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Abstract
This work conducts an empirical investigation on the relationship between inflows of
foreign direct investment (FDI) and economic growth in the economies of the subSaharan African region. The analysis uses a fixed-effect model on a panel of 45
countries in the period 1990-2017. Our results do not allow us to conclude about the
existence of a statistically significant relationship between FDI flows and economic
growth of the countries in the region.
Keywords: Foreign direct investment, Economic growth, Sub Saharan Africa, Panel
data
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Chapter 1: Introduction
At the beginning of the millennium world leaders gathered at the United Nation with
the goal of fighting poverty. One of the eight millennium development goals (MDGs)
developed at this aim, was to halve the amount of people living on less than $1.25 a
day, during 1990–2015 (United Nations, 2015).
Extreme poverty declined more than 50 per cent in the period, dropping from 1.9
billion in 1990 to 836 million in 2015. Even if globally, the goal was achieved, figures
are not reassuring for the Sub Saharan African countries. New poverty estimates by
the World Bank suggest that the number of people living in extreme poverty is on the
rise in this region, comprising more than half of the extreme poor in 2015. Forecasts
indicate that by 2030, nearly 9 in 10 extremely poor people will live in Sub-Saharan
Africa (SSA). In Annex 1 are reported forecast details.
To finance the African developing agenda, the United Nations Millennium Declaration
(2000) indicated that an expansion in Foreign Direct Investment (FDI) would help in
the fight against poverty and contributes to economic development in SSA. FDI are
considered essential for the region because are a possible source of external capital
needed for investment.
To make the role of FDI more critical is the fact that countries in SSA are isolated
from international capital markets and official assistance is currently limited (Asiedu
2002).
From a theoretical standpoint, FDI are considered to be conductive to economic
growth through their potential contribution to technology, employment and through
improving managerial skills and host countries competitiveness.
However, the empirical results of studies on the relationship between direct investment
flows and economic growth are controversial. The literature is even more at odds on
this issue when the region hosting the investments is Africa.
This dissertation has as a final scope to address the following research question:
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What has been the impact of FDI inflows on economic growth in Sub Saharan Africa?
The remainder of the dissertation is organised as follows. Chapter 1 contains further
basic information on sub-Saharan Africa. Chapter 2 provides a literature review on the
expected effects of FDI and their impact on economic growth. Chapter 3 describes the
econometric model used to perform empirical analysis and concluding remarks.

1.1 The Sub Saharan African region
1.1.1 Geography and macroeconomic performances
The African continent is made up of 54 states. The different economic, social and
political history of the African continent has widened the profound differences
between two major regions: North Africa and Sub-Saharan Africa (SSA). The six
northern states - Algeria, Djibouti, Egypt, Libya, Morocco, Tunisia and Tunisia - are
included in the geopolitical region known as MENA "Middle East and North Africa"
because of the greater similarity of languages, religion and culture with the countries
of the Middle East rather than with those of their southern desert neighbours. We refer
to "Sub-Saharan Africa" (SSA) as the remaining 48 states located in the southern
Sahara desert.
The definition of SSA not only refers to physical geography, but also has a cultural
element. The states of this region are not united politically, but rather vulnerable to
political risks and civil wars. These risks are exacerbated by the combination of
traditional and innovative institutions, which have settled in these countries after
independence, in order to align the region with the needs of Western models and to
allow investments (Fessehaie and Rustomjee, 2018).
Due to their small size, domestic markets of the region are fragmented, causing
diseconomies of scale that slow down economic development.
The region accounts for more than 1 billion people (1.06 billion in 2017), or 14% of
the world's population. The impressive population growth is quite a recent
phenomenon: in 1960 the total population in SSA was about 22% of the current one.
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In the period from 2008 to 2017, the average annual population growth rate of the
SSA was about 2.8%, while in the rest of the world the rate is at 1.2%. Expectations
are that by 2050, Africa's population will exceed 2 billion people, with a share of 25%
of the world's total (World Bank, 2018). Figure 1 compares the world annual urban
population growth rate and the one of the Sub Saharan Africa.

Figure 1- Urban population annual growth rate in the world and in SSA,(Source: World Bank 2018)

Gross Domestic Product of the Sub Saharan African region reached 1.67 trillion USD
dollar in 2017 (World Bank data). The value, when weighted for the purchasing power
doubles, but is still alarming.
Given population growth trends, it is important to monitor GDP per capita as an
indicator of economic growth. The latest data made available by World Bank (2017)
report that on average the GDP per capita in current US dollars for the region of SubSaharan Africa amounts to $1,574. The smallest figures of GDP per capita was
reported in 2018 for Burundi accounting for 307 USD dollar and 733 USD dollar
weighted for purchase price parity. Annex 1 presents more detailed information about
income level and GDP per capita figures for the different African countries, both in
current dollars and accounting for purchasing power parity. Figure 3 compares the
GDP per capita trend in different African region showing that SSA lies behind all the
other curves.

6

Figure 2- Africa GDP per capita trend comparison

Relying on the World Bank mapping (June 2018) of the income level of different
counties1, African economies can be divided as following: North Africa consists of
two out of six countries belonging to the upper middle income level (namely Algeria
and Libya), and the rest to the lower middle one; Sub-Saharan Africa countries, with
the exception of Seychelles, do not belong to the high or upper middle income level.
Out of the remaining 47 countries, 20 belong to the middle category, and 27 to the low
income one.
When looking at economic prospect for the region, according to the Africa Economic
Outlook 2019, “estimates for economic growth in Africa reach 3.5 per cent in
2018…In the medium term, growth is expected to accelerate to 4% in 2019 and 4.1%
in 2020. And although lower than in China and India, Africa should be higher than in
other emerging and developing countries. But it is not enough to affect unemployment
and poverty.” Figure 4 shows the economic growth trend for developing countries.

1

Income groups are created relying on 2016 gross national income (GNI) per capita, calculated using

the World Bank Atlas method. The groups are: low income, $995 or less; lower middle income,
$996–3,895; upper middle income, $3,896–12,055; and high income, $12,056 or more.
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Figure 3 – Real GDP growth 2010-2020 (Source: African Economic Outlook 2019)

The statement is justified by the fact that Africa's working age population is expected
to grow from 705 million in 2018 to almost 1.0 billion by 2030. With the current
growth rate of the labour force, Africa needs to create around 12 million new jobs each
year to prevent unemployment from rising. (African Economic Outlook 2019)
Africa's growth trend is overshadowed by negative risks that can have an impact both
indoors and out. Indoors, the risks are linked to increasing debt difficulties in some
countries, security and migration concerns, and uncertainties related to elections and
political changes. Outside the country, risks include uncertainty about the upsurge in
global trade tensions, the normalisation of interest rates in advanced economies and
uncertainty about world commodity prices.
The explained macroeconomic scenario has made the African continent, and in
particular the sub-Saharan area, the first target for international organizations, such as
the International Monetary Fund (IMF), the World Bank, the Food and Agriculture
Organization of the United Nations (FAO), and the United Nations Development
Programme (UNDP). All these organizations, like many other ones at the national
level, contribute with different types of economic aid, ranging from debt cancellation,
to the granting of credits, to donations and forms of indirect investment. However,
these contributions, although considered crucial for the economic development of the
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continent, are losing importance compared to other forms of investment such as FDI
in terms of economic value.
1.1.2 Industrialization
Industry growth is a key factor for macroeconomic stabilisation and improved
employment performance. However, there has been a deindustrialisation of African
economies, which means that industrial growth has not been in line with economic
growth over the last two decades.
Relying on African Development Bank Group Data (2018) on average, African
industry generates only $700 of GDP per capita which is less than a third of the same
amount in Latin America ($2,500) and only a fifth of that in East Asia ($3,400).
The key factor hampering industrialisation, particularly manufacturing growth, is the
limited business dynamism mainly caused by corruption, an unfavourable regulatory
environment and inadequate infrastructure.
The lack of industrialization is reflected by the close dependency of the African
economy on activities that add little value such as agriculture and unprocessed
products. Indeed, African exports consist mainly of unprocessed natural resources and
low-tech manufactured goods.
In Table 1 and Table 2 are shown respectively the top five exported and imported HS6
digit level products2 and Table 3 the share of exports and imports by stage of
processing in Sub Saharan Africa in 2017.3

2

The World Customs Organization’s Harmonized System (HS) uses code numbers to define products.

A code with a low number of digits defines broad categories of products; additional digits indicate
sub-divisions into more detailed definitions. Six-digit codes are the most detailed definitions that are
used as standard. Countries can add more digits for their own coding to subdivide the definitions
further according to their own needs. Products defined at the most detailed level are “tariff lines”
3

Data gathered from https://wits.worldbank.org/countrysnapshot/en/SSF
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Table 1 - Top 5 exported product 2017 (Source: Adjustment from World Bank data)

Exported products
Petroleum oils and oils obtained from bituminou
Gold in semi-manufactured forms, non monetar
Diamonds non industrial, unworked or simly sawn
Bituminous coal, not agglomerated
Natuaral gas, liquefied

Values in $M
47
11
7
5
5

Table 2- Top 5 imported product 2017 (Source: Adjustment from World Bank data)

Imported products
Petroleum oils, etc (excl crude); preparation
Petroleum oils and oils obtained from bituminou
medicaments of mixed or unmixed products
Transmission apparatus, for radioteleph incorpo
Automobiles with reciprocating piston engine di

Values in $M
26
7
4
3
2

Table 3- Export and Imports of products by stage of processing in 2017 (Source: Adjustment from World
Bank data)

Exports and imports of products by stages of processing
Raw material exports
Raw material imports
Intermediate goods exports
Intermediate goods imports
Consume goods exports
Consumer goods imports
Capital goods exports
Capital goods imports

Values in $M
93
25
60
50
38
84
17
59

We can easily observe from the tables that African economies strongly rely on
commodities that together with intermediate goods accounts for about 70% of Africa’s
export.
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In Table 4 we tracked the progress of SSA across the industries: in 2010 and 2017,
over four sector categories, namely “agriculture”, “industry”, “manufacturing”, and
“services”. 4 data are gathered by World Development Index (World Bank, 2018)
Table1. 4 - Value added as % of GDP

The data show a general reduction in value added as a percentage of GDP for
agriculture and industry in the SSA from 2010 to 2017. The manufacturing sector is
stable at 10% of GDP, a value not yet sufficient to draw conclusions about the rate of
industrialisation of the region; the service sector, which was already the main
determinant in 2010, shows instead an increase, which is similar to the one of the rest
of the world.
Industrialisation plays a vital role for development as it can improve the balance of
payment through the creation of products for export and the creation of internal
competition for imports. Moreover, by increasing activities along the value chain from
raw materials to finished products, industrialisation contributes to the introduction of
new technologies, to the creation of skills and jobs and to widespread improvements
in the economy.

1.2 FDI in Africa
As shown in the previous section, the African continent, in particular the sub-Saharan
area, has not sufficiently exploited the opportunities to start a solid process of

4

agriculture corresponds to the ISIC groups 1-5, and includes forestry, hunting, fishing, crops

cultivation, and livestock production; industry includes ISIC groups 10-45, in particular mining,
manufacturing, construction, electricity, water, and gas. Manufactury is a subset of industry (ISIC 1537), as it includes only manufacturing activities, which are to be monitored alone as they are a good
proxy for the industrialization process. Eventually, services include ISIC groups 50-99, which include
wholesale, retail, transport, education, healthcare, and real estate services
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industrialization: It has been argued that FDI represents one of the most important
resources to allow the development of the manufacturing sector and secondary
industry (Chen et al., 2015) and consequently in driving the growth of the region.
1.2.1 FDI Volume and trend
Global FDI volume has taken off since mid 1980s, World annual FDI flows grew from
a little over US$ 50 billion in 1983 to a peak of US $1,400 billion in 2000 and
continuing growth till 2007. As we can appreciate from figure 5, In 2018 the total
value of FDI in 2017 was $ 1.4 trillion and the fraction devolved to Developing
economies accounted for 47 per cent of the total. Africa still accounts for about 6% of
this share, less than 3% of the global share of FDI inflows (UNCTAD, 2018).
Multinational enterprises (MNEs) from developed economies (such as the United
States, United Kingdom and France) hold the largest FDI stock in Africa. At the same
time, developing-economy investors from China and South Africa, followed by
Singapore, India and Hong Kong (China), are among the top 10 investors in Africa
(Figure 6).

Figure 4- FDI inflows, global and by group of economies, 2005–2017 (Billions of dollars and per
cent)Source: Unctad 2018
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Figure 6 - Top 10 investors by FDI stocks Source World Investment Report 2018

World Investment Report 2018 states that FDI flows to Africa slumped to $41.8 billion
in 2017, a 21% decline from 2016. Weak oil prices and harmful ongoing
macroeconomic effects from the commodity bust saw flows contract in major host
African economies.
According to World Bank Data (2018) figures for Sub Saharan Africa reached 24.6
billion in 2017 and Figure 8 shows the trends of FDI for the region.

Figure 7 - Foreign Direct Investment Inflows SSA (Source: World Bank)
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1.2.2. FDI by destination countries and sector
As a matter of fact, FDI trends result all but homogeneous over Africa regions,
countries and sectors: in 1990, the share of FDI inflows was distributed in West and
North Africa (respectively 54% and 41%), leaving less than 5% to the other regions;
in 2017, West and North Africa still lead in terms of FDI inflows shares (respectively
27% and 32%), but East, Central, and Southern Africa have registered a significant
increase, acquiring respectively 18%, 14%, and 9%; the slight decline in the SubSaharan area registered in 2016 is due to low and unstable commodity prices, which
have diminished the countries’ attractiveness (UNCTAD, 2017; UNCTAD, 2018).
Figure 8 reports the split of the investment among the different African region from
2010 onwards.

Figure 8 - FDI inflows in billion by region Source: World Investment Report 2018

Within the regions, heterogeneity in FDI flows is high as well, with oil-producing
countries accounting for most of the flows per regions, and a quick rise of a few nonoil-producers: in 2017, Egypt and Morocco account alone for 86% of North Africa
FDI inflows, mainly due to new investment reforms and gas discoveries, such as
Shell’s discovery of gas reserves in the western desert of Egypt. Nigeria and Ghana
account for 60% of West Africa; Democratic Republic of Congo and Gabon for 50%
of Central Africa; Ethiopia and United Republic of Tanzania for 63% of East Africa;
Mozambique, South Africa, and Zambia for 94% of Southern Africa (UNCTAD,
2018).
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In Table 1 and 2 of Annex 1 we provide information about the latest M&A and
announced greenfield FDI projects by industry and provide a comparison between
2016 and 2017 values.
The Africa’s emerging consumer market has led to a shift of investment from
extractive to consumer-facing sectors. Short-term considerations weighed on FDI in
conventional consumer-facing sectors, and demand has accelerated industrial growth.
Consequently, 2017 saw an increase in investment moving towards manufacturing and
power generation. These are considered as next-generation sectors given their
importance to stimulating Africa’s structural transformation.
EY Attractiveness report of 2018 show the industries that grew the most in 2017 on
the basis of number of projects. Real Estate, Hospitality and Construction (RHC) grew
by 130% making it the largest sector in 2017 and accounting for 15% of the total
number of projects. Power and Utilities sector reached an all-time high investment
record accounting for 59 project and reporting a 40% increase on the previous year,
FDI into chemicals was solid, with 44 projects during 2017, the highest level of
investment into the sector over the last decade. The automotive sector attracted 42%
higher investment in 2017 with 47 projects.

Chapter 2: Foreign Direct Investment
Several studies have analysed the impact of foreign direct investment (FDI) inflows
on the economic growth rates of different groups of countries over time, leading to
non-convergent results. The ambiguous or contradictory results are mainly attributable
to the complexity of the phenomenon and the complex interrelation of the economic,
social, political and environmental worlds. Moreover, the analysis of the impact can
be carried out at different levels such as company, industrial or national level and both
by the perspective of the investor or the host country. In the following chapter we will
focus on the impact on the host country at a national level.
The chapter will start with a review of the underlying theory of FDI and its definition,
a summary of the different motivations that drive investments, and then focus on the
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impact that these investments have on the society differentiating by the stage of
development of the host country and underlying the main mediating factors.
After this introduction, the chapter concludes with an in-depth analysis of the
relationship between FDI and economic growth, providing an overview of the studies
carried out on the subject and specifically on the impact of FDI on the African
economy.

2.1 FDI definition
According to IMF/OECD definitions (International Monetary Fund 1993, OECD,
1996) “Foreign Direct Investment (FDI), is an investment in a foreign company where
the foreign investor owns at least 10 percent of the ordinary shares, undertaken with
the objective of establishing a ‘lasting interest’ in the country, a long-term relationship
and significant influence on the management of the firm. FDI flows include equity
capital, reinvested earnings and other direct investment capital5.” In other words, they
comprise the financing of new investments, retained earnings of subsidiaries, interfirm loans and cross border mergers and acquisitions. FDI are different from portfolio
investments, which can be divested easily and do not have significant influence on the
management of the firm. Thus, to create, acquire or expand a foreign subsidiary,
Multinational Enterprises (MNE6) undertake FDI.
For this reason, the phenomenon of FDI is greatly connected to the growth and
diffusion of multinational enterprises which in turn has been argued to be a crucial

5

Reinvested earnings consist of the direct investor’s share (in proportion to direct equity

participation) of earnings not distributed to the investor; other reinvested capital are debt transactions
between the direct investor and the direct investment firm and between direct investment firms that
share the same direct investor.
6

We define MNEs firms that own a significant equity share (typically 50 percent or more) of another

company (henceforth subsidiary) operating in a foreign country.
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determinant for the global economic growth and development of the last fifty years
concerning both the financial, economic, and social spheres.
Main reason of investing abroad is to disperse the firm activities among several
countries. A first distinction that must be drawn concerns the way in which the
investment is commenced and we can distinguish two ways. ‘Greenfield investments’
occur when firms invest in new physical plant and productive asset. Alternatively,
firms can grow through ‘Brownfield investment’ which is merger and acquisition
(M&A) activity, buying existing assets in a foreign country, or merging with a foreign
firm. There are many important differences between these cases but they both share
the common structure that a firm’s production activities become more spatially
dispersed.
The rationale of investing abroad can lie on different motivations that are briefly
explained by the OLI framework developed by John Dunning (1977, 1981). According
to the framework, firms decide to invest abroad if: they gain market power by owning
the products or production processes (O); they can exploit a location advantage in
locating their plant in a foreign country rather than at home (L); they can exploit an
advantage by internalizing activities carried in a fully owned subsidiary rather than
carrying them out through arm’s length agreements in the market (I).
2.1.1 Types of Foreign Direct Investment
A more detailed distinction on investment motives is provided by Dunning (1993).
The author distinguishes among four main type of foreign direct investments: resource
seeking, market seeking, efficiency seeking and strategic assets seeking investments.
Resource seeking investment are driven by the willingness of a firm to get access to
resources that are not available in the country of origin, or that are available at a much
higher cost. The term resource doesn’t only refer to natural resources and raw materials
- though they are certainly a major component - but also to products, workforce, and
technology.
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Market seeking refers to the chance to gain access to the market of the host country,
or to one or more of the neighbouring ones. A company may be interested in this type
of investment due to a plurality of reasons: issues experienced in previous commercial
relationships with the target country, or changes in the political environment to more
protectionist measures. Moreover, the proximity to certain markets entails many
different advantages, in terms of adapting the product to the consumer needs more
effectively, and of being faster than competition in serving them.
Efficiency seeking concerns the optimisation of production processes across the value
chain and represents another motive for FDI. Having access to a portfolio of
geographically dispersed activities enables the source enterprise to make the most of
production factors and of the different economic and political systems and policies.
This motive partly justifies the great interest towards developing economies, which
represent an opportunity to accomplish labour intensive and low-tech activities at a
much lower cost.
Eventually, strategic asset seeking or competence creating investments are driven by
the awareness of enterprises of the dangers of assuming that their status quo will be
stationary in the future when assessing their growth potential and competitive
advantage (Anthony et al., 2011); companies thus do actively seek for new
competences and resources that can guarantee their sustainability. As a matter of fact,
investments in research and development abroad are often the cause of positive
spillovers and learning effects that can lead to new innovative competences for the
source enterprise.
It is important to point out that these categories of FDIs are not mutually exclusive: on
the contrary, it is often a combination of two or more of them that provides a solid
reason for a foreign company to accomplish this high-risk kind of investment abroad.
These motivations, can be linked to an alternative strand of theoretical literature of
FDI that distinguished other two forms of investments: horizontal FDI and vertical
FDI.
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In the horizontal model of FDI (HFDI), which originates from the work by Markusen
(1984), FDI is mainly driven by market-seeking motivations and desire to avoid trade
costs. The investment is aimed to use a local affiliate abroad to supply a new market
replicating some or all the activities accomplished in the source market with few
adaptations aimed at tailoring the product to the local market. The resulting
multinational firm will produce the same lines of goods in each targeted market, and
it’s common for domestic industries with local markets that are fragmented (Caves
and Caves, 1996).
The vertical model of FDI (VFDI) developed by Helpman (1984) suggests that FDI
can be explained by MNEs desire to take advantage of factor-cost differences. In this
case, the priority is to exploit differences in factor prices across countries by
disintegrating production activities in different locations leveraging local resources to
optimise the production process, and supply different markets from a chosen one.
Therefore, the resulting multinational enterprise will utilise some of their plants to
produce outputs that serve as input for others, these “linkages” can also follow the
opposite direction.
The different FDI structures have different advantages: HFDI, for example, results in
significant savings on commercial costs, due to distributed production, but also
involves significant replication costs for the creation of new plants and prevent the
company from exploiting economies of scale. On the other hand, VFDIs generate
economies of scale between fragmented activities and lead to savings on factor prices,
but fragmentation of production generates costs in terms of coordination of activities
and trade (Barba Navaretti et al., 2006).
Caves (2007) complements the taxonomy with the case in which the relationship
between the plants of the international company cannot be clearly traced back to a
horizontal or vertical one. The explanation for this type of MNE lies in the
diversification of business risk. The mere fact of expanding into a multinational
territory allows the company to diversify in terms of product space and geographical
space. On the one hand, individual foreign investments can be considered risky
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because they are linked to the support of government structures and the cost of
incomplete knowledge of the investor compared to native ones. On the other hand,
companies that make investments in different countries benefit from diversification
not only as a company but also offer benefits to their international shareholders.

2.2 External effects of FDI
After having understood the rationale and the main different ways to conduct foreign
direct investments we shift attention to the effects that the investments generate on the
host countries.
The external effects of MNEs have been widely studied in literature and the topic is
probably the one on which empirical works about MNEs have devoted more attention.
Nevertheless, determining the exact magnitude of effects is always complicated by the
difficulty of developing the scenario of what would have happened if the FDI project
would have not taken place. Moreover, is not possible to consider the external effects
in absolute terms, since these effects do not take place in a vacuum, but only if national
firms effectively interact with MNEs and if they are able to actively take part in the
learning process. We will then provide a literature review on different possible FDI
effects on the host country and underline the main mediating factors that make the
effects possible to manifest in developing countries.
2.2.1 FDI effects on the host countries
According to Barba Navaretti and Venables (2006), the effects of FDI on host
(receiving) and home (sending) countries can be organized in three major groups:
product market effects, factor market effects, and ‘spillover effects’. In the analysis
we focus on the effect on the host country only.
Product market effect refers to the likely variation in the quantities of product that the
company buys and sells within the host country and the country of origin when starting
an FDI project. We can find this kind of effect mainly in case of horizontal foreign
investment. HFDI indeed is aimed at converting imports into local production to better
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serve the host market. In this case, the impact on customers and local businesses varies
according to different variables. If the production of these products was previously
undertaken by local companies, the most plausible result is to crowd the local supply.
In this case, customers do not benefit and some local companies are forced to cut sales
(or leave the sector) because of the presence of the multinational company. If the
multinational enters by merger or acquisition of an existing supplier, the result is also
anti-competitive and detrimental to customers. On the other hand, the presence of the
multinational could increase competition in the market, and perhaps increase selection
or quality together, bringing benefit to the consumer. Moreover, if the multinational
has higher productivity than local companies, some of these profits are also transferred
in the form of price reductions.
Factor market effect can occur on both the capital and labour markets. While
multinational companies can raise a portion of their funds on the local capital markets,
there is usually an inflow of capital that increases the local supply of capital. The most
important impact, however, is on labour markets, where many problems arise. Barba
Navaretti and Venables (2003) highlight that

one possibility is that there are

unemployed (or underemployed) resources in the local economy and that multinational
investments will use some of these resources. This is an argument that is important in
many developing and transition economies, although less so in economies that tend to
have full employment. Another argument is that FDI is of a sufficient size to have
effects of general equilibrium in the host economy. Demand for labour is being raised
enough to raise wages and improve the economy's trading conditions with the rest of
the world, but this is not always the case and the effects on labour are far from
consistent results.
It is often argued that the main advantages of FDI are a series of "spillovers". The basic
premise for the existence of FDI spillovers is that foreign-invested enterprises are
technologically superior and that knowledge is transmitted through their interplay with
domestic companies, which, in turn, leads to productivity improvements. Crespo and
Fontoura (2007) summarise five main channels of technological diffusion linked to
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FDI flows and these include: exportation; backward and forward linkages with local
firms, labour turnover; competition; demonstration effects.
According to various studies (Rhee, 1990; Aitken et al., 1997; Kokko et al., 2001),
local companies can benefit from the export activities of multinational companies.
Local firms could be prevented from entering foreign markets because of the costs
associated with exporting, such as the cost of transport infrastructure, setting up the
distribution network and knowledge of consumer tastes in foreign markets. Through
imitation or, in special cases, collaboration activities with multinational companies,
which are likely to face these costs, local companies can exploit the opportunity to
enter foreign markets with lower costs.
Another channel concern the positioning of local firms in the supply chain of the
foreign company. We refer to forward linkages channel when local companies become
input or service providers to multinational companies and to backward linkages in the
other way around. In the case of backward linkages, the presence of MNEs may
benefit local suppliers though the increase in local demand for inputs. Moreover, by
being pressured to achieve certain quality standards, multinationals can also benefit
local suppliers in several ways: by supporting them in improving the quality of goods
or innovating, for example through job trainings; by supporting them in creating
manufacturing infrastructure and acquiring raw materials; and by providing them with
organizational and management support (Lall, 1980).The presence of multinational
companies could also increase competition between local companies that want to
become their suppliers, with a consequent increase in the quality and reliability of
inputs (Crespo and Fontoura 2007; Javorcik 2008). In addition, Matouschek (1999)
considers that the advantages for domestic suppliers of the MNE presence can be
broadened to other domestic companies producing end-user consumer goods. In the
case of forward linkage, the most obvious channel for spillovers is the supply, by
MNEs of higher quality and/or lower costs inputs to domestic producers of endconsumer consumer goods (Markusen and Venables, 1999). However, it may be the
case that the higher quality comes together with higher costs, and under this
circumstance, if the local firm is not able to exploit benefit of the quality increase, will
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only face the detrimental effect of cost increase (Javorcik, 2004b). There can be cases
of subcontracting of links, where foreign companies subcontract part of their
production to local companies operating in the same industry. In such cases, since
multinationals generally require higher quality inputs, this may have an impact on the
technology used by local suppliers as well as a spread of expertise to local companies.
Labour turnover is a mechanism that allows knowledge and skills to be transferred
from multinationals to local companies through horizontal or vertical transfers. Crespo
and Fontoura (2007) stated that skills absorbed by the workforce can be transferred by
multinationals to existing local companies or in start- up company created by local
workers. The impact of this knowledge transfer is likely to be realised in the medium
to long term, as knowledge has to be absorbed primarily by the local workforce. Effect
on the local workforce in the short term could be negative as multinationals take away
high quality labour from local companies by offering them higher wages and benefits.
The labour turnover effects do not occur simply because of the existence of
multinationals but it should not be forgotten that they depend on the ability of local
companies to attract workforce that have previously worked in multinationals. Other
important factors affecting the outcome will be of course related to the quantity and
quality of training received by workers in multinational enterprises, the length of time
spent in an enterprise and the rigidity of the labour market affecting free movement
between enterprises.
The competition effect refers to "pecuniary externalities" (Javorcik 2008). This refers
to phenomenon of losses of production or declining market share incurred in the
medium to short term by local companies caused by the entrance of multinationals in
the market. Local firm will then produce at higher average unit costs due to declining
economies of scale (Aitken and Harrison 1999; Crespo and Fontoura 2007). The need
to keep up with foreign competitors and the exit of the worst performing players may
improve in the long run the average results of the local producers, including
productivity, quality and reliability. This, in turn, will benefit the downstream sectors
(Javorcik 2008).
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Demonstration effect refers to local producers being exposed to multinational firms’
production processes, products and marketing strategies. This type of knowledge
diffusion represents “real externalities” from foreign entry (Javorcik 2008). We
include in this category knowledge spillovers from direct imitation or reverseengineering that. Demonstration effect reduce the uncertainty about the effectiveness
of using advanced technologies, processes, and techniques and this might encourage
local producers to incorporate these tools. (Crespo and Fontoura 2007).
All the above mentioned spillovers may or may not materialize depending on
characteristic of both the foreign investor and the host country. Technology
development, location and entry mode of the foreign investor play a role in
determining the intensity of the spillovers. Aspects of the host country’s policy
environment may also contribute to a domestic firm’s capacity to compete and
internalize FDI spillovers, including the degree of existing market competition; access
to finance; learning and innovation infrastructure; and trade, investment, and industrial
policies.
2.2.2 FDI mediating factors and consequence for poorest countries
As the conclusion in the previous chapter could suggest, the effects of the FDI may
not reach their highest potential in developing countries. In particular, spillovers are
not to be expected to occur in all countries with the same intensity.
The study by Blomstrom (1994) aims to examine the effects of spillovers by
discriminating on the basis of the level of development of the host countries. To this
end, it uses a sample of 101 countries with different economies. Empirical results show
that spillover effects are most appreciated in middle-income developing countries,
while for the poorest countries there is no statistically significant correspondence. The
findings are also confirmed by the study conducted by Barba - Navaretti and A.J
Venables (2003). According to the study, few local companies in poorer countries can
compete with foreign multinational companies and few of them have the technical
skills to absorb modern technologies.
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A frequently identified mediation factor in the literature is the threshold of human
capital that host countries must possess to allow FDI to have a stimulating effect on
growth. (Balasubramanyam 1998, Borensztein, De Gregorio and Lee 1998).
According to the study by Bornstein, De Gregorio and Lee this threshold varies
between 0.76 and one year of post-elementary education.
Other factors identified as possible facilitators of the aggregate impact of FDI were the
level of development of domestic financial markets (Alfaro, Chanda, Kalemli-Ozcan
and Sayek, 2001) or the opening of host markets identified as export-oriented
(Balasubramanayan, Salisu and Sapsford, 1996).
FDIs can therefore show their effects to varying degrees depending on the economy
of the host country. Likewise, even within the same country, investments in one
industry may lead to different results than investments in another. This is reflected in
the empirical results of Kokko's study (1994). In cases where investments are made
in industries where the similarity between local products and the products of
multinationals is reduced or inexistent, the effects of spillovers are likely not to
materialise. On the contrary, the latter tend more easily to manifest themselves in a
context of direct competition between local producers and multinationals. The
interaction between foreign and local companies is thus an imperative to exploit
benefits from competition. In a further study conducted by Kokko on the Mexican
manufacturing industry (1996) competition effects shown to be greater when the
multinational company enter in a market that was previously protected. In other cases,
a competition may not materialize since the foreign entrance can reflect of a previously
weak local market where local firms can be unable, due to a big process and
technological gap, to absorb any spinoff and would rather lose market shares.
Kathuria (1998, 2000 and 2001) suggest that at enterprise level, the effort of local
companies to invest in learning and R&D activities matters since it enables to decode
the knowledge spilled.

25

All the above-mentioned studies thus suggest that the indirect gains or spill-over
effects of FDI are not an automatic consequence of the presence of multinationals
alone.
The relative lag in African countries may affect the role that FDI plays in total factor
productivity. The study recently conducted by Malikane and Chitambara (2017)
explores the subject by analysing a panel of 45 African countries over the period 19802012. The work helps to assess the potential technological diffusion favoured by FDI,
which is particularly important for Africa, given its huge technological gap.
The authors used two measures of relative backwardness: the distance from the
technological frontier and the income gap. The findings of the study show a generally
positive but weak effect of FDI on productivity growth in African countries,
suggesting that FDI has a limited effect on productivity in African countries. These
results are supported by other studies that have questioned the widespread enthusiasm
associated with FDI mentioned above. The inability of many African countries to fully
adopt foreign technologies may be due to limited absorption capacity and insufficient
development of human capital. Moreover, as there is a huge technology gap, it is
unlikely to promote knowledge diffusion and recovery (Falvey et al. 2005) while
technology diffusion can be enhanced by institutional support (Manca, 2009).
Therefore, African governments must strengthen their institutions to improve the
absorption capacity and thus bridge the technological gap.
2.2.3 African scepticism on FDI effects
African continent, as evidenced by the study by T.J. Moss (2004) has developed
scepticism about foreign capital. The mistrust of foreign investment is explained in
part by historical reasons, which date back to Africa's early experiences with foreign
companies during the colonial period, and in part by specific concerns that the benefits
of FDI are not imminent but need some kind of government intervention to correct
market failures.
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The benefits discussed in the previous sections are often questioned on both
ideological and empirical grounds. The general critic is that foreign investors crowd
out local companies that cannot compete because of their size, financing needs,
marketing power or some other unfair advantage (Dunning, 1993; ActionAid, 2003).
Some of the critics claim that some foreign firms merely use the local workforce with
no contribution to the economy as a whole, whether through job creation, training of
workers or the use of local suppliers (Oxfam, 2003b). The basis of this criticism is the
probability that foreign companies can import materials (Chudnovsky and Lopez,
2000) and transfer profits (Oxfam, 2003a).
More broadly, the concern is that the interests of foreign companies may diverge from
social development objectives or limit the ability of governments to promote economic
development (Chudnovsky and Lopez, 2002).
This general mistrust lead to the creation of the direct and indirect barriers for
investors.

2.3 FDI and economic growth
Having understood the factors that could lead FDI to reverse their effect on the host
country, in this last section we focus the attention on the impact at a macroeconomic
level analysing the relationship between FDI and economic growth. We will first
present some theoretical perspectives and then empirical studies. At the end of the
section, we will analyse recent studies on the subject carried out specifically for the
Sub-Saharan African region.
Two main theoretical perspectives have been used to explain the macroeconomic
impact of FDI on the economies of host countries. These are the theories of
modernization and dependence.
Modernization theories are based on neoclassical and endogenous growth theories,
which suggest that FDI could promote economic growth in developing countries.
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The underlying assumption of these theories is that economic growth requires capital
investment. Moreover, FDIs become particularly important for developing countries
as they can convey technology transfer where the necessary infrastructure for
innovation and growth would not be present in terms of educated population,
liberalized markets, economic and social stability (Calvo and Sanchez-Robles, 2002).
In addition, as noted by Kumar and Pradhan (2002), FDIs usually flow as a set of
resources in addition to technology and capital, including the organisational and
managerial skills of multinational enterprises (MNEs). As a result, FDIs perform a
dual function, contributing to capital accumulation and increasing total factor
productivity (Nath, 2005).
Dependency theorists oppose the prospect of modernisation and argue that foreign
investment has a negative impact on both host country economic growth and income
distribution. Bornshier and Chase Dunn (1985) advanced the theory that FDI favour a
monopolistic structure leading to an underutilisation of the productive forces. The
theory is justified by the assumption that foreign control of an economy does not lead
to organic growth, but causes separate growth (Admin, 1974). In fact, in the
developing countries, the phenomenon of the multiplication of the demand, according
to which the demand in a country in a sector causes demand also in other countries, is
not true, but rather, the growth tends to be stale in a single country. The study by Pigato
(2000) explains that the phenomenon is particularly relevant in Africa, since the
majority of foreign investments in the region are investments in the sector of natural
resources which, by nature, presents important barriers to entry.
Given conflicting theoretical views, several empirical studies have analysed the impact
of foreign direct investment (FDI) inflows on the economic growth rates of different
groups of countries over time. However, the results of empirical studies are threatened
by methodological problems such as the difficulty of isolating the effect of FDI alone.
Moreover, if aggregated FDI flows are used, they cannot be classified according to
their growth potential. FDI in primary resources, as we have highlighted above, is
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likely to have a smaller impact on growth than equivalent investment in high-tech
production.
The methodological approaches used for the analyses of the impact of foreign direct
investments on economic growth can be divided into two main categories.
The first category includes approaches used to analyse panel data, the second category
tends to use transversal data and to prefer methods of analysis such as OLS and
apparently unrelated regressions.
The study of De Mello (1999) highlighted that FDI brings positive impact on economic
growth in case of the existence of complementarity between FDI and Domestic
Investment. In some cases, FDI flows tend to crowd out domestic investment and the
outcomes are not beneficial to the economy of the host country.
The study by Carkovic and Levine (2002) finds no evidence that FDI affects growth.
The results are derived from an analysis that used dynamic panel estimation, also
accounting for reverse causality problems, for a panel of both industrialized and
developing countries in the time period 1960-1995 and denies the existence of any
correlation. The analysis takes into account control factors such as: the level of human
capital and per capita income of the national economy, the degree of sophistication of
national financial markets and the degree of commercial openness.
A wave of different studies claims that the effect on economic growth cannot be caused
by FDI alone but it manifests when other factors are taken into account. Azman-Saini,
Baharumshah and Law (2010) identified these factors in economic freedom.
According to studies by Borensztein, De Gregorio and Lee (1998) the main
discriminating factor is the absorption capacity of host countries. Others argue that the
growth impact of capital flows especially FDI depend on host country conditions such
as initial GDP (Blomstrom et al., 1992), trade openness (Balasubramanyam et al.,
1996), macroeconomic stability (World Bank, 2001), infrastructure (World Bank,
2001) and financial development (Hermes and Lensink, 2003; Omran and Bolbol,
2003; Alfaro et al., 2004; Durham, 2004).
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2.3.1 Recent studies on FDI and economic growth in Africa
Although the literature has paid attention to developing countries, probably because of
the relatively small amount when compared with the one of other developing countries,
not many studies have been carried out on Africa. With this section we want to
summarise the findings of the recent studies carried on the relationship between FDI
inflows and economic growth in Africa, understand the methods used to perform the
analysis and highlight their limitations to better frame the model to use later in the
empirical study.
Scholars from Agbloyor, Abor, Adjasi and Yawson (2014) studied the relationship
between private capital flows and economic growth in Africa in the period 1990-2007.
The authors found a negative impact of different types of investments, both portfolio
and direct, and of private debt flows on economic growth in the region. To perform
the analysis, data were collected for 14 African countries7 and the authors framed the
model as following:

The independent variable Yit considered to assess the economic growth was real GDP
in constant 2000 USD for country i at time t.
Capflowsit consisted of FDI, EFPI, private non-guaranteed debt flows and total capital
flows for country i at time t. All the variables were normalized dividing them by GDP.
The authors used a FDI delay as a direct result of signs that FDI flows are
strengthening. Financeit represented indicators for financial market development for
country i at time t. The financial markets variables used were the stock market
capitalization ratio, stock market turnover, bank credit to GDP ratio, private credit to
GDP ratio and the M2 to GDP ratio. Eventually, Xit consisted of a vector of control

7

The countries used in the empirical analysis are Botswana, Cote D’Ivoire, Egypt, Kenya, Malawi,

Mauritius, Morocco, Namibia,South Africa, Swaziland, Tanzania, Tunisia, Uganda and Zambia.
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variables for country i in time t assumed to be exogenous to the process of economic
growth. The determinants included were retrieved from the growth literature and
included population, savings, financial openness and institutional quality.
The results were derived from the General Momentary Method (IV-GMM), to account
for arbitrary heteroskedasticity and endogeneity. It has been demonstrated that the
negative impact identified by the capital flow towards economic growth could be
mitigated by the presence of strong financial markets that would turn the negative
impact into positive flows. Therefore, the study has concluded that the flow of private
capital supports economic growth in the existence of strong national financial markets.
Akinlo ( 2004 ), in its analysis of the impact of direct investment on Nigeria's economic
growth in the period 1970-2001, showed a limited and not statistically significant
effect of delayed FDI and FDI on economic growth. The data seem to justify the
argument that extractive FDI, which has been the most appreciated in the region, may
be less effective in promoting economic growth than investment in the manufacturing
sector.

The

equation

used

by

Akinlo

is

given

above:

Citing the author to explain the variables: “lower case letters denote natural logarithms,
and D is the difference operator; y is the natural log of real GDP; l is the labour, kp
and kf are stock of private and foreign capital respectively; cg is real government
consumption, x is real export, h is human capital proxied by the share of university,
polytechnics and colleges of education students in the population, D is the adjustment
dummy, 1 for adjustment period 1986–2001 and 0 otherwise, Fn stands financial depth
measured as ratio of money supply broadly defined to GDP, Bg is budget balance over
GDP. T is the time trend to capture secular trend in output during the period of study.”
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The analysis was based on cointegration method using ECM.8
The results of a number of EC models have shown that foreign capital has a positive
impact on growth in Nigeria only after a substantial delay and is not significant. There
has been a positive and statistically significant effect on growth from exports.
Financial development as measured by the M2/GDP ratio has a significant negative
effect on growth, which may be due to the high capital outflow it generates.
Furthermore, the findings indicated a positive and statistically significant effect on the
export and growth of human capital, which suggested the need for action on labour
force strengthening and education policy to increase the stock of human capital in the
country.
The study by Adams (2009), focused on the relationship between domestic investment
(DI), foreign investment (FDI) and economic growth. The study was extended to the
Sub-Saharan Africa region for the period 1990-2003. The author used a panel data set
for 429 SSA countries for the period 1990–2003. The authors estimated a pooled timeseries cross-section regression of the form:

Where “Y is the Real GDP per capita growth rate for country i in year t; β0 is the
constant term, βi are the coefficients to be estimated. Xit is a vector of variables
8

The ECM (Error correction model) is a theoretical approach used to estimate short- and long-term

effects of one time series on an another. The expression error-correction relates to the idea that the
deviation of the last time period from a long-run equilibrium, the error, impacts its short-run pattern.
So the ECM directly estimate the velocity at which a dependent variable reverts to equilibrium after a
variation in other variables.
9

Angola, Benin, Botswana, Burkina Faso, Burundi, Cameroon, Cape Verde, Central African

Republic, Chad, Comoros Congo Rep. Cote d’Ivoire, Equatorial Guinea, Ethiopia, Gabon, Gambia,
Ghana, Guinea, Guinea Bissau, Kenya, Lesotho, Madagascar, Malawi, Mali, Mauritania, Mauritius,
Mozambique, Namibia, Sierra Leone, Nigeria, Rwanda, Sao Tome and Principe
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including; the stock of human capital (SEC), the degree of openness of the economy
(OPEN), gross domestic investment (GDI), and foreign direct investment (FDI). Z is
a set of additional variables that are included as determinants of growth in crosscountry growth studies, including government consumption, inflation rate,
geographical location, and political risk (a proxy measure for institutional
infrastructure). µi represents the country-specific effect which is assumed to be time
invariant, and εit is the classical disturbance error component.”
The authors analyses the data with both OLS estimates and fixed effect models. The
fixed effects model enables to control for unobserved country heterogeneity and the
associated omitted variable bias, which seriously afflicts cross-country regressions.
Moreover, lagged dependent variable was considered to capture short run
autoregressive behaviour of the dependent variable. The positive correlation between
DI and economic growth was confirmed by empirical results of both methods, OLS
and fixed effects, while FDI were positive and significant only in the OLS estimate.
Moreover, the study revealed that in the short term FDI have a negative effect on DIs
suggesting the presence of a crowding effect. However, the effect for the panel
countries studied was positive in the long term. Of the macroeconomic variables,
inflation was never significant in any of the model specifications, while the
government consumption variable was negative and significantly correlated with
economic growth in both the OLS and fixed effects estimations. The institutional
variable was positive and significantly correlated with economic growth in all model
specifications.
The study of the complementarity between national and foreign capital was also
presented in the J.W. study. Fedderke and A.T. Romm (2005). The authors focused on
South Africa and estimate both the growth impact of FDI, and the determinants of FDI
by means of a VECM structure. Scholars employed annual time series data for South
Africa from 1960 to 2002 and reported a positive technological spin-off from foreign
to domestic capital. The study in question also shown that in the short term foreign
investment limits domestic investment.
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Finally, the presence of a positive long-term relationship between investment and
economic growth was also highlighted in the Dike study (2018). The study in question
focused in particular on foreign agricultural investment and on the sub-Saharan
African region, analysing the data in panel format according to dynamic models and
error correction. The correlation suggested that the positive effect was an indication
that agriculture is a strength for the region and thus contributes to increasing the
production of food and raw materials for businesses.
Although it is a less investigated area of research than the one that studies the effects
of FDI on economic growth, it is interesting to mention the evidence of how FDI has
affected poverty, which is especially important for African countries that have
continued to record high rates of poverty. The reasons for this poor research on the
link between FDI and poverty according to some scholars lie in the implicit assumption
that the ratio of FDI to poverty can be deduced from the ratio of FDI to growth, and
therefore if FDI is good for growth, then it is good for poverty (Sumner 2005, p. 275).
The study by Babajide Fowowe - Mohammed I. Shuaibu (2014) uses data from 30
African countries in the period 1981- 2011. Using the GMMM system, the study
concluded that FDI contributed significantly to poverty reduction in African countries.
The results showed higher FDI coefficients in countries with a higher incidence of
poverty, thus confirming the conclusions of Gohou and Soumare (2012) that FDI has
a greater incidence on poverty reduction in the poorest and least developed African
countries. The results of the analysis were robust for the inclusion of explanatory
variables like institutional quality, human capital development, macroeconomic
stability, infrastructure and financial development. Findings have shown that increased
foreign direct investment in Africa has had a positive impact on poverty reduction.
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Chapter 3: Model specification, data and methodology
The aim of the study is to test the hypothesis of significant effects of FDI on economic
growth in the Sub-Saharan Africa region.
In the chapter, therefore, first is presented the modelling framework and the data used
and then he methodology employed.

3.1 Modelling framework and data
3.1.1 The model
The model is in the form:
(1) Yit = b0 + b1X1it-1 + b2 X2it-1+ …+ bk Xkit-1+ eit-1
i = 1,…,n;

t = 1,…,T

Where the dependent variable is a measure of the economic growth of the region and
X1…..Xk are the explanatory variable chosen consistently with literature and explained
below.
In the model i are the different 48 states of the Sub Saharan Africa region and t is the
time horizon used for the study than spans over 27 years between 1990 and 2017. The
choice of the time period was linked to the availability of the data.
The model was analysed through the hypothesis of a time discrepancy between
regressors and the dependent variable: in other words, the independent variables have
an effect on economic growth with a delay of one year.
3.1.2 Data description
The dependent and independent variables used in the analysis are explained below.
The dependent variable employed in the study to assess the economic growth of the
region is GDP growth and it is the most common measure employed in literature.
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The data were gathered by the World Bank Indicators that defines the GDP growth
indicator as “annual percentage growth rate of GDP at market prices based on constant
local currency. Aggregates are based on constant 2010 U.S. dollars. GDP is the sum
of gross value added by all resident producers in the economy plus any product taxes
and minus any subsidies not included in the value of the products. It is calculated
without making deductions for depreciation of fabricated assets or for depletion and
degradation of natural resources.10”
After choosing the dependent variable, we moved to regressors.
The first variable is the Foreign Direct investment. To assess the impact on the host
country economy only FDI inflows are taken into account and according to literature
we chose to report them as a percentage of GDP. The data are gathered from World
Development Indicator that calculates FDI net inflows as the sum of equity capital,
reinvestment of earnings, other long-term capital, and short-term capital as shown in
the balance of payments. 11
Variable 1: FDI inflow as percentage of GDP “fdi”
Capital accumulation is considered as an important factor of economic growth. This
assertion is observed both in theoretical and empirical literature. In fact since the
analysis of Solow (1957), physical capital accumulation contributes to increase the
level of production. To take this into account we included Gross fixed capital
formation as a regressor. The data for this variable are extracted from WDI12 and the
value includes land improvements (fences, ditches, drains, and so on); plant,
machinery, and equipment purchases; and the construction of roads, railways, and the
like, including schools, offices, hospitals, private residential dwellings, and

10

https://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG

11

https://data.worldbank.org/indicator/BX.KLT.DINV.WD.GD.ZS?view=chart

12

https://data.worldbank.org/indicator/NE.GDI.FTOT.ZS
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commercial and industrial buildings. Consistently with FDI, we report the variable as
percentage of GDP.
Variable 2: Gross fixed capital investment as percentage of GDP “grossfixcap”
Consistently with literature, we decided to include a variable to control for openness
of the target country: the indicator chosen to control for this aspect, offered by WDI
database, is “merchandise trade, % of GDP”13. The indicator corresponds to the sum
of merchandise exports and imports, divided by the value of GDP in current US
dollars. We name the variable “TrdOpn”
Variable 3. Openness of target country: “TrdOpn”
The model controls for labour force participation since it is considered to be an
enhancing factor to the economic growth (Duval, Eris & Furceri 2010). The indicator,
labour participation rate, extracted from the WDI database is “the proportion of the
population ages 15 and older that is economically active: all people who supply labour
for the production of goods and services during a specified period.” Controlling for
this variable is important for developing countries that faced the problem of low level
of labour force participation.
Variable 5. Labour participation rate “lab”
Another crucial component to determine the state of a country concerns human capital:
once again, we pick from the World Bank database (WDI) the “primary school
enrolment”14. The rate is called gross enrolment ratio and is the ratio of total enrolment,
regardless of age, to the population of the age group that officially corresponds to the
level of education shown. Primary education provides children with basic reading,
writing, and mathematics skills along with an elementary understanding of such
subjects as history, geography, natural science, social science, art, and music. The

13

https://data.worldbank.org/indicator/TG.VAL.TOTL.GD.ZS

14

https://data.worldbank.org/indicator/SE.PRM.ENRR
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variable is important to draw inferences on the educational attainment of the target
country: in other words, high values of the index suggest that the country offers a wide
range of opportunities to acquire literacy skills, which strongly affect the quality of
future labour force. Although we are aware that primary education is not the best index
to monitor human capital, the choice has been forced by the availability of data.
We include the variable as a regressor named “schoolenr”
Variable 5. Educational attainment: “schoolenr”
We then included a variable to control for population growth. The variable, picked
from WDI database15, is Population growth (annual %) described as following
“Annual population growth rate for year t is the exponential rate of growth of midyear
population from year t-1 to t, expressed as a percentage . Population is based on the de
facto definition of population, which counts all residents regardless of legal status or
citizenship.”
Variable 6. Population growth rate: “Popgr”
In addition, after some preliminary analyses we decided to include as a regressor also
a delayed variable of GDP to include the influence that the growth trend of the
variable has on its future growth. As the literature suggests, a dynamic panel model
enables the introduction of dynamic effects feedback from either current or past
shocks into the actual model. In the meantime, the lagged dependent variable also
contributes to the control of the effect of any potentially relevant but omitted
variables and to the control of serial correlation.
Variable 7. Lagged GDP: “GDP_l”
Equation (1) thus become Equation (2)

15

https://data.worldbank.org/indicator/SP.POP.GROW
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(2) GDPit = b0 + b1FDI1it-1+ b2GROSSFIXCAPit-1+ b3TRDOPNit-1+ b5SCHOLLENRit1+

b6POPGRit-1+ b8GDP_Lit-1 +eit-1

The error term eit accounts for the fixed effects, which are assumed to be white noise
and consist of unobserved country specific effects (vi) and the observation specific
error (eit).
The number of variables chosen to start the analysis is consistent with the literature
summary. In the next section we analyse the methodology to build the econometric
model and eventually we present the main results of the analysis drawing comparisons
with literature.

3.2 Methodology
As mentioned above, the model used is a panel data model, which implies that our data
has both a temporal and a cross-sectional dimension. To model the data panel, an
estimate of the fixed effects was used to correct the omitted variable distortions that
may result from pure cross section regressions. The fixed effects model accounts for
non-observable country-specific effects that are expected to be fixed parameters to be
estimated. However, because of the type of our model and the variables that are
included, there is a possibility that the panel suffer from reverse causality between
economic growth and explanatory variables. In other words, FDI in Africa, could have
caused economic growth but could also have been caused by a greater dynamism of
the country itself (with a causality, that would reverse from GDP growth to FDI). What
the model therefore proposes to test is the identification of the factors that are
associated with economic growth, but not what are the factors that cause economic
growth.
The data where analysed through different iterations, explained in the following
section.
As reported in the literature, the availability of data is one of the main constraints for
African studies. After a first attempt at data collection, the data was reorganized by
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eliminating those observations for which the lack of data was considered to be limiting
in terms of errors introduced into the model.
From the original sample of 48 states, states for which there were no values for the
dependent variable for all or most of the years considered for the study were
eliminated.
The result of the process was the elimination of observations for Swatziland, Somalia
and southern Sudan by reducing the observation sample to 45 states in Table 5.
However, despite the reorganization, the resulting data sample was not perfectly
balanced but the choice fell into the trade-off between quantity and quality of the inputs
that must be taken into account in the analysis of the results. Table 6 summarises the
variables of the model.
Table 5 - List of Countries

Table 6 - Variable summary

Variables and symbols
Gdp growth rate (%)

GDP growth

FDI inflow % GDP

FDI

Labour participation rate (%)

Lab

Gross fixed capital formation % GDP

Gross Fix Cap

Sum of merchandise exports and imports % GDP

TrdOpn

Primary school enrollment rate

Schoolenr

GDP growth lagged

GDP_l

Population growth rate

Popgr

3.3 Empirical results
The observations were collected for 45 states in 27 time period accounting ideally for
a total of 1215 observations. However, the database, due to the unavailability of some
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data, is not fully balanced. The minimum number of data is relative to the educational
attainment variable, that acts as an observation constraint.
The descriptive summary in Table 7 depicts for every variable the variance both within
and between. Variance within shows how much the variable varies for the same
country over time while variance between is a measure of the variance of the variable
across countries.
The correlation matrix in Table 8 shows that some significant correlation exist in the
data set. FDI, in particular shows significant correlation with all the variables of the
model and the highest values are reported for gross fixed capital formation and trade
openness.
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Table 7 – Descriptive summary statistics
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Table 8- Correlation matrix

3.3.1 Fixed effect model at country level
First, a model with fixed effects at a country level was implemented, in order to
mitigate the endogeneity resulting from the heterogeneity between countries.
The result of the fixed effects model adopted lies on the analysis of 823 observations
spread across 42 groups, so 42 countries were taken into account in the analysis.
The fixed effect analysis suggests that the population growth has, a positive and
significant effect on the independent variable and this variable seems to capture the
major part of the other effects.
Nevertheless, the analysis also shows a low but positive and significant effect also of
lagged GDP variable, FDI and gross fixed capital formation on the dependent variable.
The negative coefficient that we can observe in some of the regressors as for example
the labour one, is counterintuitive but is not significant and we cannot infer nothing on
the impact of the other regressors as well.
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Table 9 - Results of the fixed effect model

The choice to adopt the fixed effect model was dictated by the data set itself. We are
aware about the existence of a correlation between the error term and the dependent
variable without isolating the fixed effect.
Hence, the model with fixed effects is necessary to determine the size of the error term.
We are also aware that Nickell bias can occur in case of dynamic panel data model
and in this case it could be generated by the lagged GDP variable. It can extend to
other variables of interest and depends inversely on the size of the observed period and
directly from the magnitude of the coefficient of the lagged dependent
variable(GDP_L in our case). Having a long period available and a small coefficient
for the lagged dependent variable, we can reasonably assume that the bias is quite
small and thus negligible and hence we are confident about the goodness of the
estimate.
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3.3.2 Fixed effect model for time and country
The presented fixed effects model was then complemented with the addition of some
control variables.
The first step was to add fixed effects not only by country but also by time. Control
for time effects is relevant whenever unexpected variation or special events in a given
year (i.e worldwide macroeconomic variables) may affect the outcome variable.
The result of the analysis can be appreciated in Table 10. The increase of R square is
mainly due to the increase of the explanatory variable in the model. Nevertheless, to
see if time fixed effects were needed when running the FE model we tested for time
fixed effect (Table 11). The test was performed to see if the dummies for all years were
equal to 0 (null hypothesis Ho). The results of the test led us to reject the null
hypothesis and to state that time fixed effects are needed in this case.
The result of the analysis lead to weaker statistically significance of FDI on economic
growth, while gross fixed capital formation and population growth are statistically
significant and population growth that register the highest coefficient.
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Table 10- Time and country fixed effects
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Table 11 - Test for time fixed effects

3.3.3 Fixed effect model for time and country accounting for heteroskedasticity
The model was then adjusted in order to account for heteroskedasticity (or
heteroscedasticity) which happens when the standard errors of a variable, monitored
over a specific amount of time, are non-constant. With heteroskedasticity, the tell-tale
sign upon visual inspection of the residual errors is that they will tend to fan out over
time.
In order to test if our data sample is affected by heteroskedasticiy we performed the
Wald test which operates calculating a modified Wald statistic for group wise
heteroskedasticity in the residuals of a fixed effect regression model, following Greene
(2000, p. 598). The test statistic, degrees of freedom and p-value are depicted in Table
12.
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Table 12- Modified Wald test for heteroskedasticity

The null hypothesis is homoskedasticity (or constant variance). Given the result of the
test, we rejected the null and conclude heteroskedasticity.
Therefore, in order to account for the given heteroskedasticity we run again the model
with corrected standard errors and the results are illustrated in Table 13. Under this
revised model, the correlation between FDI and the annual GDP growth loose
significance while Gross Fixed Capital formation and population growth continue to
have a significant impact on GDP growth.
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Table 13- Result for time and country fixed effect accounting for heteroskedasticity
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3.3.4 Robustness tests
In order to test the robustness of our results, we have removed from our database the
South Africa, since it acts as an attractor of the FDI in comparison to the other
countries in the panel and its inclusion could affect the results. Table 14 analyse the
panel of data without the South Africa.
As we can appreciate from the results of the analysis, the previously stated empirical
results remain stable even when removing South Africa from the panel of data.
Table 14 - Robustness test removing South Africa
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3.4 Concluding remarks and managerial implications
As things stand, over the last two decades the African continent has managed to attract
a growing amount of foreign capital through FDI. The portfolio of both investors and
investments has expanded and diversified. However, on an empirical level, not much
progresses has been made on how foreign subsidiaries can best be integrated to
maximise spillover effects and increase host countries' productivity. Moreover, there
is no unanimous evidence that such investments have contributed to accelerating
economic growth in the beneficiary countries.
The research paper has tried to deepen the two themes mentioned above.
An in-depth literature review was carried out to identify the main mediating factors
that allow FDI to have positive repercussions on the economies of host countries,
paying particular attention to cases in which the host country is a developing country.
The widespread enthusiasm associated with FDI is questioned in literature when
analysing African countries.
The empirical study was conducted to complement the existing literature to frame the
impact of direct investment on the economies of sub-Saharan Africa. The topic was
addressed through the observation of GDP growth in 45 African countries in the period
1990- 2017 through a dynamic panel data analysed with fixed effect model. Control
variable in the model were FDI net inflow, gross fixed capital formation, human
capital, population growth, labour rate and trade openness. The fixed effects model
allows to control for unobserved country heterogeneity and the associated omitted
variable bias, which seriously afflicts cross-country regressions. Moreover, lagged
dependent variable was considered to capture short run autoregressive behaviour of
the dependent variable and the model was controlled for heteroskedasticity.
From the results of this study, it cannot be concluded that FDI inflows to African
countries have statistically significant correlation with economic growth in the last 27
years. Population growth was found to be strongly correlated with the dependent
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variable, i.e. the GDP growth, and also gross fixed capital formation presented a low
but significative correlation all the model specifications.
The results of the study are thus in line with the argument that the impact of FDI on
economic growth cannot be generalised but depends on the sector of the investment.
Akinlo (2004) showed a limited and not statistically significant effect of extractive
FDI on economic growth of Nigeria, while Dike (2018) found a positive correlation
between agricultural investments and the economic growth of the Sub Saharan African
region.
Human capital in our study has not been found to be a con-incentive for economic
growth, however to maximise the benefits of technological spillovers we believe that
it is imperative to improve the training of the workforce as it could also be a
determinant, in the long term, of the diversification of FDI flows.
We cannot ignore the limitations of the study in order to better interpret the results and
to suggest further empirical works. The limitations are linked to the unavailability of
complete annual time series for some indicators and to the lack of some statistics that
are certainly relevant to consider other contingencies, such as the state of development
of the financial markets, the infrastructure development or the internal governance of
the host country.
The empirical results, complemented by the evidence from the study of literature,
suggest that the African continent needs FDI and therefore it would be appropriate to
develop a targeted strategy, through the collaboration of governments and
multinationals, to increase the attractiveness for investors and to maximize the
absorption capacity of local businesses.
The widespread belief that Africa's GDP will be among those that will experience
greater growth in the next 20 years makes the country an interesting target for foreign
investors willing to seize this business potential. Through the survey "Rethinking
African Business Opportunity"(2018) the consulting firm Mckinsey & Company has
highlighted that the main factors that discourage investors from investing in Africa are
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the inadequacy of infrastructure and logistics and the general governance weakness.
Evidence suggests that policy makers should develop policies to improve these
determinants and government actions seem to be following these lines with the recent
entry into force of the African Continental Free Trade Area (AfCFTA). The expected
benefits are first and foremost the gradual expansion of intra-African trade and,
through it, the impetus to the processes of economic development and diversification
- as well as the fight against poverty - for the states of the region. The new area should
also reduce the vulnerability of African economies to commodity price trends and
create larger and more attractive markets for investment from other parts of the world.

53

References
ActionAid (2003). “Unlimited Companies: The Developmental Impacts of an
Investment Agreement at the WTO,” June.
Adams S (2009) “Foreign Direct investment, domestic investment, and economic
growth in Sub-Saharan Africa” Journal of Policy Modeling 31 939–949
African Development Bank Group, Africa Economic Outlook 2019
Aglobloyor E.K, Abor J.Y, Yawson A (2014) “Private capital flows and economic
growth in Africa: The role of domestic financial markets” Journal of International
Financial Markets, Institutions & Money 137–152
Aitken, Brian, J., and Ann E. Harrison. 1999. "Do Domestic Firms Benefit from Direct
Foreign Investment? Evidence from Venezuela." American Economic Review, 89 (3):
605-618.
Alfaro, L., Chanda, A., Kalemli-Ozcan, S., & Sayek, S. (2004). FDI and economic
growth: the role of local financial markets. Journal of international economics, 64(1),
89-112.
Akinlo

A.

(2004)

“Foreign

direct

investment

and

growth

in

Nigeria

An empirical investigation” Journal of Policy Modeling 26 627–639
Amin, S. (1974) Accumulation on a World Scale: A Critique of the Theory of
Underdevelopment, 2 vols. (New York: Monthly Review Press).
Anthony, R. N., Hawkins, D. F., Macrì, D. M., & Merchant, K. A. (2011). Sistemi di
controllo. Analisi economiche per le decisioni aziendali. 373-374.
Asiedu, E. (2002). “On the determinants of foreign direct investment to developing
countries: is Africa different?” World development, 30(1), 107-119.

54

Asiedu, E. (2006). “Foreign direct investment in Africa: The role of natural resources,
market size, government policy, institutions and political instability.” World economy,
29(1), 63-77.
Balasubramanyam, V.N., Salisu, M., & Sapsford, D. (1996). Foreign direct investment
and growth in EP and IS countries. The Economic Journal, 106(434), 92-105.
Barba Navaretti, G., Venables, A. J., & Barry, F. (2006). “Multinational firms in the
world economy.” Princeton University Press, 126-150.
Babatunde Thompson, Abimbola. (2010). Trade Openness, Infrastructure, FDI and
Growth in Sub-Saharan African Countries. International Academy of African
Business Development Conference Proceedings.
Balasubramanyam, V. N., M. Salisu and David Sapsford (1996) ‘Foreign Direct
Investment and Growth in EP and IS Countries’, The Economic Journal, vol. 106
Blomstrom et al., (1994). What explains developing country growth? In W. J. Baumol
(Ed.), Convergence of Productivity: Cross-National Studies and Historical
Evidence (9th ed.). New York: Oxford University Press, Incorporated.
Borensztein, E., De Gregorio, J., & Lee, J. W. (1998). “How does foreign direct
investment affect economic growth?” 1. Journal of international Economics, 45(1),
115- 135.
Bornschier, G., Chase-Dunn D.W. (2002) “Government policies towards foreign
direct investment”, In Wignaraja, G. (Eds)
Calvo, M.B and Sanchez- Robles, B (2002) Foreign Direct Investment, Economic
freedom and economic growth: new evidences from Latin America. Universidad de
Cartabria, Working Paper no 4/03.

55

Carr, D. L., Markusen, J. R., & Maskus, K. E. (2001). “Estimating the knowledgecapital model of the multinational enterprise.” American Economic Review, 91(3),
693-708.
Caves, R. E., & Caves, R. E. (1996). Multinational enterprise and economic analysis.
Cambridge University press.
Chudnovsky, Daniel and Andres Lopez (2002). “Globalization and Developing
Countries: Foreign Direct Investment, Growth and Sustainable Human Development,”
UNCTAD Occasional Paper.
Crespo, Nuno and Fontoura, Maria Paula, (2007), “Determinant Factors of FDI
Spillovers - What Do We Really Know?”, World Development, 35, issue 3, p. 410425.
De Mello, Luiz R., Jr. (1999) ‘Foreign Direct Investment-led Growth: Evidence from
Time Series and Panel Data’, Oxford Economic Papers, vol. 51, pp. 133–54.
Dike C (2018) “Effects of Foreign Direct Investment in Sub-Saharan Africa Economic
Growth: Evidence from Panel Data Analysis” International Journal of Economics and
Financial Issues 8(2), 255-261.
Dunning, J. H. (1980). “Toward an eclectic theory of international production: Some
empirical tests.” Journal of International business Studies, 11(1), 9-31.
Dunning, J. H. (1993). “Internationalizing Porter's diamond” MIR: Management
International Review, 7-15. R
EY Attractiveness Program (2008) “Turning tides”
Falvey, R., Foster, N., Greenaway, D., 2005. Relative backwardness or absorptive
capacity: how does knowledge spill over across borders? GEP Research Paper 05/07.
The Leverhulme Centre for Globalization and Economic Policy

56

Farole, T., & Winkler, D. (Eds.). (2014a). Making foreign direct investment work for
Sub-Saharan Africa: local spillovers and competitiveness in global value chains. The
World Bank, 1-22
Farole, T., & Winkler, D. (Eds.). (2014b). Making foreign direct investment work for
Sub-Saharan Africa: local spillovers and competitiveness in global value chains. The
World Bank, 23-55
Farole, T., & Winkler, D. (Eds.). (2014c). Making foreign direct investment work for
Sub-Saharan Africa: local spillovers and competitiveness in global value chains. The
World Bank, 57-97
Fedderke J.W, Romm A.T (2006) “Growth impact and determinants of foreign direct
investment into South Africa, 1956–2003” Economic Modelling 23 (2006) 738–760
Fowowe B, Shuaibu M.I (2014) Is foreign direct investment good for the poor? New
evidence from African countries, Econ Change Restruct (2014) 47: 321.
Gohou G, Soumare I (2012) Does foreign direct investment reduce poverty in Africa
and are there regional differences. World Dev 40(1):75–95
Greene (2000) W. Econometric Analysis. New York: Prentice-Hall.
Helpman, Elhanan(1984),“A Simple Theory of International Trade with Multinational
Corporations,” Journal of Political Economy 92(3): 451-471.
Javorcik, Beata and Spatareanu, Mariana, (2008), “To share or not to share: Does local
participation matter for spillovers from foreign direct investment?”, Journal of
Development Economics, 85, issue 1-2, p. 194-217.
Kathuria, Vinish. (1998). Technology Transfer and Spillovers for Indian
Manufacturing Firms. Development Policy Review – Vol. 16. pp 73-91.

57

Kokko, A. (1994), ”Technology, Market Characteristics, and Spillovers”, Journal of
Development Economics, Vol. 43, 279-293.
Kokko, A. (1996), ”Productivity Spillovers from Competition between Local Firms
and Foreign Affiliates”, Journal of International Development, Vol. 8, pp. 517-530.
Kokko, A., R. Tansini and M. Zejan (1996), ”Local Technological Capability and
Spillovers from FDI in the Uruguayan Manufacturing Sector”, Journal of
Development Studies,Vol. 34, 602-611.
Kumar N., Pradhan J.P. (2005) “Foreign Direct Investment, Externalities and
Economic Growth in Developing Countries: Some Empirical Explorations” In:
Graham E.M.
Malikanea C., Chitambara P. (2017) “Foreign direct investment, productivity and
thetechnology gap in African economies” Journal of African Trade 4 (2018) 61–74
Manca, F., 2009. “Technology catching-up and the role of institutions” Working
Papers 2009/12. Research Institute of Applied Economics, p. 2009.
Markusen, J.R (1995). “The boundaries of multinational enterprises and theory of
international trade.” Journal of economic perspective, 9 (2), 169-189.
Markusen, J. R., & Venables, A. J. (1998). “Multinational firms and the new trade
theory.” Journal of International Economics, 46(2), 183-203.
Matouschek, N. (1999), “Foreign Direct Investment and Spillovers Through Backward
Linkages”, CEPR Discussion Paper No. 2283.
McKinsey and Company, 2018 “Rethinking African Business Opportunity”
Moss, T. J, Ramachandran and M.K. Shah (2004) “Is Africa’s Skepticism of Foreign
Capital Justified? Evidence from East African Firm Survey Data”, Center for Global
Development, Working Paper Number 41, June

58

Nath, K.E. (2005) “Foreign investment strategies and sub- national institutions in
emerging markets: Evidence from Vietnam”, Journal of Management Studies, Vol.
42, pp. 63- 93
Oxfam (2003a). “The Emperor’s New Clothes,” Oxfam Briefing Paper 46, April.
Oxfam (2003b). “Running into the Sand,” Oxfam briefing paper 53, August.
Pigato, Miria A. (2000). “Foreign direct investment in Africa : old tales and new
evidence” Africa region working paper series; no. 8. Washington, D.C. The World
Bank.
Rhee, Y. (1990), “The Catalyst Model of Development: Lessons from Bangladesh’s
Success With Garment Exports”, World Development, 18(2), pp. 333-346.
Sumner A (2005) Is foreign direct investment good for the poor? A review and
Stocktake. Dev Pract 15(3&4):269–285
The World Bank. (2018). “World Development Report 2018: learning to realize
education’s promise” World Bank.

59

Annexes
1. Extreme poverty forecasts (Source: World Bank Poverty and Equity Data
Portal)
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2. GDP per capita income Adapted from World Economic Outlook Database
(October 2018)
2017
Country
Algeria
Angola
Aruba
Benin
Botswana
Burkina Faso
Burundi
Cabo Verde
Cameroon
Central African Republic
Chad
Comoros
Democratic Republic of the Congo
Republic of Congo
CÙte d'Ivoire
Djibouti
Egypt
Equatorial Guinea
Eritrea
Eswatini
Ethiopia
Gabon
The Gambia
Ghana
Guinea
Guinea-Bissau
Kenya
Lesotho
Liberia
Libya
Madagascar
Malawi
Mali
Mauritania
Mauritius
Morocco
Mozambique
Namibia
Niger
Nigeria
Rwanda
Sao Tome and Principe
Senegal
Seychelles
Sierra Leone
South Africa
South Sudan
Sudan
Tanzania
Togo
Tunisia
Uganda
Zambia
Zimbabwe

U.S. dollars
4,034
4,466
24,371
831
7,584
655
312
3,301
1,441
389
810
788
478
2,005
1,621
1,989
2,495
14,818
980
3,851
873
7,373
705
1,663
790
794
1,695
1,361
694
4,740
449
326
813
1,271
10,504
3,137
426
5,589
438
1,995
772
1,847
1,331
15,859
488
6,180
243
1,123
1,034
611
3,465
707
1,491
1,185

2018
4,450
3,924
24,881
923
8,168
734
307
3,622
1,545
454
890
877
478
2,572
1,791
2,085
2,572
15,294
1,112
4,093
891
8,385
740
1,787
865
852
1,865
1,466
663
6,639
475
349
892
1,310
11,015
3,355
481
5,923
489
2,050
800
2,069
1,485
16,377
496
6,560
307
792
1,090
668
3,573
717
1,450
1,269

2017
2018
Purchasing power parity
15,167
15,611
6,835
6,782
37,526
38,435
2,282
2,411
17,021
17,888
1,868
1,996
737
733
7,022
7,400
3,688
3,820
680
712
2,349
2,428
1,595
1,633
792
816
6,761
6,881
3,892
4,170
3,567
3,788
12,698
13,374
37,402
34,421
1,585
1,658
10,110
10,347
2,165
2,344
18,105
18,648
2,642
2,763
4,740
5,026
2,156
2,277
1,865
1,951
3,502
3,694
3,294
3,374
1,292
1,327
9,610
10,797
1,556
1,626
1,170
1,202
2,182
2,271
4,452
4,564
22,279
23,597
8,568
8,956
1,256
1,295
11,229
11,516
1,165
1,218
5,941
6,030
2,084
2,231
3,228
3,359
3,456
3,676
29,115
30,516
1,559
1,618
13,573
13,775
1,590
1,527
4,349
4,222
3,247
3,446
1,663
1,738
11,936
12,370
2,367
2,490
3,999
4,120
2,304
2,381
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3. World Bank list of economies,
Wdi.worldbank.org, 2018a)

June

2018

(adapted

from

Contries split by income level
High Income

Upper Middle Income

Lower Middle Income Low Income

1

27

High Income
Seycelles

Upper Middle Income
Botswana
Equatorial Guinea
Gabon
Mauritius
Namibia
South Africa

6

13

Lower Middle Income
Angola
Cabo Verde
Cameroon
Congo Rep
Cote d'Ivoire
Ghana
Kenya
Lesotho
Mauritania
Nigeria
Sao Tome and Principe
Swaziland
Zambia

Low Income
Benin
Burkina Faso
Burundi
Central African Republic
Chad
Comoros
Congo, Dem. Rep
Eritrea
Ethiopia
Gambia
Guinea
Guinea Bissau
Liberia
Madagascar
Malawi
Mali
Mozambique
Niger
Rwanda
Senegal
Sierra Leone
Somalia
South Sudan
Tanzania
Togo
Uganda
Zimbawe
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4. Next cross border M&A16 by industry 2016-2017 (Millions of dollar) –
Adapted from Unctad 2018
Sales
Sector/ Industry
Total
Primary
Mining, quarrying and petroleum
Basic metals and metal products
Food, beverages and tobacco
Pharmaceuticals, medicinal, chemicals and botanical products
Basic metals and metal products
Services
Trade
Information and communication
Programming and broadcasting
Financial and insurance activities
Business activities

2016
9684
52
45
-345
780

2017
3452
30
30
284
9

87
-1102
9977
6
-39
512
103

2
244
3137
80
-373
506
2699

5. Announced greenfield FDI projects by industry (Millions of dollars) –
Adapted from Unctad 2018

Sector/ Industry
Total
Primary
Mining, quarrying and petroleum
Basic metals and metal products
Textile, clothing and leather
Chemicals and chemicals products
Non metallic mineral products
Motor, vehicles and other transport equipment
Services
Electricity, gas and water
Construction
Transport, storage and communications
Business services

16

Africa as destination
2016
2017
94039
85305
3713
10574
3713
10574
19357
21060
1077
3998
5107
1144

5644
3036

2754
70969
15601
16372
12872
22734

1506
53671
37485
6488
3215
3063

Cross-border M&A sales are calculated on a net basis as follows: Sales of companies in the host economy to

foreign TNCs (-) Sales of foreign affiliates in the host economy … The data cover only those deals that involved
an acquisition of an equity stake of more than 10 … Data refer to the net sales by the region/economy of the
immediate acquired company
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