure, corruption, loan interest rate, credit facility, and investment incentives 

Dependent Variable: Investment Development 

Sources: SPSS output (2023) 

As it can be seen in table 5. Above, R = 0.864 represents multiple correlation coefficients, indicating that the factors selected 

have positive effects on private investment development in the study area. Furthermore, the variance that all independent vari-

ables (political and legal, credit facility, loan interest rate, corruption, investment incentive, and infrastructure) contribute to the 

regression model can explain the outcome variable up to 74.4%, as represented by R2. 

Table 7. Regression ANOVA. 

Model Sum of Squares Df Mean Square F Sig. 

Regression 1198.704 5 239.743 425.141 .000b 

Residual 127.386 225 .566   

Total 1322.088 230    

a. Dependent Variable: Investment Development 

b. Predictors: (independent variables), legal and political, Infrastructure, corruption, credit facility, loan interest rate, investment incentive 

Source: SPSS output (2023) 

As shown in the ANOVA table 7 provided, the significance 

value is 0.00, which is smaller than the alpha value of 0.05. 

Hence, the regression model as a whole exhibits statistical sig-

nificance. Therefore, the chosen determinant factors can signif-
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icantly influence the development of private investments in Dire 

Dawa city administration. Therefore, these characteristics could 

play a crucial role in promoting employee development and 

private investments in Dire Dawa City. 

 

 

4.5. Regression Coefficients 

The standardised regression coefficient, often known as 

beta, is an estimated coefficient that measures the strength of 

the relationship between the independent and dependent var-

iables. It is expressed using a standardised scale, with larger 

absolute values indicating stronger correlations. The beta 

value varies from -1 to 1. 

Table 8. Regression Coefficients. 

Model 

Unstandardized Coefficients Standardized Coefficients T 

Sig. 

B Std. Error Beta Beta 

(Constant) 1.974 0.726  2.720 

Credit Facility 0.189 0.048 0.169 3.940 

Loan Interest Rate -0.088 0.042 -0.104 -2.109 

Investment Incentives 0.208 0.063 0.153 3.275 

Corruption 1.235 0.048 0.829 25.523 

Infrastructure 0.323 0.033 0.222 9.667 

Political and Legal 0.177 0.049 0.178 3.661 

Note: B = Unstandardized Coefficients; Std. Error = Standard Error; Beta = Standardized Coefficients; T = t-value; Sig = Significance level. 

Dependent Variable: Investment Development 

Source: SPSS output (2023) 

Table 8 shows that the regression analysis yields findings 

that are indicative with respect to investment predictors. The 

constant term is represented by an unstandardized coefficient 

standing at 1.974, accompanied by a standard error measuring 

0.726, wherein it reflects statistical significance evidenced by 

a t-value of 2.720 and a significance level quantified at 0.007. 

Among the designated predictors, the credit facility exhibits a 

positively correlated and significant association, character-

ized by an unstandardized coefficient of 0.189 and a corre-

sponding standardized coefficient (Beta) of 0.169. This asso-

ciation is corroborated by a t-value of 3.940 and a significance 

level recorded at 0.000. Furthermore, the investment incen-

tives have a favorable influence on investment, as evidenced 

by an unstandardized coefficient of 0.208 and a standardized 

coefficient (Beta) of 0.153, as well as a t-value of 3.275 and a 

significance level of 0.001. 

Conversely, it can be observed that the interest rate on loans 

exerts a notably detrimental influence, as evidenced by an 

unstandardized coefficient quantified at -0.088 in conjunction 

with a standardized coefficient (beta) calculated at -0.104 and 

a t-value assessed at -2.109, all positioned within a signifi-

cance threshold of 0.036. In contrast, both corruption and 

infrastructure manifest particularly robust positive influences. 

Specifically, corruption is characterized by the most pro-

nounced standardized coefficient (Beta) of 0.829, followed by 

an unstandardized coefficient of 1.235, a documented t-value 

of 25.523, and a significance rating of 0.000. Similarly, in-

frastructure denotes a considerable positive impact, delineated 

by a standardized coefficient (Beta) of 0.222, an unstandard-

ized coefficient of 0.323, a t-value of 9.667, and a significance 

level of 0.000. Political and legal factors also have a positive 

effect, with a standardized coefficient (Beta) of 0.178, an 

unstandardized coefficient of 0.177, a t-value of 3.661, and a 

significance level of 0.000. 
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4.6. Hypothesis Testing 

Table 9. Summary results of statistical Hypothesis. 

No Hypothesis Accepted/Rejected 

1 Credit Facility has a significant positive effect on private investments Accepted 

2 Loan Interest Rate has a significant negative effect on private investments Accepted 

3 Investment Incentives has a significant positive effect on private investments Accepted 

4 Corruption has a significant positive effect on private investments Accepted 

5 Infrastructure ha a significant positive effect on private investments Accepted 

6 Political and Legal factors have a significant positive effect on private investments Accepted 

 

5. Conclusion and Recommendations 

5.1. Conclusion 

This study aimed to analyze the factors that influence pri-

vate-sector investment in Dire Dawa city administrations, 

Ethiopia. The data type pertained to certain specific economic 

indicators. This study used secondary data, specifically time 

series data, obtained primarily from the Ministry of Finance 

and Economic Cooperation (MoFEC) and the Ethiopian In-

vestment Commission. This study utilized a quantitative re-

search technique and time series regression analysis. In order 

to prevent spurious relationships between variables in a re-

gression analysis, many data exploration techniques have 

been employed, including diagnostic testing and stationarity 

tests. False correlations may arise when a set of variables 

includes a time trend component. According to this study, all 

variables become stationary when their first differences are 

taken, thus eliminating the issue of non-stationarity. The study 

conducted tests to assess the assumptions of linear regression. 

The results indicated the absence of issues such as autocor-

relation, heteroscedasticity, normality, and multicollinearity. 

Consequently, the findings derived from the study's regression 

analysis indicate that accessibility to credit facilities exerts a 

favorable effect on private investment, in contrast with ele-

vated loan interest rates, which yield an adverse impact. The 

presence of investment incentives emerges as essential in 

fostering investment activities and demonstrates a notably 

strong positive correlation. Furthermore, it is discerned that 

corruption bears a consequential association with diminished 

levels of private investment, thus underscoring its harmful 

impact. Enhancements in infrastructure are shown to exert a 

beneficial influence on private investment, thereby under-

scoring the criticality of advancement in this domain. Lastly, 

the establishment of a stable political and legal framework is 

deemed significant in augmenting the performance of private 

investment. 

Whereas the loan interest rate has a negative and significant 

effect on private sector investment in Dire Dawa city admin-

istration under the study. As a result, the Pearson correlation 

outcomes reveal that access to credit facilities has a positively 

significant correlation with private investment (r =.238**), 

whereas loan interest rates (r =.726**) and investment incen-

tives (r =.901**) have even more pronounced positive corre-

lations. Furthermore, the political and legal environment has a 

significant positive correlation with private investment (r 

=.456**), highlighting the importance of a stable framework 

conducive to investment proliferation. Conversely, while 

infrastructure advancements exhibit a positive correlation 

with private investment (r =.099), their influence seems less 

pronounced. Furthermore, corruption has a significant nega-

tive correlation with private investment (r =.736**), sug-

gesting that higher levels of corruption correspond to lower 

levels of investment. Such correlations shed light on the 

multifactorial nature of determinants that sway private in-

vestment, with investment incentives, loan interest rates, and 

corruption emerging as particularly significant elements 

within the contextual framework of Dire Dawa City Admin-

istration. 

5.2. Recommendation 

The study's primary goal is to identify major determinants 

of the private investment sector in Dire Dawa City. Analytical 

techniques, both quantitative and qualitative, were used in this 

investigation. Based on the study's findings and conclusions, 

the researcher came up with some important recommenda-

tions that would help the industry, investment bureau, inves-

tors, and other stakeholders focus on vital determinants that 

have a significant impact on private investment growth. The 

following recommendations are made: 

Improve infrastructure facilities: The inadequacy of infra-

structure has been one of the major constraints for the de-
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velopment of private investment activities. This study has 

identified that electricity, water supply, land accessibility, low 

level of health and educational facilities, availability of a 

working workforce, and inadequate transportation and com-

munication systems are not well developed and improved to 

support the development of private investment activities in 

Dire Dawa city. Infrastructure-related factors should be im-

proved so as to foster the town's investment growth by ad-

dressing the problems of insufficient electricity, energy, water, 

transportation and communication, education facilities, and 

sewage and drainage. 

Based on the findings, implementing robust anti-corruption 

strategies is essential to mitigate the negative impact of cor-

ruption on private investment. This entails the strict en-

forcement of anti-corruption laws, enhancing transparency in 

government transactions, and fostering a culture of integrity 

within both the public and private sectors. By effectively 

combating corruption, the government can create a more 

transparent and predictable business environment, thereby 

enhancing investor confidence and attracting more private 

investment. 

To improve access to credit facilities, financial institutions 

and the government should collaborate to enhance credit 

availability for private investors significantly. This can be 

achieved by offering low-interest loans, simplifying the loan 

application process, and providing comprehensive financial 

literacy programmes to educate potential investors about the 

available credit options. By improving access to credit, 

businesses will be better equipped to secure the necessary 

capital for growth and expansion, thereby stimulating private 

investment. 

Additionally, the government should not only continue but 

also expand the range of investment incentives such as tax 

breaks, grants, and subsidies. These incentives effectively 

lower the cost of investment and increase potential returns, 

making Dire Dawa a more attractive destination for private 

investors. By bolstering these incentives, the government can 

significantly boost private sector participation and economic 

development in the region. 

For the Researchers 

It is strongly advised that future researchers who are in-

terested in conducting additional research expand the sample 

size to include more than 250 observations. Instead of using 

annual data, researchers can use monthly, quarterly, or 

semi-annual data. This is due to the fact that multicollinearity, 

heteroscedasticity, and autocorrelation issues are less likely to 

occur in larger sample sizes. This will eliminate the need to 

partition the model and run it as a whole. Hypothesis testing 

will help researchers identify these issues more easily. 
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