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Abstract 

Chinese economic growth has astounded the world of late, with China officially 

becoming the world’s second largest economy in August 2010. China has also been 

following a more outward-orientated economic stance over the past two decades and 

has actively been engaged in trade, aid and investment in the world economy.  As 

China emerges as a new global economic powerhouse, analysts strive to understand 

the impact that the rise of China will have on the rest of the world.  

The possible economic impact of China on Africa is one of the most debated and often 

contentious aspects of studies regarding China. Sino-African relations, though certainly 

not a new phenomenon, have seen a significant impetus since 2000. A popular 

explanation for China’s recent engagement of Africa seems to be that China is hungry 

for resources needed to fuel its economic growth. This conception has led to much 

criticism of China’s increasing involvement in Africa, causing concern that China’s 

interest in Africa will entrench corruption and deepen the so-called resource curse 

experienced in many resource abundant African countries.  

China’s official policy on Africa, as embodied in its White Paper on Africa, which was 

released in 2006, and also in FOCAC (Forum on China-Africa Cooperation) refutes the 

notion of a neo-colonialist relationship with Africa. China’s official stance on Sino-African 

relations, as based on these documents, declares the need for a relationship based on 

mutual benefit and respect for sovereignty. 

Sino-African relations encompass many modes of economic interaction, including 

investment, trade and aid. This study focuses on Chinese Foreign Direct Investment 

(FDI) to Africa, and the possible impact thereof on Africa. It is an important issue since 

Africa is still the poorest continent in the world and needs to manage its resources 

carefully in order to enhance growth on the continent. FDI has also frequently been 

identified as a possible catalyst for growth in Africa. 

This study investigates the potential impact of Chinese FDI in Africa by means of a 

literature study which focuses on the theoretical relationship between FDI and economic 

growth in developing countries, and in Africa specifically. A survey of the literature on 
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the relationship between FDI and economic growth published between 1998 and early 

2010 shows that studies on this topic are varied and inconclusive. Though there is no 

proof of a positive, uni-directional relationship between FDI and economic growth, it is 

generally accepted that FDI can enhance economic growth in a host economy, given 

certain basic levels of educational attainment and institutional quality. 

Following the literature study, the state of global FDI is investigated, focusing on the 

volumes of nominal FDI flows that have been received by developed and developing 

countries between 1990 and 2008. As expected, developed countries dominated FDI 

inflows during this period. Africa, as a developing region, lagged behind most other 

developing regions in terms of FDI inflows during this period, though the continent has 

seen an exponential increase in nominal FDI receipts since 2000. Looking at developing 

regions, developing Asia received the largest volume of FDI inflows during the period 

1990 to 2008, while Developing Oceania received the smallest inflows. 

A basic profile of Chinese investment in Africa is also provided, illustrating clearly that 

Chinese investment in Africa has been rising steadily since 2000 and 2006 in particular. 

The profile provides background information on the specific African countries, sub 

regions and economic growth performers that have received Chinese FDI during the 

period covered. Chinese investment in Africa is widespread, with 45 of the 53 African 

nations receiving FDI from China between 2003 and 2008. In contrast with more 

traditional investors, who focus mostly on North Africa, Chinese FDI to Africa during the 

period under revision was concentrated mostly in Southern Africa. Surprisingly, Chinese 

FDI was also aimed at the more diversified countries that had achieved sustainable 

economic growth rates in the preceding decade. The analysis of Chinese FDI also 

shows that Chinese firms follow an unconventional way of doing business, often 

undertaking the building of infrastructure in return for access to various natural 

resources, such as oil and other minerals. 

Using data obtained from the 2008 Statistical Bulletin of China’s Outward Foreign Direct 

Investment, issued by the Chinese Ministry of Commerce, a basic cross-section panel 

model is estimated. The model investigates the determinants of Chinese FDI to Africa 

and finds that China’s motivations for investing in Africa are more diverse than initially 
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suspected. Though oil is an important factor in attracting Chinese FDI, agricultural land 

and market size are also found to be significant factors which determine Chinese FDI 

flows to Africa. 

This study concludes that Chinese FDI in Africa between 2003 and 2008 does not follow 

the conventional, preconceived notion of Sino-African relations. Though resources are 

important considerations for Chinese investors in Africa, resource security is not the 

only motive for Chinese FDI in Africa. Africa could potentially benefit from increased 

Chinese FDI, though the challenge lies in strategically managing these investments in 

order to ensure that Africa reaps the highest possible growth and development spillover 

benefits. 

Key words: Sino-African relations, Chinese foreign direct investment, African foreign 

direct investment. 

JEL classification: F21, O16 
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Opsomming 

China se verstommende ekonomiese groei in die laaste tyd het tot gevolg gehad dat dié 

land in Augustus 2010 amptelik die wêreld se tweedegrootste ekonomie geword het. 

China volg ook vir die afgelope twee dekades ŉ meer uitwaartsgerigte ekonomiese 

beleid, wat uiting vind in meer aktiewe handel, hulpverlening en investering in die 

wêreldekonomie.  In die lig van China se opkoms as ŉ nuwe, magtige ekonomiese 

moondheid, poog ontleders om te bepaal watter impak die verrysing van China op die 

res van die wêreld sal hê. 

China se potensiële ekonomiese impak op Afrika is een van die mees gedebatteerde, 

en in baie gevalle kontensieuse, aspekte van studies rakende China. Betrekkinge 

tussen China en Afrika – hoewel geensins ŉ nuwe verskynsel nie – het beduidend 

uitgebrei sedert 2000. ŉ Gewilde verduideliking vir China se onlangse betrokkenheid in 

Afrika is dat die land grondstowwe benodig om sy ekonomiese groei te kan handhaaf. 

Hierdie opvatting het al aanleiding gegee tot heelwat kritiek op China se toenemende 

betrokkenheid in Afrika, asook tot kommer dat China se belangstelling in Afrika slegs 

sal lei tot meer korrupsie en ŉ intensifikasie van die sogenaamde “hulpbronvloek” 

waaronder baie lande gebuk gaan wat ryk is aan natuurlike hulpbronne.  

China se amptelike beleid oor Afrika, soos vervat in sy Witskrif oor Afrika, wat in 2006 

gepubliseer is, en soos vergestalt in FOCAC (Forum vir Samewerking tussen China en 

Afrika), weerspreek die siening van ŉ neokolonialistiese verhouding met Afrika. China 

se amptelike standpunt oor China-Afrika-betrekkinge, soos in die Witskrif en FOCAC 

vervat, verklaar ŉ behoefte aan ŉ verhouding gebaseer op wedersydse voordeel en 

respek vir soewereiniteit. 

China-Afrika-verhoudinge omvat verskeie modusse van ekonomiese interaksie, 

waaronder investering, handel en hulpverlening. Hierdie studie fokus op China se 

Regstreekse Buitelandse Investering (RBI) in Afrika, en die moontlike impak daarvan op 

die vasteland. Dit is ŉ betekenisvolle aangeleentheid aangesien Afrika steeds die 

armste vasteland is, en sy hulpbronne versigtig sal moet bestuur met die oog op 

toekomstige ekonomiese groei. RBI is ook al dikwels geïdentifiseer as ŉ moontlike 

katalisator vir groei in Afrika. 
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Hierdie studie stel ondersoek in na die potensiële impak van Chinese RBI in Afrika deur 

middel van ŉ literatuurstudie wat fokus op die teoretiese verband tussen RBI en 

ekonomiese groei in ontwikkelende lande, en spesifiek in Afrika. ŉ Opname van die 

literatuur oor die verband tussen RBI en ekonomiese groei (gepubliseer tussen 1998 en 

vroeg 2010) toon aan dat studies oor hierdie onderwerp uiteenlopend en nie-

deurslaggewend is. Hoewel daar nie bewyse bestaan van ŉ positiewe, 

eenrigtingverband tussen RBI en ekonomiese groei nie, word algemeen aanvaar dat 

RBI ekonomiese groei kan bevorder in ŉ gasheerekonomie, gegewe sekere basiese 

vlakke van onderwyspeil en institusionele gehalte. 

Ná die literatuurstudie word ondersoek ingestel na die stand van globale RBI, met die 

fokus op die volume van nominale RBI-vloei wat tussen 1990 en 2008 deur ontwikkelde 

en ontwikkelende lande ontvang is. Na verwagting het het ontwikkelde lande gedurende 

hierdie tydperk RBI-invloei gedomineer. Afrika, as ontwikkelende streek, was gedurende 

hierdie tydperk redelik ver agter die meeste ander ontwikkelende streke wat RBI-invloei 

aanbetref. Sedert 2000 het die vasteland egter ŉ eksponensiële toename in nominale 

RBI-ontvangste beleef. Wat ontwikkelende streke betref het Ontwikkelende Asië tussen 

1990 en 2008 die grootste volume RBI-invloei ontvang, en Ontwikkelende Oseanië die 

kleinste volume. 

ŉ Basiese profiel van Chinese investering in Afrika word ook voorsien, wat duidelik 

aantoon dat Chinese investering in Afrika geleidelik en bestendig toegeneem het sedert 

2000 – veral sedert 2006. Die profiel verskaf agtergrondinligting oor die spesifieke 

Afrikalande, substreke en ekonomiesegroei-uitblinkers wat oor die tydperk wat gedek 

word Chinese RBI ontvang het. Chinese investering in Afrika strek wyd: 45 van die 53 

Afrika-nasies het tussen 2003 en 2008 RBI van China ontvang. In teenstelling met meer 

tradisionele beleggers, wat merendeels op Noord-Afrika fokus, was Chinese RBI aan 

Afrika gedurende die betrokke tydperk hoofsaaklik in Suider-Afrika gekonsentreer. 

Verbasend genoeg was Chinese RBI ook gemik op die meer gediversifiseerde lande 

wat gedurende die voorafgaande dekade volhoubare ekonomiese groeikoerse behaal 

het. Die ontleding van Chinese RBI toon ook aan dat Chinese firmas op ŉ 
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onkonvensionele manier sake doen, en dikwels infrastruktuurprojekte aanpak in ruil vir 

toegang tot ŉ verskeidenheid natuurlike hulpbronne soos olie en ander minerale.  

Aan die hand van data verkry uit 2008 se Statistiese Bulletin van China se Uitwaartse 

Regstreekse Buitelandse Investering, uitgereik deur die Chinese Ministerie van Handel, 

word ŉ basiese deursneepaneelmodel opgestel. Die model bestudeer die determinante 

van Chinese RBI in Afrika en bevind dat China se motiverings vir investering in Afrika 

meer divers is as wat aanvanklik vermoed is. Hoewel olie ŉ belangrike faktor is wat 

betref die lok van Chinese RBI, is daar bevind dat landbougrond en markgrootte ook 

beduidende faktore is wat Chinese RBI-vloei na Afrika bepaal. 

Hierdie studie bevind dat Chinese RBI in Afrika tussen 2003 en 2008 nie volgens die 

konvensionele, vooropgesette beskouing van China-Afrika-verhoudinge geskied het nie. 

Ofskoon hulpbronne ŉ belangrike oorweging vir Chinese beleggers in Afrika is, is 

hulpbronsekuriteit nie die enigste motief vir Chinese RBI in Afrika nie. Afrika kan 

potensieel voordeel trek uit verhoogde Chinese RBI. Die uitdaging is egter geleë in die 

strategiese bestuur van hierdie beleggings ten einde die grootste moontlike groei en 

ontwikkelingsoordragte te verseker. 

Sleutelwoorde: China-Afrika-betrekkinge, Chinese regstreekse buitelandse investering, 

Afrika-regstreekse buitelandse investering. 

JEL klassifikasie: F21, O16 
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CHAPTER 1: INTRODUCTION, PROBLEM STATEMENT AND METHOD OF 

INVESTIGATION 

1.1. Introduction: Rationale and context 

A controversial book by Gavin Menzies, entitled “1421: The Year China Discovered the 

World”, contends that the Chinese were in fact the first to sail around the world in 1421, 

discovering Africa in the process. Chinese explorers did not, however, find anything of 

worth on the African continent and departed without ever staking a claim on the land. 

Recently, there has been a Chinese rediscovery of Africa, with the Beijing government 

clearly realising the potential gains from closer economic relations with Africa.  

This renewed interest in Africa follows a period of unrivalled economic growth in China, 

which has caused demand for resources to soar and forced Beijing to seek out strategic 

alliances with resource-rich developing countries. Though at first glance this would 

seem to be an opportunity that can only benefit Africa, critics have questioned China’s 

true motives on the continent.  

Though the topic of increasing Sino-African relations is currently widely publicised, most 

of the attention has been from the popular press, with limited in-depth academic studies 

attempting to empirically clarify the matter. One of the first studies that provided a 

comprehensive overview on the topic was a study conducted by the OECD entitled “The 

rise of China and India: What’s in it for Africa?” (Goldstein, Pinaud, Reisen & Chen, 

2006). This study provides a broad overview of the potential economic impacts that 

increased Sino-African relations could entail and does not focus in depth on the issue of 

increased Chinese FDI in Africa. Furthermore, the Centre for Chinese Studies at the 

University of Stellenbosch, South Africa, focuses exclusively on Sino-African relations 

and has published a variety of reports on the subject. These reports focus broadly on 

the social and economic impacts of growing Sino-African relations, with studies on 

Chinese FDI in Africa limited to only a few selective case studies.  
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The aim of this study is to investigate the increasing role of China in Africa, with a 

specific focus on the nature and extent of Chinese foreign direct investment (FDI) flows 

to the continent.   

China has managed to astound the world with an economic growth rate that averaged 

9.7 per cent annually between 1983 and 2003 (Naidu & Mbazima, 2008)1. China’s 

growth performance since then has not disappointed. The country’s real economic 

growth rate averaged 13 per cent in 2007, 9 per cent in 2008 and 9.2 per cent in 2009 

(IMF, 2011). The Chinese economy grew by 10.3 per cent during 2010, whereas 

economic growth in that country is expected to slow marginally to 9.6 per cent in 2011 

(IMF, 2011:2). China’s rising importance in the world economy is illustrated by the fact 

that its share of world GDP, in terms of Purchasing Power Parity, was 12.6 per cent in 

2009, in comparison with 5.7 per cent in 1995. The country’s share of emerging and 

developing countries’ GDP in 2009 was 27.7 per cent (IMF, 2010), illustrating the 

significance of China within this grouping.  

Since becoming a more open economy, and attaining these levels of economic growth, 

China has become an important source of outward FDI (OFDI). It seems that China 

chooses to invest especially in other developing regions, of which Africa is but one. 

Although China’s growing economic relations with other developing regions are not 

restricted to Africa, it does seem as though Africa is the region in which China’s 

participation is being the most closely monitored. This could be due to the fact that 

Africa, which is known for being the poorest continent in the world, is perceived as being 

particularly vulnerable.  

However, Sino-African relations are not new and date back to before the Cold War. 

Between 1956 and 1987, Africa received US$ 4.8 billion in aid from China. The 

relationship between the two then cooled somewhat before China was again prompted 

by politics to turn to Africa. One of the prominent lines of thought is that events 

surrounding Tiananmen Square, which elicited major criticism from Western countries, 

                                                           
1 Note that journal articles cited in this study will cite only the year of publication in the text reference, while books 
will cite the year and relevant page number.  
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led Beijing to actively start engaging with Africa once again (Naidu & Mbazima, 2008). It 

is also believed that African resentment of Western hegemony was used in order to 

cement the relationship between China and Africa.  

The feeling was that Africa and China should co-operate to ensure growth and 

prosperity for themselves, since they shared a common bond as developing nations that 

were oppressed by Western imperialism. Chinese officials often display this sentiment 

when discussing growing Sino-African relations, as can be seen in the following 

statement made by Chinese president Jiang Zenmin (See Alden, Large & Soares de 

Oliveira, 2008:1) in 2006: “…China, the biggest developing country in the world, is ready 

to join hands with Africa, the biggest developing continent in the world, to…march into 

the 21st century full of confidence.” 

Sino-African relations have grown significantly, in the past decade in particular. In 1999, 

Chinese trade with Africa amounted to only US$ 2 billion (Taylor, 2007). By 2009, China 

had imported US$ 43 billion in goods from Africa, while exporting US$ 46 billion to 

Africa (Trademap, 2010). Sino-African relations were further boosted by the 

establishment of the Forum on China Africa Cooperation (FOCAC) which strives to 

enhance economic and political cooperation between China and Africa.  

This promise of greater cooperation with China will hopefully be beneficial to Africa by 

providing opportunities to enhance economic growth and development. The challenges 

of poverty and low human development that face the African continent are considered to 

be the greatest challenge to global economic development, taking into account that 27 

per cent of the world’s poor population lives in Africa (World Bank, 2008).  

The reasons behind Africa’s inability to attain satisfactory levels of economic growth 

have been widely debated. Collier and Gunning (1999) indicate that the debate can 

generally be categorised according to two groups: Firstly, there are those who believe 

that Africa is doomed to be poor because of factors beyond the control of policymakers, 

such as the tropical climate and high number of landlocked countries. The second group 

believes that African leaders are responsible for poverty on the continent, because of 

ineffective policymaking regarding important issues such as public service delivery.  
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Inadequate capital is seen as another obstacle on Africa’s path to economic growth. 

Sachs (2005) illustrates the problem surrounding Africa’s lack of capital and investment, 

otherwise known as the resource gap, with the following: Most African countries need 

investment amounting to US$ 110 per capita, annually. Of the US$ 110 needed, only 

about US$ 10 can be provided by African citizens and US$ 35 by African governments. 

That leaves a gap of US$ 65 per person per year that needs to be filled. Sachs is a 

proponent of giving aid to such nations as a means of financing this shortage. Others 

argue that FDI is a better option. Loots (2005) finds that Africa will have to rely on the 

availability of foreign funds to fill this gap for a while to come. According to the author, 

FDI especially has the potential to positively influence growth in Africa. 

The New Partnership for Africa’s Development (NEPAD) also emphasises the 

importance of increased capital flows to Africa. NEPAD is an initiative launched by 

African leaders in 2001 to eradicate poverty and promote sustainable development in 

Africa. It aims to achieve these goals via various initiatives, one of which is the capital 

flows initiative. This initiative, together with the market access initiative, focuses on 

mobilising resources in Africa so that the continent’s resource gap can be filled.  The 

capital flows initiative is aimed at attracting more capital flows, via official development 

assistance (ODA), debt relief and/or FDI. It specifically addresses obstacles to 

investment in Africa, such as the risk perception that investors have of the continent, 

and inadequate capacity within public-private partnerships and financial markets. 

According to NEPAD, even though increased domestic savings and revenue collection 

can aid in bridging the resource gap, much of the needed capital flows will have to be 

sourced from abroad, and therefore FDI forms an integral part of NEPAD’s development 

strategy for Africa (NEPAD, 2001:37-39).  

From the discussion above it seems that FDI, when effectively managed and absorbed, 

can provide Africa with the opportunities that are needed to further economic growth 

and development. China, as a major source of these increased inflows, presents an 

interesting case study regarding FDI in Africa. 

However, not all analysts are optimistic about the role that China could potentially play 

in Africa’s growth and development. China’s growth has caused an increased demand 
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for resources2. Estimates reveal that, by 2010, China will have to import 45 per cent of 

its oil (Taylor, 2006). China, which is home to twenty per cent of the global population, is 

also responsible for between 76 and 100 per cent of increased world demand for 

minerals such as aluminium and copper (Tull, 2006). 

Against this background, many view China’s growing economic relationship with Africa 

with some scepticism, arguing that China’s investment in the continent is driven by its 

need to obtain natural resources. Whether this is indeed the main motivation for China’s 

investments in Africa is yet to be empirically proven. It is noticeable, however, that 

China has been forging closer ties with a number of developing nations, many of which 

are considered resource-rich (Tull, 2006). Chinese FDI in Africa also enables China to 

capitalise on trade agreements such as the African Growth and Opportunities Act 

(AGOA) that exist between Africa and the US, which provides Chinese businesses with 

indirect access to the lucrative American market. It has also been contended that 

China’s interest in African oil is not solely for the purpose of resource procurement, but 

rather to enable the country to control future oil prices.  

China also advocates a non-interference stance that has raised further concern for 

political stability and economic growth on the African continent. For example, China’s 

aid to Africa is non-conditional and often enables corrupt and illegitimate governments 

to continue their rule. China has also been known to supply arms to war-torn countries 

such as Sudan (Naidu & Mbazima, 2008; Taylor, 2007). 

Some anecdotal and preliminary research does suggest, however, that China’s 

economic strategy with regards to Africa might be more diversified than currently 

suspected. Shenkar (2006:30) explains that China’s ultimate goal is to restore itself to 

its former imperial glory. According to the author, the imperial era is deeply embedded 

in the Chinese psyche. China, once the leading, most sophisticated civilization in the 

world, was ousted from this position by Japanese and Western settlers and now, China 

wants to once again become the dominant world force that it once was.  

                                                           
2 Note that this study uses the term “resources” to denote both resources such as oil and other minerals, as well as 
food and other agricultural products, which are commodities. 
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In contrast with the imperial viewpoint, Verachia (2010) also makes an interesting point 

about a possible motivation for Chinese investment in Africa. Verachia argues that 

Chinese firms invest in Africa in order to build their business skills. In order to once 

again become a dominant economic force, Chinese companies will have to establish 

quality brands that are competitive in the world market. Since China was a closed 

economy for so long, these skills will need to be honed first. Africa, which is home to 

about 1 billion people and a growing market, presents the ideal opportunity for Chinese 

firms to gain experience in this regard. This study will strive to validate these various 

viewpoints and shed some light on China’s  motivations for investing in Africa. 

1.2. Problem statement and research questions 

The three questions regarding China’s growing involvement in Africa that seem to be 

the most prominent are: 

1. To which African countries is Chinese OFDI directed? 

2. To which industries are these flows directed, i.e. is resource security really 

China’s main motivation for engaging with Africa? 

3. Which determinants do Chinese investors take into account when investing in 

Africa?  

Summarising these three critical issues into one cohesive research problem leads to the 

main question that this study will attempt to answer, namely: 

What is the nature, extent and potential impact of Chinese FDI in Africa? 

The study of China’s growing involvement in Africa is important for the following 

reasons: 

 Africa faces difficult developmental challenges. It is possible that Chinese FDI 

could provide opportunities that may prove important in stimulating economic 

growth and development within Africa. 

 The exact economic impact of China on Africa has not been empirically 

researched. It is a topic that leads to much debate in the popular press and 

among economists and political analysts, but the debate remains 
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unsubstantiated. Determining the role and impact of China within Africa can 

provide policymakers with valuable information that can guide decision making. 

 Though FDI is a widely researched topic within economics, research on the 

impact and extent of FDI in Africa is limited. This study aims to provide a better 

understanding and overview of FDI on the continent. 

This study will attempt to achieve the following goals: 

 Determine the nature, extent and potential impact of Chinese FDI in Africa. 

 Provide policymakers with a deeper understanding of Sino-African relations. 

1.3. Research design and method 

The research problem stated above will firstly be addressed by a thorough review of the 

literature on FDI and the important role it can play in promoting economic growth. This 

literature review will focus on FDI research published over the period between 1998 and 

early 2010.  

To provide a general picture of trends in global FDI during the past two decades, 

qualitative analysis will then be undertaken using sources such as the World 

Development Indicators and African Development Indicators obtained from the World 

Bank, as well as data on FDI contained within the annual World Investment Reports, 

which are issued by the United Nations Conference on Trade and Development 

(UNCTAD). For the analysis of Chinese FDI in Africa, data was obtained from the 

Chinese Ministry of Commerce (MOFCOM), together with China’s National Statistical 

Bureau, who issue a yearly Statistical Bulletin of the country’s outward foreign direct 

investment. The data contained in the 2008 Statistical Bulletin will be used to analyse 

China’s FDI to various African nations. At this point in time, detailed data on China’s 

OFDI to Africa is only available from 2003 to 2008. To the best of the author’s 

knowledge, the 2009 Statistical Bulletin of China’s Outward Foreign Direct Investment 

had, up to early December 2010, not yet been released by MOFCOM. The sourcing of  

quality disaggregated statistics on Chinese OFDI was one of the main challenges 

encountered during the course of this study. The study therefore relied on the 
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mentioned data sources, supplemented by other relevant literature and information on 

the topic. 

The severely limited nature of available data necessitates the use of panel methods for 

empirical research. A panel regression will be estimated using eViews, and will analyse 

the determinants of Chinese FDI to 45 African nations for which data are available 

between 2003 and 2008.  Some of the questions that will be investigated in this panel 

analysis include: 

 Are determinants that are traditionally seen as important for attracting FDI to 

Africa also applicable in the Chinese case? 

 Does China exhibit a marked interest in oil-exporting countries? 

 Does China tend to invest in countries where the potential markets are larger? 

 Does China invest in countries that show agricultural potential, in order to 

promote food security? 

The main limitation of this study is the lack of disaggregated data on China’s OFDI. The 

small sample size means that only very basic econometric analysis can be performed, 

and conclusions and policy recommendations drawn from this study are based on a 

limited time period, namely 2003 to 2008. Further analyses regarding global and African 

FDI flows presented in this study, for comparative purposes, are also presented up to 

2008. Despite the limitations, the research still aims to make a significant contribution to 

the knowledge on the topic. 

1.4. Outline of the study 

This study is presented in six chapters, which are structured as follows: Chapter 2 

provides a summary of the theoretical perspectives on FDI, surveying the literature on 

FDI to developing countries published between 1998 and April 2010. The most recent 

literature concerning FDI to Africa in particular is also surveyed in this chapter. This 

chapter presents the background against which the analysis and possible impacts of 

increased Chinese FDI on African economies could be interpreted.  

Chapter 3 provides an overview of global FDI flows between 1990 and 2008, focusing 

specifically on trends that have prevailed between developed and developing regions 
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during this time. The aim of this chapter is to place Africa’s FDI performance into a 

global perspective, and set the background for analysing Chinese FDI to the continent. 

Chapter 4 discusses Chinese FDI in Africa, summarising which African countries and 

industries received Chinese FDI between 2003 and 2008, and highlighting some 

concerns and possible benefits of Chinese FDI in Africa.  

Chapter 5 provides an empirical analysis of Chinese FDI in Africa, presenting a panel 

model which analyses the determinants that drive China’s investment in the continent.  

Chapter 6 concludes with a summary of the study’s key findings, as well as relevant 

policy recommendations.  
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CHAPTER 2:  FOREIGN DIRECT INVESTMENT IN DEVELOPING COUNTRIES 

AND IN AFRICA: A LITERATURE OVERVIEW 

2.1. Introduction 

This chapter will provide the theoretical background and literature overview for this 

study. This research focuses on FDI in Africa, therefore specific attention will be given 

to the theoretical framework as well as the most recent literature regarding the role of 

FDI on the continent, with specific emphasis on the expected impact on economic 

growth. A thorough understanding of the literature will provide the framework in which to 

analyse Chinese FDI flows to the continent and their possible contribution to African 

economic growth.  

Generally, FDI is believed to be positive for the host country because it could potentially 

enhance domestic investment, allow technology transfer to take place, contribute 

toward employment generation and export competitiveness and can even also benefit 

sustainability by supporting the local environment through the introduction of greener 

production methods (Cotton & Ramachandran, 2001). Conversely, some argue that FDI 

can potentially be detrimental to the host economy by crowding out domestic 

investment, introducing inappropriate technologies and contributing toward 

environmental degradation through pollution (Cotton & Ramachandran, 2001).  

Which of these effects is applicable to developing countries in general, and Africa in 

particular? The theoretical foundation and literature overview laid out in this chapter  

provide the basis from which this question can be answered. 

The structure of this chapter is as follows: Section 2.2 provides some basic definitions 

that are relevant to this study. Section 2.3 discusses the main theoretical perspectives 

on the role that FDI plays in economic growth. This is followed by a literature overview 

of the results of FDI research in developing countries in section 2.4 and a literature 

overview of FDI in Africa in section 2.5. Section 2.6 concludes. 
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2.2. Terms, concepts and definitions 

The benchmark definition of FDI provided by the OECD (2008:17) reads as follows: 

“Direct investment is a category of cross-border investment made by a resident in one 

economy (the direct investor) with the objective of establishing a lasting interest in an 

enterprise (the direct investment enterprise) that is resident in an economy other than 

that of the direct investor.” 

An investor is seen as having a lasting interest in an enterprise when that investor has a 

minimum of 10 per cent of the voting power in the enterprise. Foreign direct investment 

is made with the aim of acquiring a certain degree of influence in the management of a 

firm (OECD, 2008:17).  

There are various motivations behind a firm’s decision to engage in foreign direct 

investment. Firms engage in rent-seeking FDI in order to capitalise on cheaper 

production factors available in the host economy, whilst market-seeking FDI occurs 

when firms invest in foreign enterprises in order to gain access to new markets 

(UNCTAD, 1998). Market-seeking FDI furthermore often provides a means of 

circumventing trade restrictions. This type of FDI is also known as horizontal FDI, as 

the investor’s current production processes are reproduced in the host economy 

(Sachwald, 2005; Slaughter, 2002). 

Efficiency-seeking FDI aims to enhance efficiency by taking advantage of cost-

effective regulations, natural resources and/or workforces in the host economy 

(UNCTAD, 1998). Strategic asset seeking FDI is investment that takes place in order 

for the investor to gain access to strategic assets such as a productive workforce and/or 

a highly valued brand (UNCTAD, 1998).  Natural resource seeking FDI is aimed at 

taking advantage of the natural resource endowment within a certain host economy. 

This type of FDI is also referred to as vertical FDI, where increased resources are used 

in the investor’s existing production processes in order to increase output (Sachwald, 

2005; Slaughter, 2002). 
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Firms that make direct investments in foreign economies are generally referred to as 

either multinational enterprises (MNEs) or transnational corporations (TNCs). These 

terms are defined as follows: 

“Transnational corporations (TNCs), or Multinational Enterprises (MNEs) are 

incorporated or unincorporated enterprises comprising parent enterprises and their 

foreign affiliates. A parent enterprise is defined as an enterprise that controls assets of 

other entities in countries other than its home country, usually by owning a certain 

equity capital stake” (UNCTAD, 2005). 

The difference between a TNC and a MNE lies in the fact that TNCs offer coordinated 

products in all the markets they operate in, whereas MNEs do not (Anon, 2010). For the 

purposes of this study, these concepts will be used interchangeably. 

Foreign direct investment can take the form of either a merger and acquisition (M&A), or  

a greenfields investment. Mergers and acquisitions take place when existing enterprises 

in the host economy are incorporated into the parent company. If an entirely new 

company is being started up in a host economy, this is known as a greenfields 

investment (OECD, 2002 and 2005; UNCTAD, 2005).  

In this study, the term host country will be used to refer to the country that plays host to 

the foreign direct investment enterprise. In other words, the direct investment is located 

in the host country (OECD, 2002). The home country is home to the investor who 

makes the investment in a host country (OECD, 2002).  

2.3. Theoretical perspectives: The relationship between FDI and economic 

growth 

Examining the theories pertaining to the role of FDI in economic growth is necessary in 

order to establish an informed view on how increased Chinese FDI might contribute 

toward Africa’s economic progress. The central theoretical perspectives on the role of 

FDI in the host country’s economic growth are embedded in modernisation theory and 

dependency theory (Adams, 2009). 
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2.3.1  Dependency theory 

Dependency theory is a sub-theory of economic structuralism, and a modern adaptation 

of Lenin’s imperialist theory (Balaam & Veseth, 2008:374). It was established as a 

development paradigm in the 1960s. During that time, research on the topic was largely 

carried out in Latin America, but it became more widespread by the 1970s. Though 

dependency theory is currently considered redundant, it is worth looking at because it is 

a theory that has shaped many African leaders’ scepticism towards FDI. According to 

Moss, Ramachandran and Shah (2004), this scepticism can be ascribed to various 

political, historical and ideological motivations. Africa’s wariness of foreign capital has, 

in turn, led to many unfriendly investment policies being implemented by host 

economies throughout the continent. 

The main idea behind dependency theory is focused on the existence of a core and 

periphery. According to dependency theories, wealthy capitalist nations (the core) 

develop at the expense of the periphery (developing nations). This occurs because 

relationships between developed nations and the periphery are unequal and dependent, 

not only economically but politically as well (Hunt, 1989:198-200). Dependency is neatly 

summarised by Dos Santos (in Hunt, 1989) as follows: 

“A conditioning situation in which economies of one group of countries are conditioned 

by the development and expansion of others. A relationship…becomes a dependent 

relationship when some countries can expand through self-impulsion while others, being 

in a dependent position, can only expand as a reflection of the expansion of the 

dominant countries, which may have positive or negative effects on their immediate 

development.” 

Within this framework, it is believed that FDI will have a negative impact on economic 

growth because countries become dependent on foreign funds. Since foreign funds are 

often aimed at specific sectors in the host economy, economies that rely on FDI may 

tend to grow unevenly. This can happen because linkages between sectors in host 

economies are often weak, and when demand is created in a certain sector, it does not 

necessarily spread to other sectors (Pigato, 2000).  
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Against this background, many third world leaders (including African leaders) in the 

1980s saw self-sufficiency as the solution to the problem and started to close their 

economies to the rest of the world. Some, such as North Korea, chose to completely 

delink from the rest of the world. Others followed a more placid approach and put import 

substitution policies in place (Velasco, 2002). 

The majority of the followers of dependency theory realised since the early 1990s that 

this development path led to isolation and perpetuated poverty over the long-term and 

have subsequently abandoned this approach. 

2.3.2. Modernisation theory  

Modernisation theory has its roots in neoclassical and endogenous growth theories, 

which assume that capital investment is necessary for economic growth (Adams, 2009).  

Neoclassical growth theory contends that economic growth is determined by exogenous 

factors and stems from either an increase in the quantity and quality of labour, 

increased capital or advanced technology (Mankiw, 2003:181). The most well-known 

neoclassical economic growth theory is probably the model developed by Solow in 

1956.  

In Solow’s model of economic growth, output per worker depends on the amount of 

capital that is available per worker. If capital increases, each worker is able to produce 

more. Capital will increase if savings is larger than depreciation. Similarly, capital per 

worker will increase when savings are larger than the amount required to provide new 

workers with the necessary capital. By increasing the rate of savings in an economy, the 

capital-labour ratio is increased. This allows the output-labour ratio to increase as well, 

since workers have more capital to work with. It is assumed, however, that capital is 

subject to the law of diminishing returns. Therefore, the economy eventually reaches a 

so-called steady state where capital and output per worker grow at the same rate 

(Solow, 1956).  

Within the neoclassical framework, FDI can be beneficial to a country’s economic 

growth because it provides a flow of funds which positively alter the capital-labour ratio, 

leading to an increase in output.   
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An important weakness of neoclassical models is that they are based on a number of 

limiting assumptions. For instance, the Solow model takes the saving rate, technological 

change and growth rate as well as the skill level of the labour force as given and 

therefore these models provide little insight into the fundamental determinants of these 

variables, and how they change as a country develops (Perkins, Radelet & Lindauer, 

2006:133). Another problem with these theories is that they would also lead to the 

conclusion that developing nations must attract large amounts of foreign investment, 

since their low capital-labour ratios require a higher rate of return on investment. 

Empirically, this has not occurred (Todaro & Smith, 2003:130-131). Developing 

countries on average still struggle to attract adequate amounts of foreign investment, 

and also to stop the flight of domestic capital.  

Endogenous growth theory, as originated by Romer (1986) and Lucas (1988), aims to 

overcome these weaknesses by explaining how long run economic growth occurs, 

assuming that economic growth is determined endogenously, as opposed to 

exogenously, as believed under the neoclassical framework. The most prominent 

distinction between neoclassical and endogenous growth theories lies in the fact that, 

whereas neoclassical theories assume diminishing returns to capital, endogenous 

theories allow for increasing returns to occur (Mankiw, 2003:222-225). 

According to endogenous growth theories, investments made in physical and human 

capital generate positive externalities that offset diminishing returns (Herzer, Klasen & 

Nowak-Lehmann, 2008). The result is continued economic growth. Within the 

endogenous growth theory framework, the technology and human capital transfers that 

come with FDI will be beneficial to the host country’s economic growth. This is 

especially relevant to developing countries that typically lack important physical and 

human capital infrastructure. In such countries, FDI is important for growth because it 

leads to the necessary spillovers such as increased human capital via labour training 

and the transfer of skills, and via capital spillovers, when domestic firms adopt new 

technology into their production processes (De Mello, 1997). According to Crespo and 

Fontoura (2007), these spillovers occur through demonstration (or imitation), labour 

mobility, exports, competition and linkages with local firms.  
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Demonstration by foreign firms can lead to imitation by domestic firms, who often do not 

want to take the extra risk and costs associated with the adoption of new technologies. 

Once foreign firms successfully adopt certain technologies, this motivates domestic 

firms to do the same. Labour mobility refers to the fact that domestic firms can benefit 

from hiring workers who have work experience at an MNE. This enables domestic firms 

to gain access to knowledge held by the foreign entity via the worker. The converse of 

this situation is that MNEs frequently are able to provide domestic workers with better 

salaries, and in so doing take labour away from local firms. Domestic firms can also 

gain greater access to export markets by using the production processes followed by 

MNEs.  Competition between foreign and domestic firms can lead to positive spillovers 

when domestic firms are urged to be more efficient in order to maintain their 

competitiveness, or it could lead to domestic firms losing out on market share and be a 

negative spillover. Backward linkages are established when MNEs use local suppliers to 

cater to their demand for inputs. Forward linkages occur when local firms are able to 

use higher quality inputs from MNEs in their production processes (Crespo & Fontoura, 

2007).  

Economic geography, within the context of modernisation theory, is another field that is 

becoming increasingly important in analysing trade, FDI and growth. The new economic 

geography aims to explain the formation of agglomerations and to determine their 

impact on the host economy (Fujita & Krugman, 2004). As more resources are directed 

towards a specific region, as in the case of increased FDI inflows, agglomeration can 

occur and serve to stimulate economic growth by establishing economies of scale and 

of scope and increasing consumption externalities (Willoughby, 2007). The formation of 

agglomerations facilitates positive spillovers in the economy. While agglomeration can 

aid economic growth, it can also be an important determinant of FDI inflows. MNEs will 

rather choose to locate in an area where they can take advantage of agglomeration 

economies. Campos and Kinoshita (2002) conducted a panel study of 25 transition 

economies over the period between 1990 and 1998 and found agglomeration to be a 

key determinant of FDI location.  
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Thus, the argument made for FDI by modernisation theory can be summarised as 

follows: Capital is necessary for economic growth. FDI provides this much needed 

capital to developing nations. In the neoclassical literature, this increased investment is 

assumed to be subject to diminishing returns. However, endogenous growth theories 

argue that positive spillovers resulting from FDI will offset the effect of diminishing 

returns to capital and ensure that long-term growth is achieved. According to the new 

economic geography, the formation of agglomerations can both aid the spread of these 

positive spillovers and be an important determinant of FDI location. 

The following section will provide a literature overview on the relat ionship between FDI 

and economic growth in developing countries. 

2.4.  Literature perspectives: The relationship between FDI and economic 

growth in developing countries 

The relationship between FDI and economic growth, although widely studied, is not 

clear-cut. Kottaridi and Stengos (2010) indicate that there is some contradiction in the 

empirical studies done on the impact of FDI on economic growth. Microeconomic 

studies focusing on firm-level data usually show no positive impact on economic growth 

and also do not find positive spillover effects. Macroeconomic studies, in contrast, tend 

to conclude that FDI is beneficial to the host country’s economic growth, given the 

existence of certain important pre-conditions. For the purpose of this study, the focus 

will be on macroeconomic studies. Since the literature on FDI and economic growth is 

vast, this section will provide a summary of the literature regarding FDI in developing 

countries, focusing on studies published between 1998 and April 2010. Since the 

literature on FDI and economic growth is very wide, this period is chosen in order to 

present a summary of more recent findings on the subject. 

2.4.1.  Studies supporting a positive relationship between FDI and economic growth 

Borensztein, De Gregorio and Lee (1998) employed cross-country regression analysis 

to test the growth impact of FDI in 69 developing countries between 1970 and 1989. FDI 

is found to exert a significant positive impact on economic growth – especially if human 

capital in the host country is above a certain threshold level.  
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Bende-Nabende, Ford, Sen and Slater (2002) employed cointegration and vector 

autoregressive (VAR) analysis to study the relationship between FDI and output in the 

Asia-Pacific Economic Cooperation region and concluded that FDI enhances growth 

both directly and indirectly.  

Nair-Reichert and Weinhold (2001) use the Mixed Fixed and Random model to test for 

causality in their panel analysis of FDI and economic growth in 24 developing countries 

between 1971 and 1995. A highly significant relationship between FDI and economic 

growth is found, even though this relationship differs widely across countries.  

In East Asia and Latin America, between 1970 and 1997, FDI was found to positively 

influence economic growth in five of the eleven countries studied by Zhang (2001), 

subject to certain host country economic conditions. The author used cointegration tests 

and error correction models to determine this relationship. 

Calvo and Sanchez-Robles (2002) conducted a study on FDI in 18 Latin American 

countries. The purpose of the study was to explore the relationship between FDI, 

economic freedom and growth. Using  panel data analysis with data spanning the years 

between 1970 and 1999, the authors confirmed that FDI enhances growth in the group 

of selected host countries.  An important caveat to this finding is that host countries 

must display a given, pre-existing level of human capital, economic stability and free 

markets if they are to fully benefit from FDI.  

Ram and Zhang (2002), in a cross country study on the economic growth rates of 140 

developing countries during the 1990s, found that FDI generally does accelerate 

economic growth in the host country. The authors also point out that the country’s 

existing level of education enhances the growth effect of FDI. 

Kumar and Pradhan (2002) studied FDI, economic growth and domestic investment in 

107 developing countries over the period between 1980 and 1999 by using panel data 

estimations. The results of their estimations show that there is a positive relationship 

between FDI and economic growth. When conducting causality tests, however, the 

authors found that this relationship is not very strong. In a number of the countries the 

causality runs from growth to FDI and not the other way around. The authors also 
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concluded that Latin American economic growth benefits more from FDI than growth in 

sub-Saharan Africa (SSA).  

Campos and Kinoshita (2002) also find that FDI contributes to economic growth, 

independent of any pre-existing level of human capital. Their study focused on 25 

former Soviet bloc nations between 1990 and 1998 and they estimated various 

aggregate production functions to reach their conclusions. 

Using panel data to study the relationship between FDI and economic growth in 18 

Latin-American countries between 1970 and 1999, Bengoa and Sanchez-Robles (2003) 

conclude that FDI enhances growth in Latin America, given economic stability and free 

financial markets in the host country.  

Hermes and Lensink’s (2003) regression analysis of the impact of FDI in 67 developing 

countries between 1970 and 1995 found that FDI contributes positively toward growth, if 

the host country has a sufficiently developed financial system. Of the sample on which 

the study was conducted, the authors find that only 37 countries have the necessary 

capacity to fully benefit from FDI. The majority of these countries are located in Asia and 

Latin America.  

Choe (2003) studied the relationship between FDI, gross domestic investment, and 

economic growth in 80 developed and developing countries between 1971 and 1995. 

The author estimated a panel VAR model and concludes that the relationship between  

FDI and economic growth is bi-directional, with economic growth generally causing FDI.   

According to Basu, Chakraborty and Reagle (2003), FDI is more likely to enhance 

growth in a host country with an open trade regime. A panel cointegration model was 

used to determine the causal relationship between FDI and economic growth in 23 

developing nations over the period 1978 to 1996. In liberalised economies, the authors 

established the existence of a bi-directional relationship. Closed economies, however, 

experience a uni-directional relationship, with greater GDP growth causing greater FDI 

inflows.  

Alfaro, Chanda, Kalemli-Ozcan and Sayek (2004) analysed the impact that sound 

financial markets have on the growth impact of FDI. Cross country data spanning the 
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period between 1975 and 1995 was used for the empirical analysis. Two datasets were 

used, one including 20 OECD and 51 non-OECD countries and focusing on credit 

market indicators. The second dataset focuses on the equity market and contains data 

for 20 OECD countries and 29 non-OECD countries. The study shows that FDI will 

positively influence economic growth in countries that have well developed financial 

markets. The quality and level of development of financial agents play an important role 

in a country’s economic growth because financial markets that function effectively will 

lower transaction costs, and this allows capital to be allocated efficiently. When capital 

is aimed at projects that yield the highest possible returns, economic growth can occur.  

Makki and Somwaru (2004) investigated FDI and trade in 66 developing countries, over 

a period of 30 years, spanning 1971 to 2000. Models set up using cross-section data 

revealed that FDI and trade enhance growth in these countries, with FDI also positively 

influencing domestic investment. The study also points out that developing countries 

can enhance the growth benefits of FDI by increasing their human capital stock.  

Chowdhury and Mavrotas (2005) studied the causality between FDI and economic 

growth in Chile, Malaysia and Thailand using the Toda-Yamamoto causality test. The 

study was conducted using time-series data spanning the years between 1969 and 

2000. According to Chowdhury and Mavrotas’ theoretical reasoning, FDI has a positive 

influence on host countries because it is a source of capital, complements domestic 

investment, creates job opportunities and leads to the transfer of technology. The 

authors’ empirical research confers with this, with results showing that, overall, FDI 

positively influences economic growth (when controlling for factors such as the level of 

human capital, trade restrictions and functioning of the free market). Looking at specific 

countries, it was found that GDP triggers FDI in Chile, but in Thailand and Malaysia the 

relationship is bi-directional. 

Li and Liu (2005) find that there is an endogenous relationship between FDI and 

economic growth in developing countries. FDI is found to directly influence economic 

growth, as well as indirectly, via the positive spillover effect that enhances domestic 

human capital. The authors used data for 84 developed and developing countries during 
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1970 to 1999 and estimated a relationship between FDI and economic growth using 

single and simultaneous equation techniques.  

According to Sylwester’s (2005) cross-section study of FDI, economic growth and 

income inequality in developing nations between 1970 and 1989, there is a positive 

relationship between FDI and growth in developing nations.  

Basu and Guaraglia (2005) also examined the relationship between FDI, growth and 

inequality. The authors used panel data for 119 developing nations over the period 

between 1970 and 1999. The authors conclude that FDI positively influences growth in 

these countries, though it promotes inequality as well.  

Johnson (2006) used cross-section and panel data analysis to investigate the influence 

of FDI inflows on economic growth. Data for 90 developed and developing countries 

during 1980 to 2002 was used and the study found that FDI positively influences 

economic growth in developing countries, although this is not true for developed 

countries.  

Le and Suruga (2005) found that FDI, along with public and private investment, is 

important for economic growth. The study established this relationship by focusing on 

FDI and public expenditures in 105 developed and developing nations, spanning the 

time between 1970 and 2001. As public investment increases, the growth enhancing 

effect of FDI becomes smaller.  

Hansen and Rand (2005) employed the Granger causality test to study the relationship 

between FDI and economic growth in 31 developing countries over the period between 

1970 and 2000. The study found evidence of a significant causal relationship between 

FDI and economic growth in the selected group of developing countries.  

Using dynamic panel data to study the relationship between economic growth and 

different types of capital inflows in East Asia, Baharumshah and Thanoon (2006) found 

that FDI positively contributes toward economic growth in both the short and long run. It 

was also found that FDI has a larger growth-enhancing effect than domestic savings.  

The study was conducted using data for 1980 to 2001. 
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China, Taiwan, Hong Kong, Korea, Singapore, Malaysia, Thailand and the Phillipines 

are known for their rapidly growing economies. Hsiao and Hsiao’s (2006) study of 

output, exports and FDI in these countries during 1986 to 2004 used time series and 

panel data to test the causal relationship between these three indicators. A vector 

autoregressive (VAR) model was estimated. The results show that the relationship 

between FDI and GDP is uni-directional, with FDI causing GDP growth both directly and 

indirectly, through exports.  

Duttaray, Dutt and Mukhopadhyay (2008) used the Toda Yamamoto causality test to 

determine the relationship between FDI and economic growth in 66 developing 

countries between 1970 and 1996. The study used time series data and found that FDI 

does cause economic growth in some countries, while in others economic growth 

causes FDI.  

Sridharan (2009) investigated the underlying relationship between FDI and economic 

growth in Brazil, Russia, India, China and South Africa using vector error correction 

models (VECM). The author used quarterly data from 1990 to 2007, though the specific 

time series used for each country varies within this period.  The study found that growth 

and FDI share a bi-directional relationship in Brazil, Russia and South Africa, whereas 

FDI uni-directionally causes growth in India and China.  

In a panel study of 64 developing countries between 1980 and 2006, it was found that 

increased American FDI in developing countries enhances economic growth, 

independent of the absorptive capability of the host economy (Vadlamannati, 2009).  

According to De Vita and Kyaw (2008), the absorptive capacity of a country is crucial to 

its ability to enjoy the stimulating effect of FDI on economic growth. The authors 

conducted a study on 126 developing nations between 1985 and 2002. A generalised 

method of moments (GMM) estimation was used to determine that countries with a 

minimum level of absorptive capacity benefit from both FDI and foreign portfolio 

investment (FPI) inflows.  

A further question concerning the growth impact of FDI is whether developing countries  

benefit as much from it as developed countries do. Kottardi and Stengos (2010) studied 

FDI in twenty-five OECD and twenty non-OECD countries for the period 1970 to 2004. 
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The authors used non-parametric techniques to account for the non-linear impact that 

original income and human capital exert on output growth. Their empirical study did not 

find any evidence for the hypothesis that only higher income countries benefit from 

increased FDI. Instead, their study shows that FDI inflows have a non-linear impact on 

economic growth and generally contribute to growth in developing countries.  

Whalley and Xin (2010) studied the Chinese growth phenomenon in order to determine 

the impact that FDI had on China’s economic growth success. Using growth accounting 

to determine the impact of FDI on the Chinese economy between 1995 and 2004, the 

authors conclude that FDI inflows have contributed significantly towards China’s 

economic growth.  

2.4.2.  Studies opposing a positive relationship between FDI and economic growth 

Not all studies conducted in developing countries find evidence of a positive relationship 

between FDI and economic growth. For instance, Ram and Zhang (2002) caution that 

FDI can be harmful to host economies. This is because large amounts of funds are 

often repatriated, technologies that are bought into the host economy may not be suited 

to that country’s specific situation, and domestic enterprise can be smothered by strong 

competition from foreign firms. Domestic exports might not always be increased, if the 

main target of the MNE is the country’s domestic market, and domestic policies may 

become distorted in order to benefit investors, while social and economic structures can 

also be distorted by the introduction of inappropriate social and cultural norms and 

behaviour patterns.  

Durham’s (2004) study of FDI and portfolio investment in 80 countries, of which 62 are 

non-OECD members and 21 are classified as high-income countries in the period from 

1979 to 1998, using cross-section analysis, shows no positive impact of FDI on growth. 

Carkovic and Levine (2002) used a GMM panel analysis to study the relationship 

between FDI and economic growth in 78 developed and developing countries between 

1960 and 1995. The authors conclude that FDI does not exert an independent influence 

on economic growth.  
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Herzer et al. (2008) studied the growth effect of FDI in 28 developing countries between 

1970 and 2003 using cointegration techniques and did not find any country in which 

there is a positive, uni-directional effect of FDI on economic growth. The authors argue 

that this may be due to the fact that FDI, relative to the size of many developing nations, 

is rather small. A second reason for the weak relationship between FDI and growth 

could be that the negative impacts of FDI in the host economy outweigh the positive 

ones.  

Qi (2007) argues that FDI is not always guaranteed to promote growth in developing 

countries. The author used a error-correction model to analyse the relationship between 

production, capital and FDI stock in 47 developed and developing countries. Where the 

relationship between growth and FDI tends to be uni-directional in developed countries, 

the relationship tends to be bi-directional in developing countries. The study also 

illustrates that Asia is the leader in utilising FDI to the benefit of economic growth, while 

Africa remains behind. Furthermore, Qi’s empirical tests also find that petroleum-

exporting countries have more difficulty in beneficially utilising FDI than non-oil 

exporting countries do.  

Beugelsdijk, Smeets and Zwinkels (2008) studied the impact of horizontal and vertical 

American FDI in 44 developed and developing countries over the period 1983 to 2003 

and found that both horizontal and vertical FDI positively influence economic growth in 

the host economy, with horizontal FDI having a more significant impact on economic 

growth. This finding is, however, relevant only for developed countries. Beugelsdijk et 

al. (2008) do not find a positive relationship between FDI and economic growth in 

developing countries.  

Nicet-Chenaf and Rougier (2009) analysed FDI in a panel of seven Middle Eastern and 

North African countries over the period between 1975 and 2004. The authors set up a 

model of economic growth consisting of five simultaneous equations. The study found 

that FDI does not have an important direct influence on economic growth, though FDI 

does, to some extent, enhance growth indirectly via human capital formation.  

Regarding the causal relationship between FDI and growth, Mah’s (2010) small sample 

cointegration test of Chinese growth and FDI inflows between 1983 and 2001 shows 
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that economic growth in China causes greater FDI inflows, with FDI not having any 

causal effect on growth in the country.  

The literature overview provided above on both the studies supporting and opposing the 

relationship between FDI and economic growth shows that there is some disagreement 

between researchers on this relationship in developing countries. Some studies found 

evidence of a uni-directional relationship, others evidence of a bi-directional relationship 

and a few no evidence that FDI enhances growth in developing countries. The results 

are dependent on the sample used,  the period covered and methods applied. Many of 

the studies cited are panel studies. Panel studies have come under scrutiny of late and 

are often criticised for the fact that they tend to mask country differences and are unable 

to adequately address the issue of endogeneity, with bi-directional relationships being a 

common feature (Strydom, 2011). Generally, the majority of research indicates that FDI 

does enhance economic growth in developing countries. This seems to be especially 

true for countries that have the necessary absorptive capacities, such as well-developed 

financial markets and sufficient levels of human capital.   

The following section will be devoted to examining FDI in Africa, and will provide a 

literature overview of the relationship between FDI and economic growth in the region.  

2.5.  Literature perspectives: FDI in Africa 

Though there are still lingering negative sentiments toward foreign capital in Africa, 

African governments are starting to realise the potential benefits of increased FDI and 

have put policy incentives in place with the hopes of attracting greater FDI inflows 

(UNCTAD, 2009:48). According to Asiedu (2004), the policy reforms that have occurred 

have failed to make SSA in particular more attractive for potential FDI. This is because 

reforms instituted in SSA have been much less competitive in comparison with reforms 

implemented in other developing regions.  

The importance of capital flows for Africa has been highlighted by NEPAD (2001), which 

argues that much of the capital needed for bridging Africa’s finance gap will have to be 

sourced from abroad. It is in light of this that NEPAD’s development strategy for Africa 

highlights FDI as a critical factor in the continent’s growth and development plans 
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(NEPAD, 2001:37-39). Against this background, it is important to study the relationship 

between FDI and economic growth in Africa. In contrast to the vast literature on FDI in 

developing countries, the literature regarding FDI in Africa is fairly limited.  

According to Asiedu (2002), FDI is essential to SSA. It is necessary because of the 

resource gap that needs to be filled. Domestic saving and investment in Africa are not 

sufficient to fill this gap and therefore the necessary capital must come from abroad. 

Development assistance to the region is also limited, and other forms of investment, 

such as portfolio investment, can generally not be sustained by African countries as 

their financial markets in general are not well developed.  

UNCTAD (2008:xxii) supports Asiedu’s argument, stating that Africa needs much more 

investment in order to attain its poverty alleviation goals. Investment made in 

infrastructure is especially needed. The large financing gap that still remains to be filled 

in Africa, despite increased FDI over the past decade, is illustrated by the fact that 

Africa received US$ 45 billion in infrastructure investment over the period between 1996 

and 2006, even though it is estimated that the region needs about US$ 40 billion worth 

of investment annually, if it is to reach its Millennium Development Goal (MDG) targets 

by 2015. This is applicable if it is assumed that the region will grow at an average 

annual rate of 7 per cent, and annual infrastructure investment amounting to 9 per cent 

of GDP is made (Estache, 2005; Taylor, 2007). Of the investments needed, it is 

assumed that roads and electricity will require the largest amounts. UNCTAD (2008:92-

93) estimates that SSA’s current financing gap for infrastructure investment could be 

larger than 50 per cent.  

NEPAD (2001) has also identified increased FDI as an important avenue through which 

economic growth and development can be obtained in Africa. The important role that 

FDI plays in Africa’s economy is illustrated by the fact that FDI stock in Africa comprises 

33.2 per cent of the region’s GDP (UNCTAD, 2009:257). 

Literature studies on FDI mainly focus on two aspects of FDI: Firstly, the relationship 

between FDI and economic growth, and secondly the determinants of FDI. The 

following section focuses on a summary of the research results on the relationship 

between FDI and economic growth in Africa published between 2000 and 2008. The 
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period is chosen, once again, in order to provide a review of the most recent literature 

on the subject. This is followed by a discussion of the determinants of FDI in Africa.  

2.5.1. The relationship between FDI and economic growth in Africa 

Durham (2000) conducted a study of capital flows to nine developing countries, 

including five African countries, using time-series data to estimate growth regressions. 

The author concludes that FDI negatively influences growth rates in Zimbabwe, Zambia 

and Nigeria. FDI was found to enhance economic growth only in Uganda.  

In Nigeria, foreign investment has an insignificant influence on economic growth, as 

determined by Akinlo (2004) in a study of the impact of FDI on economic growth in that 

country. The study covered the period between 1970 and 2001 and was conducted 

using an error-correction model. 

Lumbila (2005), in a panel study of 47 African nations during 1980-2000, found a 

positive relationship between FDI and growth in Africa. This growth is enhanced by the 

presence of skilled human capital, and an investor-friendly and stable macroeconomic 

environment.  

Fedderke and Romm (2006) constructed a VECM for the period between 1956 and 

2003 and found that FDI positively influences growth in South Africa. In the long run, 

domestic and foreign capital complement each other and this points to the existence of 

technology spillovers from foreign to domestic capital in South Africa. They also 

conclude that foreign investment does crowd out domestic investment, though this is 

only true in the short run.  

Frimpong and Oteng-Abayie (2006) studied the causal relationship between FDI and 

economic growth in Ghana. The study was conducted using time-series data for the 

period between 1970 and 2002. The causal relationship was investigated using the 

Toda-Yamamoto test. The authors did not find evidence of an overall causal relationship 

between economic growth and FDI, although a certain time period within the sample 

(after the implementation of structural adjustment policies) showed that FDI caused 

growth in Ghana.  
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Moolman, Roos, Le Roux and Du Toit (2006) used cointegration techniques to analyse 

time-series data for 1970 to 2003 to determine the relationship between FDI and growth 

in South Africa. The authors conclude that there is a positive relationship between FDI 

and economic growth in South Africa.  

Sharma and Abekah (2008) conducted a study on 47 African countries to determine the 

impact that FDI has on economic growth. Using data for 1990 to 2003 to estimate a 

growth equation based on a Cobb-Douglas production function, the authors found that 

FDI does positively influence GDP growth in Africa.  

Seetanah and Khadaroo (2007) studied the growth impact of FDI in 39 SSA countries 

between 1980 and 2000. The authors used a GMM model and panel estimations to 

determine that FDI has a significant impact on growth in SSA, though this impact is 

somewhat smaller than the impact of other types of investment.  

Ndikuma and Verick (2008) analysed the relationship between domestic investment and 

FDI in 38 SSA countries between 1970 and 2005 using robust OLS estimators 

combined with a fixed-effect specification model. The authors found that FDI crowds in 

domestic investment in SSA, thereby contributing positively to growth. 

In a study on FDI and domestic investment in 42 SSA countries between 1990 and 

2003, Adams (2009) employed pooled panel data analysis to show that, even though 

FDI inflows to SSA increased during the 1990s, economic growth in the region did not 

grow in proportion to these increased flows. The author does find that domestic 

investment and institutional infrastructure have a significant impact on economic growth 

in the region. Furthermore, the author concludes that any positive impacts of FDI on 

economic growth are more likely to stem from increased total factor productivity than the 

change in domestic capital.   

According to Okudua (2009), there is a positive long-run relationship between FDI 

inflows and economic growth in Nigeria. The author used annual time series data for the 

period between 1975 and 2004 and estimated a VECM model. 

Bezuidenhout (2009) used panel estimations to investigate the link between aid, FDI 

and economic growth. The analysis was conducted for 1990 to 2005 and focused on the 
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Southern Africa region. The author finds that FDI has only a restricted impact on growth 

in Southern Africa.  

As in the case of developing countries, the FDI literature on Africa differs substantially in 

terms of the methods applied, sample of countries, period covered and variables used. 

Data restrictions especially make the analysis of FDI in Africa difficult and there is 

limited substantive evidence of a specific relationship between FDI and economic 

growth in Africa. In general, the literature seems to suggest that Africa could benefit 

from FDI, especially if efforts are made to increase the continent’s current level of 

human capital. This is confirmed by Asiedu (2004), who states that SSA will reap more 

benefits from FDI in terms of employment generation if human capital and infrastructure 

is upgraded. The author also argues that Africa should diversify its investment 

opportunities so that more FDI is aimed at non-primary industries. The relevant 

research on FDI in Africa, covering the period between 2000 and 2009, is summarised 

in Table 2.1. 

Table 2.1: Studies regarding FDI and economic growth in Africa: A summary 

Study Method Conclusion 

Durham (2000) Time series analysis of FDI 

and growth 

FDI enhances growth only 

in Uganda. Zimbabwe and 

Zambia are negatively 
influenced by FDI. 

Akinlo (2004) Error-correction model Economic growth in Nigeria 

is not influenced by FDI. 

Lumbila (2005) Panel study African growth is positively 

influenced by FDI, and the 

effect is increased with 
greater human capital. 

Fedderke and Romm 

(2006) 

VECM South African economic 

growth is enhanced by FDI. 

Frimpong and Oteng-

Abayie (2006) 

Toda Yamamoto causality 

test 

There is no causal 

relationship between FDI 

and economic growth in 
Ghana.  

Moolman, Roos, Le Roux 

and Du Toit (2006) 

Cointegration techniques There is a positive 

relationship between FDI 
and growth in South Africa. 
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Sharma and Abekah (2007) Growth equations FDI has a positive influence 

on economic growth in 

Africa. 

Seetanah and Khadaroo 

(2007) 

GMM and panel analysis FDI has a significant impact 

on growth in SSA. 

Ndikuma and Verick (2008) Robust OLS FDI contributes toward 

growth in SSA by crowding 
in domestic investment. 

Adams (2009) Pooled panel data analysis Increased FDI inflows in the 

1990s did not increase 

growth in SSA. 

Okudua (2009) VECM There is a positive 

relationship between FDI 

and growth in Nigeria. 

Bezuidenhout (2009) Panel estimations The growth impact of FDI in 

Southern Africa is limited. 

Source: Author’s own compilation 

2.5.2. Determinants of FDI in Africa 

The other aspect regarding research on FDI to Africa concerns the determinants of FDI 

to Africa. This section provides a brief overview of the literature regarding this matter.  

Asiedu (2002) finds that the determinants of FDI in other developing countries are not 

necessarily the same for SSA. While a high return to capital and adequate infrastructure 

promote FDI in other developing nations, these are not significant for attracting FDI to 

SSA. Openness to trade enhances FDI in other developing countries as well as to SSA, 

though this effect is less for SSA than for other countries.  

Africa evokes a certain image of uncertainty and instability in the international 

investment arena. Goldstein (2004) finds that the perceived risk that is associated with 

Africa is a determinant that negatively influences the flow of FDI to the continent.  

According to Onyeiwu and Shretsha (2004), FDI generally depends on the economic 

growth rate of the host country, as well as variables such as inflation, interest rates, 

economic openness, foreign reserves, debt, taxes, political freedom, infrastructure and 

the availability of natural resources. FDI inflows to Africa specifically are determined by 

economic growth and openness, inflation, foreign reserves, and the host country’s 
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natural resource endowment. The authors conclude that political rights and 

infrastructure do not have a significant impact on the amount of FDI attracted by African 

countries. 

Asiedu (2006) conducted a panel study of 22 African nations and argues that sound 

macroeconomic policies, the availability of natural resources and size of the domestic 

market are important determinants of FDI to Africa.  

Naudé and Krugell (2007) established the determinants of FDI to Africa by using a 

balanced panel of 43 African countries, and estimating a GMM model. They found 

inflation, good governance, investment, government consumption and original literacy to 

be important determinants for FDI inflows.  

In summary, the available literature indicates that the important determinants of FDI to 

Africa are economic growth, openness to trade, inflation, foreign reserves and natural 

resource endowment. It must be remembered that the sample, period covered and 

methods used in the relevant studies differ substantially, and these factors influence the 

outcomes. Given these factors, there is limited evidence on the determinants of FDI to 

Africa. The research results of the relevant research are summarised in Table 2.2.  

Table 2.2: Studies regarding the determinants of FDI in Africa: A summary 

Study Method and period 

covered 

Conclusion 

Asiedu (2002) Panel study, 1988-1997 The determinants of FDI to 

SSA differ from the 
determinants to other 

developing countries. 

Onyeiwu and Shretsha 

(2004) 

Panel study, 1975-1999 FDI to Africa is largely 

determined by growth, 

openness, foreign reserves 
and resource endowments. 

Asiedu (2006) Panel study, 1984-2000 Macroeconomic stability 

and sound institutions 
increase FDI flows to 
Africa. 

Naudé and Krugell (2007) Generalised Method of 

Moments, 1970-1990 

Inflation, good governance, 

investment, government 
consumption and original 
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literacy are important for 

FDI inflows. 

Source: Author’s own compilation 

2.6. Conclusion 

The purpose of this chapter was to provide a theoretical basis and literature overview 

from which Chinese FDI in Africa can be analysed.  

An overview of important theories regarding FDI revealed the two major theoretical 

viewpoints regarding FDI and its role in economic growth, namely the dependency and 

modernisation theories. Dependency theory advocates self-sufficiency. It argues that 

wealthy nations grow at the expense of developing nations, and that developing nations 

should not rely so heavily on foreign funds, especially those flowing from developed 

countries. Though dependency theory is considered to be redundant today, it is a theory 

that has shaped many African leaders’ thinking about foreign capital, and caused them 

to remain wary of FDI.  

Modernisation theory is predicated on neoclassical and endogenous growth theories. 

According to neoclassical growth theory, increased capital will contribute toward 

increased output. Within this framework, FDI can be beneficial to a host country’s 

economic performance by providing extra capital with which to increase output.  

Endogenous growth theory, unlike neoclassical growth theories, allows for increasing 

returns to capital to occur. It contends that human capital is an important component of 

a country’s capital, and that growth can be extended to the long run when positive 

spillovers occur from increased investment. Agglomeration economies can be an 

important vehicle and determinant of these spillovers in the host economy. Within the 

modernisation theory framework, FDI is viewed as being important for economic growth 

because it provides not only the capital that is necessary for growth, but also brings with 

it certain positive externalities that stimulate long run growth.  

Though there is a theoretical basis which justifies increased FDI as a means of 

improving economic growth, some analysts are critical of FDI and argue that the 

practical consequences of FDI can sometimes be detrimental to the host economy. At 
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the beginning of this chapter, the question was raised as to whether FDI is generally 

beneficial to host countries in the developing world, and Africa in particular. 

The literature that was summarised in this chapter provides the basis from which this 

question can be answered. The literature on FDI is vast, and studies that focus on the 

relationship between FDI and economic growth are especially widespread. This chapter 

focused on macroeconomic studies that were conducted on the subject in developing 

countries between 1998 to early 2010. The methods used in these studies vary 

significantly and the use of panel models especially is controversial. The use of panel 

models to analyse groups of countries tends to mask individual country differences.  

Though the results of the studies presented in the literature overview differ substantially 

and do not provide any conclusive evidence of a positive relationship between FDI and 

economic growth, a general conclusion from the literature overview provided is that FDI 

can have a positive influence on economic growth in the host country. This is especially 

relevant where the host country has already achieved a certain minimum level of 

financial development and educational attainment. These are often referred to as the 

host economy’s absorptive capacity and determine its ability to capitalise on the benefits 

provided by FDI. 

Though the literature regarding FDI in developing countries is vast, research regarding 

FDI in Africa is fairly limited. The results of studies pertaining to FDI and economic 

growth in Africa that were presented in this chapter are varied, with some studies finding 

evidence of the fact that FDI enhances growth in Africa, while others conclude that the 

growth effect of FDI on the continent is limited. The general consensus seems to be that 

FDI enhances growth in Africa, subject to a certain level of absorptive capacity. 

Thus, the answer to the question previously posed seems to be that FDI generally is 

beneficial to developing countries and to Africa, especially in cases where the host 

country is able to exploit the advantages that come with increased FDI thanks to 

adequate absorptive capacity. 

Based on this conclusion, it becomes clear why increased Chinese FDI to Africa is 

receiving so much attention. Though the results of the studies summarised in this 

chapter depend largely on the method of investigation, data used and period covered, 
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making it difficult to arrive at a definitive conclusion regarding the relationship between 

FDI and economic growth, it does seem theoretically possible that increased Chinese 

FDI in Africa can be beneficial to the continent.  

Bearing this in mind, the following chapter will provide a more detailed picture of FDI 

flows to Africa, and specifically of Chinese FDI flows to Africa.  
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CHAPTER 3: FOREIGN DIRECT INVESTMENT IN AFRICA 

3.1. Introduction 

Global FDI flows have increased significantly since the 1990s. This chapter aims to put 

Africa’s share of these FDI flows into perspective. Questions posed are:  how has the 

continent performed in attracting FDI during this period of increased global FDI flows, 

and just how important are Chinese FDI flows becoming to Africa? 

This chapter demonstrates that, though the absolute value of FDI receipts by Africa over 

the past two decades shows impressive growth, when compared to other developing 

regions, Africa is clearly lagging behind when it comes to attracting greater FDI inflows.  

Economic growth and development in China has caught the attention of the world over 

the past two decades. China has not only experienced remarkable growth in FDI inflows 

over the past two decades, but has established itself as a leading source of OFDI as 

well.  China’s interest in investing in Africa has caused both optimism and concern. 

Increased Chinese FDI in Africa is viewed by some as being positive, since it can 

potentially enhance Africa’s relatively lacklustre FDI performance. This, in turn, is hoped 

to have a beneficial impact on African economic growth. On the other hand, China’s 

increasing investment in Africa has been met with concern by some groups since it is 

feared that Chinese investment in Africa could be to the detriment of the continent 

because of China’s non-interference policy, which often leads to the perception that 

China invests in vulnerable and politically volatile countries. It is feared that this will 

enable corrupt regimes to continue their rule. 

This chapter provides an overview of these, and other relevant issues, and endeavours 

to put them into perspective. First, trends in global FDI flows are discussed in section 

3.2 and FDI flows to Africa receive attention in section 3.3. In the discussion of global 

FDI flows, the focus is on FDI flows between 1990 and 2008, in order to gain a long-

term picture. Lastly, section 3.4 analyses Chinese FDI to Africa, where flows since 2000 

are covered.  
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3.2. FDI trends between 1990 and 2008: Nominal global and regional FDI 

flows 

As economies throughout the world started to liberalise their markets and the world 

economy became more globalised during the past two decades, global FDI flows have 

increased. Figure 3.1 illustrates the nominal value of net global FDI flows between 1990 

and 2008. The figure shows a general increasing trend in global FDI flows since 1990. 

FDI flows peaked globally in 2000 at a value of US$1 381 billion. After this zenith, global 

FDI flows fell. This decrease in FDI flows can be ascribed to the burst of the dot-com 

bubble that occurred during this time, and also to the September 11, 2001 terrorist 

attacks on the World Trade Centre in New York, which exacerbated the problem. During 

this time, many countries worldwide experienced a slowdown in economic activity, 

which had a negative influence on FDI flows globally. FDI inflows contracted by 51 per 

cent while FDI outflows fell by 55 per cent between 2000 and 2001 (UNCTAD, 2002:3). 

However, FDI flows did recover to reach a new high of US$1 979 billion in 2007, after 

which it dropped by 14 per cent to US$1 697 billion in the first half of 2008, due to the 

global credit crisis that was emerging at the time (UNCTAD, 2009:xix). 

     Figure 3.1: Net global FDI flows, 1990-2008 (millions of US$) 

 

     Source: UNCTAD FDI statistics database 
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Though FDI to developing countries has increased, when comparing developing country 

FDI inflows to those of developed countries, it is evident that developed nations 

received the lion’s share of worldwide FDI flows during the past two decades (see 

Figure 3.2). 

    Figure 3.2: Comparative analysis of net FDI flows to developed and developing countries (millions of US$), 1990-2008 

 

     Source: UNCTAD FDI statistics database 
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Figure 3.3: Trends in net FDI flows to developed and developing countries, 1990-2008 (millions of US$) 

 

Source : UNCTAD FDI statistics database 

The graph also shows that FDI flows to developed countries fell quite steeply in 2008. 
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In relative terms, the share of global FDI received continued to be dominated by 

developed countries. Table 3.1 shows the change that occurred in the share of world 

FDI flows attracted by developed and developing nations between 1990 and 2008. As 

can be seen, little has changed during this period. On average, between 1990 and 

1995, developing nations attracted only 31.4 per cent of world FDI flows, while 

developed nations accounted for 67.7 per cent. Between 1996 and 2005, developing 

countries’ share of global FDI flows declined to 28.3 per cent. More recently, between 

2006 and 2008, the developing nations’ share increased again to 30.6 per cent, while 

the developed nations’ share declined to 64.4 per cent. Since 2000, the share of 

transition economies has more than doubled. The long-term averages for these groups 

of countries illustrate that the distribution of FDI flows generally remained stable 

between 1990 and 2008, with the share of global FDI inflows of each group generally 

not deviating significantly from the long-term average. In nominal terms, global FDI 

inflows increased substantially since 1990, with significant increases exper ienced since 

2006. 
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Table 3.1: Share of global FDI flows to developed and developing countries, 1990-2008 

Average FDI 

inflows  

(US$) 

Developing 

countries 

Transition 

countries 

Developed 

countries 
World 

1990-1995 
70 billion 2 billion 152 billion 225 billion 

1996-1999 
189 billion 8 billion 470 billion 668 billion 

2000-2005 
242 billion 18 billion 596 billion 855 billion 

2006-2008 
543 billion 89 billion 1 144 billion 1 777 billion 

Long term 

average 

(1990-2008) 
224 billion 22 billion 516 billion 763 billion 

 Share of global FDI flows 

1990-1995 
31.4% 0.8% 67.7% 100% 

1996-1999 
28.3% 1.2% 70.4% 100% 

2000-2005 
28.3% 2.1% 69.6% 100% 

2006-2008 
30.6% 5.0% 64.4% 100% 

Long term 

average 
(1990-2008) 

29.4% 2.9% 67.7% 100% 

Source: UNCTAD FDI statistics database 

Since the focus of this study is on FDI in Africa, it is interesting to compare the FDI 

performance of various developing regions. Figure 3.4 again emphasises the fact that 

FDI flows to all developing regions increased from 1990 to 2008, including to Africa. 

However, it can also be seen that Africa is lagging behind other developing regions 

when it comes to attracting FDI flows. Oceania has been omitted from Figure 3.4 since 

the volume of FDI flows received by this region are so small that they do not reflect in 

the graph. 
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          Figure 3.4: Net FDI flows to developing regions (millions of US$), 1990-2008 

 

           Source: UNCTAD FDI statistics database 
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Table 3.2: Share of average FDI flows to developing regions, 1990-2008 

Average FDI 

inflows  

(US$) 

Developing 

America 

Developing 

Asia 

Developing 

Oceania3 

Developing 

Africa 

1990-1995 
18 billion 47 billion 0.4 billion 5 billion 

1996-1999 
77 billion 102 billion 0.5 billion 10 billion 

2000-2005 
76 billion 145 billion 0.3 billion 21 billion 

2006-2008 
147 billion 331 billion 2 billion 64 billion 

Long term 

average (1990-
2008) 69 billion 134 billion 0.5 billion 20 billion 

Share of total average FDI inflows (all developing regions) 

1990-1995 
26.0% 66.9% 0.6% 6.5% 

1996-1999 
40.9% 53.8% 0.3% 5.1% 

2000-2005 
31.2% 60.0% 0.1% 8.7% 

2006-2008 
27.1% 60.9% 0.3% 11.7% 

Long term 

average (1990-
2008) 30.8% 59.9% 0.3% 9.0% 

Source: UNCTAD FDI statistics database 

Table 3.2 shows that developing Asia has been the frontrunner in developing country 

FDI inflows since the 1990s. The region has managed to consistently attract more than 

half of all FDI flows to developing regions in the past two decades. Between 1990 and 

1995, developing Asia accounted for one third (66.9 per cent) of developing country FDI 

inflows. Its share then declined between 1996 and 2005, though still remaining above 

                                                           
3
 Note that Developing Oceania includes American Samoa, Cook Islands, Fiji, French Polynesia, Guam, Kiribati, Marshall Islands,  

Micronesia, Nauru, New Caledonia, Niue, Northern Mariana Islands, Pacific Islands, Palau, Papua New Guinea, Samoa, Solomon 
Islands, Tokelau, Tonga, Tuvalu, Vanuatu and Wallis and Futuna Islands. 
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50 per cent. Between 2006 and 2008, Asia received 60.9 per cent of developing country 

FDI inflows.  

Developing America enjoyed the second best performance, accounting for 26 per cent 

of developing country inflows between 1990 and 1995. The region increased its share of 

FDI inflows significantly between 1996 and 1999, reaching a share of 40.9 per cent. It 

seems as though this jump in flows during the second half of the 1990s came at a cost 

for FDI flows to Asia. Thereafter, developing America’s share declined again and more 

recently stood at 27.1 per cent.  

Africa, at the beginning of the 1990s, accounted for a mere 6.5 per cent of developing 

country inflows. Between 1996 and 1999, the region performed worse, managing to 

attract only 5.1 per cent of inflows. Since 2000, Africa has been steadily increasing its 

share of developing country FDI inflows, and between 2006 and 2008 accounted for 

11.7 per cent. This is a significant improvement over its early 1990s level of 6.5 per cent 

and it can be seen that the region has been making progress in attracting FDI inflows. 

Oceania’s share in FDI flows has been consistently small. The region attracted only 0.6 

per cent of developing country FDI inflows between 1990 and 1995. Its share of 

developing country inflows then declined to 0.3 per cent between 1996 and 1999, and 

0.1 per cent between 2000 and 2005. The region managed to increase its share 

somewhat to 0.3 per cent between 2006 and 2008. 

The long-term averages show that the distribution of FDI inflows between developing 

regions has remained largely consistent between 1990 and 2008. In absolute terms, 

FDI to developing countries increased in particular between 2006 and 2008, with many 

departing quite significantly from their respective long-term averages. FDI to Asia in 

particular rose significantly during this period.  

The data presented in the previous analyses shows that developed countries have been 

the preferred destination for FDI, closely following the trend of global FDI inflows. While 

developing countries as a whole attracted relatively consistent FDI inflows, with 

developing countries’ share of global FDI flows ranging between 28.3 and 31.4 per cent 

over the period 1990 to 2008, FDI inflows between major developing regions vary 

significantly. Asia has since 1990 clearly been the leader amongst the major recipient 
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regions, while Oceania lags far behind the rest. Africa has managed to increase its 

share of developing country inflows significantly, particularly since the mid 1990s.  

The following section will present a more detailed discussion of FDI flows to Africa for 

the period 1990 to 2008. 

3.3. FDI flows to Africa, 1990-2008 

3.3.1. Trends in African FDI flows 

Examining the long-term picture shows that FDI to Africa has been steadily increasing 

over the past close to two decades. The growth experienced by Africa in FDI inflows is 

illustrated by the following: Between 1990 and 1995, Africa received only US$ 4 billion 

worth of net FDI on average per annum. In 2000, the region received US$ 9 billion in 

FDI inflows (UNCTAD, 2002:303). By the year 2008, the continent received US$ 72 

billion worth of FDI. Between 1990 and 2008, Africa experienced an astonishing 

average growth of 26 per cent per annum in FDI inflows. 

The steady rise in FDI received by Africa during the past two decades, in terms of net 

nominal inflows as well as its share in global flows, is depicted in Figure 3.5.  

Figure 3.5: Net FDI flows to Africa, and share of global FDI flows, 1990-2008 (millions of US$) 

 

Source: UNCTAD FDI statistics database 

0.00% 

0.50% 

1.00% 

1.50% 

2.00% 

2.50% 

3.00% 

3.50% 

4.00% 

4.50% 

0 

10000 

20000 

30000 

40000 

50000 

60000 

70000 

80000 

FDI inflows (LHS) Share of global FDI flows (RHS) 



45 

 

The graph shows that nominal FDI inflows to Africa have increased exponentially since 

1990. FDI flows to the continent reached US$ 72 billion in 2008, with many investments 

being aimed at resource- and commodity-rich African nations (UNCTAD, 2009:xxiii). 

While FDI inflows to developed countries declined by 29 per cent in 2008, Africa 

managed to increase its FDI inflows by 27 per cent (UNCTAD, 2009:xix).  

In terms of its share of global FDI flows, the general trend for Africa during much of the 

1990s was a declining one. The early 1990s has been referred to by Asiedu (2004) as a 

period of “...absolute progress but relative decline...” for Africa. The author argues that 

the trend that prevailed during this time most likely occurred because, though African 

governments had taken steps to liberalise and reform markets and improve 

infrastructure, the scale of reform was inadequate when compared to reforms that were 

taking place in other developing regions. Since 2000, the trend has reversed and 

Africa’s share of global FDI flows has generally continued to rise as nominal FDI inflows 

to the continent increased.  

According to UNCTAD (2001), the increase in FDI flows to Africa that occurred since 

2000 are due to the fact that commodity prices increased significantly at this time as 

more nations turned to Africa for resource needs. Reforms implemented by African 

policymakers since 2000 have also contributed toward a more friendly investment 

climate on the continent.  

When looking at specific African countries, it becomes evident that a select few 

countries continually receive large volumes of FDI, and dominate the FDI scene. Table 

3.3 shows the top fifteen recipients of FDI in Africa, based on average FDI inflows in 

selected periods. The table shows rankings for two time periods: the period between 

1990 and 2008 provides a long-term picture, while the period between 2000 and 2008 

shows which countries attracted the most FDI more recently. Oil exporting countries 

(according to EIA, 2010) are marked with an asterisk. 
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Table 3.3: Top African recipients of FDI, 1990-2008 

1990-2008 2000-2008 

Rank Country 

Average 

annual FDI 

inflows (US$) 

 

Rank Country 

Average 

annual 
FDI 

inflows 
(US$) 

 

1 Angola* 3 billion 1  Angola* 6.6 billion 

2 Nigeria* 2.9 billion 2 Egypt 4.6 billion 

3 Egypt 2.6 billion 3 Nigeria* 4.5 billion 

4 
South Africa 2.1 billion 

4 
South 

Africa 3.5 billion 

5 
Morocco 1.2 billion 

5 
          

Morocco 1.8 billion 

6 Sudan* 0.9 billion 6 Sudan* 1.7 billion 

7 

Tunisia* 0.8 billion 
7 

Libyan 

Arab 
Jamahiriya* 1.4 billion 

8 Algeria* 0.8 billion 8 Tunisia* 1.3 billion 

9  Libyan Arab 

Jamahiriya* 0.7 billion 
9 

Algeria* 1.3 billion 

10 Congo* 0.6 billion 10 Congo* 1 billion 

11 

Zambia 0.3 billion 

11 
Dem. Rep. 

of the 
Congo 0.6 billion 

12 United Republic 

of Tanzania 0.3 billion 
12 

Zambia 0.5 billion 

13 
Dem. Rep. of 

the Congo 0.3 billion 

13 
United 

Republic of 
Tanzania 0.5 billion 

14  Equatorial 

Guinea* 0.3 billion 
14 

Equatorial 

Guinea* 0.5 billion 

15 
Côte d'Ivoire* 0.3 billion 

15 
          

Uganda 0.4 billion 

Source: UNCTAD FDI statistics database 
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The top FDI recipients shown above have managed to perform consistently since the 

1990s in attracting FDI. Overall, the long-term picture does not differ much from the 

more recent FDI flows experienced. The countries that managed to attract the most FDI 

generally remained the same between 1990 and 2008, and between 2000 and 2008, 

with the only exception being that, since 2000, Côte d'Ivoire was replaced by Uganda in 

fifteenth position.  

These fifteen countries also managed to attract the majority of all African FDI inflows. 

Between 1990 and 2008, the top fifteen FDI recipients accounted for 85.9 per cent of 

average African FDI inflows, attracting total average FDI flows amounting to US$ 17 

billion during this period. The top fifteen recipients between 2000 and 2008 accounted 

for 85.8 per cent of average African FDI inflows, attracting total average FDI inflows of 

US$ 30 billion. These figures imply that 28 per cent of African countries are receiving 

approximately 85 per cent of all FDI inflows, which illustrates the uneven distribution of 

flows on the continent. 

It is interesting to note that the majority of Africa’s top FDI recipients are resource-rich 

nations. Nine of the countries presented in Table 3.3 are oil-exporting countries, while 

five (Algeria, Angola, Congo, Libya and Nigeria) are classified by UNCTAD (2010) as 

major petroleum exporters. The results presented in Table 3.3 are consistent with 

UNCTAD’s (2008:7) analysis of FDI flows to Africa over the past two decades, which 

states that natural resources have been an important determinant in attracting FDI 

inflows. 

Loots’ (2009) study of African FDI between 2000 and 2007 confirms this trend. African 

oil exporters were responsible for attracting 71.3 per cent of total FDI inflows to the 

continent during this time. Commodity-exporting countries that do not export oil received 

18.7 per cent of FDI inflows, while non-oil, non-commodity exporters received only 10 

per cent of FDI inflows. The author concludes that FDI in Africa is still largely geared 

toward resources, with oil commodities featuring prominently.  

The following section examines the dynamics of recipient countries’ economies more 

closely. 
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3.3.2. Dynamics of recipient countries 

The fact that African FDI is concentrated in a select few countries leads to the question 

– why are these countries so attractive to FDI, relative to others? The overview of the 

top fifteen recipients presented below indicates some basic facts regarding the 

economies of these dominant recipient countries.  

Nigeria has a Human Development Index (HDI) value of 0.5 and is ranked 121st (out of 

183) in the world in terms of the ease of doing business in the country4. Nigerian GDP 

per capita in 2008 amounted to US$ 473 (World Bank, 2010). The country is classified 

as a medium human development, lower-middle income economy. The country’s 

economy is driven mainly by its oil sector, with fuels and mining products accounting for 

92.3 per cent of Nigeria’s merchandise exports (WTO, 2010). Other important industries 

include coal, columbite, tin, rubber, textiles, wood, cement, chemicals, footwear, 

fertilizer, printing, steel, ceramics and hides (CIA, 2010). Nigeria received total FDI flows 

of US$ 56 billion between 1990 and 2008. 

Angola’s HDI is 0.6, making it a medium human development country. The country’s 

ease of doing business is ranked at 170th and GDP per capita in 2008 was US$1 357 

(World Bank, 2010). The country is classified as a lower-middle income economy. 

Angola’s main exports are petroleum oils (Trademap, 2010). Other than petroleum, 

Angola’s industries include diamonds, phosphates,  uranium, bauxite, gold, iron ore, 

cement, fish and food processing, textiles, sugar, brewing, tobacco products, feldspar 

and ship repair (CIA, 2010). During 1990 to 2008, Angola received total FDI inflows of 

US$ 65 billion. 

Egypt’s HDI is 0.7. In terms of ease of doing business, Egypt attained 116th position and 

its GDP per capita is US$1 784 (World Bank, 2010). Egypt is considered to be a 

medium human development, lower-middle income country. The country’s main export 

is fuels and mining products, which accounts for 47.7 per cent of total exports. The 

                                                           
4 The HDI is an index ranging from 0 to 1, where 0 represents the lowest value of human development and 1 
represents the highest level. The Ease of Doing Business indicator ranks countries from 1 to 183, with 1st place 
representing the country where the environment is most conducive to conducting business, and 183rd place the 
country with the least conducive environment.  



49 

 

manufacturing sector also features prominently, accounting for 34.3 per cent of Egypt’s 

exports (WTO, 2010). The food processing, textiles, chemical, construction, metal, 

tourism, pharmaceutical and hydrocarbon industries are also important in Egypt (CIA, 

2010). Total FDI inflows between 1990 and 2008 amounted to US$ 49 billion. 

South Africa is a medium human development, upper-middle income economy with an 

HDI value of 0.7, ease of doing business ranking of 32nd and per capita GDP of US$ 3 

764 (World Bank, 2010). The South African economy is diversified, with manufactured 

goods accounting for most of South Africa’s exports, comprising 54.5 per cent of total 

exports. Fuels and mining products account for 34.5 per cent of exports (WTO, 2010). 

Other important industries in the South African economy include metalwork, automobile 

assembly, textiles, chemicals, machinery, iron and steel, foodstuffs, fertilizer and ship 

repair (CIA, 2010). The country received total FDI inflows of US$ 40 billion between 

1990 and 2008. 

Morocco has a per capita GDP of US$ 1 770 and an HDI of 0.6. It is classified as a 

medium human development, lower-middle income country. The country’s ease of 

doing business is ranked at 130th place (World Bank, 2010). Manufactures account for 

58.9 per cent of Morocco’s merchandise exports, with fuels and mining products 

accounting for 18.6 per cent (WTO, 2010). Food processing, textiles, tourism, 

construction, leather goods, energy and phosphate mining are important industries in 

Morocco (CIA, 2010). Total FDI flows received amounted to US$ 22 billion between 

1990 and 2008. 

Sudan’s HDI is 0.5, ease of doing business is ranked at 149th and GDP per capita is 

US$ 532 (World Bank, 2010). Sudan is classified as a medium human development, 

lower-middle income economy. The economy relies mainly on oil and subsistence 

farming, with fuels and mining products accounting for 72.4 per cent of total 

merchandise exports (WTO, 2010). Textiles, sugar, cement, armaments, cotton ginning, 

soap distilling, edible oils, pharmaceuticals, shoes and automobile assembly are also 

prominent industries in the economy (CIA, 2010), with the country receiving total FDI 

inflows worth US$ 16 billion between 1990 and 2008.  



50 

 

Tunisia’s HDI is 0.8, ease of doing business is ranked at 73rd place and GDP per capita 

is US$ 2 760 (World Bank, 2010). The Tunisian economy is classified as medium 

human development and lower-middle income. Tunisia’s main export is manufactured 

goods, which accounts for 71.6 per cent of exports. Fuels and mining products comprise 

19 per cent of exports (WTO, 2010). Other important industries in the Tunisian economy 

include textiles, beverages, tourism, footwear and agribusiness (CIA, 2010). The 

country’s total FDI flows received between 1990 and 2008 amounted to US$ 16 billion. 

Algeria’s HDI is 0.8, ease of doing business is ranked at 134th and GDP per capita is 

US$ 2 191 (World Bank, 2010). Algeria is a medium human development, upper-middle 

income economy. The country’s main exports are petroleum related products, with the 

natural gas, mining, petrochemical and food processing industries also featuring 

prominently (Trademap, 2010; CIA, 2010). Algeria’s total FDI inflows between 1990 and 

2008 amounted to US$ 13 billion.  

Libya’s HDI is 0.9, and the economy’s ease of doing business is not ranked. GDP per 

capita is US$ 7 740 (World Bank, 2010). It is a high human development, upper-middle 

income economy. The Libyan economy relies heavily on the petroleum sector, with 98.3 

per cent of all Libyan merchandise exports comprising fuel and mining products (WTO, 

2010). Other than petroleum, the aluminium, textiles, cement, handicraft and iron and 

steel industries are important to the Libyan economy (CIA, 2010). The country received 

FDI inflows worth US$ 12 billion from 1990 to 2008.  

Equatorial Guinea’s HDI is 0.7, ease of doing business is ranked at 169 th and GDP per 

capita is US$ 8 692 (World Bank, 2010). Equatorial Guinea is classified as a medium 

human development, high income economy. Main exports are petroleum oils, and other 

important industries are fishing, natural gas and sawmilling (Trademap, 2010; CIA, 

2010). Equatorial Guinea’s total FDI flows for the period between 1990 and 2008 

amounted to US$ 5 billion. 

Congo’s HDI is 0.6, ease of doing business is ranked at 179th and GDP per capita is 

US$ 1 214 (World Bank, 2010). Congo is a medium human development, lower-middle 

income economy. Main exports are petroleum oils, while other important industries 

include lumber, sugar, brewing, cement, flour, soap, cigarettes and palm oil (Trademap, 
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2010; CIA, 2010). Total FDI receipts between 1990 and 2008 amounted to US$ 11 

billion.   

Zambia’s HDI is 0.5, ease of doing business is ranked at 99th and GDP per capita is 

US$ 387 (World Bank, 2010). Zambia’s economy is classified as a low human 

development, low income economy. Zambia’s economy is driven largely by its natural 

resources. Fuels and mining products are the main exports, comprising 79.5 per cent of 

Zambian merchandise exports (WTO, 2010). Zambia’s other important industries are 

construction, horticulture, textiles, fertilizer, beverages, chemicals, and foodstuffs (CIA, 

2010). The country received total FDI inflows of US$ 6 billion between 1990 and 2008. 

Tanzania’s HDI is 0.5, ease of doing business is ranked at 126th and GDP per capita is 

US$ 362 (World Bank, 2010). It is a medium human development, low income 

economy. The country’s agricultural sector is very dominant, and is the main export 

sector, accounting for 31.1 per cent of exports (WTO, 2010). The diamond, iron and 

gold mining industries are also important in Tanzania, along with cement, apparel, 

fertilizer, wood products, shoes, salt, cement, oil refining and soda ash (CIA, 2010). 

Total FDI inflows between 1990 and 2008 were US$ 5 billion. 

The Democratic Republic of the Congo (DRC) has an HDI of 0.4, ease of doing 

business in the country is ranked at 182, and GDP per capita is US$ 99 (World Bank, 

2010). The DRC is a low human development, low income country. The country is 

famed for its mineral wealth, which includes gold, diamonds, zinc, copper and cobalt 

and also accounts for the majority of the country’s exports (CIA, 2010; Trademap, 

2010). Other industries include cement, ship repair, textiles, foods and beverages and 

mineral processing.  The DRC’s total FDI inflows during the period under analysis 

amounted to US$ 5 billion. 

Uganda’s HDI value is 0.5, GDP per capita is US$ 348 and the country’s ease of doing 

business is ranked 106th (World Bank, 2010). Uganda is a medium human 

development, low income economy. Uganda depends mostly on agricultural products, 

which comprise 46.1 per cent of its merchandise exports. Other important industries are 

brewing, cotton textiles, sugar and cement and steel production (WTO, 2010; CIA, 
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2010). Between 1990 and 2008, Uganda received total FDI inflows amounting to US$ 4 

billion. 

Côte d’Ivoire’s economy is largely reliant on the agricultural sector, which accounts for 

47.4 per cent of the country’s merchandise exports, followed by fuels and mining 

products at 36.5 per cent (WTO, 2010).  The country’s HDI is 0.5, GDP per capita is 

US$ 530 and ease of doing business is ranked at 163 (World Bank, 2010). The country 

falls into the low human development group, while it is classified as a lower-middle 

income economy. Important industries include textiles, wood products, fertilizer, ship 

construction, beverages and foodstuffs, oil refining, electricity, building materials and 

truck and bus assembly (CIA, 2010). Total FDI flows received between 1990 and 2008 

were US$ 5 billion. 

The countries presented above are generally low to medium human development 

countries, with Libya being the only country that would be classified as a high human 

development country. The ease of doing business in these countries generally ranks 

quite poorly, which would be expected to discourage foreign investors. Of the fifteen 

countries listed, only four (South Africa, Egypt, Tunisia and Morocco) have diversified 

their exports. The rest are still mainly dependent on either the petroleum or agricultural 

sector for exports, which confirms the notion that FDI in Africa is geared heavily toward 

resource-rich nations.  

Just as selected countries continually receive the largest amounts of FDI in Africa, there 

are certain source countries that have traditionally dominated as foreign investors on 

the continent. The following section will briefly discuss these source countries. 

3.3.3. Important source countries: 2000-2008 

Traditionally, the largest investors in Africa have been European countries, with France, 

the Netherlands and the United Kingdom dominating as investors in Africa. The United 

States and South Africa have also played important roles in Africa’s FDI inflows 

(UNCTAD, 2007:12). Based on average FDI flows to Africa during 2000 to 2008, the 

most important source countries were the United Kingdom, France, the USA, 

Netherlands and Italy (see Figure 3.6 below). 
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Figure 3.6: Major source countries of African FDI, 2000-2008 (millions of US$) 

 

Source: OECD statistical database 
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its relative share of global FDI inflows was declining. Increased resource demand and 

economic reforms have managed to reverse this trend since 2000. Africa has also 

managed to increase its share of total developing country FDI inflows recently. Though 

these trends seem promising, it is noticeable that there are still only a small number of 
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African countries that account for the majority of the continent’s FDI inflows. African FDI 

inflows are distributed unevenly and are concentrated mainly in oil-exporting and other 

resource-rich countries, showing that investors still have a significant interest in African 

resources. Though traditional sources of FDI on the continent have mainly been 

developed nations, developing countries are increasingly starting to invest in Africa. As 

China becomes more prominent as an investor in Africa, questions arise about Beijing’s 

motivation for investing in the continent. Is China’s African FDI fuelled, as the overall 

trend for FDI in Africa would indicate, mainly by resources? The following section 

examines China’s growing FDI to Africa in more detail. 

3.4. Chinese FDI to Africa 

3.4.1. China: A brief economic background 

Figure 3.7 shows that China has been a very strong performer in terms of real economic 

growth between 1990 and 20085. The country has consistently attained higher growth 

rates than other developing regions such as SSA, Latin America and South Asia. China 

has also managed to outperform global real economic growth since the start of the 

1990s. The country’s economic growth averaged 10.4 per cent annually between 2000 

and 2008 (World Bank, 2010a). China achieved economic growth of 10.3 per cent in 

2010 and is expected to grow by 9.6 per cent in 2011 (IMF, 2011).   

                                                           
5 It is important to note that China’s approach to growth and development differs from the more traditional, 
Western approach. However, an exhaustive account of the Chinese growth model falls outside the scope of this 
study. 
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         Figure 3.7: Chinese economic growth rates in comparison with world growth and developing region growth, 1990-2008 

 

         Source: World Development Indicators, 2010 

As of August 2010, China has officially become the second largest economy in the 

world (Bloomberg News, 2010). The country overtook Japan in the second quarter of 

2010 with a GDP of US$ 1 337 trillion, while Japan’s GDP stood at US$ 1 288 trillion. 

Many analysts believe that China will eventually overtake America as well, to become 

the largest economy in the world, though this is a controversial subject. O’Neill and 

Stupnytska (2009) estimate that China could become the world’s leading economy by 

2027.  

China has a per capita GDP of US$ 3 267 and is classified as a lower middle income 

country by the World Bank (World Bank, 2010a). This is a significant improvement over 

the per capita GDP value of US$ 949 with which China started out in 2000, when it was 

still classified as a low income economy. In terms of competitiveness, the Chinese 

economy is currently ranked at 29th position by the World Economic Forum’s Global 

Competitiveness Report. The UNDP’s (2010) latest Human Development Report ranks 

China’s HDI in 89th place in the world economy, with a value of 0.7, making it a medium 

human development country. This is a marked improvement on the country’s HDI value 

of 0.6 in 2000.   
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The American Energy Information Administration (EIA) reports that China consumed 7.8 

million barrels of oil per day in 2008. According to the EIA (2010), China is currently the 

world’s second-largest consumer of oil and the third largest net importer of oil. It is 

estimated that Chinese oil demand will reach a level of 8.2 million barrels per day by 

2010. According to the latest report by the African Development Bank (AfDB) and the 

African Union (AU) on oil and gas in Africa (2009:70), China views Africa as an 

important source of energy and relies on Africa for 25 per cent of its oil imports. 

China’s economic success, as illustrated by the preceding paragraphs, is the result of 

decades of meticulous economic planning. The country has followed a general 

economic development plan since the mid-1950s, dividing long-term economic strategy 

into smaller, five-year development plans (China, 2006). The first five-year plan 

spanned the period between 1953 and 1957 and focused on adopting Soviet economic 

policies, promoting state ownership and centralised planning. The emphasis during this 

period was particularly on achieving economic growth via industrialisation.  

Subsequent five-year plans focused, inter alia, on expanding industry, bolstering 

national defence, updating technology, improving human capital, curbing population 

growth and improving agricultural performance (China, 2006).  

Though it is evident that China has been prioritising economic reform for at least the 

past five decades, it was only during the fifth five-year plan that the previously closed 

economy started implementing reforms that would open its economy and enhance 

relationships with the rest of the world. This came about in 1978, after the demise of the 

Cultural Revolution6, when China embarked on its so-called “open door” policy 

(Buckley, Clegg, Cross & Liu, 2007). Reforms undertaken during this time included the 

gradual reduction of state ownership and the liberalisation of trade and investment.  

Further improvements that were made under the open door policy included establishing 

high-quality infrastructure and promoting rural development. Most recently, China 

completed its eleventh five-year plan, which spanned the period between 2006 and 

                                                           
6 The Cultural Revolution took place in China under the leadership of Mao Zedong between 1966 and 1976. After 
widespread social and economic upheavals during this time, Den Xiaoping abandoned the reforms that came along 
with the Cultural Revolution in 1978 and set China off on its open door policy (Andreas, 2002).  
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2010 and emphasised economic growth, the strengthening of Chinese industries, the 

conservation of natural resources, the furthering of education for the Chinese people 

and urbanisation of the population (China, 2006). China’s twelfth five-year plan was 

announced in March 2011 and spans the period between 2011 and 2015. It focuses 

especially on creating a more equal distribution of income and a greener Chinese 

economy (Sarmiento, 2011). 

The following section will provide more insight into China’s position as a very important 

emerging source of global OFDI.  

3.4.2. China’s outward FDI 

Initially, OFDI under China’s “open door” policy, mentioned in the previous section, was 

controlled quite strictly by government. Private firms were legally forbidden to partake in 

outward investment until 2003, so until that time most Chinese outward investment was 

made by state-owned companies. 

Recently, controls on outward investment have been relaxed and Chinese firms are 

increasingly investing in other countries as part of the country’s “go global” strategy 

(Buckley et al., 2007). This strategy was adopted in 2000 and is administered by the 

Chinese Ministry of Commerce. The aim of the strategy is to encourage Chinese firms 

to expand their operations internationally, in order to improve the country’s 

competitiveness and allocation of resources. The strategy rests on three pillars, namely 

investment in other countries, construction contracting in foreign countries and the 

provision of services to the international community. Overseas investment in particular 

is a crucial element of this strategy and Chinese firms have increasingly been spurred 

on to directly invest in foreign countries by the provision of necessary information, more 

relaxed foreign exchange controls and various incentive schemes. China’s Exim Bank 7 

as well as the National Development and Reform Commission (NDRC) particularly 

encourage Chinese firms to partake in resource exploration, research and development, 

                                                           
7 China’s Exim Bank provides loans to Africa, while the China-Africa Development Fund aims to support African 
countries in making investments in energy, transport, agriculture and manufacturing. This fund is managed by the 
China Development Bank and is worth about $5 billion (Naidu, 2007). 
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M&As that will improve China’s competitiveness, and other projects that will allow China 

to market its technology and labour to the rest of the world (UNCTAD, 2007). 

These reforms have allowed China to emerge as a key player in Asia’s OFDI flows. 

China’s total OFDI was US$ 52 billion8 in 2008 (UNCTAD, 2009:249). This figure shows 

a growth rate of 132 per cent of Chinese OFDI from its previous zenith in 2007. In 2008, 

China was the thirteenth largest source of FDI flows in the world, and the third largest 

source in developing countries (UNCTAD, 2009:53).  

Figure 3.8 shows China’s increased OFDI flows between 2000 and 2008. 

Figure 3.8: China’s OFDI, 2000-2008 (millions of US$) 

 

Source: UNCTAD FDI statistics database 

Given China’s economic background, it seems likely that the trend of increasing 

Chinese OFDI depicted in Figure 3.8 will continue. As China starts to invest more and 

more in other countries, questions arise regarding its motivations for doing so. 

Corkin and Burke (2006:11-12) identify the drive to acquire strategic assets, along with 

the quest for expanded markets, diversification and modern technology as some of the 

primary motivations for China’s growing expansion into the international market .  

                                                           
8 Note that there are some discrepancies in the available figures. UNCTAD estimates that total Chinese OFDI in 
2008 was worth US$ 52 billion, while MOFCOM’s official statistics show the higher value of US$ 55 billion. 
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Buckley et al. (2007) show that the resource-seeking motive has been a strong factor 

behind China’s increased OFDI. Buckley does not find much evidence for strategic 

asset-seeking FDI from China, though the author’s analysis is only for Chinese OFDI up 

until 2001, which is the year China became a member of the WTO and its “go global” 

policy really took flight. It is entirely possible that this motive has become a stronger 

factor in more recent years.  

Besides China’s motives for investing abroad, the industrial and regional distribution of 

its OFDI flows are also important considerations. Regionally speaking, China’s OFDI is 

noticeably aimed at other developing regions. This is illustrated by Figure 3.9.  

Figure 3.9: China’s OFDI by region (millions of US$), 2003-2008 

 

Source: 2008 Statistical Bulletin of China’s Outward Foreign Direct Investment 

The recent data indicates that Asia was the primary recipient of China’s OFDI between 

2003 and 2008, accounting for 63.7 per cent of China’s total OFDI. The fact that China 

invests so heavily in the rest of Asia is interesting, as it indicates the importance of 

geographical proximity as well as increased regional cooperation, with China taking the 

lead. 

Latin America has been the second largest recipient, with 21.8 per cent of total Chinese 

OFDI. Africa came in third, accounting for only 6.9 per cent of China’s total OFDI. 
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Europe, Oceania and North America were in fourth, fifth and sixth position respectively, 

accounting for 3.1, 2.7 and 1.9 per cent. It is noticeable that Chinese OFDI is dominated 

by investment in other developing regions (which attracted 95.1 per cent of Chinese 

OFDI between 2003 and 2008), and fairly limited in developed countries. Deng (2004) 

states that Chinese firms invest in developed countries because of their advanced 

technologies and management strategies, as well as their efficient investment 

environments.  

Though data on China’s total OFDI is presented from 2003 onwards in the 2008 

Statistical Bulletin of China’s Outward Foreign Direct Investment, the Bulletin only 

presents the industrial breakdown of China’s OFDI from 2004 to 2008. Though this time 

period is limited, the data does provide a general idea of the industries that were 

important to Chinese investors during the past five years. Table 3.4 shows the top 

industries in which Chinese companies invested between 2004 and 2008. The data 

shows that the leasing and business service industry has attracted the largest amount 

of China’s OFDI. This industry is followed by mining, with finance obtaining third 

position. Much speculation and debate has arisen around the issue of China’s 

motivations for engaging in outward investment. An oft-cited reason for China’s 

investment in foreign countries is its need to procure resources needed to fuel economic 

growth (Tull, 2006). The ranking of China’s industrial OFDI given in the table below 

indicates China’s interest in various sectors and provides a different picture than 

generally accepted.  
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Table 3.4: Industrial breakdown of Chinese OFDI, 2004-2008 

Rank Industry 
Total FDI flows 

(US$) 

Percentage of 

total OFDI 

1 Leasing & business 

services 37.5 billion 30.9 

2 Mining 21.9 billion 18.1 

3 Finance 19.2 billion 15.9 

4 Wholesale & retailing 17.3 billion 14.3 

5 Transport 9.5 billion 7.8 

6 Manufacturing 7.8 billion 6.5 

7 Real estate 1.8 billion 1.5 

8 Power & utilities 1.7 billion 1.4 

9 Construction 1.2 billion 1.0 

10 Agriculture 1 billion 0.8 

11 Research 0.9 billion 0.7 

12 IT 0.7 billion 0.6 

13 Residential & other 

services 0.5 billion 0.4 

14 Water, environment & 

public facility management 0.2 billion 0.1 

15 Residential & catering 

trade 0.005 billion 0.04 

16 Culture, sports & 

entertainment 0.003 billion 0.02 

17 Education 0.001 billion 0.01 

18 Public management & 

social organisation 0.0002 billion 0.00 

19 Public health & social 

welfare 0.0009 billion 0.00 

Source: 2008 Statistical Bulletin of China’s outward foreign direct investment 

Table 3.4 shows that Chinese OFDI has been directed towards a wide variety of 

sectors. Approximately eighty per cent of Chinese OFDI is directed towards leasing and 

business services, mining, finance and wholesale and retailing.  Though mining is by far 

not the largest recipient of China’s OFDI, it is important to remember that other sectors 
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that are important targets for Chinese OFDI, such as leasing and business services and 

finance, can be considered as supportive industries for mining and investments in these 

sectors can therefore indirectly support China’s acquisition of minerals. 

3.4.3. Summary 

China’s economic growth path has been managed since 1953 by various five-year plans 

which have placed the country at the forefront of global economic growth performers. 

Since instituting it’s “go global” policy in 2000, China has been investing quite 

significantly in other countries. In terms of China’s total OFDI, leasing and business 

services, mining, finance and wholesale and retailing were the industries that accounted 

for the largest part of Chinese OFDI between 2004 and 2008. Regionally, the bulk of 

China’s OFDI (95 per cent) has flown to the developing world, with Asia, Latin America 

and Africa being the most popular destinations for Chinese FDI. 

3.5. Conclusion 

Global FDI flows have increased significantly since 1990. FDI flows to the developed 

world are still dominating global FDI flows, with developed countries on average 

accounting for between 64.4 and 69.6 per cent of global FDI flows between 1990 and 

2008. Developing countries as a whole have managed to attract FDI flows relatively 

consistently between 1990 and 2008, accounting on average for 28.3 to 31.4 per cent of 

global flows. 

FDI flows between developing regions, however, vary significantly. Asia is currently the 

frontrunner in this regard and accounts for more than half of all developing country FDI 

inflows, with developing America, Africa and Oceania following, respectively. Though 

Africa’s latest share of developing countries’ FDI inflows remains relatively small at 11.7 

per cent, the continent has managed to improve its share from a starting point of 6.4 per 

cent in the early nineties, and even reversing a trend of “absolute progress but relative 

decline” in the mid 1990s thanks to booming commodity prices and widespread 

economic reform. 

Between 1990 and 2008, fifteen African countries dominated the continent’s FDI 

inflows, collectively accounting for 85.9 per cent of the continent’s average FDI inflows 
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during this time. It is noticeable that the majority of these countries are resource-rich 

and oil exporters, indicating that FDI flows to Africa have largely been driven by 

resource-rich countries since 1990. 

Traditionally, the UK, France, Netherlands and America have been the most prominent 

sources of FDI in Africa. Between 2000 and 2008, these countries, along with Italy, 

were the largest sources of FDI flows to the continent. Recently, South-South 

investment has been increasing and China seems to be becoming particularly 

prominent as a source country in Africa. 

China has reformed itself from a closed economy to one of the emerging economic 

forces in the global economy. The country has conscientiously been following the 

implementation of various five-year development plans since the early 1950s and has 

consistently managed to outperform world economic growth since the 1990s. 

As China continues to grow, so does its OFDI. Chinese OFDI has increased 

exponentially since 2000. As analysts observe China’s growing prominence as a source 

of global OFDI, questions arise regarding the country’s motivations for partaking in 

foreign investment. Though quality disaggregated statistics on China’s OFDI are not 

readily available prior to 2003, the 2008 Statistical Bulletin of China’s Outward Foreign 

Direct Investment, issued by China’s Ministry of Commerce, does go some way toward 

gaining a clearer understanding of China’s OFDI profile. 

Relatively speaking, the majority of China’s OFDI between 2004 and 2008 has gone 

towards leasing and business services. Mining and agriculture also feature in second 

and tenth place on the list of nineteen industries in which China invests. Regionally 

speaking, China’s focus has been on other developing regions, with more than sixty per 

cent of its OFDI going to the rest of Asia, which is a demonstration of the importance of 

geographical proximity. Latin America has been China’s second most popular region for 

OFDI between 2003 and 2008, with Africa obtaining third place. Only approximately five 

per cent of Chinese OFDI is directed towards developed regions. 

Though China is clearly investing more in Africa, what exactly is China investing in? The 

following chapter will explore the nature of Chinese FDI in Africa. 
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CHAPTER 4: CHINESE FOREIGN DIRECT INVESTMENT IN AFRICA 

4.1. Introduction 

The exact nature of Chinese FDI in Africa is a strongly debated topic. The general 

consensus seems to be that China is interested in Africa as a source of natural 

resources, especially oil. Data regarding the exact sectoral composition of Chinese FDI 

in Africa are fragmented, anecdotal and unavailable in mainstream publications. It is 

therefore difficult to verify precisely the nature of Chinese investment in Africa. It is, 

however, possible to examine the African countries that receive Chinese FDI and make 

some preliminary conclusions based on this. This chapter presents an overview of the 

African countries that received FDI from China between 2003 and 2008, and 

summarises some important deals that have been concluded between Chinese and 

African companies. 

Chapter 3 presented some background information on China’s growing OFDI. China’s 

OFDI has been increasing significantly since 2000, with OFDI flows noticeably being 

aimed at the rest of Asia. Africa accounted for only 6.9 per cent of China’s total OFDI 

between 2003 and 2008. Limited data on China’s total OFDI by industrial breakdown  

was also provided in the previous chapter. From this, it was clear that leasing and 

business services, mining and finance are the top industries in which China invests.   

In the debate surrounding Chinese investment in Africa, the Chinese quest for natural 

resources is often cited as a worrisome feature of modern Sino-African relations. 

Though resource acquisition seems to be a preliminary primary motive behind China’s 

engagement of Africa, it cannot be concluded categorically that it is the only motive for 

Chinese investment on the continent.  

This chapter is structured as follows: Section 4.2 provides an overview of Chinese FDI 

in Africa. Section 4.3 follows with a discussion of China’s investment profile on the 

continent. Section 4.4 analyses some of the concerns held regarding China’s presence 

in Africa, while Section 4.5 concludes the chapter. 
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4.2. An overview of Chinese FDI in Africa 

4.2.1. Sino-African relations and China’s African policy 

China’s economic relations with Africa date back to before the Cold War. The 

relationship between the two was subsequently dictated by fluctuations in China’s 

domestic circumstances (Alden, Large & Soares de Oliveira, 2008:4,5). As the country 

started following a more inward-oriented strategy in 1978, China’s engagement with 

Africa became more restricted during the 1980s, though trade and aid flows between 

China and Africa continued.   

By the end of the 1980s, the relationship was strengthened once again. One of the 

prominent lines of thought is that events surrounding Tiananmen Square in 1989, which 

elicited major criticism from Western countries, led Beijing to actively start engaging, 

amongst others, with Africa once again. It is also believed that African resentment 

against Western hegemony was used in order to cement the relationship between 

China and Africa (Naidu & Mbazima, 2008). The feeling was that Africa and China 

should co-operate to ensure growth and prosperity for themselves, since they shared a 

common bond as developing nations that were oppressed by Western imperialism.  

He (2008:144,145) emphasises the fact that contemporary Sino-African relations are 

still driven by politics. According to the author, China has always relied on Africa as a 

political ally on the international political front. China also views Africa as an essential 

partner in its path towards economic development. This idea is confirmed by 

Sidiropoulos (2010), who argues that Africa, as a continent, represents 53 potential 

votes on various prominent multilateral platforms, and that China recognizes the 

importance of this.  

Modern Sino-African relations have especially been influenced by the formation of 

FOCAC, which was launched in 2000 in order to serve as a platform for greater 

cooperation and dialogue between Chinese and African heads of state. The first 

FOCAC meeting, held in Beijing, was an opportunity to map out the future of Sino-

African relations and the possibility of establishing a new world order that would be 

more inclusive and equitable (He, 2008:147,148). This initial summit led to the formation 

of the Programme for China-Africa Cooperation in Economic and Social Development, 
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as well as the Beijing Declaration of the FOCAC. Beijing agreed to write off RMB 10 

billion (which at the time was equivalent to US$ 1.3 billion) in African debt over the 

following two years, and also to actively encourage Chinese businesses to invest in 

Africa. China also agreed to support further training in Africa, and by 2008, 15 000 

African professionals had received Chinese-funded training. Scholarships were also 

awarded to 20 000 African students that were educated in China. 

A subsequent FOCAC meeting was held in Addis Ababa in 2003. FOCAC 2003 entailed 

a further commitment to enhance trade between China and Africa, with China granting 

tariff-free access to various African exporters and conferring Approved Destination 

Status to eleven African countries in order to encourage Chinese tourists to visit Africa 

(He, 2008:149). The next FOCAC meeting was held in Beijing in 2006. The 2006 Beijing 

Summit culminated in the Beijing Action Plan, which cemented further Sino-African 

relations with a number of commitments that included, amongst others, the doubling of 

Chinese aid to Africa, the building of schools and hospitals and the establishment of the 

China-Africa Development Fund (Jansson, 2009).  

At the 2006 Summit, China and Africa signed sixteen commercial agreements 

amounting to US$ 1.9 billion (Jansson, 2009). These agreements covered Sino-African 

partnerships in natural resources, infrastructure, communication and technology. Worth 

mentioning is the fact that the oil and gas sectors were omitted from any agreements 

signed at this summit. 

The latest FOCAC was held in November 2009. An Action Plan for the period between 

2010 and 2012 was adopted and outlined a number of areas which will receive specific 

attention in the following three years, with a view to increasing Sino-African cooperation. 

Some important topics mentioned in this Action Plan include the advancement of 

regional peace in Africa, cooperation to address the challenges of climate change and a 

shared dedication to achieving the Millennium Development Goals (Shelton, 2009). 

Importantly, China also undertook to provide US$ 10 billion in concessional loans to 

Africa during the 2010 to 2012 period.   

Another important event that occurred that would shape future Sino-African relations 

was the release of China’s White Paper on Africa in 2006. This paper clearly formulates 
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China’s stance on Africa. With regards to economic cooperation, the document 

expresses Beijing’s intent to facilitate greater Chinese trade and investment with Africa. 

It also states that China will assist its financial institutions in greater cooperation with 

counterparts in Africa. Furthermore, China wishes to enhance cooperation with Africa by 

assisting the continent with agricultural and infrastructural development. Concerning the 

issue of resources, the White Paper states that China wishes to “...cooperate with 

African nations in various ways on the basis of the principle of mutual benefit and 

common development, to develop and exploit rationally their resources, with a view of 

helping African countries to translate their advantages in resources to competitive 

strength, and realize sustainable development in their own countries and the continent 

as a whole” (People’s Daily, 2006). Further provisions in the document include China’s 

willingness to continue reducing African debt and increase its aid to the continent. 

The FOCAC summits, the most recent of which was held in November 2009, as well as 

the White Paper on Africa paved the way for greater Sino-African cooperation.  

Increased Chinese investment in Africa is one of the main areas of cooperation outlined 

in these documents.  What exactly has the nature of increased investment in Africa 

been?  Have resources been as important as has been speculated?  The following 

section attempts to answer these questions.   

4.2.2.  Chinese FDI flows to Africa 

China’s OFDI to Africa has increased exponentially in recent years. Though data 

regarding China’s OFDI to various regions is only available from 2003, the available 

data shows a definite increasing trend in Chinese OFDI to Africa. This positive trend is 

illustrated in Figure 4.1. 
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Figure 4.1: Chinese FDI flows to Africa, 2003-2008 (millions of US$) 

 

Source: 2008 Statistical Bulletin of China’s Outward Foreign Direct Investment 

In 2003, China’s total OFDI to Africa stood at US$ 74.8 million. In 2006, with the 

establishment of FOCAC’s Beijing Action Plan and the release of China’s White Paper 

on Africa, Chinese OFDI to the continent climbed to US$ 519.9 million. It is from this 

point in 2006 that Chinese OFDI to Africa increased significantly, reaching US$ 1.6 

billion in 2007 and US$ 5.49 billion in 2008. Though these figures do represent an 

increasing trend up to 2006, and thereafter an exponential growth, China’s FDI outflows 

to Africa amounted to only 6.9 per cent of China’s total OFDI flows between 2003 and 

2008, compared to 63.7 per cent for the rest of Asia and 21.8 per cent for Latin 

America. 

4.2.3. Country rankings of Chinese FDI receipts 

Table 4.1 presents a summary of the forty five African nations that, according to the 

2008 Statistical Bulletin of China’s Outward Foreign Direct Investment, received FDI 

from China between 2003 and 2008. The countries are ranked based on the value of 

average Chinese FDI flows received during this period. The value of Chinese FDI as a 

percentage of the host country’s Gross Domestic Product (GDP) and Gross Domestic 

Fixed Investment (GDFI) is also shown. 
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Table 4.1: Country rankings of Chinese FDI in Africa, 2003-2008 

Rank Country 
Average FDI 
inflows (US$) 

Chinese FDI as 
percentage of 
host country GDP 

Chinese FDI 
as 
percentage 
of host 
country GDFI 

1 South Africa 896.2 million 0.4 2.0 

2 Nigeria 124.0 million 0.1 Not available 

3 Zambia 73.0 million 0.8 3.6 

4 Algeria 64.3 million 0.1 0.2 

5 Sudan 58.2 million 0.2 0.9 

6 Niger 23.2 million 0.6 4.7 

7 Democratic Republic of 
the Congo  

22.5 million 0.3 1.7 

8 Madagascar 15.0 million 0.3 0.9 

9 Mauritius 13.2 million 0.2 0.9 

10 Egypt 11.6 million 0.0 0.1 

11 Gabon 9.7 million 0.1 0.4 

12 Angola 9.1 million 0.0 0.2 

13 Guinea 9.0 million 0.2 1.9 

14 Ethiopia 8.9 million 0.1 0.3 

15 Libya 7.5 million 0.0 Not available 

16 Congo 6.8 million 0.1 0.5 

17 Benin 6.3 million 0.1 0.9 

18 Kenya 6.3 million 0.0 0.1 

19 Tanzania 5.9 million 0.0 0.3 

20 Sierra Leone 4.9 million 0.4 2.3 

21 Equatorial Guinea 4.5 million 0.1 0.1 

22 Rwanda 4.2 million 0.2 0.7 

23 Botswana 3.9 million 0.0 0.2 

24 Mozambique 3.9 million 0.1 0.3 

25 Chad 3.6 million 0.1 0.3 

26 Mali 3.4 million 0.1 0.3 

27 Ghana 3.2 million 0.0 0.1 
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28 Zimbabwe 2.9 million 0.1 0.3 

29 Malawi 2.8 million 0.1 0.4 

30 Morocco 2.4 million 0.0 0.0 

31 Togo 2.3 million 0.1 0.5 

32 Namibia 1.7 million 0.0 0.1 

33 Senegal 1.5 million 0.0 0.1 

34 Côte d'Ivoire 1.3 million 0.0 0.1 

35 Liberia 1.0 million 0.2 1.7 

36 Djibouti 1.0 million 0.1 0.6 

37 Cameroon 0.9 million 0.0 0.0 

38 Tunisia 0.5 million 0.0 0.0 

39 Lesotho 0.4 million 0.0 0.1 

40 Cape Verde 0.3 million 0.0 0.1 

41 Mauritania 0.2 million 0.0 0.0 

42 Seychelles 0.1 million 0.0 0.0 

43 Gambia 0.04 million 0.0 0.1 

44 Eritrea -0.0 million 0.0 -0.0 

45 Uganda -0.2 million 0.0 -0.0 

Sources: 2008 Statistical Bulletin of China’s Outward Foreign Direct Investment; Africa Development Indicators 

It is noticeable that China’s presence in Africa is wide. The 2008 Statistical Bulletin of 

China’s Outward Foreign Direct Investment shows that China invested in 45 of the 53 

African countries during the period 2003 to 2008. The African countries that are not 

listed as receiving Chinese OFDI are Burkina Faso, Burundi, Comoros, Central African 

Republic, Guinea-Bissau, Sao Tomé e Principe, Somalia and Swaziland. It is not clear 

why China has not expanded to these countries yet. 

The largest volume of flows over the period covered went to South Africa, Nigeria, 

Zambia, Algeria and Sudan respectively. This group of countries accounted for 86.5 per 

cent of China’s total OFDI flows to Africa between 2003 and 2008. South Africa was by 

far the largest recipient of Chinese FDI during the period covered, receiving average 

Chinese FDI flows of US$ 896 million between 2003 and 2008, representing 0.4 per 

cent of the country’s GDP and two per cent of GDFI. In terms of China’s total OFDI to 
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Africa between 2003 and 2008, South Africa alone accounted for 64.3 per cent of 

Chinese OFDI flows to the continent. These flows are seven times larger than that of 

Nigeria, which was the second largest recipient with average inflows of US$ 124 million 

and represents 8.9 per cent of China’s total OFDI to Africa between 2003 and 2008.  

Measured in terms of the recipient countries’ GDP, the contribution of Chinese FDI is 

not large. Examining the contribution of Chinese FDI toward GDFI is more interesting 

since, in theory, FDI inflows can be used to boost domestic investment, in which Africa 

is generally lacking (Loots, 2009). In this regard, Niger stands out very prominently. 

Chinese FDI to Niger contributed 4.7 per cent of the country’s GDFI. The contribution of 

Chinese FDI to GDFI is the second highest in Zambia, where 3.6 per cent of the 

country’s GDFI can be ascribed to Chinese FDI inflows. It is well known that China has 

significant interests in Zambia’s copper industry. In Sierra Leone, Chinese FDI 

contributed 2.3 per cent of that country’s GDFI. The relatively high contribution of 

Chinese FDI toward GDFI in especially Niger shows that China’s contribution toward 

capital formation and growth in this country could be significant. Other countries in 

which Chinese FDI contributes more than one per cent of GDFI are South Africa, 

Liberia, Guinea and the DRC.  

The following section presents a regional view of the distribution of Chinese FDI flows in 

Africa9.  

4.2.4.  A regional perspective on Chinese FDI in Africa 

Traditionally, the various regions in Africa have attracted varying volumes of FDI. Since 

2000, North Africa was the region that attracted the largest volume of flows (Loots, 

2009). In contrast with the general trend, Chinese FDI is mainly aimed at Southern 

Africa. The paragraphs which follow present data on the average nominal Chinese FDI 

flows to various regions in Africa between 2003 and 2008. Since there is much variance 

in amounts of FDI received by individual countries, the average flows are used in order 

                                                           
9
 Note that the classification of regions is based on that of the African Development Bank. 
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to present an overview of FDI flows received by various regions and countries within 

regions. 

Figure 4.2: Regional breakdown of Chinese FDI flows to Africa, 2003-2008 (millions of US$) 

 

Source: 2008 Statistical Bulletin of China’s Outward Foreign Direct Investment 

Southern Africa’s average Chinese FDI inflows between 2003 and 2008 amounted to 

US$ 105.5 million, and is the region that received the largest amount of average 

Chinese FDI inflows. As was mentioned before, the country that stands out sharply in 

this region is South Africa, which attracted average Chinese FDI flows of US$ 896 

million. The other countries in this region received significantly less, with the second 

largest Chinese FDI recipient being Zambia, with average FDI flows of US$ 73 million. 

As a percentage of China’s total FDI flows to Africa, Southern Africa as a region 

accounted for 73.1 per cent of China’s OFDI to the continent. 

Average Chinese FDI flows to West Africa amounted to US$ 16.5 million between 2003 

and 2008, and the region comprises 12.5 per cent of China’s total FDI flows to Africa 

during this period. In terms of both total average Chinese FDI flows received, and 

contribution towards China’s FDI flows to Africa, China’s FDI flows to West Africa were 

the second largest of all regions. Within this region, Nigeria, a prominent oil exporter, 

was the dominant recipient of Chinese OFDI, with average flows equalling US$ 124 

million.  
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North Africa received average Chinese FDI flows to the value of US$ 16 million 

between 2003 and 2008, making it the third largest recipient region. This region 

accounted for 6.2 per cent of China’s OFDI flows to Africa. Of the six countries that 

comprise North Africa, Algeria, also a very prominent oil exporter, received the highest 

average amount of Chinese FDI flows, amounting to US$ 64 million. 

East Africa’s average Chinese FDI inflows were US$ 11 million between 2003 and 

2008, representing 5.1 per cent of China’s total OFDI to Africa. The country that stands 

out in this region is Sudan, which is an oil exporting country in which China is known to 

have significant investments. Sudan received average Chinese FDI flows of US$ 58 

million between 2003 and 2008. 

The value of China’s average OFDI flows to Central Africa was US$ 8 million, making it 

the region that received the least amount of Chinese FDI flows. Average FDI flows to 

Central Africa accounted for a mere 3.2 per cent of China’s OFDI to the African 

continent. The DRC received the highest amount of Chinese FDI flows in this region - 

US$ 23 million. The DRC is not an oil exporting country, but has significant reserves of 

other natural resources. 

Regionally speaking, China’s OFDI to Africa between 2003 and 2008 was concentrated 

in Southern Africa and Western Africa, which together comprised 85 per cent of China’s 

OFDI to Africa. In Southern Africa, Zambia and South Africa were the two countries that 

received the highest amounts of Chinese FDI.  Both these countries differ quite 

significantly in terms of size, diversification, income and human development, with the 

fact that they are both rich in resources seeming to be the main feature that they have in 

common. In other regions, total average FDI flows are dominated by a few select 

recipient countries, of which Algeria, Nigeria and Sudan are oil exporters. The regional 

analysis clearly indicates that China is steering away from the mainstream investment 

destinations and focusing more on non-traditional investment destinations.  

This once again raises the question about China’s true motives for investing in Africa – 

are natural resources really the main motivation? One way of examining this hypothesis 

is to study China’s FDI flows to various African countries, according to their level of 

diversification. 
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4.2.5. Chinese FDI based on various stages of diversification 

The McKinsey Institute (see Roxburgh et al., 2010) identified thirty one countries that 

can be seen as the powerhouses driving Africa’s economic growth during the past 

decade. Collectively, these countries were responsible for ninety seven per cent of 

Africa’s GDP growth between 2000 and 2008. The countries all had GDPs larger than 

US$ 10 billion in 2008, or had experienced real GDP growth of more than seven per 

cent between 2000 and 2008. These countries were classified as either diversified, oil 

exporting, pretransition or transition economies, according to their exports per capita 

and economic diversification.  Since there is some preliminary reason to believe that 

China is investing in Africa for reasons of market expansion, it would be interesting to 

see if Chinese FDI between 2003 and 2008 has been concentrated in these growth 

drivers.  

The countries that received Chinese FDI during the period under investigation are 

divided into the following groups:  Diversified economies are broadly diversified, with 

manufacturing and services accounting for the bulk of their GDP. They are the richest 

countries in Africa and enjoy stable economic growth rates. Countries in this group are 

Namibia, Tunisia, Morocco, South Africa and Egypt. Oil exporters are countries that 

export oil and natural gas. Generally speaking, these countries have the highest per 

capita GDP in Africa, though their economies are the least diversified, with 

manufacturing and services comprising no more than one third of GDP. Countries in this 

group are Algeria, Angola, Chad, Nigeria, Gabon, Libya, Congo and Equatorial Guinea. 

Transition economies are countries that have started the economic diversification 

process. Some still rely heavily on natural resources, while others are already at higher 

levels of diversification. The countries in this group are Cameroon, Uganda, Kenya, 

Zambia, Mozambique, Senegal, Tanzania and Ghana. Pretransition economies are 

poor countries, generally lacking in sound macroeconomic policy, political stability and 

agricultural development. Ethiopia, Mali, the DRC and Sierra Leone comprise this 

group. Other economies comprise the nineteen African economies which received 

Chinese FDI flows between 2003 and 2008, but do not fall into any of the previous 

groupings. 
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Diversified economies This group of countries received the majority of Chinese FDI in 

the various groups, attracting an average of US$ 203 million in FDI flows from China 

between 2003 and 2008. In terms of China’s total OFDI to Africa, the group of 

diversified economies accounted for 65.4 per cent of Chinese investment in Africa 

between 2003 and 2008. South Africa, with average FDI flows of US$ 896 million, was 

the largest recipient of Chinese OFDI in this group. 

Oil exporters as a group attracted the second largest amount of Chinese FDI flows, 

with an average value of US$ 30.8 million between 2003 and 2008. Nigeria received 

average FDI worth US$ 124 million, making it the largest recipient in this group. 

Chinese FDI to oil exporters accounted for 16.2 per cent of China’s total OFDI to Africa. 

Transition economies collectively attracted average Chinese FDI flows of US$ 12.9 

million between 2003 and 2008, making it the third largest recipient across all groups. 

Zambia attracted the greatest amount of Chinese FDI, which amounted to an average of 

US$ 73 million. In terms of China’s total OFDI to Africa, transition economies accounted 

for 6.7 per cent of outflows. 

Pretransition economies attracted average Chinese FDI flows of US$ 10.8 million 

between 2003 and 2008, and in total the group accounted for a mere 2.7 per cent of 

China’s  OFDI to Africa between 2003 and 2008 (MOFCOM, 2008). The DRC, known 

for its natural riches, attracted an average of US$ 23 million worth of Chinese FDI, the 

largest in this group. 

Other economies received average Chinese FDI flows amounting to US$ 8.4 million 

during the period studied. In average terms, this group of countries received the least 

amount of Chinese FDI, though as a percentage of China’s total OFDI to Africa, other 

economies are the third best performers, accounting for 9.1 per cent of China’s total 

OFDI to Africa. 
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Figure 4.3: Chinese average FDI flows to Africa based on various stages of diversification, 2003-2008 (millions of 
US$) 

 

Source: 2008 Statistical Bulletin of China’s Outward Foreign Direct Investment 

It is interesting to note that the grouping that received the majority of average Chinese 

FDI inflows is the group of diversified economies. This indicates that Chinese investors 

do take economic diversification into account when deciding on investment destinations. 

This observation, however, does come with a caveat. Though the countries in this group 

are classified as diversified, they do not lack natural resources. South Africa in particular 

stands out because the country received significantly more Chinese FDI flows than the 

average value of Morocco, Tunisia and Egypt’s combined Chinese FDI inflows between 

2003 and 2008, and even though it is diversified, South Africa is also very rich in 

resources. 

Given the background information presented on China in Chapter 3 of this study, the 

fact that oil exporting countries are the second most prominent group in terms of 

average Chinese FDI inflows is not surprising, although taken as a percentage of 

China’s total OFDI to Africa it is not as significant as one might have suspected. The 

main concern with these countries remains the possibility that, if oil revenue is not 

managed wisely, they will succumb to the oil curse instead of making progress towards 

continued growth and stability. 
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Pretransition and transition economies generally are smaller countries in Africa, many of 

whom are still heavily dependent on natural resources. These countries received 

significantly less FDI flows from China when compared to other groups. Pretransition 

and transition economies accounted for 2.7 and 6.6 per cent of China’s total OFDI to 

Africa, respectively. This is compared to 65.4 per cent and 16.2 per cent for diversified 

and oil exporting economies. The last group of recipient countries which do not fall into 

any of the previous categories received the least amount of Chinese FDI during the 

period under investigation. This indicates that the bulk of Chinese FDI to Africa has 

been concentrated in the classification provided by Roxburgh et al. (2010) to be the 

major drivers of African economic growth. This observation lends preliminary credit to 

the idea that China is investing in Africa in order to obtain greater market access.  

4.2.6. Chinese FDI based on growth performance 

Although the countries discussed in the previous section are viewed as the drivers of 

African economic growth between 2000 and 2008, they were classified based on 

exports and economic diversification and not individual economic growth.  Traditionally, 

a host country’s economic growth performance is also expected to be an important 

determinant of FDI (see Chowdhury & Mavrotas, 2005). If China is interested in 

investing in Africa in order to expand its markets, this factor could potentially be 

important.  

This section investigates the pattern of Chinese investment in Africa, based on host 

countries’ economic growth performance. Annual GDP growth rates of the various 

recipient countries were used to classify host countries into three groups, according to 

average economic growth obtained between 1995 and 2005. This period was chosen 

on the assumption that countries that achieved good historical economic growth rates 

would attract larger volumes of FDI inflows. The three main groups are high growth 

economies, medium growth economies and low growth economies10. High growth 

economies include economies that grew at a rate of more than five per cent on average 

between 1995 and 2005. Medium growth economies obtained average economic 

                                                           
10 For a complete list of the countries in each group, please refer to Appendix A. 
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growth rates of between three and five per cent, while low growth economies obtained 

growth rates of less than three per cent.  

Figure 4.4: Chinese FDI flows based on historical growth performance, 2003-2008 (millions of US$) 

 

Sources: 2008 Statistical Bulletin of China’s Outward Foreign Direct Investment; Africa Development Indicators 

The bulk of Chinese OFDI between 2003 and 2008 went to countries that historically 

were medium growth achievers. This group of countries attracted average Chinese FDI 

of US$ 63 million, and in terms of China’s total OFDI to Africa during this period, 

accounted for 90.4 per cent of outflows. High growth economies received average 

Chinese FDI inflows of US$ 8 million during the period under investigation, which 

represents 6.6 per cent of total Chinese OFDI to Africa. Low growth economies, on 

average, attracted US$ 6 million, accounting for 3.1 per cent of Chinese OFDI.  

The fact that medium and high growth economies attracted the majority of China’s OFDI 

is interesting because, preliminarily, it seems to confirm the idea posited by Verachia 

(2010) that China is interested in investing in Africa in order to gain access to larger 

markets for its products, since around 97 per cent of all Chinese FDI flows went to 

countries that could sustainably grow at more than 3 per cent on average per annum.  
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4.2.7.  Summary 

It is evident that Sino-African relations have undergone a major shift during the past 

decade. Though China has always had economic relations with Africa, interest was 

cemented during the 1990s and has boomed since 2000. China’s official African policy, 

as embodied in FOCAC, seeks to establish a relationship that is mutually beneficial for 

China and Africa, two very important regions in the developing world. China’s FDI to 

Africa has shown an exponential increase since 2003, reaching a pinnacle of US$ 5.5 

billion in 2008. Of the 53 countries on the continent, China invested in 45 countries 

between 2003 and 2008. South Africa received the largest amount of average Chinese 

FDI flows during this time. Regionally speaking, Southern Africa was the region that 

received the largest amount of Chinese FDI, in contrast with North Africa, which is the 

region that traditionally receives the largest FDI volumes from Western investors. An 

analysis of China’s FDI statistics furthermore shows that Chinese FDI to Africa between 

2003 and 2008 was focused more on diversified economies and medium economic 

growth performers.  

4.3. The nature of Chinese FDI in Africa 

Though there is much speculation regarding the exact nature of Chinese FDI in Africa 

(and especially concerning the question of China’s quest for resources in Africa), it is 

very difficult to empirically determine which sectors in Africa are receiving Chinese 

investment. This is because detailed, disaggregated statistics concerning China’s FDI in 

Africa are not readily available. At best, it is possible to survey the African countries in 

which deals are concluded and try to draw conclusions about China’s motivations for 

investing in the continent.  

According to UNCTAD (2007:2), Chinese direct investment in Africa typically takes on 

the form of joint ventures. Some of China’s most important TNCs have significant 

investments in Africa, such as the China National Petroleum Corporation (CNPC), which 

is involved in a US$ 757 million oil project in Sudan. In 2006, the China National 

Offshore Oil Corporation (CNOOC) bought a stake in an oilfield in Nigeria for US$ 2.7 

billion (Besada, Wang & Whalley, 2008). Another Chinese enterprise, the Industrial and 

Commercial Bank of China (ICBC), paid US$ 5.5 billion to obtain a 20 per cent stake in 
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a South African bank, Standard Bank Limited, in 2007 (Wilson, 2009:69).  Huawei 

Technologies, one of China’s leading TNCs, had made US$ 2 billion in yearly revenues 

in Africa by 2006, and by the end of 2008 had regional offices in Kenya, Egypt, Nigeria, 

Tunisia, Guinea and Angola (Wilson, 2009:69).   

Table 4.2 summarises selected important deals that have been concluded between 

Africa and China recently. The overview is by no means a full account of current 

Chinese investment projects in Africa, but it does provide an interesting analysis of 

some significant Chinese investment projects in Africa and provides a sectoral 

classifcation. The projects tabulated below are summaries of information obtained from 

articles in the popular press and are compiled in order to present an overview of current 

Chinese involvement in Africa. Some projects only mention estimated values. It is 

difficult to identify in which year a project was either commenced or completed and 

therefore, it would be impossible to reconcile it with official FDI statistics.  

Table 4.2: Selected Chinese investment projects in Africa, 2006-2010 

Country Sector Project 

Algeria 

 

Construction 

A stadium is being built in Baraki by 
the China Railway Construction 
Engineering Group, valued at more 
than US$143 million (Barranguet, 
2010:86). 

Construction 

CITIC and China Railway 
Construction are building a highway 
linking the east and west of the 
country, valued at US$5.7 billion 
(Wilson, 2009:70). 

Angola 

 

Construction 

China’s Exim Bank financed the 
upgrading of Bom Jesus airport. 
Chinese firms are set to construct 
new airport buildings valued at 
US$3.5 billion (Anon, 2008:132). 

Manufacturing  

(Automobile) 

A large Chinese-owned car 
production line is situated in Viana 
Anon, 2009:154-155). 

Construction 
Angola’s stadiums were upgraded 
to the tune of US$1 billion for the 
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Africa Cup of Nations in 2010, 
courtesy of Beijing (Naidu, Corkin & 
Herman, 2009). 

Botswana Construction 
CNEEC secured a US$970 million 
contract to build the Morupule coal 
station (Wilson, 2009:70). 

Chad 

 
Construction & oil 

CNPC is building an oil refinery that 
will deliver 60 000 barrels per day 
(Van Valen, 2009:130).  

Democratic Republic of the 
Congo 

 

Construction 

SinoHydro is constructing a US$350 
million hydropower plant, as well as 
upgrading the infrastructure at the 
Ndjili airport in Kinshasa (Runge, 
2009:80). 

Construction & electricity 

China’s WIETEC is constructing a 
new terminal at the Maya-Maya 
airport in Brazzaville (Runge, 
2009a:88). 

Mining & construction 

State-owned mining enterprise 
Ge’camines concluded a US$9 
billion deal to form a joint venture 
with Sinohydro and CREC. The 
Chinese will build railroads to 
connect the country’s mining region 
with ports, as well as schools, 
hospitals and airports (Van Valen, 
2010:130). The deal permits the 
joint venture to mine 10.6 million 
tonnes of copper and 626,000 
tonnes of cobalt (Naidu et al.,2009). 

Mining 

Sicomines’ joint venture with the 
DRC department of mines received 
US$3 billion worth of investment 
(Anon, 2009a:85). 

Construction 
China Railway Engineering Corp. 
invested US$6 billion in 
infrastructure (Anon, 2009a:85). 

Ethiopia 

 

Construction 
Chinese companies are building 
dams worth more than US$3 billion 
(Van Valen, 2009:130). 

Construction 
The Tekeze Dam was constructed 
by SinoHydro (Anon, 2009b:36). 

Gabon Construction & electricity 
SinoHydra China was awarded the 
US$400 million contract to build the 
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Poubara hydropower plant (Runge, 
2010:74). 

Mining, electricity & 
construction 

CMEC was awarded the right to 
mine 30 tons of iron ore per year for 
the next 25 years at Belinga iron 
mine. In return, CMEC is set to 
invest US$3 billion over a period of 
three years in order to develop 
hydroelectric stations and a railway 
line (Naidu et al., 2009). 

Construction 
A stadium is being built by the 
Shanghai Construction Group in 
Libreville (Barranguet, 2010:86). 

Ghana 

 

Energy 
Sunon Asogli has undertaken a joint 
venture with China’s Shenzhen 
Energy Group (Anon, 2008a:187). 

Construction 

Shanghai Construction Co. Ltd. built 
the Essipong and Tamale stadiums, 
each worth US$38.5 million 
(Barranguet, 2010:85). 

Guinea Construction & electricity 

Hydro-China Corp. was awarded 
sole rights on all hydropower 
projects identified since 1980 
(Runge, 2009b:76). 

Kenya Construction 

Chinese construction companies 
are expanding ports to the value of 
US$280 million (Van Valen, 
2010:130). 

Liberia Construction & mining 

The Bong iron ore mine is being 
developed with the help of China 
Union for US$2.6 billion (Anon, 
2009c:214). 

Mauritania 

Mining 

Chinese companies bought a total 
of 80% of the iron ore produced by 
state-owned company, Société 
National Industrielle et Miniére 
(Anon, 2009d:231). 

Construction 

The airport at Nouakchott will be 
extended by Chinese firms, to the 
value of US$280 million (Naidu et 
al., 2009). 

Mozambique 

 

Construction 
SinoHydro is upgrading 
infrastructure at the Vilankulos 
airport (Runge, 2009c:78). 

Construction 
Chinese companies are 
constructing a US$1.9 billion dam 
(Van Valen, 2009:130). 

Niger Construction & oil 
CNPC is investing US$5 billion in 
order to develop the Agadem oil 
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bloc (Anon, 2008b:192). 

Construction & oil 
CNPC is building an oil refinery that 
will deliver 20 000 barrels per day 
(Van Valen, 2009:130). 

Construction & oil 

A subsidiary of CNPC is set to start 
constructing an oil refinery at Zinder 
in 2012, as well as developing oil 
reserves and building a new 
pipeline at a cost of US$5 billion 
(Anon, 2009e:217). 

Mining 

The SOMINA uranium mine is a 
joint venture between CNUC and 
Niger’s government, which was 
financed for US$95 million by 
Beijing (Naidu et al.,2009) 

Nigeria 

Construction 

CCECC won a US$8.3 billion 
contract to upgrade the railroad 
from Lagos to Kaduna (Van Valen, 
2010:52). 

Construction, oil & electricity 

In 2006, a US$4 billion deal was 
concluded between Beijing and the 
Nigerian government. China would 
obtain licences to drill for oil, in 
exchange for investing in 
infrastructure such as railways and 
power systems (Naidu et al., 2009). 

 Oil 
CNOOC bought a stake in a 
Nigerian oilfield for US$2.7 billion in 
2006 (Besada et al., 2008) 

Sierra Leone Energy 

Addax  Biofuels (taken over by 
China’s Sinopec in 2009) invested 
€200 million in the country’s biofuel 
sector (Norbrook, 2010:62-63). 

South Africa Mining 
China obtained a 49% stake in the 
country’s ARSA mining unit 
(Murray, 2009:68). 

 Mining & manufacturing 

Jinchuan, a Chinese mining 
company, obtained a 51% stake in 
the Wesizwe platinum mine in May 
of 2010. Various Chinese 
companies also have interests in 
South Africa’s iron ore and chrome 
mining sector. Shenzhen Media 
obtained a stake in the country’s 
television broadcasting sector in 
2009, while China North Industries 
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has an interest in the automotive 
industry since September of 2009 
(Paton & Bisseker, 2010:30-36). 

 Finance 

The ICBC obtained a 20 per cent 
stake in the South African bank, 
Standard Bank, in 2007. The deal 
was valued at US$5.5 billion 
(Wilson, 2009). 

Sudan Oil 
CNPC is involved in an oil project 
worth US$757 million (UNCTAD, 
2007). 

Zambia 

Mining 

China’s Zhonghui Mining Industry 
plans to establish mining ventures 
in both the Luapula and 
Northwestern Province and 
establish a new town worth US$2 
billion (Anon, 2008c:145). 

Mining 

Chinese subsidiary NFC Africa took 
over operations at Luanshya 
Copper Mines in 2009 (Naidu et al., 
2009). 

Construction & mining 

Chinese companies, CNMC and 
Yunnan built a US$300 million 
copper smelter in Chambishi town 
(Naidu et al., 2009). 

 

Many of the projects mentioned are deals which have already been negotiated, but 

which will only come to fruition sometime in the future, while others are ongoing, long-

term projects in which investment will take place over a number of decades. A few 

projects are examples of deals which have only been concluded as recently as late 

2009 or early 2010, and therefore will not be reflected in the available Chinese OFDI 

statistics, which only cover the period between 2003 and 2008. 

Bearing this in mind, it is interesting to note that the total value of the projects described 

above (where values are given) amounts to US$ 70.2 billion. This figure is very large, 

considering the fact that China’s total OFDI outflows reached a pinnacle of US$ 55 

billion in 2008, and total average Chinese OFDI to Africa between 2003 and 2008 was 

just US$ 8 billion (MOFCOM, 2008). China’s total FDI stock in Africa was US$ 7.8 billion 
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in 2008. The fact that details on the projects and periods covered are often vague 

makes these figures difficult to reconcile with available official FDI data.  

Nonetheless, Table 4.2 does present an overview that emphasises China’s involvement 

in construction, mining and oil in particular. China’s strategy in securing African 

resources seems to involve loans needed for infrastructure, as illustrated in Table 4.2. 

These concessionary loans mostly do not carry any interest repayments, and where 

interest repayments are applicable the interest rate is very low. Loans are often repaid 

with resources, illustrating the unconventional way in which China does business 

(Sautman & Yan, 2009). This unconventional way of conducting business is a 

trademark of China’s investment approach, and extends to China’s relationship with 

Latin America as well (Naidu et al., 2009).   

Examining the question of China’s involvement in African infrastructure further, the 

literature confirms the importance of Chinese-built infrastructure in Africa, as outlined in 

Table 4.2. Firstly, according to Kaplinsky, McCormick and Morris (2007), Chinese FDI is 

especially desirable to Africa because it originates largely from state-owned enterprises. 

This allows firms access to low-cost capital, and because investments are not 

necessarily always profit-orientated, firms are able to function over longer time spans. 

Western firms, on the other hand, are profit driven and operate in shorter time spans. 

Chinese companies are able to provide less expensive, more competent infrastructure 

than other foreign firms in Africa. Secondly, Corkin (2008) argues that China’s 

involvement in African infrastructure is positive for the continent, since it assures that 

Africa obtains much-needed infrastructure. The author cites Angola, an African country 

in which infrastructure was destroyed by years of ongoing civil war, as an example of 

the kind of positive regeneration that Chinese investment can lead to in Africa. China’s 

Exim Bank extended a US$ 3 billion loan to Angola in 2006 to be used for 

reconstructing the country’s infrastructure. The loan assures that China will be repaid 

with 10 000 barrels of oil per day for the next seventeen years. Nigeria, Sudan, 

Madagascar and Kenya have also entered into oil-backed agreements with China, 

extending exploration rights to Chinese oil companies (Naidu & Mbazima, 2008).  
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Some concerns about Chinese construction in Africa pertain to the quality of Chinese 

construction and the possibility that Chinese construction firms will displace African 

firms. In this regard, Corkin and Burke (2006:60) state that competition between 

Chinese construction firms and other traditional foreign investors in Africa has 

increased, whereas competition between Chinese and local construction firms has been 

negligible, since African countries simply do not have the necessary capacity to take on 

the types of projects that Chinese companies are involved in. This can become a 

problem in the future, when large infrastructure projects are not as prevalent anymore 

and Chinese firms start to concentrate on smaller infrastructure projects. In terms of the 

quality of Chinese infrastructure being built in Africa, Corkin and Burke (2006:7) find that 

Chinese workmanship is of good quality when local building codes are effectively 

enforced. In cases where these controls are not enforced, quality is poor. 

The literature also supports the notion that oil is a very important investment sector for 

China. Jenkins and Edwards (2006) state that oil and other extractive industries are the 

predominant sectors in which China invests in Africa. In terms of mergers and 

acquisitions, China’s most dynamic buyers are also in the oil and gas industry. Between 

1995 and 2007, mergers and acquisitions made by Chinese firms in mining and oil and 

gas amounted to US$ 6.9 billion. China’s resource investments in other Asian countries 

during this time amounted to US$ 15.3 billion, while Latin America’s resource sector 

received US$ 6 billion worth of resource mergers and acquisitions (Alden & Alves, 

2009). China has noteworthy oil stakes in Sudan, Angola, Algeria, Chad, Nigeria, 

Gabon and Equatorial Guinea (AfDB & AU, 2009:70). According to the African 

Development Bank and African Union’s latest report on oil and gas in Africa, Africa is 

the only continent where significant new oil is found on a regular basis. In the past two 

decades, African oil reserves have increased by more than 25 per cent, while the 

continent’s gas reserves have grown by more than 100 per cent (AfDB & AU, 

2009:xxvii). A further advantage held by Africa in the oil sector is the fact that the costs 

of oil production in Africa are low, especially compared to other major oil projects in the 

Gulf of Mexico. African oil is also generally considered to be of a very good quality 

(Frynas & Paulo, 2006).  
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Africa is not only an attractive investment destination because of its oil sector. China 

also has a strong demand for other resources such as bauxite, copper, iron ore and 

manganese. Africa, a continent that is very rich in resources, is therefore a logical 

investment destination for China (Taylor, 2006).  

However, He (2007) argues that the common perception about China in Africa (that 

Chinese investors only invest in the extractive sector) is misplaced. As China’s 

economy continues to grow, Chinese consumers show an increasing demand for 

African goods such as tourism, consumer goods and food. Though China’s FDI has 

mostly been concentrated in Africa’s natural resources, investors are starting to invest in 

sectors such as telecommunications, tourism, power generation and agroprocessing. 

Besides the changing preferences of Chinese consumers, China’s financial industry 

also seems set to play an increasingly important role in the country’s OFDI flows. 

Chinese banks are set on expanding globally, with the value of foreign assets of state-

owned banks reaching US$ 28.4 billion in 2006 (UNCTAD, 2007:47).  

Another sector receiving Chinese FDI that is pointed out in the literature, but does not 

appear in Table 4.2, is agriculture. As food security continues to be a concern to 

developing nations, South-South investment in agriculture specifically is increasing. 

China is one of the major investing countries focusing on the attainment of suitable land, 

while it is not surprising that the most prominent host countries in this regard are 

situated in Africa (UNCTAD, 2009:122). The main recipients of agricultural FDI are 

currently Sudan, Tanzania and Ethiopia. Other African countries receiving Chinese FDI 

which is aimed at food security include Mozambique, Nambia and Gabon, where 

Chinese firms have entered into joint ventures in the fish industry. In Tanzania, Zambia 

and Zimbabwe, Chinese firms are hiring farming land (Naidu & Mbazima, 2008).  

The investment profile provided above by no means claims to be complete. It does, 

however, provide an interesting overview of China’s current operations in Africa and the 

nature of Chinese investment in the continent. Recent Chinese operations in Africa 

seem to be particularly focused on construction, mining and oil. Given China’s current 

oil consumption, which seems set to continue growing, the country’s investments in 

African oil will potentially grow as well. 
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In conclusion, it is clear that the survey of selected articles in the popular press between 

2006 and 2010 presents an interesting picture of China’s current involvement in Africa. 

From the data summarised in this survey, mining, construction and oil seem to be the 

sectors in which China is predominantly engaged in Africa. Information from the 

literature on China in Africa confirms the fact that oil and natural resources, along with 

the construction of infrastructure, are very important to Chinese investors. The literature 

also shows that agriculture is becoming important to China in its quest for food security. 

The figures presented in previous sections seem to only herald potential benefits for 

Africa. The region is in need of FDI and infrastructure, and China seems a promising 

partner in this regard. Yet, growing Sino-African relations are not viewed as positive by 

everyone. The following section will explore some of the concerns that have been 

voiced about China’s involvement in Africa.  

4.4. Concerns raised regarding China’s presence in Africa 

Analysts strive to understand whether China’s engagement of Africa will ultimately be to 

the benefit or detriment of the continent. Kaplinsky et al. (2007) identify various 

complementary, competitive, direct and indirect impacts that Chinese FDI could have on 

SSA economies. Firstly, Chinese FDI could be directly beneficial to Africa because it 

allows technology transfer, provides infrastructure and low-cost capital and allows SSA 

countries to be included in global value chains. Moreover, China is willing to undertake 

higher risks than other, traditional investors and often invests in fragile states, which are 

avoided by other investors. Chinese FDI could also directly be a disadvantage to SSA 

countries by supplanting local investors, using up scarce local resources, and indirectly 

by causing disinvestment or crowding-out of other investors. 

In political terms, China’s cooperation with Africa is based on five principles, which are 

called the “five principles of peaceful co-existence.” These principles include mutual 

respect for sovereignty, non-aggression, non-interference, equality and peaceful co-

existence (Hellström, 2009). These are all principles that seem praiseworthy, yet 

China’s growing involvement in Africa has caused some concern. 

This concern revolves mainly around the possibility that Chinese producers will displace 

African producers, that mining and forestry are not being conducted in ecologically 



89 

 

sensitive ways, and the fact that many Chinese projects in Africa use Chinese labour 

and suppliers, which means that local workers and suppliers are not benefiting via 

employment generation or skills transfer from increased Chinese business. For 

example, in Angola, China is importing Chinese workers for labour on projects that were 

negotiated with the Angolan government as part of an oil-backed loan with China. It is 

estimated that the final number of Chinese workers bought in for this purpose will be in 

the area of 30 000, which does not seem promising for job creation in Angola (Tull, 

2006). Corkin and Burke (2008:48) contend that the extent to which this occurs is 

dependent on local labour regulations. According to the authors, local workers make up 

between 85 and 95 per cent of the workforce used on Chinese construction projects. 

African governments are keen to encourage joint ventures between Chinese and 

African construction firms, as this method of investment can benefit local industry by 

providing the necessary transfer of skills (Corkin & Burke, 2008:49). However, Chinese 

construction firms generally seem to prefer merely subcontracting local suppliers 

instead of engaging them in joint ventures, due to the perception that local suppliers 

cannot be trusted or won’t be able to contribute anything of significance.  

There is also mounting international concern about the Chinese way of doing business. 

Bribes are frequently paid, and loans and aid are often given non-conditionally. This 

could potentially undermine efforts that have been made to increase accountability and 

transparency in Africa (Van de Looy, 2006:26).  

Similarly, China’s non-interference stance has led to concern for political stability in 

Africa. This potential threat is especially illustrated by Beijing’s involvement in Sudan. 

The China National Petroleum Corporation (CNPC) is the largest investor in Sudan’s oil 

industry, and Sudan is one of China’s largest sources of oil imports. When Western 

countries sought to put an end to the genocide in Sudan by taking up the issue with the 

UN’s Security Council in 2004, Beijing stood firmly behind Sudan and continued to use 

its influence in the council either by refusing to vote or threatening to use its veto 

powers (Tull, 2006). It must be said, however, that China is starting to show a 

willingness to cooperate in terms of security in Africa. The Beijing government lent its 

support to international efforts to stop pirates off the Somalian coast in 2008. This 
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decision is a win-win situation for Beijing, simultaneously allowing China to improve its 

international image as an investor in Africa and protecting increasing amounts of 

Chinese trade ships sailing through the Gulf of Aden (Hellström, 2009).  

Also in 2008, Beijing took a significant step towards increased transparency when it 

decided to exchange information on its cooperation strategies in Afr ica with Japan and 

South Korea (Hellström, 2009). These countries are now jointly dealing with issues such 

as piracy in Somalia and civil war in Sudan and the DRC. Increased pressure on Beijing 

regarding China’s presence in Sudan has prompted the government to take a more 

active stance in the Darfur crisis and possible resolutions. 

The question remains – even if China is willing to make transparency and political 

stability more of a priority in its official policy towards Africa, will growing Sino-African 

relations really be beneficial to Africa? Keet (2008:81-82) cautions that the main 

problem with Sino-African relations lies in the fact that Africa and China have such 

vastly differing levels of development. Even if China’s intentions toward Africa are purely 

altruistic, Africa does not have the necessary capacity to fully benefit from this 

relationship. According to the author, given its general higher level of development, 

China will inevitably be the one to gain the most from its relations with Africa.  

Furthermore, there are those who argue that China only wishes to engage Africa so that 

it can help solve China’s problems of insufficient natural resources and overpopulation 

(Hellström, 2009). In this regard, China’s presence in Africa’s oil sector has particularly 

been scrutinised of late. Eight per cent of the world’s oil reserves are situated in Africa, 

and China imports a quarter of its oil from Africa. Though trade and investment in 

Africa’s oil sector provides the continent with revenue, oil transactions also typically lead 

to corruption, neglect of other important sectors of the host economy, and even military 

conflict (Van de Looy, 2006).  

There is some concern that African governments are not factoring future growth and 

development of the continent into their infrastructure-for-resources deals. Continued 

growth on the African continent will mean an increase in the amount of resources 

needed to fuel this growth, and if deals aren’t managed carefully, Africa could find itself 

in the undesirable position of having to buy back its own oil from China (Corkin & Burke, 
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2008). In this regard, Sidiropoulos (2010) points out that there is a need for a cohesive 

African strategy for dealing with Chinese investment. While China has FOCAC and its 

White Paper on Africa to guide its strategy on the continent, Africa does not have an 

answering strategy to respond to FOCAC. Sidiropoulos emphasises the importance of 

this, stating that China is presenting Africa with many opportunities, but the 

responsibility for managing these opportunities rests squarely on the shoulders of 

African policymakers. 

It is also feared that China’s dominant interest in Africa’s resources will only serve to 

deepen the so-called “resource curse” in Africa. Countries such as Angola, for example, 

could become tempted to rely too much on its oil sector and fail to diversify its economy 

adequately. Large-scale extractive activities managed by Chinese firms could also 

cause environmental degradation in Africa. It is also possible that more African 

countries could develop into “rentier states” (Rocha, 2008:61). These are states that are 

dependent on large amounts of external economic rent. Such states do not develop 

productive domestic sectors and large parts of the population are left out of the 

generation of rents. Furthermore, rentier states often take part in unproductive rent-

seeking activities. Here, the issue of management on the African side once again 

comes to the fore. Verachia (2010) explains that Dubai is an example of a very 

successful economy that used the windfall generated from its commodity boom to 

diversify its economy. African leaders need to take the same view in dealing with 

Chinese investment and ensure that investment deals and packages are for the long-

term benefit of the local economy. 

Concern over these issues is not just from the West.  African leaders have also started 

to show concern regarding Beijing’s policy toward Africa. South Africa’s most prominent 

trade union, COSATU, has shown its opposition to growing imports of Chinese textiles 

in South Africa, while Zambia’s presidential candidate in the 2006 elections, Michael 

Sata, voiced his concern over the fact that Chinese mining projects in the country were 

using unfair labour practices. This anti-China stance earned Sata a significant number 

of votes (Gill, Huang & Morrison, 2007; Hellström, 2009). In the DRC, Jean-Pierre 
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Bemba, the country’s opposition leader, attacked President Joseph Kabila for his 

friendly stance on China. 

The rise of China in the global economy has not been without controversy. Analysts are 

concerned about China’s growing involvement with Africa for various reasons. These 

include the possibility that Chinese investors will displace African businesses, and the 

fact that Chinese firms in Africa show a preference for using Chinese labour instead of 

local labour. Concerns have also been raised about the possible political influence that 

China can have on Africa. The country’s non-interference stance on political matters 

means that it often conducts business with politically volatile states. Chinese firms are 

also perceived to be corrupt and ecologically insensitive, causing fear that African 

countries will become even more entrenched in corruption and environmental 

degradation. 

4.5. Conclusion 

Though China’s economic relations with Africa date back to the Cold War, recent years 

have seen a marked increase in the intensity of Sino-African relations. The year 2006 in 

particular laid the foundations for contemporary Sino-African relations, with the 

establishment of FOCAC’s Beijing Action Plan and the release of China’s White Paper 

on Africa. 

These forums and documents make it clear that China wishes to engage with Africa in 

terms of trade, investment, aid, training and tourism. Though this implies that China is 

interested in a broad range of economic activities within Africa, focus in the popular 

press seems to centre specifically on China’s quest for African resources, often stating it 

as the main motivation for China’s increased interest in Africa.  

Though data limitations make it difficult to ascertain the exact nature of China’s 

involvement in Africa, statistics provided by the Chinese MOFCOM for the period 2003 

to 2008 serve as broad indicators of the types of countries and sectors in which China is 

investing in Africa. 

Regionally speaking, China’s largest investments between 2003 and 2008 have been in 

Southern Africa, followed by Western Africa, in contrast with FDI flows from Western 



93 

 

countries, which are traditionally aimed at North Africa. In Southern Africa, South Africa 

attracted the most Chinese OFDI, not only in the region but also on the continent. South 

Africa is a diversified, medium human development economy that is also rich in various 

resources such as platinum and gold. In Western Africa, Zambia attracted the largest 

volume of Chinese OFDI. Zambia is also the third largest recipient of Chinese FDI on 

the continent. The Zambian economy is not as diversified as the South African 

economy, relying heavily on natural resources for exports. The country’s copper mining 

sector is especially prominent and it is known that China has a particular interest in 

Zambia’s copper.   

Roxburgh et al.’s (2010) classification of African economies according to exports per 

capita and economic diversification presents an interesting basis on which to further 

analyse China’s investments in Africa. Following this classification, it is found that the 

majority of Chinese FDI in Africa went to the group of countries that are classified as 

diversified. This does not mean, however, that these countries do not possess any 

resources that could potentially attract Chinese investors. In this group, South Africa is a 

particular outlier, accounting for 75 per cent of China’s total OFDI to Africa between 

2003 and 2008, and representing an economy that is both diversified and resource 

abundant.  

Oil exporting countries are the second largest recipient group of Chinese FDI, followed 

by transition and pretransition countries. These latter groups generally represent 

undiversified economies that rely largely on natural resources. 

In terms of economic growth, Chinese investment between 2003 and 2008 has been 

aimed at African countries that historically are medium growth achievers, meaning that 

these countries averaged growth rates of around three per cent between 1995 and 

2005. Medium growth achievers accounted for 90.4 per cent of Chinese OFDI to Africa 

during the period under investigation. High growth achievers received the second 

largest amount of Chinese FDI, comprising 6.6 per cent of Chinese OFDI to Africa. Low 

growth achievers received the least, accounting for only 3.1 per cent of Chinese OFDI 

to Africa. This would seem to support the hypothesis that Chinese firms are eager to 
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invest in Africa in order to gain access to relatively fast growing economies and larger 

markets.  

A summary of selected Chinese investment projects in Africa between 2006 and 2008 

indicates that recent Chinese investment in the continent has been aimed particularly at 

construction, oil and mining. Besides the overview compiled from articles in the popular 

press, the literature also emphasises the importance of especially oil in China’s 

investment strategy, as well as the fact that agriculture is becoming increasingly 

important as a sector in which China invests. Another interesting aspect of China’s 

investment strategy is Beijing’s infrastructure-for-oil approach, under which Chinese 

firms construct infrastructure in African countries in exchange for oil and other natural 

resources. This approach highlights the unconventional Chinese way of conducting 

business. 

China’s presence in Africa raises many questions. Either China can be a significant 

partner in Africa’s quest for economic growth, or the very nature of its investments can 

be to the detriment of Africa’s economic well-being, deepening the so-called resource 

curse and leading to corruption and political instability.   

To answer these questions and determine whether there really is such cause for 

concern requires thorough analysis of China’s investment activities in Africa. The 

following chapter will attempt to clarify some of China’s investment decisions in Africa 

empirically. 
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CHAPTER 5: AN EMPIRICAL ANALYSIS OF CHINESE FOREIGN DIRECT 

INVESTMENT IN AFRICA 

5.1. Introduction 

As mentioned earlier, empirical analyses on Chinese FDI in Africa is limited to a number 

of case studies. Taking the data limitations into account, this chapter aims to fill this 

gap. 

According to the literature that was summarised in Chapter 2 of this study, domestic 

investment, market size, macroeconomic stability, political stability, economic growth, 

human capital, natural resource endowment and trade openness are generally viewed 

as important determinants of FDI in Africa. This chapter investigates whether these 

traditional determinants are also applicable in the Chinese case. 

Chapter 3 provides an overview of FDI in Africa between 1990 and 2008. It showed that 

FDI to Africa has increased exponentially over this period. Chapter 4 shows that 

Chinese FDI to Africa has also increased significantly in the past decade, especially 

since 2006. Both these chapters also indicate that a popular explanation for Chinese 

investment in Africa seems to be the resource procurement theory, which hypothesises 

that China’s increasing OFDI is driven by its need to acquire resources which in turn are 

needed to fuel the country’s economic growth. More in-depth research into China’s 

involvement in Africa in Chapter 4 shows that the situation may not be as clear-cut as 

this. The literature survey on industry data and information presented in Chapter 4 

indicates that China, though clearly investing in oil and other resources, has also been 

very active in Africa’s construction industry of late. Chinese FDI in Africa was also 

aimed at economies that had achieved sustainable growth rates in the decade between 

1995 and 2005, showing that Chinese investors do consider economic growth and 

market size when investing in Africa. Regionally speaking, Chinese investment in Africa 

between 2003 and 2008 departed from the traditional Western pattern by focusing 

largely on Southern Africa, whereas FDI to Africa has traditionally been aimed at North 

Africa.  
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These preliminary findings show that, other than resource procurement, there are many 

other possible motivations for China’s investment in Africa that need to be examined as 

well. For instance, the very fact that China is growing at such a fast pace not only 

means that it needs resources, but also that it needs to expand its markets. Some 

analysts also hypothesise that Chinese investment in Africa could be a means of 

procuring Africa’s political support in international organisations. 

Questions about Chinese investment are not only restricted to the motivation on China’s 

part, but extend also to possible implications for Africa. Will Chinese investment prevent 

Africa from diversifying as it needs to, and entrench corruption and environmental 

degradation? This chapter aims to provide an empirical analysis of Chinese FDI in 

Africa. 

The remainder of this chapter is structured as follows: Section 5.2 posits some 

questions for investigation that arise from research done in previous chapters. Section 

5.3 provides the background on the data and method of estimation used in the empirical 

analysis. Section 5.4 summarises results obtained from the estimated model and 

Section 5.5 concludes. 

5.2. Possible questions for investigation 

The research presented in preceding chapters shows that the resource-seeking 

hypothesis seems to be the most popular explanation of Chinese FDI in Africa. Whether 

or not China’s main motivation for investing in Africa is indeed solely resource-related is 

yet to be empirically determined, though some preliminary analyses in Chapter 4 do 

dispute the resource-seeking motive to some extent. 

Information obtained in the course of research done for this study leads to a range of  

other interesting questions on China’s motivation for investing in Africa that need to be 

answered. It is clear that China is a country that has, for the past few decades, 

strategically been charting the course of its economy in order to reap the highest 

possible rewards in terms of economic growth.   
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Though the resource-seeking hypothesis is one that is logical for a country that has 

shown the phenomenal economic growth that China has, viewing resource security as 

its sole motivation is perhaps overly simplifying the country’s economic strategy.  

After reviewing the literature, as well as available industry data on China in Africa, some 

key questions that stand out for empirical investigation include: 

Is China investing in Africa: 

 To expand markets?  

 For food security?  

 For natural resource acquisition?  

 To take advantage of trade openness?  

 To ensure African political support in international arenas?  

Does China tend to: 

 Invest in corrupt regimes?  

 Invest in politically volatile states?  

 Invest in environmentally vulnerable states?  

 Invest in oil exporting countries? 

Does Chinese FDI lead to: 

 Improved infrastructure in Africa? 

 Improved human capital through the transfer of knowledge in Africa? 

 Heightened levels of corruption in Africa? 

 Higher economic growth in the recipient country? 

Though severe data limitations make it difficult to answer all of these questions 

thoroughly and accurately, these questions do provide a basis from which analysis can 

take place, and also point to possible areas of future research.  

The following section details the data and methods used for estimating the determinants 

of Chinese FDI to Africa. 
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5.3. Data, method and model specifications 

5.3.1. Data and method 

Questions regarding Chinese investment in Africa are investigated via three methods in 

this chapter. Firstly, a panel model is estimated which endeavours to explain the 

determinants of Chinese FDI in Africa between 2003 and 2008. Secondly, Granger 

causality tests are conducted on certain variables in order to determine the causal 

relationship between Chinese FDI and African economic growth, corruption, human 

capital and infrastructure. Lastly, a risk analysis is conducted which provides a snapshot 

of certain important variables that could not be included in the panel analysis. 

The two main sources of data for the empirical analysis are the World Bank and the 

Chinese Ministry of Commerce. The World Bank provides data on various indicators in 

its Africa Development Indicators (2010b) and World Governance Indicators (2010c) 

Databases, while MOFCOM provides disaggregated statistics on China’s OFDI to the 

rest of the world in its publication, the Statistical Bulletin of China’s Outward Foreign 

Direct Investment. 

The most recent Statistical Bulletin that could be obtained from MOFCOM is the 2008 

version. This includes disaggregated data on China’s OFDI between 2003 and 2008. 

The MOFCOM and China’s National Statistical Bureau were contacted in an effort to 

obtain more historical and or recent data but this was not possible. Since data is only 

available for such a short period, the use of panel analysis is necessary. One also 

needs to take into account that comparable data for all African countries is limited as 

well, further restricting the use of more sophisticated proxies. 

As was indicated in Chapter 4, the 2008 Statistical Bulletin of China’s Outward Foreign 

Direct Investment contains data on China’s FDI flows to 45 African countries. The data 

for these countries was used to estimate a cross section panel model, with 45 cross 

sections and a total of 224 observations, which analyses the determinants of Chinese 

FDI to these countries.  
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5.3.2. Model specifications 

Using these variables as a basis from which to work, various models were run in order 

to find the best possible fit.  The selected model was then used as a base model which 

generally explains the determinants of Chinese FDI to Africa. After numerous iterations, 

the base model that provided the best fit is11: 

………………… (5.1) 

Where: 

CFDI represents Chinese FDI to Africa. This is the data on Chinese FDI obtained 

from MOFCOM, and the data is in current figures, given in millions of US dollars. 

Using the World Bank’s GDP deflator, with 2000 being the base year, the data 

was transformed to constant prices12. Since some flows to African countries were 

negative, representing disinvestment, it was not possible to take the log of CFDI. 

Invest is the domestic investment of the host country, measured as the host 

country’s gross domestic investment. Data was obtained from the World Bank’s 

Africa Development Indicators (2010b) and is in constant 2000 terms. 

Traditionally, it would be expected that high levels of domestic investment in the 

host country will crowd in foreign investment.  

Polsta represents political stability and is an index compiled by the World Bank 

in its World Governance Indicators (2010c). The index ranges from negative 2.5 

to positive 2.5, where positive and higher values reflect higher levels of stability. 

China’s stance on political sovereignty is well known. It is part of the country’s 

official foreign policy not to intervene in the political affairs of the countries it 

conducts business with, and therefore it is expected that political stability of the 

host economy will not be a significant determinant of Chinese FDI in Africa. 

Though China’s non-interference policy leads to the expectation that the variable 

                                                           
11 The author is aware of the fact that, though these variables generally explain FDI inflows to host countries, China 
may very well follow a different pattern than traditional investors. However, a study of China’s growth path vs. 
that of the West falls outside the scope of this study. 

12 Current figures were also used to run the specified model, but this has no impact on the significance and sign of 
coefficients. 
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will be insignificant, it is tested in order to establish an empirical relationship, 

since this is a very contentious issue in the China-Africa debate.  

Inflate is the host country’s annual CPI inflation rate, which serves as a proxy for 

macroeconomic stability. Data was obtained from the World Bank’s Africa 

Development Indicators (2010b). The literature shows that Chinese FDI, being 

largely driven by Chinese state-owned enterprises (SOEs), are not subject to the 

normal profit maximisation motive that drives traditional investors. Because of 

this, it is expected that macroeconomic stability will be an insignificant factor in 

determining Chinese FDI to Africa.  

GER is the gross secondary enrolment rate, a proxy for human capital which is 

used to substitute the more widely used literacy rate, for which the data for all 

African countries are not available. Though the secondary enrolment rate is a 

poor measure of human capital which is unable to capture the quality of human 

capital (Strydom, 2011), data limitations for the majority of African countries 

unfortunately necessitate the use of this proxy. Similarly to political and 

macroeconomic stability, human capital does not seem to be important for 

Chinese firms investing in Africa, since the literature shows that China prefers to 

use its own rather than local employees in foreign investment projects. It is 

against this background that it is expected that human capital will be an 

insignificant determinant of Chinese FDI. 

RSA is a dummy variable for South Africa, which is a major outlier, especially in 

the year 2007/8, during which the ICBC obtained a twenty per cent stake in 

Standard Bank. 

Openness stands for trade openness, which is based on a conventional index 

used in the literature that is calculated as the sum of a country’s exports and 

imports, as a percentage of GDP13. Given the preliminary indications of China’s 

interest in gaining access to larger markets presented in Chapter 4, it is expected 

                                                           
13 Though this measure of trade openness is known to be flawed (Loots, 2003), the limited data available for most 
African countries once again necessitates the use of this particular measure. 
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that China will invest more in countries with higher levels of trade openness, 

since this will enable Chinese firms operating in African countries to serve 

upcoming markets. Trade openness can also be viewed as a measure of 

efficiency-seeking FDI. If efficiency is the motive behind FDI, Chinese firms will 

invest in African countries to exploit cheaper costs, and then export to other 

markets (Kandiero & Chitiga, 2006). This variable is included in the model 

because it was shown in the literature study to be a determinant of FDI. Though 

the relationship between trade and economic growth is also widely studied and 

published, an exhaustive covering of this issue falls beyond the scope of this 

study. For a comprehensive overview on the relationship between trade and 

economic growth, readers are referred to Rodriguez and Rodrik (2001). 

Infra represents the host country’s infrastructure. The number of telephone lines 

per 1000 people is used as a proxy for quality infrastructure. This is conventional 

in the literature. The analysis of Chinese FDI presented in Chapter 4 shows that 

Chinese firms have been very active in the construction sector of Africa. This 

variable is tested in order to determine exactly how important the quality of the 

infrastructure is to Chinese investors. It can be argued that China invests in 

African infrastructure in order to facilitate the operations of Chinese firms in 

Africa. Against this background it is expected that the relationship between 

Chinese FDI and African infrastructure will be negative – countries with better 

quality infrastructure will require, and therefore receive, less Chinese investment.    

Political stability, inflation and gross secondary enrolment are lagged, as it is likely that 

the value of each of these variables in the current period will influence the value in the 

next period. For example, if a country is currently enjoying political stability and good 

governance, it will likely only influence FDI inflows to that country in the following period.   

The restrictions of the estimated model must be kept in mind – because data is 

available for such a short period of time only, inevitably the estimated model will have 

some limitations. However, the results obtained from such a panel analysis can serve 

as a broad platform on which to base further research and analyses regarding Chinese 

investment in Africa.  
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Once the abovementioned base model has been established, the following additional 

variables are added in order to test various hypotheses about China’s investment in 

Africa:  

The literature review on Chinese investment in Africa so far suggests that food security 

could be an important consideration in China’s African investment strategy. To test this 

hypothesis, the percentage of agricultural land currently in use in a host economy is 

used. According to the World Bank (2010), agricultural land is defined as “... the share 

of land area that is arable, under permanent crops, and under permanent pastures.”  

Given this definition, it can be expected that countries with higher levels of agricultural 

land currently under use are closer to their full agricultural potential, and have less 

capacity for expanding agricultural production (Hallam, 2009). It can then be expected 

that China, with a view to increasing food security, will invest less in countries that are 

close to full potential, hence the expected negative relationship. For instance, if a 

country is currently using 80 per cent of its agricultural land, it means that the country 

only has 20 per cent of agricultural land left for cultivating. A country that is currently 

only using 60 per cent of its available agricultural land, however, still has 40 per cent 

agricultural land available to cultivate. This controls only for the possibility that Chinese 

firms are buying up new land, and does not take the possible displacement of current 

agricultural producers into account. 

Similarly, energy security seems to be an important preliminary motivation for Chinese 

investment in Africa. To test this hypothesis, a dummy variable for oil exporting 

countries is added to the model. Since the literature thus far shows that energy security 

is an important consideration for China, it is expected that oil exporting countries will 

receive more Chinese FDI than non-oil exporting countries. 

An important potential explanation for increased Chinese FDI in Africa that is often 

overshadowed by the resource-seeking debate, is the possibility that Chinese firms are 

interested in investing in Africa as a means to expand market access and gain 

experience in establishing and managing brands. This is a hypothesis that seems 

feasible in light of the literature reviewed thus far, and therefore it is expected that 

countries that represent a larger market will receive more Chinese FDI. Since 
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conventional measures of market size, such as GDP and GDP per capita, present 

problems of bi-directionality a dummy variable was used as a proxy for market size. The 

top ten African countries, in terms of GDP, that received Chinese FDI between 2003 

and 2008 were identified and assigned a dummy value of one. These countries are: 

Algeria, Angola, Egypt, Kenya, Libya, Morocco, Nigeria, South Africa, Sudan and 

Tunisia. Adding market size (represented in the specification below as size) to equation 

5.1 provides the specification for the extended base model, represented here by 

equation 5.2: 

……………………………………………(5.2) 

Other effects that are tested for include dummies for landlocked countries, Least 

Developed Countries (LDCs), ex-socialist regimes and an index for export 

diversification, but none of these variables proved to be significant.   

Table 5.1 summarises the abovementioned, most important hypotheses that are to be 

tested in this analysis, along with the variable used to test the hypothesis, and the 

expected outcome of the test, based on information obtained from the literature thus far.  

Table 5.1: Main hypotheses tested  

Hypothesis Variable used to test 

hypothesis 

Expected coefficient 

China is investing in Africa 

to increase its food security. 

Percentage of agricultural 

land. 

Negative 

China is investing in Africa 

to increase its oil supplies.  

Dummy for oil exporting 

countries. 

Positive 

China is investing in Africa 

to gain access to markets.  

Dummy for top ten largest 

economies (by GDP) 

Positive 

Chinese investors do not 

consider political stability 
when investing in Africa (due 
to China’s non-interference 

policy). 

Lag of political stability 

index. 

Insignificant 
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Chinese investors do not 

consider human capital 

when investing in Africa. 

Lag of gross secondary 

enrolment rate. 

Insignificant 

Chinese investors do not 

consider macroeconomic 
stability when investing in 
Africa. 

Annual change in CPI 

inflation. 

Insignificant 

China is investing in African 

countries with a shortage of 

infrastructure. 

Telephone lines per 1000 

people as a proxy for quality 

infrastructure. 

Negative 

China is investing in African 

countries with open trade 
regimes in order to gain 
access to more export 

opportunities. 

Trade openness measured 

as the percentage that 
exports and imports 
comprise of GDP. 

Positive 

The level of a host country’s 

domestic investment, as with 

macroeconomic stability, is 
of no concern to Chinese 
investors. 

The value of domestic 

investment in millions of US 

dollars. 

Insignificant 

South Africa attracts 

significantly more Chinese 
FDI than other African 

countries. 

Dummy variable for South 

Africa. 

Positive 

Source: Author’s own compilation 

Models are estimated using fixed effects and cross-section weights. Correlation 

matrices and Granger causality tests are used to rule out possible multicollinearity and 
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endogeneity, where possible. The results of these tests will be more broadly discussed 

in the following section.  

Note that three countries in the sample are outliers. Firstly, South Africa is by far the 

largest recipient of Chinese FDI in Africa and has received significantly greater amounts 

of Chinese foreign investment than other African countries have. The years 2007 and 

2008 in particular saw a drastic increase of inflows to South Africa, with the conclusion 

of the ICBC’s acquisition of a twenty per cent stake in Standard Bank Limited. In 2007, 

Zambia received an US$ 800 million investment deal from China (People’s Daily, 2008)  

that also causes variation in the sample. Also in 2007, Nigeria received payment from 

the China National Offshore Oil Corporation (CNOOC) for its acquisition of a forty five 

per cent stake in an offshore oil field (UNCTAD, 2008:78). A single dummy is assigned 

to South Africa, since South Africa is by far the largest outlier, where Zambia and 

Namibia are marginal outliers. 

Since the sample size is so limited, these three outliers have a negative impact on the 

normal distribution of the data. The Jarque Bera test of normal distribution conducted on 

the base model shows that the data is not normally distributed. In such small samples, 

however, it can be assumed that, as long as the data has a mean of zero (or close to 

zero), the distribution will tend toward normal over time. With a mean value of -

0.0000006, and a very limited sample size, the issue of normality is not given any 

further treatment.   

The following section will summarise and discuss the results that were obtained from 

the panel analysis.  

5.4. Empirical results  

In the empirical analysis that follows, two groups of models are used. Firstly, a base 

model is estimated in order to determine a fundamental picture of the determinants of 

Chinese FDI flows to Africa. To this original base model, two adjustments are made – 

variables are added in order to test for the significance of food and energy security. 

Secondly, a set of extended models is estimated. These models follow the base models 
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that are initially estimated, but add a control for market size in order to test for China’s 

interest in gaining access to larger markets. 

5.4.1. Base model estimation and results 

The table below presents results for the base model and two other models that were 

estimated.  In the column entitled “Base Model”, some fundamental determinants of 

FDI, as common in the literature, were estimated according to equation 5.1.  This model 

is, admittedly, a very broad specification, but the idea is that, with limited data, the base 

model should serve as a platform from which to develop better models.  

The column entitled “Agriculture Model” is a model that was estimated in order to 

capture China’s interest in food security when investing in Africa. The agricultural land 

variable, which is the percentage of a host country’s land mass that is currently 

employed for agricultural purposes, is added to the base model to test for interest in 

food security. The hypothesis is that China will invest more in countries that have lower 

percentages of land currently used for agricultural purposes, since this would signal that 

the particular country still has room for expanding its agricultural production. 

The final column, entitled “Oil Model”, presents a model in which a dummy for oil 

exporting countries is added to the base model in order to test for China’s interest in oil. 

T-statistics are reported in brackets beneath the coefficients in the models that follow, 

and variables that are significant at 5 per cent level are indicated with an *.  
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Table 5.2: Base model  

Dependent variable: Chinese FDI 

Independent 
variable: 

Base Model Agriculture Model Oil Model 

Constant 
337161.9 

(0.101405) 

1384560 

(0.413574) 

14312872 

(1.389672) 

Domestic 
investment 

0.003228 

(4.09906)* 

0.002966 

(3.792735)* 

-0.002207 

(-3.903388)* 

Political stability(-1) 
3351811 

(3.445947)* 

2929464 

(2.832861)* 

-7238274 

(-1.524882)* 

Inflation(-1) 
-266.9016 

(1.115619) 

-291.1564 

(-1.23695) 

-1069.113 

(-0.508297) 

Gross secondary 
enrolment(-1) 

28642.12 

(1.264612) 

13701.46 

(0.560235) 

-264036.9 

(-1.818238) 

South Africa 
4.20E+08 

(31.44243)* 

4.20E+08 

(32.62891)* 

3.96E+08 

(69.1082)* 

Trade openness 
-3363422 

(-1.561555) 

-3192646 

(-1.378326) 

-8054702 

(0.649532) 

Infrastructure 
-85749.98 

(-2.227089)* 

-70894.7 

(-1.818467)* 

88057.05 

(1.293118)* 

Agricultural land 
 

-17252.09 

(-2.077556)*  

Oil 
  

20930549 

(2.52185)* 

R-squared 0.899467 0.905622 0.965133 

Prob(F-statistic) 0.000000 0.000000 0.000000 

 
Source : Author’s own estimations using eViews 7 
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In the base model, the results show that domestic investment, political stability and 

infrastructure are significant at the five per cent level. When domestic investment in the 

host economy increases, Chinese FDI will increase, suggesting that domestic 

investment crowds in Chinese FDI. There is also a positive relationship between 

political stability in the host country and larger Chinese FDI inflows. Given the literature 

on China, this finding is surprising since popular wisdom suggests that Chinese 

investors do not consider political issues at all. There is a negative relationship between 

Chinese FDI and infrastructure in the host economy, in line with model expectations. 

Traditionally, it would be expected that the converse must be true. Given the Chinese 

proclivity for investing in infrastructure in Africa, this result seems to suggest that 

Chinese investors target countries where low infrastructure is prevalent, since this 

provides an opportunity for Chinese businesses to provide infrastructure where the 

demand is high. The South African dummy is highly significant, showing that South 

Africa, ceteris paribus, receives more investment than other African countries do. The 

fact that inflation, gross enrolment and trade openness are not significant at any level 

indicates that China does not consider macroeconomic stability or human capital when 

investing in Africa. This outcome corresponds with expectations formed from the 

literature on China that was presented in Chapter 4. The insignificance of the gross 

enrolment rate also confirms the notion that Chinese FDI has more of a resource-

seeking than efficiency-seeking motive. Furthermore, trade openness is also not a 

significant variable, further disputing the efficiency-seeking motive. The R-squared value 

of the base model indicates a good fit, with 89.95 per cent of the variation in Chinese 

FDI being explained by the relevant variables included in the base model. 

To test for China’s interest in food security, agricultural land is added to the base model 

in order to obtain the agriculture model. The significance and signs of the other 

coefficients, namely domestic investment, political stability, inflation, gross secondary 

enrolment, the dummy for South Africa, trade openness and infrastructure remain 

largely the same. The agricultural variable, when added to the base model, is significant 

and the coefficient is negative, expected. This means that China invests less in 

countries that are already close to utilising their full agricultural land. Chinese investors 

rather invest in countries with underutilised agricultural land for purposes of food 
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security.  The goodness of fit of the agriculture model, as indicated by the R-squared 

value, is 90.56 per cent. 

In the oil model, a dummy is added for oil exporting countries to indicate whether China 

invests more in oil exporting countries than in non-oil exporting countries. This is a 

significant question, given the fact that current opinion on the subject suggests that oil 

and natural resource abundance is a very important determinant of Chinese FDI in 

Africa. The oil dummy is significant when adding it to the base model and the 

relationship is positive, confirming the hypothesis that China has a significant interest in 

African oil. However, the signs of the coefficients of domestic investment, political 

stability and gross secondary enrolment change. This most likely occurs due to some 

level of multicollinearity between the oil dummy and these variables. Since the variable 

used to measure oil is a dummy variable, it is not possible to draw up a correlation 

matrix in order to analyse this problem. The oil model has the highest goodness of fit of 

the three models estimated, accounting for 96.51 per cent 14of the variation in Chinese 

FDI.  

5.4.2. Extended base model estimation and results 

The most worrisome aspect of the base and other two models presented here is that 

they do not control for market size. Traditionally, this is an important determinant of FDI 

and controlling for market size would address an important question, namely if China’s 

interest in Africa is for market expansion purposes. Conventional measures of market 

size, such as GDP, pose some difficulties as the relationship between FDI and GDP is 

bi-directional and this leads to problems of endogeneity. Other proxies for market size 

such as GDP per capita and GDP growth that are added to the model are found to be 

insignificant.  

To capture the effect of market size on Chinese FDI, a dummy variable is added. This 

variable identifies the ten recipient countries of Chinese FDI that have the highest GDP. 

These ten economies are then assigned a value of one, while the remaining countries in 

the sample take on a value of zero. The dummy variable is used to avoid problems of 

                                                           
14 The author notes that such high R-square values are spurious. Models were re-estimated in Stata to look at 
within and between R-square values, which remained high. 
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endogeneity, since the causal relationship between GDP and Chinese FDI is found to 

be bi-directional. Variables that were consistently found to be insignificant in various 

iterations of the base model, such as inflation, gross secondary enrolment and trade 

openness are omitted. The results of the model that controls for market size are 

presented below, and are the results of various iterations that were run in order to find 

the best possible fit.  

Table 5.3: Extended base model  

Dependent variable: Chinese FDI 

Independent variable: Extended base model 
Extended agriculture 

model 
Extended oil model 

Constant 
4659110 

(0.937107) 

17999729 

(2.630592) 

2604658 

(0.503839) 

Domestic investment 
-0.003287 

(-5.052874)* 

-0.003318 

(-5.177885)* 

-0.002304 

(-4.217002)* 

Political stability (-1) 
-9474066 

(-2.117858)* 

-8847662 

(-2.005793)* 

-9352831 

(-2.050088)* 

Infrastructure 
20600.20 

(0.330355) 

1436.412 

(0.023246) 

34226.56 

(0.549146) 

Large economies 
(market size) 29200244 

(2.793860)* 

31225736 

(3.026313)*  

South Africa 
3.95E+08 

(69.88008)* 

3.94E+08 

(70.74383)* 

3.94E+08 

(69.59349)* 

Agricultural land 

 

-346052 

(-2.791004)* 

 
 

Oil 

  

18767193 

(2.340087)* 
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R-squared 

0.964873 0.966090 0.964506 

Prob(F-statistic) 

0.000000 0.000000 0.000000 

Source: Author’s own estimations using eViews 7 

Adding the large economy dummy to the model as a proxy for market size has a 

significant impact on results. Since inflation, gross secondary enrolment and trade 

openness are not significant in any of the iterations run, these variables are omitted and 

the large economy dummy is added to obtain the extended base model. The base 

model still has a very good goodness of fit, with an R-squared of 0.96. In this model, the 

results show that domestic investment, political stability and the dummies for the large 

economies and South Africa are significant. Infrastructure becomes insignificant, where 

in the previous base model estimated, it was significant. Though the two results are 

contradictory, they seem to represent two possibilities. Firstly, it could be that China 

invests in infrastructure in countries where the level of infrastructure is low because it 

provides the best opportunities for Chinese construction companies. This is consistent 

with the preliminary analysis of China’s FDI to Africa presented in Chapter 4, which 

shows that Chinese construction firms have taken an active interest in African 

infrastructure in recent years. The second theory is that infrastructure is insignificant to 

Chinese firms, because they establish their own infrastructure. For example, a Chinese 

firm obtains a mining licence in Zambia and builds a railroad that can transport the 

copper mined to a specific point of export. This latter result, obtained from controlling for 

market size, seems to suggest that Chinese firms are willing to invest in infrastructure if 

a particular market is attractive enough. It is also interesting to note that, once market 

size is controlled for, the signs on the coefficients of political stability and domestic 

investment change. When controlling for market size, there is a negative but significant 

relationship between domestic investment, political stability and Chinese FDI, whereas 

in the base model, these variables showed positive signs throughout and only changed 

signs when the oil dummy was added.  
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A likely explanation for this change in coefficients is that there exists a degree of 

multicollinearity between domestic investment, political stability and market size. 

Though it is not possible to test for this by using a correlation matrix, since market s ize 

is a dummy variable, examination of the data shows that the countries with large 

markets (based on GDP), are also generally countries that rank poorly on the political 

stability index that was used in the model15. This in itself presents an interesting 

discussion point regarding Chinese FDI in Africa. It seems that China actually follows a 

very traditional investment pattern when market size is not controlled for. In other words 

China invests more in countries that are more politically stable when market size is not 

taken into consideration. However, as soon as market size is controlled for, this 

changes. This would seem to indicate that China is indeed set on expanding its market 

access, and if a country provides an attractive enough market, China will invest in it 

regardless of political stability. This idea is confirmed by Buckley et al. (2007), who 

conclude that political risk encourages rather than discourages Chinese FDI. 

Similarly, with regards to domestic investment, many of the top ten largest economies 

are also economies with lower levels of domestic investment, or countries for which 

data on domestic investment is not complete. It seems, once again, that market size 

changes China’s investment pattern in this regard. 

To obtain the extended agriculture model, the agricultural land variable is added to 

the extended base model. Available agricultural land is still significant.  The sign is also 

as expected, showing that China invests less in countries that are already close to their 

maximum agricultural utilisation. Furthermore, the signs of the coefficients and 

significance of the other variables remain as they were in the extended base model. The 

extended agricultural model has a good goodness of fit, accounting for 96.61 per cent of 

the variation in Chinese FDI. 

                                                           
15 The index measures “the perceptions of the likelihood that the government will be destabilized or overthrown by 
unconstitutional or violent means, including domestic violence and terrorism” (World Bank, 2011). The index ranges 
from negative 2.5 to positive 2.5, with higher values indicating better governance outcomes. Algeria, Angola, 
Egypt, Libya, Morocco, Nigeria, South Africa, Sudan and Tunisia on average scored towards the lower to middle, 
negative end of this scale between 2003 and 2008.  
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To obtain the extended oil model, a dummy for oil exporting countries is once again 

added to the base model. In this case, the dummy for market size is omitted, since the 

majority of the top ten largest economies in Africa are also oil-exporting countries and 

this causes estimation problems. The oil dummy is significant and the coefficient is 

positive, showing that oil-exporting countries generally do receive more Chinese FDI 

than non-oil exporting countries do. Once again, adding the oil dummy to the extended 

base model has no influence on the significance and signs of coefficients of the other 

variables in this model. The extended oil model accounts for 96.45 per cent of the 

variation in Chinese FDI. 

These results pose some interesting questions about China’s motivations for investing 

in Africa. Controlling for market size seems to suggest that China is looking to expand 

its markets. The top ten largest economies generally receive much more Chinese 

investment than smaller economies do. However, food security and oil are still 

significant factors. Table 5.4 summarises the answers to the various hypotheses that 

were tested. 

Table 5.4: Results of hypotheses tested 

Hypothesis 
Coefficient: Base 

Model  

Coefficient: 

Extended Base 

Model  

Conclusion 

China is investing in 

Africa to increase its 

food security. 

Negative and 

significant, as 

expected. 

Negative and 

significant, as 

expected. 

Food security is an 

important 

consideration for 
Chinese investors. 

China is investing in 

Africa to secure oil 

supplies. 

Positive and 

significant, as 

expected. 

Positive and 

significant, as 

expected. 

Oil exporters do 

attract more 

Chinese FDI than 
non-oil exporters. 

China is investing in 

Africa to gain 

access to markets. 

Not included. Positive and 

significant, as 

expected. 

Africa does provide 

the potential for 

China to expand its 
markets. 
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Chinese investors 

do not consider 

political stability 
when investing in 
Africa. 

Positive and 

significant, against 

the expectation of 
an insignificant 
coefficient. 

Negative and 

significant, against 

the expectation of 
an insignificant 
coefficient. 

Political stability is a 

consideration for 

China, but the exact 
relationship is 
unclear.  

Chinese investors 

do not consider 
human capital when 

investing in Africa. 

Positive but 

insignificant, as 
expected. 

Positive but 

insignificant, as 
expected.   

Chinese FDI is not 

driven by the quality 
of human capital in 

the host economy. 

Chinese investors 

do not consider 
macroeconomic 

stability when 
investing in Africa.  

Negative but 

insignificant, as 
expected. 

Negative but 

insignificant, as 
expected. 

Macroeconomic 

stability does not 
influence Chinese 

firms’ investment 
decisions. 

China is investing in 

African countries 
with a shortage of 

infrastructure. 

Negative and 

significant, as 
expected.  

Positive but 

insignificant, against 
expectations.  

Inconclusive. 

Chinese firms either 
invest more in 

countries with low 
infrastructure, or 
infrastructure is not 

a consideration 
since Chinese firms 
establish their own 
infrastructure.  

China is investing in 

African countries 

with open trade 
regimes in order to 
gain access to more 

export opportunities. 

Negative but 

insignificant, against 

expectations of a 
positive, significant 
coefficient.  

Not included. Chinese FDI in 

Africa is not aimed 

at exploiting greater 
export opportunities. 

The level of a host 

country’s domestic 

investment, as with 
macroeconomic 
stability, is of no 

concern to Chinese 
investors. 

Positive and 

significant, against 

expectations of an 
insignificant 
coefficient. 

Negative and 

significant, against 

expectations of an 
insignificant 
coefficient. 

The host country’s 

domestic 

investment is a 
consideration for 
Chinese investors, 

but the exact 
relationship is 
unclear. 

South Africa attracts 

significantly more 
Chinese FDI than 

other African 

Positive and 

significant, as 
expected. 

Positive and 

significant, as 
expected. 

South Africa is a 

preferred country for 
Chinese FDI. 
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countries 

Source: Author’s own compilation 

The various models above provide some interesting (though still admittedly limited) 

insight into Chinese FDI in Africa. The sample size is very small and this leads to 

various estimation problems which cannot be adequately addressed until more data 

becomes available.  

What the models do allow researchers to do, is to gain a broad overview of Chinese 

investment in Africa and formulate questions for further research that still need to be 

addressed. The results lead to the conclusion, albeit a tentative one, that China’s 

investment strategy is broader and more complex than initially anticipated. What is clear 

is the fact that domestic investment, political stability, agricultural potential, oil exports 

and market size are significant factors in attracting Chinese FDI. Human capital, 

macroeconomic stability and trade openness are not significant determinants of 

Chinese FDI. The relationship between Chinese FDI and the host country’s 

infrastructure is inconclusive, with the base model showing the relationship between 

Chinese FDI and infrastructure to be negative and significant, and the extended base 

model showing that infrastructure is insignificant. Chinese investors seem to either 

invest in countries where there is a shortage of infrastructure, or not to consider 

infrastructure at all, since they establish their own infrastructure in the countries in which 

they invest. 

It seems that China is interested not only in procuring resources such as food and oil, 

but also in expanding the market for its products. Problems that arise from controlling 

for market size, namely the unexpected coefficients of political stability and domestic 

investment, are areas that future research can hopefully shed more light on especially 

once more data becomes available.  
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5.4.3. Causality tests 

In addition to the models presented above, causality tests are conducted in order to 

provide additional information in explaining Chinese FDI in Africa. Examining the 

causality between Chinese FDI and various other variables provides interesting 

answers, and more questions in some cases. Four of the most contentious issues that 

have emerged from the literature on Sino-African relations are the following: 

 What is the relationship between Chinese FDI and African GDP? Will increased 

Chinese investment lead to economic growth on the African continent? 

 What is the relationship between Chinese FDI and African corruption? China has 

often been criticised for its way of conducting business, which is often described 

as corrupt. Africa, in turn, struggles with high levels of corruption. Will increased 

Chinese FDI in Africa entrench the culture of corruption on the African continent? 

 What is the relationship between Chinese FDI and Africa infrastructure? Given 

the fact that Chinese firms are evidently highly involved in infrastructure and 

construction deals in Africa, the relationship between Chinese FDI and African 

infrastructure is also interesting to investigate. Will Chinese FDI ultimately 

enhance infrastructure in Africa? 

 What is the relationship between Chinese FDI and African human capital? 

Ideally, FDI should contribute towards increased levels of human capital. 

However, the literature shows that China prefers to employ its own workers in 

African projects, which does not leave much space for skills transfer to take 

place. Does Chinese FDI promote African human capital, or not? 

Granger causality tests are used in order to establish the relationship between Chinese 

FDI and these important determining factors.  

Table 5.5 below shows the results of a Granger causality test performed on Chinese 

FDI and African GDP. 
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Table 5.5: Causality between Chinese FDI and African GDP 

Pairwise Granger Causality Tests 
Sample: 

2003-2008 
Lags: 2 

 

 Null Hypothesis: Obs F-Statistic Prob.  

 GDP does not Granger-Cause CFDI 180 4.88302 0.0086 

 CFDI does not Granger-Cause GDP  10.4987 5.00E-05 

Source: Author’s own calculations using eViews 7 

Both of the null hypotheses, namely that GDP does not Granger cause Chinese FDI, 

and that Chinese FDI does not Granger cause GDP, are rejected at the five per cent 

level. It can be accepted at this level that African GDP Granger-causes Chinese FDI. It 

can also be accepted that Chinese FDI Granger-causes African GDP. This shows the 

relationship to be bi-directional. African countries with higher levels of GDP will most 

likely attract larger amounts of Chinese FDI, while Chinese FDI will enhance economic 

growth in African countries. This is consistent with the literature review presented in 

Chapter 2, which concluded that there is no clear-cut, uni-directional relationship 

between FDI and host country economic growth.  

Table 5.6 below investigates the relationship between Chinese FDI and African 

corruption. 

Table 5.6: Causality between Chinese FDI and African corruption 

Pairwise Granger Causality Tests 
Sample: 

2003-2008 
Lags: 2 

 

 Null Hypothesis: Obs F-Statistic Prob.  

 CORR does not Granger-Cause CFDI 180 4.22773 0.0161 

 CFDI does not Granger-Cause CORR  0.22483 0.7989 

Source: Author’s own calculations using eViews 7 

The causality tests presented above provide insight into an interesting, and often 

contentious, issue. A common perception of the Chinese way of doing business is that 

corruption is the order of the day. Similarly, Africa is well known for its corrupt regimes. 

Critics of China in Africa fear that the Chinese presence in Africa will only entrench the 

corrupt business mentality. It is against this background that the causal relationship 

between corruption and Chinese FDI is interesting – do Chinese firms invest in Africa 
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because local corruption makes it easy for them to do so, or do African officials become 

corrupt because the Chinese firms enable them to? The Granger causality test shows 

that the null hypothesis that corruption does not Granger-cause Chinese FDI can be 

rejected at the five per cent significance level. The implication is that African corruption 

does Granger-cause Chinese FDI, signalling that Chinese investment in Africa takes 

place because corrupt practices here make it easy for Chinese firms to enter African 

markets. However, the null hypothesis that Chinese FDI does not cause corruption 

cannot be rejected at any level, which implies that corrupt Chinese practices are not 

necessarily standing in the way of Africa overcoming corruption. 

Granger causality test results for the relationship between Chinese FDI and African 

infrastructure are summarised in Table 5.7. 

Table 5.7: Causality between Chinese FDI and African infrastructure 

Pairwise Granger Causality Tests Sample: 

2003-2008 
Lags: 2 

 

 Null Hypothesis: Obs F-Statistic Prob.  

 INFRA does not Granger-Cause CFDI 177 0.89365 0.4111 

 CFDI does not Granger-Cause INFRA  12.1415 1.00E-05 

Source: Author’s own calculations using eViews 7 

With China’s demonstrated interest in contributing toward African infrastructure, the 

causal link between infrastructure and Chinese FDI is interesting to examine. Do high 

levels of African infrastructure make investments attractive to Chinese firms, or does the 

presence of Chinese firms in African countries enhance local infrastructure? The 

Granger causality test above shows that the latter is true. It is not African infrastructure 

that attracts Chinese investment, but rather the absence of infrastructure that crowds in 

Chinese FDI. This is consistent with the findings in the extended base model, and also 

with the literature presented in Chapter 4. The fact that Chinese investment contributes 

toward African infrastructure is positive. The most appealing trademark of FDI is that it 

should allow for spillovers to take place. The Granger causality test above shows that 

Chinese FDI is contributing towards more infrastructure investment in Africa. 
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Table 5.8 shows causality test results for the relationship between Chinese FDI and 

African human capital, for which the gross secondary enrolment rate was used as a 

proxy. 

Table 5.8: Causality between Chinese FDI and African human capital 

Pairwise Granger Causality Tests 
Sample: 

2003-2008 
Lags: 2 

 

 Null Hypothesis: Obs F-Statistic Prob.  

 GER does not Granger-Cause CFDI  180  4.49980 0.0124 

 CFDI does not Granger-Cause GER   3.80541 0.0241 

Source: Author’s own calculations using eViews 7 

If Chinese FDI is to be beneficial to Africa, then the local population must be able to 

share in positive spillovers resulting from FDI. This includes access to technology, 

management skills and human capital. Ideally, local workers should learn from foreign 

investors and this should contribute toward African human capital. To test for the 

causality between Chinese FDI and human capital, a Granger test is conducted on 

Chinese FDI and gross secondary enrolment, which is the proxy for human capital in 

the model. The results show that the relationship between these two variables is bi-

directional, with human capital attracting FDI, but FDI also leading to the development 

of human capital. 

The causality tests presented here show uni-directional relationships between Chinese 

FDI and African corruption, as well as African infrastructure. African corruption 

encourages Chinese FDI, while Chinese FDI enhances African infrastructure. The 

relationship between Chinese FDI and African GDP and human capital, however, is bi-

directional. Higher levels of African GDP will encourage Chinese FDI inflows, while 

Chinese FDI inflows will also cause higher levels of African GDP and human capital.  

5.4.4. Risk analysis 

Though the empirical analysis presented so far in this chapter goes some way towards 

clarifying China’s motivations for investing in Africa, there are many more interesting 

questions regarding China in Africa that need to be answered. Including proxies in the 

model to test these questions was not always possible, since adequate data is often 



120 

 

lacking. The risk analysis presented here provides a snapshot of the relationship 

between: 

 Chinese FDI as a percentage of the host country’s GDP and that country’s 

Corruption Perceptions Index (CPI) score. 

 Chinese FDI as a percentage of the host country’s GDP and the ranking obtained 

for ease of doing business in each country16.  

 Chinese FDI and the possible environmental impact in the host country. 

The Granger test provided previously provides some insight into the relationship 

between Chinese FDI and corruption in Africa, but corruption per se could not be 

included in the estimated models, since political stability is too highly correlated with 

corruption. To provide an overview of Chinese investment and corruption in Africa, the 

CPI scores for each country in the sample between 2003 and 2008 is plotted against 

the value of Chinese FDI as a percentage of the host country’s GDP in each year. A low 

score (closer to 1) indicates that corruption is more prevalent in a country, where a high 

score (closer to 10) indicates that corruption is less prevalent.  

The scatter plot in Figure 5.1 shows the relationship between a country’s level of 

corruption, as indicated by its CPI score (shown on the x-axis), and Chinese FDI as 

percentage of GDP (shown on the y-axis). Countries with lower CPI scores, which 

indicate higher levels of corruption, do seem to attract more Chinese FDI.  There are a 

few notable exceptions, where countries with lower corruption (in other words, countries 

with higher CPI scores) receive more Chinese FDI. This corresponds with the causality 

test presented in section 5.4.3, which indicated that African corruption Granger-causes 

Chinese FDI.  

                                                           
16 For a complete list of the rankings and scores obtained by each country, as well as information about country 
credit ratings, please refer to the Appendix. 
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Figure 5.1: The correlation between corruption and Chinese FDI as a percentage of host country GDP 

 

Source: World Bank Africa Development Indicators 

Ease of doing business is generally regarded as an important factor when investing in a 

foreign country. The World Bank’s Ease of Doing Business ranking provides a measure 

of this, but data could only be obtained for 2008. Figure 5.2 illustrates the relationship 

between various recipient countries’ Ease of Doing Business ranking (shown on the x-

axis) and Chinese FDI as percentage of the host country’s GDP (shown on the y-axis). 

Note that the ranking is a position obtained out of a possible 183 countries, where 1 is 

the best possible ranking and 183 the lowest. 

Chinese FDI in 2008 was concentrated largely in countries that scored poorly on ease 

of business, with Figure 5.2 showing a clustering of Chinese FDI around the higher end 

of the scale (countries ranked 100 and up).  Most African countries are ranked quite 

poorly in terms of ease of doing business, with the majority being placed on the lower 

end of the spectrum (between 140 and 180). This insensitivity towards ease of doing 

business could be the result of the fact that China’s OFDI is still largely driven by SOEs, 

which are able to operate in longer term, more uncertain circumstances since they are 

not profit-driven. Once again, there are a few notable exceptions, with countries that 

achieved a better rank also attracting larger amounts of Chinese FDI. 
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Figure 5.2: The correlation between ease of doing business and Chinese FDI as a percentage of GDP 

 

Source: World Bank Africa Development Indicators 

An overview of the risk analysis provided shows that there does not seem to be any 

clear trend regarding ease of doing business and corruption in China’s investment 

decisions. It could be that other factors, such as market access, food security or the 

forging of closer political relationships are behind China’s investments in Africa, and 

receive higher priority than other, more conventional issues such as ease of doing 

business.  

A further issue that warrants closer inspection is the possible environmental impact of 

increased Chinese FDI. The environmental sustainability of Chinese businesses 

operating in Africa is a cause for concern that stands out in the literature on China in 

Africa. If Chinese investment is primarily of an extractive nature in countries that are 

environmentally vulnerable, precautions need to be in place in order to ensure that 

sustainable business practices are adhered to. A measure of a country’s environmental 

vulnerability is the Environmental Vulnerability Index that is calculated by the South 

Pacific Applied Geoscience Commission, but which has only recently been developed 

and therefore is only available for one year. The classification of countries according to 

this index is shown in the risk analysis below, with countries ranked according to the 

percentage that Chinese FDI comprises of the host country’s GDP. 
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Table 5.9: Chinese FDI and African environmental vulnerability 

Country Environmental vulnerability 

Zambia Resilient 

Niger Resilient 

South Africa Highly vulnerable 

Sierra Leone Vulnerable 

Democratic Republic of the Congo Vulnerable 

Madagascar Vulnerable 

Guinea At risk 

Mauritius Highly vulnerable 

Liberia Vulnerable 

Sudan Vulnerable 

Rwanda Vulnerable 

Djibouti Resilient 

Benin Vulnerable 

Togo Vulnerable 

Gabon Resilient 

Nigeria Highly vulnerable 

Malawi At risk 

Congo At risk 

Chad At risk 

Ethiopia At risk 

Algeria Vulnerable 

Zimbabwe Resilient 

Mali Resilient 

Mozambique At risk 

Equatorial Guinea At risk 

Tanzania At risk 

Botswana Resilient 

Lesotho Vulnerable 

Kenya At risk 

Ghana Vulnerable 

Cape Verde Vulnerable 

Namibia Resilient 

Angola At risk 
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Senegal Vulnerable 

Libya At risk 

Egypt Vulnerable 

Mauritania At risk 

Gambia Vulnerable 

Seychelles Highly vulnerable 

Côte d'Ivoire At risk 

Cameroon At risk 

Morocco Vulnerable 

Tunisia Vulnerable 

Eritrea At risk 

Uganda Vulnerable 

Source: South Pacific Applied Geoscience Committee, Environmental Vulnerability Index 2010 

Environmental vulnerability does not seem to be an important consideration for Chinese 

investors. The 45 recipient countries of Chinese FDI shown in Table 5.9 are generally 

classified as being environmentally vulnerable to various degrees, with only eight 

countries classified as being environmentally resilient (these countries are Zambia, 

Niger, Djibouti, Zimbabwe, Mali, Botswana, Namibia and Gabon). 

Though environmental sustainability is important for any country’s long-term economic 

well-being, it is important to note that the responsibility for environmental management 

ultimately rests on the host country. If governments formulate clear policies which 

govern environmental practices used by foreign investors and domestic businesses in a 

host economy, environmental vulnerability should be able to be managed well, 

irrespective of the source of foreign investment.  

The analyses provided in the preceding paragraphs indicate that China is insensitive 

towards ease of doing business, levels of corruption and environmental vulnerability in 

the African host countries in which it invests. This confirms once again the fact that 

China’s investment pattern differs from that of more traditional Western investors. 

5.5. Conclusion 

This chapter has attempted to empirically answer some questions about the motivations 

for Chinese FDI in Africa. Though severe data restrictions pose many challenges and 
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limitations, this chapter aimed to provide a basis from which to analyse Chinese FDI in 

the future. 

Using data from the MOFCOM and the World Bank’s African Development and World 

Governance Indicators databases, a cross-section panel regression was estimated in 

eViews in order to find some basic determinants of Chinese FDI in Africa.  

Data for Chinese FDI flows to various African countries is available for 45 African 

countries between 2003 and 2008. This is a very small sample size and the analyses in 

this chapter must be seen against this background. What this chapter has accomplished 

is to systematize some important questions regarding the motivations behind Chinese 

FDI in Africa. Results obtained provide some interesting preliminary analyses of 

Chinese FDI flows to African countries since 2003. As quality disaggregated Chinese 

FDI data becomes available, these questions could be addressed much more 

thoroughly in the future.  

Following the literature on the determinants of FDI in Africa, a base model was 

estimated which explains some determinants of Chinese FDI. This base model 

examined the relationship between Chinese FDI and domestic investment, political 

stability, macroeconomic stability, human capital, quality infrastructure and trade 

openness in Africa. A dummy variable was also added in order to capture the outlier 

effect of South Africa on Chinese FDI. 

The results of the base model show that domestic investment, political stability and lack 

of infrastructure are significant determinants of Chinese FDI. Generally, when these 

factors increase, Chinese investment will increase as well. Infrastructure is an 

interesting exception. The relationship between infrastructure and Chinese investment 

is negative, indicating that Chinese FDI will decrease in countries where the level of 

infrastructure is higher. Given China’s demonstrated interest in investing in African 

infrastructure, this could be indicative of Chinese firms’ search for countries in which the 

demand for infrastructure is higher. The South African dummy variable was also 

significant, capturing the fact that South Africa receives much higher Chinese FDI than 

the other countries in the sample.  
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Variables that were not significant include inflation and trade openness. These variables 

are traditionally viewed as important for attracting FDI. In the Chinese case, they are 

not.  

Once the base model described above was estimated, various other variables were 

added individually in order to test various hypotheses about Chinese FDI in Africa. The 

agricultural land variable, as a proxy for food security, was significant when added. The 

coefficient is negative, showing that China invests less in countries with higher 

percentages of land used for agricultural purposes. This variable indicates that there is 

an element of food security in China’s investments in Africa, since investing in countries 

where less land is used for agricultural purposes suggests that China is seeking out 

countries where the potential for agricultural expansion is still large. 

A dummy for oil exporting countries was also added to the base model in order to test 

for China’s interest in oil. This variable was significant and the coefficient positive, 

indicating that oil exporting countries receive more Chinese FDI than non-oil exporting 

countries. Adding the oil dummy to the model causes the signs of the coefficients of 

domestic investment, political stability and gross secondary enrolment change. 

A concern of the models first estimated was that they did not control for market size. 

This is traditionally an important determinant of FDI, and also would be indicative of 

China’s interest in expanding its markets. However, the traditional variable used to 

capture market size, namely GDP, is problematic since the causality between GDP and 

Chinese FDI runs both ways. To control for market size, dummy variables were 

assigned to the top ten largest economies in the sample.  

Controlling for market size had a significant influence on the variables estimated. Once 

again, an extended base model was estimated. This specification investigated the 

relationship between Chinese FDI, domestic investment, political stability, infrastructure 

and market size. The results show that domestic investment, political stability and 

market size are significant. Once again, the dummy added for South Africa is significant 

as well. Adding variables to control for food security and oil production to this model is 

still significant.  
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Further questions about Chinese investment in Africa were addressed by means of 

causality tests and scattergrams. These indicate that the relationship between Chinese 

FDI and African GDP, as well as African human capital, is bi-directional. Uni-directional 

relationships exist between Chinese FDI and African corruption and infrastructure. It 

was found that African corruption Granger causes Chinese FDI, while Chinese FDI 

Granger causes African infrastructure.  

Furthermore, a scattergram of Chinese FDI and ease of doing business in Africa shows 

that Chinese OFDI is generally aimed at countries that were ranked poorly in terms of 

ease of doing business. There are, however, a few exceptions, with better ranked 

countries attracting higher volumes of Chinese FDI.  In terms of corruption, African 

countries with high levels of corruption generally attracted more Chinese FDI, though 

there are once again notable exceptions. Environmental vulnerability in the host 

economy also seems to be of little importance to Chinese investors in Africa. 

It must be kept in mind that the explanatory power of the models presented in this 

chapter is very limited. Disaggregated data for Chinese OFDI is available for 45 African 

countries, but only for the period 2003 to 2008, which is a very small sample size.  

What this chapter does contribute is some interesting questions regarding Chinese FDI 

in Africa, and a very preliminary summary of some possible answers to these questions. 

As more data becomes available, future research will hopefully be able to address these 

questions in a much more in-depth manner than has been possible here. 

Bearing this in mind, the results presented in this chapter lead to an interesting 

conclusion. The conclusion is that China’s investment strategy in Africa is perhaps 

much more varied than first imagined. Though resources, as measured in this chapter 

by oil and agricultural potential, are important considerations for Chinese investment, 

market size seems to be important as well. Human capital, as measured by gross 

secondary enrolment, is not important at all. In other words, Chinese FDI in Africa is 

resource seeking, and also market seeking. It does not appear to be efficiency seeking.  

The following chapter summarises the main results of this study and strives to make 

appropriate policy suggestions. 
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CHAPTER 6: SUMMARY, CONCLUSIONS AND POLICY RECOMMENDATIONS 

6.1. Introduction 

The aim of this study was to provide a comprehensive overview of the state of Chinese 

FDI in Africa, focusing on the nature, extent and possible impact of increased Chinese 

investment on that continent. 

The eyes of the world have, in recent years, been steadfastly focused on China’s 

economic progress. The country has enjoyed exceptionally strong economic growth and 

is currently one of the largest economies in the world, second only to America. After 

implementing market reforms that ensured a more open economy in 1978, China has 

been on a steady economic growth path. The Chinese economy grew at an annual 

average rate of 10.4 per cent between 2000 and 2008, 9.2 per cent in 2009 and 10.3 

per cent in 2010. Estimates reveal that Chinese GDP is likely to continue growing at a 

rate of 9.6 per cent in 2011. Add to this the fact that China is home to twenty per cent of 

the world’s population, and it becomes evident why the country is receiving so much 

attention. 

As China, especially during the past decade, has emerged as a major player on the 

world economic stage, its growing relations with other developing regions have stood 

out and received much attention. Of particular note is the way in which Chinese 

relations with Africa have grown.  

The question that analysts are pondering seems to be: why Africa? China’s official 

stance on Sino-African relations is that relations between China and Africa should be of 

mutual benefit, heralding a new age of economic opportunity both for China and Africa. 

Indeed, increased Chinese investment does seem, at first glance, to be a golden 

opportunity for Africa. 

The continent is well known for its pervasive poverty, of which inadequate capital is 

often cited a major cause. Increased FDI might provide the necessary capital to bridge 

the gap between what Africa has and what Africa needs in order to fuel greater 

economic growth. However, critics have warned that there may be various pitfalls to the 

increasing economic ties between China and Africa. 
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Firstly, the idea that China is investing in Africa to obtain resources needed to fuel 

economic growth is troubling. Many critics fear that this will only serve to deepen the so-

called resource curse, while Africa needs to diversify. Secondly, concerns have been 

raised about China’s way of conducting business. Many Chinese investment packages 

and aid deals are non-conditional, with China taking a firm stance on the sovereignty of 

the states it deals with. On a continent already rife with corruption and conflicts, this 

could signal further problems. Some analysts also fear that China’s business in Africa 

will worsen environmental degradation and displace African workers, since China 

seems to show a propensity for importing its own workers for use on investment 

projects, rather than employing locals.  

Chinese investment in Africa does not necessarily have to signal only bad news. Africa 

desperately needs capital in order to obtain higher levels of economic growth, and 

China could very well be an important source. Chinese investment in the infrastructure 

sector especially holds the potential for the renewal of African capital, and some African 

countries have already benefited from increased investment in infrastructure. 

Sino-African relations seem set to continue blossoming. These relations are not only 

limited to economic exchanges but include social, cultural and political elements as well. 

This chapter summarises the main findings of this study and, although falling outside 

the scope of the study, strives to make relevant policy recommendations from the 

conclusions drawn.  

6.2. Summary and conclusions 

In order to provide a sound theoretical base from which increased Chinese FDI to Africa 

could be analysed, Chapter 2 provided a literature survey on the relationship between 

FDI and economic growth in developing countries, and in Africa specifically. The 

literature on the determinants of FDI in Africa was also surveyed. The aim was to 

determine the theoretical relationship between FDI and economic growth and also to 

determine whether an empirical relationship does exist between the two, as well as 

determining which factors are important for attracting FDI in Africa. The literature survey 

on FDI and economic growth covered the research published during the period between 
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1998 to early 2010, while the survey on FDI determinants covered the relevant research 

during 2000 to 2008.  

The two major theoretical viewpoints regarding FDI and its role in economic growth that 

emerged in the literature survey are dependency theory and modernisation theory. 

Dependency theory argues that relations between developed and developing nations 

contribute towards uneven growth, with the growth of developing nations being 

conditioned upon the growth of developed countries. Because of this, dependency 

theory advocates self-sufficiency and discourages FDI, as it is feared that dependency 

on foreign funds will be detrimental to the growth of developing countries. While 

dependency theory advocates self-sufficiency, modernisation theory is founded on 

neoclassical and endogenous growth theories and recognises the role that capital, and 

therefore FDI, plays in economic growth. According to neoclassical growth theory, 

increased capital will contribute toward increased output. Within this framework, FDI can 

be beneficial to a host country’s economic performance by providing extra capital with 

which to increase output.  Endogenous growth theory contends that human capital is an 

important component of a country’s capital, and that growth can take place via positive 

spillovers which occur from increased investment. According to endogenous growth 

theory, FDI could stimulate long-run economic growth in a host country by allowing 

positive human capital and technology spillovers to occur.   

A wide variety of studies on the relationship between FDI and economic growth in 

developing countries were cited. The focus was on macroeconomic studies published 

between 1998 and early 2010 on the subject of FDI and economic growth in developing 

countries, and Africa in particular. These studies differ greatly in sample size, method of 

investigation and period covered. The literature on the relationship between FDI and 

economic growth in developing countries is inconclusive, with some studies finding 

evidence of a uni-directional relationship between FDI and economic growth, and others 

finding evidence of a bi-directional relationship. An important caveat that emerges in 

many of these studies is the host country’s absorptive capacity - the positive impact of 

FDI is enhanced when a certain minimum level of financial and educational 

development exists in the host country. Studies regarding the relationship between FDI 
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and economic growth in Africa are limited, and also varied in terms of methods applied, 

sample and variables used and period covered. The evidence of a positive, uni-

directional relationship between FDI and economic growth in Africa is limited. Generally, 

the literature seems to suggest that Africa could benefit from FDI, especially if efforts 

are made to increase the continent’s current level of human capital. 

As regards the determinants of FDI in Africa, studies once again vary greatly in terms of 

sample size, method used and period covered. Though the literature survey on the 

determinants of FDI to Africa shows that the determinants are not conclusive, certain 

factors such as economic growth, trade openness, inflation, natural resource 

endowment and foreign reserves are continually identified as important determinants of 

FDI to Africa. 

Chapter 3 presented a picture of global FDI flows between 1990 and 2008. The aim of 

this chapter was to place Africa’s FDI receipts into perspective in order to analyse the 

continent’s FDI performance. The data supplied in this chapter shows that worldwide 

FDI flows have been steadily increasing since 1990, with developed countries 

accounting for the majority of global FDI flows.  On average, developed countries have 

been recipients of between 67.7 and 69.6 per cent of global FDI flows. Developing 

countries as a whole have managed to attract FDI flows relatively consistently between  

1990 and 2008, accounting for 28.3 to 31.4 per cent of global flows. Since 2000, FDI 

inflows to Africa have been following a steady upward trend, and the continent has also 

managed to increase its share of global FDI flows to 4.1 per cent in 2008 from a starting 

point of 1.4 per cent in 1990. 

It is noticeable that developing countries as a whole have received more or less steady 

amounts of FDI inflows, while inflows to various developing regions vary significantly.  

Asia is clearly the leader in attracting developing country FDI inflows, with developing 

America accounting for the second largest volume of FDI flows to developing regions. 

Africa has generally lagged behind these two regions. Currently, Africa accounts for 

11.7 per cent of FDI inflows to all developing regions. This is a considerable 

improvement over the 6.4 per cent received in the early 1990s. 
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A handful of select economies have dominated the FDI scene in Africa since 1990. 

Fifteen countries African countries, representing 28 per cent of countries on the 

continent, collectively accounted for 86 per cent of Africa’s average FDI inflows between 

1990 and 2008, and 85.8 per cent between 2000 and 2008. Of these fifteen economies 

which attracted the largest volumes of FDI flows to Africa, nine are oil exporting 

countries, showing (according to the country analysis) that FDI to Africa between 1990 

and 2008 has been largely resource driven. 

As global FDI flows have increased during the past two decades, OFDI from China has 

particularly risen since 2000, when the country instituted its “go global” policy. An 

analysis of China’s OFDI statistics shows that Asia has been the major recipient of 

Chinese OFDI, with Latin America in second place and Africa obtaining the third most 

Chinese OFDI, with Chinese FDI flows to the continent amounting to 6.9 per cent of 

total Chinese OFDI. Between 2004 and 2008, the top three industries in which China 

invested were leasing and business services, mining and finance. 

In order to gain a better understanding of the nature of Chinese FDI in Africa, Chapter 4 

focused on China’s African policy and which African countries receive Chinese FDI. A 

profile of Chinese investment deals concluded in Africa between 2006 and 2010, 

gleaned mostly from articles in the popular press, was also provided. The main 

challenge faced in analysing the nature of Chinese investment in Africa is the severely 

limited amount of disaggregated data available, which makes it difficult to gain an 

impression of the sectors in which China is investing in Africa. 

The year 2006 saw a new impetus in Sino-African relations, with the establishment of 

FOCAC and the release of China’s White Paper on Africa. Both FOCAC and China’s 

White Paper on Africa are aimed at enhancing Sino-African relations, including political, 

economic and social cooperation. China’s White Paper on Africa specifically 

emphasises Beijing’s wish to establish mutually beneficial relations with Africa and to 

help Africa exploit its resources in a rational, sustainable way. These principles, which 

embody China’s official stance on Africa, form a stark contrast to the idea of a neo-

colonialist relationship which is often touted by Western analysts. 
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Between 2003 and 2008, China invested in 45 of the 53 countries that comprise Africa. 

Regionally speaking, the majority of China’s investments in Africa were made in 

Southern Africa, with South Africa accounting for the lion’s share of Chinese OFDI to 

Africa. The ICBC’s acquisition of a twenty per cent stake in the South African bank, 

Standard Bank, in 2008 was the largest transaction recorded over the period covered.  

Further analyses of Chinese FDI in Africa classified African recipient countries 

according to their levels of economic diversification and historic economic growth. It was 

found that Chinese FDI to Africa between 2003 and 2008 was aimed at diversified 

countries that had achieved sustainable levels of economic growth in the preceding 

decade. This finding refutes the common perception of Chinese investment in Africa 

being primarily resource driven. Distinguishing between the resource- and efficiency-

seeking motive when analysing China’s FDI in Africa is difficult , however. For instance, 

in the group of diversified economies in which China invests most heavily, South Africa 

is a major outlier.  The country received by far the largest amount of Chinese FDI in 

Africa during the period under investigation, and though the South African economy is 

diversified, it is also a resource-rich country. Oil exporting countries are the second 

largest recipient group of Chinese FDI, followed by transition and pretransition 

countries.  

The general consensus in the literature on China in Africa seems to be that China’s 

main focus in Africa is on extractive industries, though this is preliminarily refuted by the 

information presented, which shows that Chinese investment in Africa is wider than first 

suspected. China has shown a particular interest in African infrastructure, building 

railways, schools and hospitals on the continent. China also follows an “infrastructure 

for oil” approach in which Beijing invests in African infrastructure in return for mining and 

exploration rights, or the export of oil to Beijing. 

The preliminary findings were that China’s interest in Africa as an investment 

destination is much wider than the popular wisdom would have it. Though natural 

resources are important, as seen in the many infrastructure-for-oil deals that were 

summarised in this chapter, China also invested in diversified, medium-growth 

economies between 2003 and 2008. This would suggest that the ability to expand 
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markets is also an important consideration for Chinese investors. Chinese investment in 

Africa between 2003 and 2008 was focused on Southern Africa, as opposed to North 

Africa, which is the preferred region for more traditional investors. This, along with 

Beijing’s distinctive infrastructure-for-oil approach, shows that China follows a very 

unconventional investment approach in Africa. 

Chapter 5 aimed to provide an econometric model which explains the determinants of 

Chinese FDI to Africa. Chinese investment in Africa raises many questions. Though 

data is very limited, some basic econometric analysis could be applied in an attempt to 

clarify some of the important determinants of Chinese investment in Africa.  

Based on the literature overview provided in Chapter 2, it was established that market 

size, natural resource endowment, human capital, infrastructure, trade openness, 

economic growth, inflation, foreign reserves, good governance, investment, size of 

government and literacy are important determinants of FDI in Africa. Where possible, 

data for these variables was obtained from the World Bank’s Africa Development 

Indicators (2010b) and used to set up a base model to explain Chinese FDI to Africa. To 

this base model, two permutations were added. Firstly, the host country’s percentage of 

agricultural land under use was added in order to test for the Chinese interest in food 

security. This iteration was termed the agricultural model. Another iteration was run 

where a dummy for oil exporting countries was added to the base model in order to test 

for China’s interest in energy security and named the oil model.   

The results of the initial base model show that domestic investment, political stability 

and infrastructure are significant variables when it comes to attracting Chinese FDI. 

Domestic investment and political stability all have a positive relationship with Chinese 

FDI. The fact that greater political stability attracts more Chinese FDI is surprising, since 

the general consensus seems to be that China does not consider political factors in its 

business with Africa.  Where quality infrastructure would traditionally be expected to 

have a positive relationship with FDI, in the Chinese case the relationship is negative. 

This shows that China invests more in countries with low levels of infrastructure, which, 

given its demonstrated interest in African infrastructure, is not surprising. The dummy 

variable for South Africa is also significant and has a positive coefficient, showing that 
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South Africa receives significantly more Chinese FDI than other African countries do. 

Inflation, gross secondary enrolment and trade openness were found to be insignificant. 

Adding other variables such as percentage of agricultural land and a dummy for oil 

exporting countries to this model shows that food and energy security are significant 

considerations for China when investing in Africa. Countries with larger agricultural 

potential receive more Chinese FDI, while oil exporting countries also receive more 

Chinese FDI. 

After estimating the previous model, an extended base model was estimated to control 

for market size. This model investigated the relationship between Chinese investment, 

domestic investment, infrastructure, political stability and market size. A dummy variable 

was added for the ten largest economies (according to GDP) in the sample, since GDP 

alone presents problems of endogeneity. This new base model finds that, when 

controlling for market size, investment, political stability and the dummies for the large 

economies and South Africa are significant. Quality infrastructure is no longer 

significant, which makes sense in the Chinese case, since Chinese firms tend to 

establish their own infrastructure in Africa. The coefficients on political stability and 

domestic investment also change, showing a negative relationship between these 

variables and Chinese FDI.  Adding agricultural land and oil to this extended base 

model yields the same results as previously – food security and oil remain important 

concerns.  

Causality tests performed on some selected variables reveal that the relationship 

between Chinese FDI and African GDP is bi-directional, with Chinese FDI Granger-

causing higher African GDP, but higher African GDP also attracting more Chinese FDI. 

This shows that Chinese FDI could potentially enhance African economic growth, while 

confirming the idea that China is interested in expanding its market access via 

investments in Africa. As regards the possibility that Chinese investment in Africa will 

only serve to entrench corruption on the continent, Granger-causality tests show that 

African corruption Granger-causes Chinese FDI. This indicates that, though corruption 

in Africa potentially enhances Chinese investment on the continent, Chinese investment 

does not necessarily worsen African corruption. Chinese FDI is found to Granger-cause 



136 

 

infrastructure in Africa, which correlates with available evidence showing high levels of 

Chinese activity in Africa’s construction sector.  The relationship between Chinese FDI 

and African school enrolment rates is bi-directional, showing that Chinese FDI could 

stimulate human capital in Africa, while higher levels of human capital in Africa also 

attract more Chinese FDI. 

Scattergrams were also drawn of the correlation between Chinese FDI and corruption, 

as well as ease of doing business. The scattergrams show that, generally, countries 

with higher levels of corruption and countries that scored poorly in terms of ease of 

doing business receive more Chinese FDI, though there are notable exceptions. This 

indicates that Chinese investors are insensitive to ease of doing business in a host 

country, and seem to be attracted by higher levels of corruption within a host country. A 

perusal of the environmental vulnerability index of African countries, ranked in order of 

most Chinese FDI received, suggests that the level of the host country’s environmental 

vulnerability is also of little concern to Chinese investors. 

Though the available data is very limited and many questions regarding Chinese FDI 

could not be satisfactorily answered, the empirical results do yield some interesting 

preliminary answers about Chinese investment in Africa, which provide a basis for 

further analysis of this issue. Chinese FDI in Africa is surprisingly diversified. Though 

natural resources, as measured in these models by agricultural potential and oil 

production, are important to Chinese investors, market size is also an important 

determinant of Chinese FDI in Africa.  

The results presented in this study refute the general perception of solely resource-

driven Chinese FDI in Africa. China invested in diversified, medium growth economies 

between 2003 and 2008. This leads to the conclusion that, although resource security is 

an important consideration for Chinese investors, Beijing’s approach to Africa does 

appear much wider than popularly believed. 

6.3. Policy recommendations 

Increased Chinese investment in Africa provides both opportunities and challenges for 

the continent. Whereas Chinese investment provides opportunities for African 
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economies to benefit from the potentially beneficial spillovers that can accompany FDI, 

the challenge lies in formulating policies which manage Chinese FDI in such a way that 

Africa does indeed benefit fully from the potential it offers.  

Though policy recommendations are not the main thrust of this study, the author would 

like to emphasise a number of mainstream policy recommendations.  

6.3.1. Economic policy considerations 

The literature has shown that, in order to fully benefit from increased FDI inflows, host 

countries must ensure that their absorptive capacity is maximised. This means that 

African policymakers should continue to focus on improving their institutional capacity, 

such as education, financial institutions, rule of law and property rights. In the end, the 

onus for managing and observing FDI rests on the host country. China is presenting 

Africa with many opportunities, but African policymakers will determine how these 

opportunities are managed.    

In the Chinese case, the fact that the literature indicates a Chinese preference for using 

their own labour on construction projects in Africa in particular is worrisome. Ideally, 

local workers should be employed in order to have a positive impact on African 

unemployment and also to provide opportunities for knowledge and technology 

transfers to take place. African policymakers should strive to negotiate more equal 

partnerships with Chinese firms and to implement labour policies which ensure that 

more African workers are given the opportunity to partake in Chinese investment 

ventures.  

If Africa’s policy on investments is clear on issues such as environmental degradation, 

social responsibility and labour rights, Chinese investment does not need to be the 

demon some have made it out to be.  

As Chinese investment continues to increase in Africa, African economic policy will 

invariably become affected. Monetary authorities should formulate policy in such a way 

that it effectively deals with issues that could potentially arise from increased capital 

flows to African countries. Fiscal policymakers need to ensure that the windfall from 

Chinese FDI, especially that generated by investment in resources, is spent in an 
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economically productive way in order to improve infrastructure, human capital, 

technology and ultimately, economic growth.  

6.3.2. Geopolitical  policy considerations 

Though China is famed for its non-interference stance when it comes to politics, the 

political aspect of increasing Sino-African relations cannot be ignored. China’s respect 

for the sovereignty of the nations in which it invests is especially well-known. However, 

African policymakers need to be aware of the fact that increased Chinese investment, 

especially in smaller, more vulnerable countries, could lead to interests becoming 

skewed and sovereignty being indirectly affected.  

Africa’s diplomatic ties with the West could also invariably become negatively influenced 

as competition between China and the West increases. Policymakers should strive to 

maintain healthy diplomatic relations with both China and the West so as not to become 

overly reliant on Chinese investment. 

Global governance also plays into this equation, as it is known that China seeks African 

support in international forums such as the UN Security Council. African leaders should 

be aware of the fact that, since China’s rise in the world economy has been so 

controversial, close associations with China in such platforms could inevitably taint other 

potential investor’s perception of Africa. 

In terms of governance, African policymakers should strive to formulate cohesive 

policies for managing increased Chinese FDI. Here, the possibility of an Africa-wide 

policy for Sino-African relations should be seriously considered. This would provide an 

opportunity for African leaders to formulate a strategic response to FOCAC and China’s 

White Paper on Africa which is representative of Africa’s needs and economic and 

political future. 

6.4. Concluding remarks and areas for further research  

This study has provided information on some interesting questions – and possible 

answers – about Chinese investment in Africa. It is an issue that is often difficult to 

disambiguate, given the amount of political rhetoric and vague statistics surrounding it.  
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However, a thorough literature review and an empirical analysis make it possible to 

steer the debate toward some clearer ground. 

At the outset of this study, the following research questions were identified: 

1. To which African countries is Chinese OFDI directed? 

2. To which industries are these flows directed, i.e. is resource security really 

China’s main motivation for engaging with Africa? 

3. Which determinants do Chinese investors take into account when investing in 

Africa?  

These questions were answered via the methods summarised in the preceding section. 

The answers to these questions are as follows: 

1. China invests in the majority of African countries. During the period 2003 to 2008, 

China invested in 45 of the 53 states which comprise Africa. Chinese FDI was 

aimed at diversified, medium growth economies during the period under 

investigation. Southern Africa is the region which attracted the largest volume of 

Chinese OFDI, with South Africa being the country that attracted by far the most 

Chinese OFDI in Africa. 

2. Disaggregated data on Chinese OFDI to various African industries is not 

available. However, a survey of various articles in the popular and academic 

press indicates that China has a specific interest in African construction, mining 

and oil. Beijing follows a unique “infrastructure for oil” approach under which 

infrastructure is built in Africa, in exchange for various resources. This shows that 

resource security is an important consideration for Beijing. 

3. Domestic investment, market size, agricultural potential and oil are important 

determinants of Chinese FDI. Political stability of the host country is a significant 

determinant of Chinese FDI, though the exact relationship is unclear. It seems 

that political stability is, surprisingly, important to China but that this factor 

becomes less important if the potential market is attractive enough. Quality 

infrastructure is an inconclusive determinant of Chinese FDI. Chinese firms seem 

to either target countries where quality infrastructure is low, or they seem not to 

consider infrastructure at all.  



140 

 

This study shows that China, as a growing world economic power, needs to expand its 

markets and establish world-class brands, as well as ensure food security for its large 

population. The country is evidently a very strategic economic player with aspirat ions to 

become the world’s leading nation once again, and its strategy in Africa should be 

viewed against this background. Africa is a growing market and provides opportunities 

for Chinese firms to gain more experience in the branding and management of their 

products. Africa also has agricultural potential which can be exploited in order to 

improve food security. Moreover, Africa consists of 53 individual states whose political 

support can be very valuable in multilateral platforms. 

Suggestions for further research on this topic include the expansion of the models 

presented in this study, as more data becomes available. Research could also be 

undertaken into Chinese investment in individual industries in Africa, and also to 

determine the exact impact of Chinese FDI on African economic growth. Country 

analyses of Chinese FDI in various African host economies will provide a different 

insight into Chinese FDI than the more general approach followed in this study. Finally, 

though the models used in this study are based on a more traditional, Western 

approach to FDI and economic growth, China’s growth pattern is different and there is 

room to identify a uniquely Chinese model in this regard. 
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Appendix A 

Countries were classified as low, medium or high growth economies based on average 

real GDP growth rates achieved between 1995 and 2005. The list below shows the 

classification of the 45 African countries that were used in this study.  

High Growth Economies 
Medium Growth 

Economies 
Low Growth Economies 

Equatorial Guinea Tunisia Libya 

Liberia Mauritius Lesotho 

Rwanda Ghana Seychelles 

Angola Benin Comoros 

Chad Senegal Cote d'Ivoire 

Mozambique Nigeria Eritrea 

Uganda Egypt, Arab Rep. Gabon 

Botswana Namibia Central African Republic 

Burkina Faso Cameroon Djibouti 

Sudan The Gambia Congo, Dem. Rep. 

Mali Sierra Leone Guinea-Bissau 

Ethiopia Algeria Burundi 

Cape Verde Mauritania Zimbabwe 

Tanzania Guinea  

 Malawi  

 Togo  

 Niger  

 Morocco  

 Swaziland  

 Congo, Rep.  

 South Africa  

 Zambia  

 Madagascar  

 Kenya  
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Appendix B 

The table below shows the values of the CPI score, ease of doing business ranking and 

credit rating of each recipient country. A credit rating is an important indicator of a 

country’s ability to honour its obligation to creditors. Standard and Poor’s is a credit 

rating agency that assigns sovereign credit ratings to countries, indicating a particular 

country’s overall credit worthiness. The credit ratings presented in the risk analysis are 

the foreign long-term ratings assigned by Standard and Poor’s, and are indicative of a 

country’s ability to meet its long-term obligations that are denominated in a foreign 

currency, where AAA is the highest rating and CCC the lowest.  

 The risk analysis summarised here presents an overview of the variables that ideally 

would have been tested in the panel analysis, but which could not be included, and 

countries are ranked according to the contribution of Chinese FDI to the recipient 

country’s GDP. 

Country 
Ease of doing 

business 
CPI score Credit rating 

Zambia 99 2.8 Not available 

Niger 174 2.8 Not available 

South Africa 32 4.9 BBB+ 

Sierra Leone 156 4.8 Not available 

Democratic Republic 
of the Congo 

182 1.7 Not available 

Madagascar 144 3.4 Not available 

Guinea 171 1.6 Not available 

Mauritius 24 5.5 Not available 

Liberia 159 2.4 Not available 

Sudan 149 1.6 Not available 

Rwanda 143 3 Not available 

Djibouti 
157 

Not 
available 

Not available 

Benin 172 3.1 B 

Togo 166 2.7 Not available 

Gabon 151 3.1 BB- 
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Nigeria 121 2.7 B+ 

Malawi 131 2.8 Not available 

Congo 179 1.9 Not available 

Chad 176 1.6 Not available 

Ethiopia 111 2.6 Not available 

Algeria 134 3.2 Not available 

Zimbabwe 160 1.8 Not available 

Mali 162 3.1 Not available 

Mozambique 140 2.6 B+ 

Equatorial Guinea 169 1.7 Not available 

Tanzania 126 3 Not available 

Botswana 39 5.8 A- 

Lesotho 128 3.2 Not available 

Kenya 84 2.1 B 

Ghana 87 3.9 B 

Cape Verde 147 5.1 B+ 

Namibia 54 4.5 Not available 

Angola 170 1.9 B+ 

Senegal 152 3.4 B+ 

Libya Not available 2.6 Not available 

Egypt 116 2.8 BB+ 

Mauritania 161 2.8 Not available 

Gambia 135 1.9 Not available 

Seychelles 105 4.8 Not available 

Côte d'Ivoire 163 2 Not available 

Cameroon 167 2.3 B 

Morocco 130 3.5 BBB- 

Tunisia 73 4.4 BBB 

Eritrea 175 2.6 Not available 

Uganda 106 2.6 B+ 
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