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Abstract

Since the end of the 1990s, China-Africa economic and trade relations
have developed rapidly under the impetus of the Chinese
government's "going out" strategy. Over the past decade, Chinese
investment in Africa has noticeably increased and the Forum on
China-Africa Cooperation (FOCAC), established in 2000, has been
used as a platform by Chinese President Xi Jinping to announce new
commitments for deepening economic links with the African
continent.

In September 2018, the Beijing Declaration: Toward an Even
Stronger China-Africa Community with a Shared Future and the
FOCAC Beijing Action Plan (2019-2021) were adopted at the
two-phase roundtable meeting, which will provide more
opportunities and spaces for China-Africa cooperation. In particular,
President Xi pledged more than $60 billion in aid and financing,
which attracts extensive attention worldwide.

Today, Africa has become an emerging destination for Chinese
enterprises to invest abroad, more than 3,400 Chinese enterprises
have settled in that continent with covering multiple industries. At
the same time, due to the rapid growth rate of China's investment in
Africa, it has also caused a lot of controversies, many media use “new
colonialism” and "debt trap"” to raise doubts, bring bad effects to the
development of China's foreign direct investment (FDI) in Africa.

On the basis of briefly reviews the relevant theories about
international direct investment, this paper is focused on
summarizing the current situation from the perspectives of the
overall development, industry selection, investor and investment
style, demonstrate why China invest in Africa and the impacts of
Chinese enterprises entering the African continent on the local
economy and society. In addition, it also proposes corresponding

countermeasures for the problems arising in the investment process.
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Chapter 1: Introduction

Foreign direct investment, as one of the main ways of international
capital flow, has developed vigorously with its unique advantages of
improving capital allocation and efficiency. It plays a substantial role
in economic development, especially in developing countries,
emerging economies, and countries in transition. According to the
2018 UNCTAD World Investment Report, developing economies
accounted for a growing share of global FDI inflows in 2017,
absorbing 47 percent of the total, compared with 36 percentin 2016.
However, global foreign direct investment (FDI) flows fell by 23
percentin 2017, to $1.43 trillion from a revised $1.87 trillion in 2016
(Graph 1.1).
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Graph 1.1 Source: UNCTAD, World Investment Report 2018



Africa has a large population and relatively backward development,
that is why African countries are in dire need to stabilize and
increase their FDI inflows in order to complement their domestic
investment and resources. FDI could not only help fill the gaps in the
saving-investment and foreign exchange but also indirectly
generating enhanced output through the promotion of modern
technology, skills transfer, therefore stimulating economic growth.

In recent years, the proportion of China's investment in Africa is
gradually rising up, there have been many debates regarding the
potential determinants and effects of China's activities in the host
countries. In this sense, after a brief review of the development status,
this paper will analysis of the determinants of China's FDI inflows in
Africa - with a focus on the resources, market, industry structure, and

examine the corresponding impacts.

1.1 Background of the study

The rise of China as an FDI source can be traced back to 1978, the
communist party of China began economic reform and introduced
market principles. An important reform in that time is the lifting of
the ban on FDI since the founding of the People's Republic of China in
1949. Prior to this, China implemented strict regulations on foreign
investment because of the frequent foreign invasions history. But in
the beginning, only state-owned Chinese firms were permitted to
invest abroad.

Last year (2018) is the 40th year of China's economic reform and
opening up, there is no doubt that the Chinese economy has achieved
remarkable development. With the further deepening of the
globalization, more and more Chinese enterprises have gone abroad
and explored the international market. Besides this, the focus of the
Chinese government's macro-control has shifted from attracting
foreign investment to encouraging overseas investment since the

1990s. It gradually introduced new policy and measure, which is



helpful to create a favorable environment for the Chinese enterprises
and individuals to conduct foreign investment and economic
cooperation.

Based on the data provided by “2017 Statistical Bulletin of China’s
Outward Foreign Direct Investment” which was released by Chinese
Ministry of Commerce (MOFCOM), in 2017, China's FDI reached
US$158.29 billion, it was the second highest in history (only second
to 2016), accounting for more than 10% of the world's total
investment for two consecutive years. As we can see from the graph
below (Graph 1.2), the volume of investment flows of China was the
third largest in the world after the United States ($342.27 billion)
and Japan ($160.45 billion), down one place from the previous year.
It is clear to get a conclusion that the global influence of Chinese
capital is growing stronger and stronger, however, compared with
the foreign investment of developed countries such as America, China
started late and lack of experience so there is plenty of room for

improvement.



FDI inflows, top 20 host economies,
2016 and 2017 (Billions of dollars)
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Graph 1.2 Source: UNCTAD, World Investment Report 2018

Africa is the second largest continent in the world with 1.2 billion
people and it has abundant natural resources including iron, bauxite,
silver, petroleum and so on. Because of this, it has attracted a lot of
foreign investors. Additionally, many African countries have already
done a lot of things to create a more business-friendly environment
to promote local investment as well as FDI. For example, African



states began signing bilateral investment treaties (BITs) in the 1960s.
There has been a steady flow since then. Indeed, African states and
regional economic communities have signed 972 international
investment agreements (IIAs). A great majority contains ad hoc
arbitration provisions under which investors can enforce investment
protections. Nonetheless, problems such as unbalanced regional
development, poor infrastructure and public security cast a shadow
on FDL

The Forum on China-Africa Cooperation (FOCAC) was formulated in
2000 to endorse Chinese investments and trade in their chosen
African nations. It has expanded the amount of information exchange
and reduced the transaction cost of cooperation by the
institutionalized communication channels. This cooperation has seen
a new boom since 2013 when the implementation of "the Belt and

n

Road Initiative provided fresh momentum for wupgrading
cooperation from trade in goods and project contracting to that in
industrial capacity and capital investment. What deserves to be
mentioned the most is President Xi put forward a massive plan in
2015 to carry out 10 major cooperation projects in Africa which
contain industrialization, modern agriculture, infrastructure
construction, green development, investment and trade facilitation,
poverty reduction and people's welfare, public health, peace and
security, people-to-people exchanges and finance.

As the figure 1.3 shows, China held the fourth largest FDI stock in
Africa in 2016 at $40 billion, behind the US, the UK, and France. If
including Hong Kong, China’s investment stock in Africa rises to $53
billion. However, Africa doesn’t seem to take the most of China’s
overall global investments. Chinese FDI inflows in Africa, though
increasing at a high rate, but it still remains low compared to their
inflows in other regions. Moreover, there is a noticeable

disproportional distribution among African countries.
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1.2 Literature review

The expansion of globalization has deepened the links in economies,
goods and services among countries, especially in the world market
of capital. Moreover, the expansion of cross-border financial flows
has been further accelerated by technological innovations in
communications and data processing. Foreign direct investment
(FDI), as one of its most obvious features, has always been a very
interesting topic in the field of international development. FDI
provides a method for creating direct, stable and long-lasting links
among economic entities. It can serve as an important instigator for
local enterprise development, and it may also help improve the
competitive position of both the recipient and the investing

economies.



1.2.1 Whatis FDI

A foreign direct investment (FDI) is an investment in the form of a
controlling ownership in a business in one country by an entity based
in another country. It is thus distinguished from a foreign portfolio
investment by a notion of direct control. The Organization of
Economic Cooperation and Development (OECD) defines control as
owning 10% or more of the business. Businesses that make foreign
direct investments are often called multinational corporations or
multinational enterprises. A multinational enterprise may make a
direct investment by creating a new foreign enterprise, which is
called a greenfield investment, or by the acquisition of a foreign firm,

either called an acquisition or brownfield investment.

1.2.2 Theoretical framework

There are many theoretical papers that examine foreign direct
investments (FDI)’s issues, and main research on the motivations
underlying FDI was developed by J. Dunning, S. Hymer and R.Vernon.
Economists believe that FDI is an important element of economic

development in all countries, especially in the developing ones.

1.2.2.1 Monopolistic Advantage Theory

Monopolistic advantage theory was first proposed by S. H. Hymer
and is mainly to answer why multinational corporations are able to
compete successfully with local enterprises and survive for a long
time. Based on the hypothesis of market incompleteness and the
theory of industrial organization, Hymer demonstrated that FDI
occurs largely in oligopolistic industries. Firms in these industries
must possess advantages not available to similar enterprises in the
host country, which can be used to offset the extra cost brought by
overseas investment and obtain excess profits. Key sources of

monopolistic advantage include unique know-how, management and



organization skills, proprietary knowledge, sale skills, and other
intangible assets.

C. P. Kindleberger then expanded on this, listing possible
compensation advantages such as trademarks, marketing techniques,
financing channels, economies of scale, and so on. In addition,
Kindleberger proposed that the existence of “exclusiveness of
production factors” is also an important reason for a monopoly
advantage, because the investment entity can produce products that

cannot be produced by the host country.

1.2.2.2 Product Life Cycle Theory

The Product Life Cycle Theory was developed to explain the observed
pattern of international trade and it illustrates that FDI is a natural
stage in the life of a product.

According to Raymond Vernon, every product has its own lifespan
and goes through 4 stages: introduction, growth, maturity, and
decline, just as our own life cycles, where we start out as babies, then
progress to teenagers, adults, and old age. Along with the technology
development and changes in customers’ preference, at some point,
the product will move into a different stage automatically until
completely withdraw from the market.

Due to the differences in technology levels among countries, there
are gaps and time differences in the marketing life of products. A
company is often forced to invest in overseas production facilities to
avoid losing a market. For example, a company that innovates a
product, initially, because of proprietary knowledge, it chooses to
produce at home and then exports it, thus enjoying its monopolistic
advantage. Once the product going to the “growth” phase and
becomes standardized, this firm may tend to invest in overseas
factories to reduce the production costs and strive to remain its

dominant position in the "new market".



1.2.2.3 The Eclectic Paradigm

The eclectic paradigm, also known as OLI Paradigm was developed
by John Dunning, it is an attempt to create an overall framework to
explain why multinational enterprises choose to engage in FDI rather
than serve foreign markets through alternative modes such as
licensing, management contracts, joint ventures or strategic alliances.
(Lipsey R.G & A.K Chrystal, 2011)

“OLI” stands for Ownership, Location, and Internalization, three
potential sources of advantage that may underlie a firm’s decision to
become a multinational. Ownership Specific Advantage, also known
as Monopolistic Advantage, it means a firm can develop a unique
advantage through the ownership of tangible or intangible assets,
such as the business scale of the enterprise, patent, technology, and
know-how.

Internalization advantage emphasizes that the competitiveness of
multinational enterprises does not come from the traditional
monopoly advantage and pure technology possession, but from the
internalization of technological advantage. Through internalization, it
avoids the loss caused by the incompleteness of the external market.
At the same time, the transaction is more convenient and easy to
control, resources and production can be allocated through the
unified management.

Location Specific Advantage refers to the superiority of the
investment environment in the host country compared with the
mother country of the enterprise, which including the investment
policies, economic development level, market scale, infrastructure,
resource endowment, labor force.

Dunning argues that "ownership specific advantage" or
"internalization advantage" is only a necessary condition for an
enterprise to invest abroad, not a sufficient condition. When an
enterprise has one of them, it is not necessary to make a foreign
direct investment, because enterprises can choose to increase

domestic production to achieve scale effect and then export. When an



enterprise has "location advantage" in a certain region, meanwhile, it
also has "ownership advantage" and "internalization advantage", and

then foreign investment becomes its optimal choice.

1.2.2.4 Kojima’s theory of (Japanese) direct investment
Professor Kiyoshi Kojima of Hitotsubashi University is a
distinguished Japanese economist and he proposed an extended
"flying-geese" paradigm of industrial development according to
Japan’s foreign direct investment in the late 1960s.

The main idea of this theory is FDI and international trade are
complementary, and FDI should be conducted successively from the
"boundary industries" in which the country is already at or about to
be in a comparative disadvantage. For the investment country, this
boundary industry or activity is comparatively disadvantaged, on the
contrary, it is potentially a comparatively advantaged industry in the
host country. Meanwhile, such FDI can be easily integrated into the
domestic national economy of host countries because the
technological and managerial gap between host countries and source
countries is usually small.

This theory is more in line with the foreign direct investment of
developing countries and has a great reference and guiding

significance.

1.3 Review of related potential determinants of FDI
according to existing literature

This part provides an overview of various studies on the
determinants of FDI which have been done over the years. We go
through existing literature and attempt to investigate the
determinants of the rapid growth of Chinese investment in Africa.
According to the difference in location selection, Dunning (1993)
divided the internationalization motives into four different

categories, which is market seeking, resource seeking, efficiency



seeking and strategic asset seeking. A multinational enterprise
engages in FDI activity under the heading of market seeking, the
main aim is to exploit a foreign market and find more customers. The
resource seeker is looking for something that is not available at their
home market or that can be obtained at a lower cost abroad. But the
purpose of efficiency seeking is to rationalize their already existing
operations in various locations and lower their costs, its benefits
come from economies of scales and scope because the company can
take advantage of different factor endowments in different countries.
While for strategic asset seeker, they are focusing on developing
strategic resources that are critical to their long-term strategies, such
as patents, advanced management models and organizational skills.
The first two are the main strategic motivations in the initial stage,
while the latter is mainly in the higher stage.

Anyanwu J.C (2011) sought to answer, “what determines FDI inflows
to Africa?” by estimating a panel of seven five-year non-overlapping
windows for the period 1980- 2007. The result indicated that there
was a positive relationship between market size, agglomeration,
openness to trade, natural resource endowment and exploitation
(especially for oil), government consumption expenditure and FDI
inflows. In another study, Breivik A. L. (2014) used panel data from
49 African countries and put Chinese FDI as a dependent variable to
examine the determinants of Chinese FDI in Africa over the period
2003 to 2011. The result from this analysis suggests that Chinese FDI
in Africa is attracted by GDP, or market size, and trade openness and
natural resources. We could conclude that Chinese investment is not
solely resource-driven but market seeking as well.

Moreover, a lot of empirical studies have been found that a
business-friendly environment is important for attracting foreign
investors. For example, domestic conflicts in the host country
produce a poorer investment climate and higher risk hinders FDI
inflows and shifts them to relatively stable countries. In the case of
Africa, Naudé and Krugell (2007) found that political stability is



favorable to FDI inflows to Africa. But only a few works are available
on the effect of recipient countries’ political stability on China’s

outward FDI, and their results are rather mixed.

1.4 Review of related impacts of FDI according to
existing literature

Numerous studies have been carried out on the impact of inward FDI
on the host country’s economy and society. Some economic growth
theories hold that FDI has a positive correlation with a country’s
economic growth since FDI itself is the integration of capital stock,
new skills, managerial practices, and innovative technology, it can
effectively reduce the scarcity of these factors in the host countries’
economy. As a result, more and more developing countries are
promoting economic growth through the absorption and utilization
of FDI. However, some scholars believe that FDI inflows to the host
countries will also produce "crowding out effect”, environmental
pollution, currency inflation, and other problems which will have a
negative impact on the host country.

Considering China as an investing Country, existing empirical studies
agree on the trade creating effect of China’s FDI. Ma Lingyuan (2008)
used panel data for the period 2003-2006 to examine the effects of
China’s outward FDI on international trade and he found a
complementary relationship between China’s outward FDI and
imports and exports, proving a trade-creating effect (specifically a
net export-creating effect). Weisbrod and Whalley (2011) used
growth accounting techniques to assess the portion of the elevated
growth of Sub-Saharan Africa three years prior to the 2008 financial
crisis that can be attributed to Chinese FDI. In another study,
Boakye-Gyasi and Li (2015) focused on the contribution of China’s
FDI to employment generation in the building and construction
sector of Ghana. By using a robust regression model, they found that

Chinese FDI flows affect employment through direct effects on the



building and construction sector of Ghana. Hence, the study found
that FDI has a positive and significant effect on employment growth.

However, others holding different views, they look more critically at
China’s behavior on the continent and see its parallels to the
neo-colonial past (De Lorenzo, 2007). And according to Anshan
(2007), with the flow of goods from China, conflict over labor
practice and market strategies are turning out to be an important
issue. The preference to hire Chinese nationals and long hours of
work expected by Chinese managers is causing conflict with local

labor laws and cultures.



Chapter 2: Historical development and

present status of Chinese FDI in Africa

Currently, as the international situation undergoes profound and
intricate changes, newly emerging and developing economies have
become the major force pushing forward the world’s economic
development. Moreover, in tune with the changes in the international
environment, China and African countries are, within the framework
of the FOCAC, continuing to deepen the new type of China-Africa
strategic partnership, vigorously advancing economic and trade
cooperation, and actively exploring a common path that reflects both
China’s and Africa’s realities. (China-Africa Economic and Trade

Cooperation, 2013)

2.1 Review of the historical development

Before 1979, China's economic interaction with Africa was mostly
political-based to help African countries to achieve national
liberation and in consideration of the development of state-to-state
relations. The relation of economic and trade was dominated by the
obvious political nature of aid and investment in Africa. Such an
interaction was mostly a pursuit of the “Third World Solidarity”
purpose rather than economic effects. Following China’s reform and
opening up, China's policies towards Africa have also begun to adjust,
a selected number of state-owned construction companies were
allowed to operate in Africa through the bid for small-scale
infrastructure projects. In 1983, the Chinese government put
forward four principles for economic and technological cooperation
with African countries, which is "equality and mutual benefit,

emphasis on practical results, diversity in forms of interaction and



attainment of common progress". Since then, China’s direct
investment in Africa has also gradually started.

In 1995, China began to explore new ways of economic cooperation
and actively promoted the diversification of foreign aid models and
foreign aid funds. For instance, the Chinese government provided
discount loans to recipient countries, encourage Chinese enterprises
to operate projects in a joint- venture way with the recipient
country’s enterprises. China’s interaction with Africa entered a new
phase with the establishment of the FOCAC in 2000 and China’s
accession to the World Trade Organization in the following year.
Besides this, it is worth mentioning that the China-Africa
Development Fund (CAD Fund) was established in 2007, which is
used to support Chinese enterprises to invest in Africa and explore
the African market.

Nowadays, administrative controls on potential Chinese investors in
Africa have been relaxed and China’s direct investment in Africa has
characteristics as diversification of the investment entities and
investment industries. Chinese direct investment and lending to
African countries has grown rapidly as well.

The Beijing Summit of the Forum on China Africa Cooperation has
been convened in September 2018, with 53 out of 54 African
countries represented. Chinese President Xi Jinping delivered a
keynote speech at the summit, illustrating the priority areas of
China’s engagement with Africa in the coming three years. In his
speech, Xi announced “ Eight Actions “ to succeed his 2015 “Ten
Cooperation Plans” at the 2015 FOCAC Johannesburg Summit and
renewed another financing commitment of $60 billion to Africa with
distribution: $20 billion in credit lines, $15 billion in grants,
interest-free loans and concessional loans, and $10 billion in
investment financing. This support will come in the form of

government assistance and investment. (Brookings. News, 2018)



2.2 Present status of Chinese FDI in Africa

The graph below shows the specific data on China's direct
investment flows to Africa from 2010 to 2017, we can see a
considerable increase has occurred from 2016 to 2017. This part will
introduce the development status of China's FDI in Africa from three
aspects: flows and stock, country distribution and industry
distribution.
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Graph 2.1 Source: Report on development of China’s outward investment,

Ministry of commerce of the people’s republic of China
2.2.1 Flow VS Stock of FDI

The World Investment Report 2018 by UNCTAD showed that global
FDI outflows reached $1.43 trillion in the year 2017, with the
year-end stock of $30.84 trillion. Based on this report, China’s
outward FDI flows and stock in 2017 accounted for 11.1% and 5.9%
of the global total respectively. China ranked the third among all
countries (regions) in terms of outward FDI flows, decreased by 2.4



percentage points compared to the previous year. While from the
perspective of FDI stock, China jumped from 6th in 2016 to the 2nd
place, increased by 0.7 percentage points compared with the
previous year.

In the case of Africa, China’s outward FDI flows reached $4.1 billion
in 2017 with a year-on-year increase of 70.8%, however, it only
accounts for 2.6% of its total foreign direct investment flows. So we
could conclude that although with the fast speed in growth, Africa
still stands for a small share of China's Outward FDI and there is still
a huge gap compared with other regions, such as Europe and Latin
America, they take 11.7% and 8.9% respectively (as data provided in
table 2.1).

Regional Distribution of China’s Qutward Foreign Direct Investment, 2017
(Billions of US Dollars)

Continent Amount Year-o;zga(l; A)()}rowth Share (%)
Europe 18.5 f25] 1%
Africa 4.1 70.8 2.6
Oceania A -1.9 32
Asia 110.0 -15.5 69.5
Latin America 14.1 -48.3 8.9
North America 6.5 -68.1 4.1
Total 1583 -19.3 100.0

Table 2.1 Source: 2017 Statistical Bulletin of China’s Outward Foreign Direct

Investment

Meanwhile, by the end of 2017, China’s outward FDI stock in
developing economies had reached $1552.42 billion, accounting for
85.8% of the total. China’s outward FDI stock in Africa reached $43.3
billion, accounting for 2.4% of the total, ranks fourth out of six



regions. The concrete data of China’s Outward FDI flows and stocks
in African countries (from 2009 to 2017) is provided in appendices.

2.2.2 FDI by destination

By the end of 2017, China had established 39.2 thousand overseas
enterprises across 189 countries (regions), accounting to over 80%
of the countries and regions in the world. And according to the data
provided by The Chinese Ministry of Commerce published in its
annual report, China established almost 3,400 overseas enterprises
in Africa, accounting for 8.7% of the total. The coverage rates in
Africa is 86.7 as showing in table 2.2, which is the ratio between the
number of countries covered by China’s FDI enterprises and the total
number of countries in the region. These enterprises were mainly
distributed in Zambia, Ethiopia, Nigeria, South Africa, Kenya,
Tanzania, Ghana, Angola, Uganda, etc.

Geographical Distribution of China’s FDI Enterprises,
by the end of 2017

Number of Countries ~ Number of Countries
Continent (Regions) by the End  (Regions) Covered by ~ Coverage Rate (%)

of 2017 China’s FDI Enterprises
Asia 48 46 979
Europe 49 43 §7.8
Africa 60 52 86.7
North America 4 3 75.0
Latin America 49 33 673
(Oceania A4 12 50.0
Total 234 189 81.1

Table 2.2 Source: 2017 Statistical Bulletin of China’s Outward Foreign Direct

Investment



In terms of the FDI flows, it mainly went to Angola, Kenya, Congo
(DRC), South Africa, Zambia, Guinea, Congo (Brazzaville), Sudan,
Ethiopia, Nigeria, Tanzania, etc. Based on the data showing in the
graph 2.2, we could see the top 10 recipient countries account for
more than 75% of China’s total FDI flows in Africa.

Recently, UN Habitat has published a new report, “The State of
African Cities 2018”, which mentioned an interesting finding is that
in contrast to conventional FDI theory, Chinese investment in Africa
tends to focus on countries with lower political stability so as to
explore underinvested states, as well as to avoid competition with
investors from advanced economies. Angola is a case in point, the
amount of FDI flows into Angola ranked first among Africa region,

and it is almost 4.6 times to that into Nigeria.
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Graph 2.2  Source: Report on development of China’s outward investment,
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In the same time, the stock was mainly concentrated in South Africa,
Congo (Kinshasa), Zambia, Nigeria, Angola, Ethiopia, Algeria,

Zimbabwe, Ghana, Kenya, Tanzania, Sudan, Mauritius, etc. (Graph 2.3)



The FDI stock amount of South Africa is 7.47, which is almost 2 times
as much as that of Congo (Kinshasa).
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2.2.3 FDI by sector

China's investment in Africa has been under fire because some
asserting that it is exploitative, merely for seeking resources, a lot of
media reported it with the keywords "neo-colonialism" or “debt trap”.
Therefore, understanding which sectors China has invested in may
help us to analyze the determinants of China's outward FDI.
Observation of the bar graph below reveals that by the end of 2017,
China’s outward FDI stock had spread in many industries of the
national economy. In particular, six industries received over a
hundred billion dollars and the Leasing and Business Services sector
remained the highest and received $615.77 billion, accounting for
34.1% of the total stock, the Wholesale and Retail Trade sector came
to the 2nd, received $226.43 billion, accounting for 12.5% of the total.

The Information Transmission, Software and IT Services sector



ranked 3rd, received $218.9 billion, accounting for 12.1% of the total,

and is the area with a high concentration from outward investment

by Chinese natural persons.

Figure 18 Industrial Distribution of China’s Outward FDI Stock, by the End of 2017
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The pie graph 2.5 shows the top five industries of China’s Outward

FDI stock in Africa, which illustrates that the construction sector took

the largest share (29.8%), and the mining sector ranked the second

with 22.5%, the sector of financial services ranked the third with

14%, manufacturing and leasing and business services accounts for

13.2% and 5.3% respectively. The data lead us to the conclusion that

China is gradually expanding its investment sector, but it still

remains relatively concentrated.
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Chapter 3: Determinants of FDI

Deborah Bruatigam (2009) proposed three strategic challenges
China is facing, which is the need to find new export markets to fuel
further expansion of domestic production; the need to find more
resources abroad to match the resource demand brought by rapid
economic growth; the need to for allying with other developing
countries to counter-balance the dominant position of developed
countries in international organizations. From this perspective,
combined with the factors mentioned in the previous literature
review, this chapter will focus on analyzing the determinants of
China's investment in Africa from the view of resources, market, and

industrial structure.

3.1 Resource view

Numerous empirical studies have recognized that natural resources
endowment in the host countries is an important factor to attract
Chinese FDI. Buckley et al (2007) and Cui Jiayu (2010) identified
resource-seeking motivation as a determinant of China’s Outward
FDI. In another study, Liu Hong and Wang Duanyong (2010) believe
that China's outward FDI is the continuation of the traditional
economic growth pattern, which is over-depends on natural

resoureces.
3.1.1 Physical resources

The rapid growth of the Chinese economy has led to an increasing
demand for various natural resources. According to the data
provided by British Petroleum, China was the largest growth market

for energy for the 17th consecutive year, remains the world’s largest



energy consumer. In 2017, China's energy consumption growing by
over 3% in 2017, almost three times the rate seen over the past
couple of years (BP Statistical Review of World Energy, 2018).
However, due to China's large population and uneven distribution of
natural resources, it has been unable to meet this huge resource
demand, which becomes a bottleneck hindering economic and social
development. In order to alleviate the increasingly serious energy
problems, Chinese enterprises, especially large state-owned energy
companies, have sought energy resources as an important part when
they invest abroad, this can be clearly seen from the industry
selection of early China's FDI projects, for instance, from 2003 to
2007, Chinese outward FDI flows were attracted to countries with
abundant natural resources and early projects pointed at minerals,
petroleum, timber and etc.

Africa has the richest concentration of natural resources among the
seven continents. This continent has approximately 30 percent of
earth’s mineral resources. Additionally, Africa is rich in oil, copper,
diamonds, bauxite, lithium, gold, hardwood forests and so on. Despite
the wealth of natural resources, Africa still lags behind in
development technology and capital, this has become an important
reason for attracting international capital. As any other countries,
China's investment in Africa is inevitably accompanied by a certain
degree of resource seeking motivation. Africa's rich natural resources
can solve the problem of China's resource shortage and ensure the
supply of scarce production factors, at the same time, the capital

brought by China contributes to the economic development of Africa.

3.1.2 Labor force

Population size is closely related to human resources and market
potential. It is generally believed that the larger the population size,
the richer the labor force and the greater the market potential. Based

on the latest data from the United Nations, the current population of



Africa is more than 1.3 billion, and the median age is 19.4 years. Due
to the huge young population and relatively low per capita wages, a
large number of cheap human resources are provided for the labor
market, which attracts countries around the world to transfer
labor-intensive industries to African countries for production and
operation, so as to reduce production costs and gain price
advantages.

China has been the “world’s factory” for many years, given its low
unit costs and huge labor force, China has attracted a large number of
foreign companies to invest in, which is also an important reason for
its rapid economic development. However, this relative price
advantage has been weakened in recent years because of the rising of
labor costs, energy prices, and taxes. Moreover, due to the effects of
China’s 36-year one-child policy, its benefits of a demographic
dividend are fading away.

Therefore, it has become an inevitable choice to move out the
labor-intensive industries of China and relocated to some Africa
countries in order to reduce the operating costs and extend the
products' life cycle. For example, the shoe manufacturer Huajian has
spent two billion U.S. dollars building a giant factory in Ethiopia and
employs 8,000 Ethiopians, the shoes produced at this factory
accounting for 65 percent of Ethiopia’s shoe exports. (Data from
China Daily, 09/2018)

3.2 Market view

Market-seeking behaviors have been found to be one of the central
ideas of China's outward investments both in developed and
developing countries. It is undertaken by multinational companies to
strengthen an existing market, which is a defensive strategy, or to
develop and explore new markets, which is an offensive strategy. FDI
tends to occur when a country imposes or threatens to impose tariff

and non-tariff trade barriers to import. (Voss, 2011).



3.2.1 Market size

The Chinese government has always emphasized the “fully utilize
both domestic and foreign markets and resources ” in its reform and
opening up policies, as market size increased, so do opportunities for
the better utilization of resources and the exploitation of economies
of scale or scope through FDI.

Africa has a huge market demand and consumer groups, but its
economic development is relatively backward and the production
capacity is limited. By setting up factories and investing in African
countries, Chinese enterprises can produce products with large local
demand and sell them on that spot, thus forming economies of scale
and obtaining higher profits than producing in its home market. For
some African countries with a higher economic development level,
the investment is mainly because such countries have higher per
capita income, so they are generally considered to have higher
consumer demand and relatively reliable payment guarantee, which
is more attractive to investors.

In addition, Chinese policymakers have been concerned about the
problem of excess capacity since 2005. For example, China’s steel
production has expanded rapidly in the last decade. But its capacity
for production has increased at an even higher rate than production,
leading to growing excess steel capacity. OFDI projects can transfer
some of China's excess domestic production capacity and contribute

to sustainable economic development.

3.2.2 Market profitability

Since 2000, at least half of the world’s fastest-growing economies
have been in Africa. Many investors consider Africa as the “ final
frontier” of emerging markets since China and India continue to

mature.
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Graph 3.1 Source: The World Bank

Countries with rapidly growing economies present more
opportunities for generating profits than those that are growing
more slowly or not at all. Zhang Xiaofeng(2010) affirms that the host
country’s economic growth is a factor of China’s investments in
Africa since the data have shown that Chinese enterprises would be
more attracted by countries with a steady growth of economic
development.

Besides this, from the perspective of enterprise managers, it is
always better to cut costs. As Dunning points out that labor costs are
an important part of production costs. A lower labor cost is a
favorable determinant of FDI inflow in a country, multinational
enterprises could get higher profit by investing in locations with a
lower labor cost compared to source countries. The average wage of
African workers is lower and the rate of increase is slower than that
of Chinese workers, which explains the transfer of many Chinese

labor-intensive industries.



3.2.3 Policy support

Another reason for African countries to attract foreign direct
investment is they have preferential policies for the two major global
export markets, the United States and the European Union. For
example, under the framework of the African Growth and
Opportunity Act (AGOA) provided by the United States to Africa since
2000, it grants approximately 6,400 products from 40 African
countries are eligible for tariff reduction and exemption. Moreover,
thanks to the Economic Partnership Agreements (EPAs) or the
Everything-But-Arms (EBA) scheme, 80% of African products
exported enjoy the duty-free and quota-free access to the EU market,
as showing in the graph below.

Africa's access to the EU
market:

[l Outy-free (EPA or EBA)

B Outy-free with exceptions
(FTA)

Preferential tariffs
(GSP/GSP+)

om0 g et 2

Graph 3.2 Source: European Commission



However, Chinese enterprises are faced with some obstacles in
import and export trade, many countries impose anti-dumping duties
against China, for instance, the Indian and the European
administration have imposed the anti-dumping duties on Chinese
stainless steel exports to protect their own manufacturing industry.
However, anti-dumping regulations are found to cause foreign
exporters to become foreign investors. After investigating Japanese
foreign investment in the United States and European Union
countries. Barrel and Pain (1999) demonstrated that anti-dumping
promotes the development of FDI and companies responded to the
anti-dumping problem by producing and selling in the host country.
Chinese enterprises can avoid trade barriers to some extent by
developing FDI projects in Africa and obtain the income generated by

different trade policy.

3.2.4 China’s huge foreign exchange reserves and the
appreciation of RMB

As the largest accumulator of foreign exchange reserves, China’s
foreign exchange reserves are 2.5 times of Japan-the second largest.
In general, sufficient foreign exchange reserves not only can resist
the financial turmoil, but also conducive to expand internal trade,
attract foreign investment, and maintain international credibility.
However, holding larger than required reserves may mean higher

exchange risks.
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Graph 3.3 Source: People’s Bank of China

As shown in the graph above, China's foreign exchange reserves have
grown rapidly over the past decade, but excessive reserves may stunt
the growth of national wealth, such as the pressure of RMB
appreciation, thereby affecting the competitiveness of the exports of
Chinese commodities. With the increase in foreign exchange reserves,
the RMB exchange rate has gradually risen from 1 US dollar to 8.7
yuan in 1994 to the current 1 US dollar against 6.72 yuan. Under the
circumstances, the prices of Chinese export commodities are also
increasing, Chinese export-oriented enterprises are losing their price
advantage, many small and medium-sized manufacturing enterprises
even go bankrupt. The Chinese government has been implementing
tighter controls on its huge foreign exchange reserves and
considering use part of its reserves for foreign investment in order to
seek a more rational way in the allocation of overseas assets. Froot
and Stein (1991) argue that currency appreciation increases the
wealth of companies denominated in foreign currencies, reduces
their relative capital costs, and allows them to invest more

aggressively overseas. A good example is Japan's massive overseas



investment in late 1980. This applies equally to China, the
appreciation of RMB and the increasing purchasing power make the
cost of assets in the host country become relatively low and it raises
the probability to bid successfully for a foreign asset in the host
country, which will promote more Chinese enterprises to invest

overseas.

3.3 Industry Structure view

Zhang xiaofeng (2010) proposed that China’s domestic demand for a
transformative upgrading over its domestic industrial structure
offers a driving force pushing China’s FDI into Africa. In this sense,
we could also get inspiration from the “expansion of marginal
industries” model proposed by Kiyoshi Kojima. FDI should start
from those domestic industries owning comparative advantages, so
as to effectively upgrading the industrial structure of source
countries, pushing the overall economic development.

By comparing Figure 3.4 with Figure 3.5, we can see the changes in
the industrial distribution of China's outward FDI from 2012 to 2017.
Although leasing and business services have remained at the top of
the list with more than 30%, the development of other industries is
more worthy of attention. For example, the sector of information
transmission, software and IT services have witnessed rapid
development, which increased from 0.9% in 2012 to 12.1% in 2017.
Moreover, the proportion of the manufacturing industry is also
increasing (from 6.4% to 7.8%), while the mining industry is
decreasing (from 14.1 to 8.7%). From the data of these proportions,
we can infer that China is gradually increasing its investment in the
secondary and tertiary industries in order to achieve its goal of

adjusting the domestic industrial structure.
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Using the manufacturing industry as an example, Chinese enterprises
possess comparative advantages of relatively advanced technologies
and excellent product quality. The FDI from these mature industries
is helpful for making room for China’s domestic high-tech industries
and upgrading of its domestic industrial structure. For the host
country, these industries could be easily localized and meet their

market demands. It is good for both sides.



Chapter 4: The impact of China’s FDI in Africa

Since the last decade, China’s rising financial portfolio and growing
influence in the African region has caused widespread debate about
its impacts on African countries' economic development and political
system. Kaplinsky and Morris (2009) claim that the reason for the
many unsettled debates with respect to China’s role in Africa or the
motives behind Chinese capital provision is that most studies tend to
presume a homogenous China and a homogenous Africa. In this
regard, the main goal of this chapter is to evaluate the various

impacts of China’s FDI inflows in Africa.

4.1 Positive part

Although foreign investment keeps pouring into Africa, its ability to
attract FDI is relatively low compared with other continents and its
share of total global FDI remains small. In the state of African cities
2018 report, it reveals that foreign direct investment is a key
resource to expedite Africa's growth potential, as it promises not
only financial resources but also new technologies, knowledge and
expertise. Investment can promote productivity, employment and
competitiveness. As the largest developing country, China's direct
investment in Africa has some special characteristics comparing with
the FDI from advanced economies, but it has also brought a positive

influence to Africa's development.
4.1.1 Speeding up infrastructure construction
African countries take up 17 positions of the bottom 20 nations in the

latest Global Competitiveness Index—a report published by the

World Economic Forum. African economies are still too far from



fulfilling the narrative of Africa's rise. Its weak infrastructure is a
major obstacle to economic development and investment in Africa,
such as run-down shipping ports, lack of transport and
communication connectivity. Moreover, African economies generally
suffer from a shortage of electrical power and a huge accumulated
infrastructural deficit of an estimated USD900 billion (Kuo, 2015).
Infrastructure projects have the characteristics of a long construction
period, high initial cost , slow output benefit and etc. Therefore,
many African countries are unable to carry out large-scale
infrastructure construction due to lack of funds and technology. In
recent years, China has become the largest source of funding for
infrastructure projects in Africa. The value of loans from Chinese
lenders to energy and infrastructure projects in Africa almost trebled
between 2016 and 2017, from USD 3 billion to USD 8.8 billion. By the
end of 2017, the construction industry ranks first in China's outward
FDI stock in Africa, accounting for 35 percent of the total. China’s
infrastructure projects in Africa have involved in 35 African countries
and included many types, such as building roads, bridges, railways,
airports and power stations and etc.

Besides this, China has developed one of the world’s largest and most
competitive construction industries, and many of China’s
construction companies are world leaders in the power sector or civil
works. Therefore, China is capable of providing technical support
and is experienced, because the infrastructure facilities China has
built over the past 40 years since the reform and opening up has
indeed contributed to its rapid economic growth. African countries
can learn from China’s experiences to develop and improve their
infrastructure system.

In general, the advent of China as the investor is a good development
trend for Africa, as Taylor (2007) noted, China’s investment in
Africa’s crumbling infrastructure is needed and welcomed by Africa.
It could help to alleviate Africa’s huge gap in physical infrastructure,

improve its investment environment, and make this continent to be a



more attractive destination for global FDI. Moreover, improve the
construction of infrastructure helps to raise the living standard,

which is needed for social stability.
4.1.2 Technology and skills transfer

Technology competitiveness has become a critical determinant for
economic growth in this globalized world. FDI was more than a
process by which assets are exchanged internationally, it was also a
transfer of capital, but the transfer of a ‘package’ in which capital,
management, and new technology were all combined (Hymer, 1976),
it is well known that multinational corporations often invested
considerable amounts of capital in research and development and
they are the main provider of the advanced technologies. The
implementation of FDI by transnational corporations in the host
country contributes to heighten local technology level, which is an
economic externality called technology spillover. Technology transfer
by efficiency spillover that leads to an increase in total factor
productivity of local firms and improved management practices in
the utilization of resources, which in turn stimulates economic
growth (Asiedu, 2006). Aside from technology transfer, many MNCs
also establish R&D campaigns in host countries to localize their
products and satisfy local customers' needs and preferences, by
which they can maintain core competitive advantages and long term
development.

There is a big gap between the technological level of Africa and that
of developed countries, which may make the technology spillover
effect weak. Technology brought by FDI from developing countries
may be more applicable for African countries than developed
countries. China is a developing country at a higher stage, Africa can
learn a lot from China's booming economy about how science and
technology can help to boost development. Many Chinese companies

not only have cutting-edge technologies, advanced management



concepts and system, but also pay more attention to staff training
than local enterprises. Chinese firms are providing training to their
local workers in many African countries, mostly through formal
programs, on-the-job training and mentoring. As shown in the
following figure, the average proportion of the training system is

over 60% among Chinese enterprises.

Chinese enterprises overwhelmingly employ and train local workers

Hire local Hire local Run apprentice or
managers, % employees, % professional training
programs, %

State-owned 35 81 62

Private 47 92 64

Construction

and real estate 33 85 72
Manufacturing 54 95 73
Services 49 85 60
Trade 34 82 47
Average 44 89 64

Source: McKinsey field survey of Chinese firms in 8 African countries, Nov 2016-Mar 2017

Graph 4.1 Source: McKinsey field survey of Chinese firms in 8 African countreis

In the field of information and communication technology, the
Chinese telecom giant Huawei has opened at least five training
centers in different countries across the continent and claims that it
annually provides skills training to 12,000 Africans, the hiring of local
staff is also a hallmark of Huawei’s business in Africa. For agricultural
production technology, a China-based agricultural firm Hunan Agri
has launched an agro-technology demonstration center near
Antananarivo to coach local farmers how best to produce a new
variety of rice. Employee training is one of the immediate means of

skills transfer. After systematic training, when these employees with



higher skills leave foreign companies and enter into local enterprises,
technology transfer will inevitably occur, thus improving the
management and innovation ability of enterprises in the host

country.

4.1.3 Increase employment opportunities

Okun’s law reveals the relationship between unemployment and
losses in a country’s production, it states that for every 1% increase
in the unemployment rate, a country's GDP will be roughly an
additional 2% lower than its potential GDP. One of the reasons why
policy makers want to attract FDI is to create new jobs in the
economies. Mickiewicz, Radosevic, and Varblane (2000) believe that
FDI has the potential to generate employment through direct hiring
of people for new plants, which means they improve aggregate
domestic employment through types of jobs created, regional
distribution of new employment, wage levels, income distribution,
and skill transfer.

According to Ernst & Young's (EY) latest Africa Attractiveness report,
China is the top foreign job creator in Africa in 2017, accounts for 15%
of the total job created from FDI (showing in Table 4.1), which
highlights the positive impact of China in relieving the pressure of
employment. A good example mentioned by this report is the
Mombasa-Nairobi Standard Gauge Railway in Kenya with the China
Road and Bridge Corporation as the prime contractor. This project
employed 25,000 Kenyans, more than 16,000 of whom have been
trained and 2,700 Kenyans have become qualified lab technicians,
surveyors or mechanics. In addition, there is a growing number of
small and medium-sized privately-owned enterprises are investing in
Africa, these firms invest predominantly in the manufacturing and
services industries, which are more labor-intensive and creating
more jobs. For instance, some studies have shown that in Ethiopia,

Ghana, Kenya, Nigeria, Tanzania and Zambia, more than half of the



foreign investments in manufacturing originated from China and

have resulted in significant employment growth in those countries.

FDI projects by source country (2017)

Country FDI Projects Jobs created from FDI
Change in 2017 Proportionate  Year-on-year  Proportionate Jobs per
Rank vs. 2016 share change share project-'000S
= Us - 130 18% 43% 12% 105
N
e UK +2 72 10% 76% 5% 76
] e 1 61 % 25% 13% 244
B o 1 54 8% 18% 15% 309
- Germany +5 39 5% 105% 5% 138
n Switzeriand + 30 % 1% % 11
»‘- South Africa 1 29 1% 0% 1% 54
]
— Netherlands +8 22 3% 175% 2% 88
: UAE -4 19 3% -46% 1% 74
I I taly 1 17 % 5% o) 140

Source: IBM database, 2017; fDi Markets.

Table 4.1 Source: IBM database, 2017; FDI Markets

4.1.4 Source of capital and investment

For most African countries, the shortage of capital, low domestic
saving rate, and severe government deficits are the main factors
hindering economic development. FDI as earlier explained in the
growth theories is a potential source of capital and can help in
closing the gap between domestic savings and investment
requirements. In particular, as can be seen from the data provided in
the figure below (Graph 4.2), China's foreign investment is
dominated by state-owned enterprises, these companies possible pay
more attention to establishing long-term development relations with

local governments and enterprises rather than pursuing short-term



profits, which may be guided by Chinese central government political
and diplomatic considerations. This can be used to explain a feature
that Chinese capital tends to choose under-investment and relatively
unstable African countries, which contradicts the risk-averse
arguments proposed by conventional FDI theory. The influx of
Chinese capital has brought hope to some African countries that are
underemphasized by developed economies, and the Chinese
government provides massive low-interest or interest-free loans,

thus the financing cost would be lower.

Proportions of State-owned Enterprises and Non-state Enterprises
in China’s Outward FDI Stock, 2006-2017
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Graph 4.2 Source: 2017 Statistical Bulletin of China’s Outward Foreign Direct

Investment

4.2 Negative part

Although a variety of studies consider FDI contributes to economic
growth and social development, there are still other scholars think



more critically at foreign investments’ negative impact on the host

countries, which may be related to the commerce and social areas.

4.2.1 Fierce competition

With a large number of Chinese enterprises entering the energy,
mineral, textile and other industrial sectors in Africa, FDI crowds in
domestic investment and lead to a more intensive competition.
Backer and Sleuwaegen (2003) suggest that “import competition and
foreign direct investment discourage entry and stimulate exit of
domestic entrepreneurs”.

On the one hand, for the competition among enterprises in internal
and external markets, local producers are unable to compete with
Chinese companies, because Chinese manufacturers have the
comparative advantages at market price, production cost and
technology, as a result, some similar enterprises with weak
competitiveness go bankrupt and exit the market. On the other hand,
even though some data has shown that China has been the top job
creator in Africa for several consecutive years, the question remains
as some Chinese enterprises are more willing to hire imported labor
from China rather than using the local persons. Some have argued
that Chinese FDI into Africa is indeed accompanied by labour imports.
There are several practical reasons for causing this phenomenon, for
example, Chinese workers usually have gone through an intensive
training program, they are well organized and with higher skill-level,
which is more beneficial for the organization and management of
corporate. In addition, there are language barriers, not get into the
local very well and so on. In short, the preference to hire Chinese
workers is causing conflict with local labor and has increased
competition in the job market, so critics charge that Chinese
companies are disregarding the local workforce and they crowd out
the employment. South African trade unions claim that textile and

clothing (T&C) imports from China have closed more than 800



companies in their country and left 60,000 workers unemployed
(Alden, 2007).

4.2.2 Labor dispute

China’s growing activities in Africa have raised controversies in the
global society, especially in labor relation. Some Chinese enterprises
do not strictly respect on labor and local law in the course of their
operations, such as the long hour of work, poor working condition,
lack of protective gear, and use casual workers with no contract,
which is injurious to the interest of African workers. In addition, the
difference in language, culture, religion, and values also lead to a
misunderstanding between Chinese employers and local employees.
Many media have reported Chinese companies' labor dilemma in
Kenya, frequent strikes by workers and trade unions are one of the
biggest headaches for Chinese companies. At first, the workers were
keen to work overtime for the extra money, however, after several
months of long hours with few days off, fatigue began to set in and
workers became increasingly dissatisfied, resulting in mass strikes.
In an interview, one labor deputy said, “ this highlights a difference
between Chinese and local expectations and different work ethics.
Companies must strike a balance between “labor protection” and

“labor productivity”. People are not machines.”

4.2.3 Environmental degradation

A large volume of FDI is concentrated in natural resource sectors of
developing and less developed countries. Most of these countries
have a less strict or non-existent regulatory regime. Sometimes
countries deliberately attempt to exempt or loosen their regulatory
requirements to attract FDI. However, while these countries can
benefit from positive effects of investment, the negative effects of FDI

on host country’s ecosystems and environment might bring disaster



in the long run (Gray, 2002).

The environmental laws and standards in most African countries are
far below accepted international norms owing to inadequate
environmental legislation, slow policy implementation, and
insufficient financial and human capacity. Accordingly, some foreign
investors including Chinese firms pay little attention to
environmental protection, although the investment in Africa is
concentrated in mining, oil, timber sectors that generally carry high
environmental risks. Someone believes that Chinese operators have
no interest in sustainable development, instead, they are interested
in making profits. Moreover, since the Chinese government has
undertaken a number of measures to curb pollution, Chinese
enterprises may relocate their highest polluting facilities to Africa or
elsewhere. For instance, the China National Petroleum Corporation
(CNPC) is the largest oil producer in South Sudan, but the
development of oil fields required seismic surveying and led to
hundreds of kilometers of bulldozed tracks, destroying farmland and

increasing deforestation, which is obviously bad for the environment.



Chapter 5: Conclusion and recommendations

This paper firstly makes a theoretical analysis of the development
process and the current status of China's direct investment in Africa.
Secondly, according to the existing literature and the relevant FDI
theories, it primarily seeks to investigate the determinants of China's
FDI inflows and deducts the positive and negative influences on the
host countries.

This chapter summarizes the main contents of the report, draws the

final conclusion and proposes suggestions based on the findings.

5.1 Summary

There is certainly no doubt that China has obtained remarkable
economic benefit with its Opening Up and Going Global policies. In
recent years, under the macro guidance of strengthening overseas
investment and other policies support, more and more Chinese
enterprises are actively exploiting the international market.
Meanwhile, Africa, with its advantages such as cheap labor and
abundant natural resources, presents huge opportunities for
expanding profits and has become a leading destination for China's
outbound investment.

By looking at the data provided in the previous chapters, we can
conclude that China's investment in Africa has grown rapidly in the
last decade, but it still only takes a small share of China's total
outward FDI, lags far behind other continents. In regard to the
destination of FDI, the country distribution of Chinese investment is
relatively concentrated, the top 10 countries that received the
inflows of investment, accounted for more than 75% of the total FDI
flows. But contrary to the common stereotypes, China is not only

focusing on the places with abundant natural resources but also pays



attention to some countries with poor investment climate. For
example, in 2017, Angola ranked the first place of China's outward
FDI flows into Africa, as everyone knows, this country has been
plagued by civil wars for decades. Besides this, the proportion of the
secondary and the tertiary industry is gradually increasing, which
represents the investment sector is diversified.

Based on these features and correlative literature, we evaluate the
potential determinants of Chinese enterprises invest in Africa from
the perspective of resource, market and industry structure. African
countries have a natural resources endowment, huge labor force, and
market potential which showing the positive correlations with
attracting foreign investors. Moreover, due to the labor cost are going
up in China and anti-dumping cases or other policy limitation,
Chinese companies choose to invest in Africa is a way to break the
development bottleneck and overcome the survival pressure. The
FOCAC political and economic cooperation platform has provided
favorable conditions, as well as encourages Chinese entrepreneurs to
“go Africa” and provides numerous business opportunities.

The next step was an examination of the effect of China’s FDI inflows
in Africa. The influx of FDI meet the host countries' urgent need for
capital and financial support, for example, China provides low rate
loans provided by Export-Import bank of China (EIBC) and China
development bank. In addition, by improving the infrastructure,
transferring advanced technologies and skills, creating employment
opportunities, China’s occurrence as an FDI source country in Africa
have a positive impact on economic growth, break away from
poverty, improve people's lives, optimize the investment
environment, and climb up the global value chain. From the further
point of view, China, itself also as a developing country, has so much
been in common with the African countries, the host countries can
learn from China's experience over the 40 years in developing
economies and making better use of FDI.

But many questions and concerns have been raised to the



"crowding-out" effect of FDI. Because of the gap in technology level
and production scale, Chinese products are cheaper and with better
quality when comparing it with the products produced by similar
enterprises in the host country. Some local enterprises go bankrupt
and exit the market, so we could conclude that foreign investments
intensify market competition, discourage the entry of domestic
enterprises. The situation in the job market is not so good as well,
someone argues that China's investment is accompanied by labor
service export, worse still, many local workers are unable to compete
with the Chinese workers due to the lower level of skills. Moreover, a
lot of local workers accused that Chinese enterprises do not respect
the contract terms and time for works, which has clearly hurt their
legitimate interest. In the end, we mentioned that although various
countries have paid more attention to environmental protection in
recent years, the effect is still not good due to weak implementation
and government corruption. Although some foreign investment
projects contribute to the development of the local economy, they
could be potentially bad for the environment, such as tannery
industries and timber industry.

By investing in Africa, China can acquire abundant natural resources
to satisfy its development needs and it could help to solve the excess
production capacity. It is pursuing its own self-interests and seeking
for long-term development as any other countries do, and the
tangible benefits also exist for all stakeholders. In spite of some
shortcomings of China's FDI in Africa, the overwhelming majority of
the analysis points out a more beneficial outcome for African

countries.

5.2 Future recommendations

FDI is an essential tool to help African countries fill domestic
investment gaps and heighten local economies. In the same time, the

global FDI landscape is becoming increasingly dynamic and



competitive, to attract a larger share of FDI and solidify its position
on the global investment map requires considerable effort from

many stakeholders. (EY attractiveness Africa, 2018)

Recommendation to host countries:

® Policy and system
Most countries have weaknesses in taxation and business regulation,
land regulation, work and residence permits, industrial and trade
licensing, competition policy and foreign exchange control. (UNCTAD
report) A sizable proportion of the concerns about Chinese
enterprises investing in Africa come from the host countries’
inadequate institutional framework and poor enforcement capacity.
Therefore, it is imperative that these countries make a greater effort
to carry out good institutions and promote political stability, curb
corruption, strengthen the regulation and monitoring, in order to
build business-friendly environment and attract more foreign
investment.
® Degree of openness

FDI can be attracted to a country with a more liberalized economic
policy. Openness is generally identified as a significant determinant
of FDI flows. African countries should deepen their openness to
foreign investment. Some restrictions on trade and investment have
a negative impact on attracting FDI, such as taxes on international
trade, exchange controls, and trade barriers. Policymakers need to
complement appropriate macroeconomic and sectorial policies to
reducing the cost of trade and also increases the ease of cross border

trading activities.

Recommendation to FDI source country:

® Expend investment in agriculture

Agriculture remains the dominant sector in Africa, more than 60% of



the population living in rural areas. However, its agricultural
productivity still remains far from developed world standards, such
as the lack of artificial irrigation aid, high-yield seeds, fertilizers,
pesticides. So it is particularly significant to develop the agriculture
sector and increase grain output, which is also helpful for alleviating
starvation and poverty. China is a big agricultural country endowed
with rich agricultural resources, has a long history of farming,
especially, the policy of reform and opening up brings along a
quickened pace in agricultural reform and development. Currently,
China ranks first in the world in terms of the production of cereals,
cotton, fruit, and etc. It has gained much experience in agricultural
production and has advanced agricultural biotechnologies, so we
recommend that Chinese investors should make the best of China's
comparative advantages and consider investing in these areas.
® Undertake social responsibility

Chinese enterprises need to realize that investing in abroad is not
only about creating their own economic benefits but also fulfilling
social responsibility. Failure to do so will tarnish the image of
Chinese companies in the global marketplace and erode the trust of
the African government and the general public, actively undertake
social responsibilities will maintain long-term growth and
prosperity.

Chinese companies should enhance their self-discipline, such as
rationally develop and utilize resources, environment protection,
abide by local laws and restrictions, consciously resist vicious
competition and so on. Under the framework of the China-Africa
win-win partnership, working with local people and contribute to the

positive development of the African region.
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Appendices:

Annex Table 1 China's outward FDI flows by country and region, 2009-2017
(millions of USD)

Country/Region 2009 2010 2011 2012 2013 2014 2015 2016 2017
Total 56,528.99 68,811.31 74,654,04 B7,803.53 107,843.71 123,119.86 145,667.15 196,149.43 158,288.30
Africa 1,438.87  2,111.99 3,173.14 2,516.66 3,370.64 3,201.93 2,977.92 2,398.73  4,105.00
Algeria 228.76 186.00 114.34 245.88 191.30 665.71 210.57 -99.89 -140.53
Angola 831 101.11 72,72 392.08 22405  -448.57 57.74 164.49 637.55
Benin 0.09 1.76 0.75 5.06 8.44 7.44 14.76 9.97 1.33
Botswana 18.44 43.85 21.86 21.10 10.19 52.95 86.08 106.20 -22.20
Burkina Faso - - - -- 4.34 4.45 - 0.20 -
Burundi 0.69 - - 1.50 1.09 345 2.06 239 -0.58
Cameroon 0.82 14.88 1.87 17.65 57.20 29.74 24.67 114.23 87.99
Cape Verde - -0.46 - - 0.13 0.10 - 0.05 -
Central African - 25.81 2.48 -- 1.30 182.24 0.30 0.40 0.42
Chad 51.21 2.13 -12.48 B0.68 120.95 83.12 -17.12 -62.26 -23.05
Comoros - -0.01 - 0.50 - - - - -
Congo 28.07 34,38 6.81 98.80 109.94 238.60 150.08 49.13 284,17
Congo,DR. 227.16 236.19 75.18 344.17 121.27 157.56 213.71 -78.92 340.24
Cote d'lvoire 1.51 -5.02 0.87 3.61 -4.79 24.26 60.24 56.53 112.69
Djibouti 3.40 423 5.66 -- 2.00 9.53 20.33 62.24 104.64
Egypt 133.86 51.65 66.45 119.41 2322 162.87 80.81 119.83 92.76
Equatorial Guinea 20.88 22.08 12.47 138.84 22.41 33.13 -13.04 -24.91 71.11
Eritrea 0.23 294 3.30 1.96 0.90 1.29 991 68.42 -0.13
Ethiopia 74.29 58.53 7230 121.56 102.46 115.59 175.29 282.14 181.08
Gabon 11.88 23.44 1.93 30.69 32.10 25.56 48.79 3243 55.42
Gambia - - - - - 0.05 - 2.28 2.32
Ghana 49.35 55.98 40.07 208.49 122.51 72.90 283.22 490.61 44.20
Guinea 26.98 5.74 24.55 64.44 100.13 67.70 -25.72 36.67 6.23
Guinea-Bissau - - - - - 1.72 224 0.61 286.56
Kenya 28.12 101.22 68.17 T8.73 230.54 278.39 281.81 29.67 410.10
Lesotho 0.10 0.56 0.03 0.21 - 0.46 0.08 -- -
Liberia 1.12 29.89 21.09 12.00 30.34 40.11 98.18 11.14 39.82
Libyan Arab Jamahiriya -38.55 -10.50 47.88 -6.68 045 0.13 -41.06 -17.05 =176.40
Madagascar 42.56 33.58 23.10 843 15.51 36.76 33.84 -6.55 71.20
Malawi - 9.86 1.20 10.33 8.25 3.40 0.05 2.40 43.07
Mali 7.99 3.05 47.58 44,42 108.01 23.39 -34.01 12.95 14.34
Mauritania 6.53 577 19.69 30.87 15.27 -7.33 2.16 108,79 38.07
Mauritius 14,12 22.01 419.46 57.83 61.07 49.43 154.77 72.33 33.27
Morocco 16.42 1.75 9.11 1.05 7.74 11.44 26,03 10,16 59.86
Mozambigue 15.85 0.28 20.26 230.52 131.89 102.51 68.43 44.25 117.47
Namibia 11.62 5.51 5.04 25.12 7.05 8.02 17.85 21.68 20.09
Niger 39.87 196,25 51.63 -195.94 116,54 -44.61 23.69 -23.56 50.84
Nigeria 171.86 184,89 197.42 333.05 209.13 199.77 50.58 108.50 137.95
Republic of South Sudan - - 0.05 7.80 11.49 -6.82 13.08 2.03 12,21
Rwanda 8.62 12.72 9.69 5.02 -5.94 14.94 4.06 -9.19 9.88
Sao Tome and Principe - 0.02 - 0.07 - - - - -
Senegal 11.04 18.96 0.19 4.47 10.44 7.06 -7.94 19.85 65.41
Seychelles 0.36 12.28 4.34 53.40 17.69 7.56 49,58 50.41 27.05
Sierra Leone 0.590 - 10.75 7.69 40.03 4.92 8.07 -1.80 16.27
South Africa 41.59 411.17 -14.17 -814.91 -89.19 42.09 233.17 B843.22 317.36
Sudan 19.30 30.96 911.86 -1.69 140.91 174.07 3171 -689.94 254,87
Tanzania 21.58 2572 53.12 119.70 150.64 166.61 226.32 94,57 132.46
Togo 891 11.77 9.04 20.59 231,59 6.99 -1.73 2.38 11.43
Tunisia -1.30 -0.29 3.76 -0.65 7.06 0.71 5.64 -3.22 -0.82
Uganda 1.29 26.50 9.91 9.79 60.60 60.50 205.34 121.51 79.04
Zambia 111.80 75.05 291.78 291.55 292.86 424.85 96.55 218.41 305.80

Zimbabwe 11.24 33.80 440.03 287.47 517.53 101.18 46,75 42,95 -107.88



Annex Table 2 China's outward FDI Stock by country and region, 2009-2017

(millions of USD)
Country/Region 2009 2010 01 2012 2013 2014 2015 2016 2017

Total 245,755.38 317,210.59 424,780.67 531,940.58 660,478.40 882,642.42 1,097,864.59 1357,390.45 1809,036.52
Afriea 9,332.27 13,042.12 16,244.32 21,72971 26,185.77 32,350,06 34,694.40 3987747 43,296.50
Algeria* 751.26 937.26 1,05945 1,30533 1,497.21 245157 253155 255248 1,833.66
Angola 19554 35177 40059 1,24510 163474 121404 126829 1,63321 2,260.16
Benin 54.01 39.33 40.03 47.60 4991 69.17 8731 102.51 104.37
Botswana* 119.25 178.52 20038 220.15 23090 262,13 321.08 437.50 296.87
Burkina Faso - - - - 4.34 8.78 - 020 0.20
Burundi 4,64 6.51 7.20 8.70 9.79 13.24 1237 12.42 10.29
Cameroon 25,05 59.61 61.54 7950 14840 17784 20734 36674  424.36
Cape Verde 5.04 4.58 4.58 11.60 15.23 15.18 15.18 15.23 14.63
Central African® 16.71 46.54 51.02 51.02 60.38 57.08 46.22 35.61 16.12
Chad 7657 80.00 108.12 194.12 321.26 404,61 42272 319664 41225
Comoros 4,05 4.04 4.04 4.54 4.54 4,54 453 453 4.53
Congo 11517 135.88 142.40 504.90 695.43 988.76  1,088.67 78291 1,126.06
Congo,DR 39743 63092 70926 97049 1,091,796 2,168,67 3,23935 3,51498 3,884.11
Cote d'lvoire 37.65 3299 34,67 40,04 35.00 64,29 126,78 179.66 303.68
Djibouti 7.03 1247 18.13 17.99 30.55 40,08 60.46 12540  232.86
Egypt* 285.07 336.72 403.17  459.19 511.13 657.11 663.15 888.91 834 84
Equatorial Guinea 61.50 86.25 98.68 40464 26085 20820 23163 23659 39597
Eritrea* 9.60 12.54 1431 103.78 104,55 106.71 119.41 17845 216.55
Ethiopia* 28344 368.06 42679  606.55 771.84 914,62 1,130.13 2,000.65 1,975.56
Gabon 100.05 125.34 127.10 128.47 168.48 180.41 24442 256.83 385.35
Gambia 119 1.19 1.19 L19 1.19 1.24 1.24 3.84 536
Ghana* 18504 20200  270.15 50527  834.84 1,056.69 127449 195827 1,575.36
Guinea 12932 136.41 168.43 234,67 33858  419.07 38272 417.74 76.39
Guinea-Bissau 27.00 27.00 27.00 27.00 27.00 66.82 69.06 70.16 675.45
Kenya 120.36 221.58 308.83  402.73 63590  B853.71 1,099.04 1,102.70 1,543.45
Lesotho 832 8.88 891 9.13 9.13 11.07 11.15 6.63 6.53
Liberia 56.39 81.67 114.74 154.37 196.10  229.65 288.99 29730  319.63
Libyan 42,69 3219 67.78 65.19 108.82 108.94 105.77 21112 366.75
Madagascar* 19622 229.87 253.63 274.55 286.10  352.61 347.70 297.63 766.30
Mali 44.72 4171 160.06 21143 31667 34286 30733 320.01 394.86
Mauritania 3129 4588 747 106.15 108.28 100,95 105.83 193.36 235.85
Mauritius* 24284 283.29 605.94 700.80 84959  579.71 1,09658 1,176.20  960.87
Moroceo 48,78 55.85 89.48 9522 102,96 114,44 156.29 162,70 31821
Mozambique 74.96 75.24 98.07 33691 508.09 . 653.86 72452 78226 87291
Namibia 46,18 47.11 60.21 94.53 349.45 981.84 38044 45357 48047
Niger 184.20 37936 429.57 12533 241.87 198,08 565.44 52530  665.65
Nigeria 1,02596 1,21085 141561 194987 2,146.07 2,323.01 237676 2,541.68 286153
Republic of South Sudan - - 0.05 10.90 2647 19.26 3598 37.03 47.68
Rwanda 28.80 41.63 58.52 63.54 7333 110.72 123.57 89.36 99.25
Sao Tome and Principe - 031 0.31 0.38 0.38 0.38 038 0.38 0.38
Senegal 2607 45.03 45.20 10222 83.25 130.01 126.02 149.59 214.30
Seychelles* 7.00 19.36 23.80 77.19 103.47 114.40 160.11 246.65 23127
Sierra Leone* 5123 4]1.48 5223 571 108.36 147.74 196.30 188.82 18422
South Africa* 2,30686 4,15298 4,059.73 477507 440040 595402 4,72297 6,50084 7,472.77
Sudan 563.89 61336 1,525.64 1,236.60 1,507.04 1,747.12 1,80936 1,104.34 1,201.56
Tanzania 281.79 307.51 407.07 540.80 71646  885.18 1,13887 1,191.99 1,280.30
Togo* 33.02 58.11 67.15 9838 123.09 135.81 128.82 118.57 112.85
Tunisia* 227 253 6.29 5.69 13.86 14.56 20.84 16.30 15.08
Uganda* 58.56 113.68 126.21 141.10 38376 464.10 72215  1,00647 575.94
Zambia 843,97 943,73 1,199.84 1,998.11 2,16432 227199 233802 2,687.16 2,963.44
Zimbabwe 99.75 134,54 576.44 87467 1,52083 1,69558 1,79892 1,839.00 1,74834



