
Foreign Direct  
Investments in Africa
– Do They Reduce Poverty?
■ Increased Foreign Direct Invest-
ment is good for economic growth, 
but its effects on poverty reduc-
tion also depend on a number of 
other factors. Therefore FDI is not 
a panacea for poverty reduction in 
all countries. That is the main view 
expressed in this paper by Marios 
Obwona and Benon Mutambi. 

Obstacles to low inflow of FDI in Af-
rica are political and macroeconomic 
instability, inadequate physical, hu-
man and financial infrastructure, 
complex administrative procedures 
and corruption, small markets, short-
ages of skilled labour and inadequate 
legal and judicial systems. 

The stock of FDI in Africa increased 
from USD 32.2 billion in 1980 to 171.0 
billion in 2002. From the late 1990s, the 
annual inflow has more than doubled 

– from an average of USD 4.6 billion 
for the period 1991–96, to 11.6 billion 
for 1997–2002. For sub-Saharan Africa 
the increase is even stronger – from USD 
3.0 billion to 8.1 billion per year. Africa’s 
share of total FDI flows oscillated during 
this period between 0.6 and 2.3 per cent.  
This can be compared with Africa’s 
share of the world’s total GDP, which is 
around 1.5 per cent. Thus, in relation to 
their economies, there is little difference 
between Africa and other developing re-
gions as regards inward FDI. 

Recent FDI inflow to sub-Saharan 
Africa, SSA, is highly concentrated to a 
few countries. During the period 1997-
2002 three countries – South Africa, An-
gola, Nigeria – and received almost 60 
per cent of the total. In Angola and Ni-
geria the inflow is totally dominated by 
the oil industry. In South Africa mineral 
investments dominate, but a significant 
part also consists of repurchases by US 
companies of previous South African 

As part of Swedish development co-opera-
tion, Sida supports the strengthening and 
development of research capacity in the 
South and the promotion of research of 
central importance for sustainable develop-
ment and poverty reduction. 

Many of the research results in the South 
are published in books, conference reports 
and journals which have limited circulation 
in the OECD-countries. To a certain extent 
they are available on the internet. However, 
in the North this research is normally known 
only to a small group of researchers, and 
unknown to a wider audience.

To remedy this deficiency, Sida’s Depart-
ment for Research Co-operation, SAREC, 
intends to publish briefs based on publica-
tions from Sida-supported social science re-
search networks. During a pilot period, the 
focus will be on research from Africa.

The briefs will be written by both SAREC 
and external staff in their individual capaci-
ties and areas of responsibility. They will go 
beyond the “executive summary”  concept, 
as they will also contain some reflections on 
relevance and potential use in Sida’s and Swe-
den’s policy discussions and development co-
operation practice. 

It may be argued that at least some of 
the briefs have already been published by the 
African networks, and that therefore a special 
series of this kind is unnecessary. Our point of 
view is that both the selection of material and 
the reflections included make it easier for the 
reader to position the research in a Swedish 
policy context. 

I hope that the series Perspectives 
from researchers in the South will be read 
by colleagues working with global develop-
ment as well as others with an interest in 
these issues. I also hope that the series will 
inspire readers to study the original docu-
ments. If the response is positive, we may 
broaden the scope both geographically 
and topically. Feedback is welcome!
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Main recipient countries of FDI in sub-Saharan Africa 1997–2002

Country
Total inflow 1997–2002 

(USD million) 
% of total inflow to 

SSA

 1. South Africa 13 563 27,8 

 2. Angola 8 333 17,1

 3. Nigeria 6 910 14,2

 4. Equatorial Guinea 1 973 4,0

 5. Tanzania 1 877 3,8

 6. Côte d’Ivoire 1 748 3,6

 7. Mozambique 1 481 3,0

 8. Uganda 1 365 2,8

 9. Congo (Brazzaville) 1 122 2,3

10. Chad 1 108 2,3

11. Zambia 958 2,0

12. Namibia 881 1,8
Total SSA 48 770 100,0
Source: UNCTAD, FDI/TNC database.

This text is based on the following document: Foreign Direct Investment in Africa: Trends, 
Determinants and Linkages with Growth and Poverty by Marios Obwona and Benon Mutambi. 
Paper presented at AERC Senior Policy Seminar VI in Kampala, 2–4 March, 2004.



manufacturing affiliates. These were sold 
at the end of the period of international 
sanctions against apartheid South Africa.

In all the other ”top 12” African 
countries (table 1) the main investments 
are in the oil and/or mineral sectors. 

The concentration of FDI to a few 
African countries corresponds to a 
strong concentration of host countries 
for the companies investing in Africa. 
During 1996-2000, 37 per cent of the 
total investments came 
from companies in the 
USA, 18 per cent from 
France, 13 per cent from 
England, 10 per cent from 
Germany and around 
6 per cent from Portu-
gal. This means that two 
thirds of the total invest-
ments came from only 
three countries. Of the 19 DAC coun-
tries Sweden was ranked in 14th posi-
tion.

The paper notes that, from the mid-
1990s,  a number of small countries in 
Africa, including Lesotho, Namibia, 
Uganda and Tanzania, have received 
fairly large amounts of FDI in the tour-
ism and manufacturing sectors.

FDI and economic growth
The study accounts for the expected ef-
fects of FDI according to the textbook, 
and the degree to which those effects 
can be seen in African reality. Some of 
the conclusions are:

From its survey of the theoretical 
literature, the study concludes that 
FDI increases growth through pro-
ductivity and efficiency gains by local 
firms. Empirical material supports this 
in developed countries but, for devel-
oping countries, the results are mixed. 
A number of reasons have been ad-
vanced for these mixed results, for in-
stance that the envisaged forward and 
backward linkages may not necessarily 
arise. Foreign firms often import in-
puts which would otherwise have been 
purchased from local firms. 

This weakens the effects of back-
ward linkages. The assumption that 
MNCs encourage increases in pro-
ductivity, due to increased competi-
tion, may also not necessarily be true 
in practice. Better productivity in do-
mestic firms producing for export does 
not necessarily suggest efficiency sp-
illovers from foreign firms. Neither is 

FDI always a powerful tool for export 
promotion, because MNCs have well-
established contacts and up-to-date 
information on foreign markets. Such 
effects may not be visible in countries 
with weak infrastructure and rigidi-
ties in factor and commodity markets. 
The role of FDI in export promotion 
also depends on the motive for the in-
vestment: if it is to capture a protected 
domestic market or to use a country’s 

comparative advantage for 
exports.

The consensus in the 
literature appears to be that 
FDI spillovers depend on the 
host country’s capability to 
absorb the foreign technol-
ogy, and on the type of in-
vestment climate in the host 
country. The higher the level 

of available human capital in a country 
and the better the investment climate, 
the stronger the spillover effects will be.

FDI and poverty reduction
The study argues that in principle 
there is no direct link between FDI and 
poverty reduction. But there are four 
possible indirect links:
– If FDI contributes to export 

growth, productivity growth 
and finance for the balance of 
payments, it supports an increase 
in national income that offers 
potential benefits to the poor. FDI 
does not reduce poverty directly, 
but it improves the economic 
environment.

– If FDI increases employment, 
it may help a section of the 
population to move out of poverty. 
However, a great deal of FDI in 
manufacturing is likely to result in 
the employment of highly skilled 
labour and thereby only indirectly 
benefit the poor.

– Foreign firms may pay higher 
wages than local firms for workers 
with similar qualifications. On 
account of the skill bias of FDI, this 
will not directly affect the poor, 
but is likely to increase inequality 
in wage incomes, the skilled/
unskilled wage differential and 
urban/rural income differentials. 
However, by establishing a higher 
paid labour force and developing 
a better skilled labour force, it 
should increase incentives and can 

generate dynamic benefits for the 
economy.

– The presence of foreign companies 
raises the tax base in the host 
country. Increased domestic 
revenues may be used to build 
infrastructure and can also be 
spent on health, education and 
training.

The direct employment effect of a spe-
cific FDI depends on the level of addi-
tional investments, rather than mergers 
and acquisitions of existing production 
capacity and the degree to which it in-
troduces labour-saving technology.

Determinants of FDI in Africa
The study lists the following specific 
determinants:

1. Market size and growth
An inadequate national market is one 
constraint to FDI in many African 
countries. However, growth prospects 
have improved in a number of African 
countries which have attracted FDI in-
flows in recent years, for example Bot-
swana, Uganda, Lesotho, Mauritius, 
Namibia and Swaziland. Given the 
small national markets, regional inte-
gration continues to be an important 
instrument to increase the size of the 
market.

2. Costs and skills of human capital 
A number of studies found labour 
quality to be an important determi-
nant of FDI, while raw labour costs 
were found to be insignif icant. La-
bour appears to be cheap in Africa, 
but there is an overall shortage of 
skilled labour on the continent due, 
among other things, to poor educa-
tion and lack of on-the-job train-
ing. There is a lack of middle and 
senior level entrepreneurial experi-
ence and many foreign companies 
employ expatriate managers. The 
skills-gap has been exacerbated by 
HIV/AIDS. The situation dif fers 
between countries. For instance, 
Mauritius has attracted FDI, which 
partly is explained by the relatively 
cheap, adaptable and well trained 
workforce. However, with increas-
ing production costs, textile inves-
tors are seen to be moving from 
Mauritius to lower cost locations 
such as Mozambique and Malawi.

“In principle  
there is no direct 

link between  
foreign direct 
investments in  

Africa and poverty  
reduction.”



3. Quality and quantity of infrastructure
A lack of infrastructure and developed 
financial markets acts as an impedi-
ment to FDI. 

4. Economic and political uncertainty
The image of Africa as a location for 
FDI is unfavourable. Investors perceive 
the continent as a home of wars, poverty, 
diseases and a generally unfriendly in-
vestment climate. Some studies conclude 
that risk-rating agencies rate individual 
countries as riskier than is justified by 
their fundamental investment condi-
tions, simply because they are African.

5. Administrative procedures
Administrative procedures and unclear 
rules on ownership can form a significant 
barrier to FDI. In spite of an improving 
investment climate, administrative pro-
cedures have remained complex in some 
African countries. One study shows that 
the time required to establish a business 
and become operational is much higher 
in a sample of African countries, com-
pared to Malaysia.

6. Corruption
There is sufficient empirical evidence 
today to show that corruption deters 
FDI. Only four countries in SSA rank 
above 50 on Transparency Interna-
tional’s Corruption Perceptions list for 
2002 (and only two in 2004), while a 
number of countries figure at the bot-
tom end of the scale.

7. Investment promotion.
African governments have become 
increasingly proactive in promoting 
their countries, emphasising their at-
tractiveness for foreign investors. Such 
promotion is more effective in a coun-
try with a good investment climate and 
a relatively high level of development. 
Establishing an investment promotion 
centre is not enough.

8. Investment incentives
A number of countries in Africa of-
fer fiscal and financial concessions 
to attract FDI. Empirical evidence 
shows that incentives are most effec-
tive for footloose export investments, 
in countries or regions that are similar 
to neighbouring areas and in places 
where other aspects of the business 
climate are already favourable. Tax in-
centives may influence investment de-
cisions only at the margin. Incentives 
are not considered a substitute for good 
economic policies.

9. Privatisation
Expanding privatisation programmes 
in many countries have paved the way 
for foreign investment in Africa. A sig-
nificant share of  privatisation-related 
FDI, in large part in the telecom and 
mining (including oil) sectors, in the 
1990s was channelled to a few coun-
tries, including South Africa, Angola, 
Nigeria, Ghana and Kenya.

10.  Investment regulation
In order to improve the investment cli-
mate, a number of African countries 
now have legislation in place that offers 
a wide range of guarantees and oppor-
tunities for foreign investors. However, 
the legal and judicial systems are still 
inadequate for the needs of investors in 
many African countries. A number of 
countries have specifically overhauled 
the laws governing foreign investments 
in the petroleum and mineral sectors. 
Many countries have also relaxed capi-
tal controls.

11. International treaties and guarantees. 
In addition to liberalising FDI poli-
cies, many African countries are now 
signatories to bilateral and multilateral 
investment and trade treaties to ensure 
the protection of investments and avoid 
double-taxation. 41 African countries 

were full members of the Multilateral 
Investment Guarantee Agreement 
(MIGA) in 2001 and 40 had adopted 
the Paris Convention for the protection 
of industrial property.

12. Availability of natural resources.
The availability of natural resources 
continues to be a crucial factor in at-
tracting FDI to Africa. It is in the min-
ing of high-value minerals and in the 
petroleum sector where Africa is par-
ticularly prominent as a host to FDI 
and where great potential exists for 
future FDI.

Policies for enhancing FDI 
inflows to Africa
Based on this listing of  critical deter-
minants for FDI in Africa, the study 
identifies a number of  measures that 
are necessary if  Africa is to increase its 
share of  the global FDI:
– Reduce poverty, wars and diseases.
– Simplify administrative procedures 

and reduce corruption
– Undertake promotional efforts and 

address information failures.
– Improve the quality and quantity 

of infrastructure.
– Put a competition policy in place.
– Develop the financial markets
– Reform the legal and judicial 

systems.
– Increase the size of the domestic 

markets, including regional trade 
integration.

The study concludes that the specific 
determinants of FDI to Africa vary 
from country to country. In spite of 
that, being an African country is in 
itself a negative determinant of FDI 
according to some empirical studies. 
In order to avoid this general problem, 
the African countries have to further 
strengthen the measures listed above, 
which are often ongoing.
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Comments 
The conclusions of the study are in line 
with other studies on FDI in Africa. It also 
emphasizes the complexity of the linkages 
between FDI and poverty reduction. FDI may 
result in significant poverty reduction ef-
fects, if a number of other prerequisites are 
in place. If not, the FDI effects may be zero 
or even negative. This conclusion is in no 
way unique, but it strengthens the argument 
for a nuanced and country-specific view of 
the role of FDI. One aspect of this is how 
important it is to analyse individual African 
countries as separate entities to avoid taint-
ing them with a general Africa-negative im-
age.

The summary of statistical data is handy 
as a reference – although there are already 

more recent data available. Data show very 
clearly the concentration of FDI to a few 
host countries on the continent, and to a 
few industrialised countries in which the 
companies’ headquarters are registered. 
The concentration of FDI to the mineral and 
oil sector is well known. The most interest-
ing feature is probably that in a number of 
countries with improving governance and 
institutions, FDI has also been attracted to 
other sectors, including manufacturing and 
services. It should be noted that some of 
these investments are made by South Af-
rican companies, rather than by investors 
from the global North.

The statistics also show a significant 
increase of FDI to SSA in recent years. The 
average annual inflow has increased from 

around USD 3 billion during the period 
1991–96 to around 8 billion 1997-2002. 
A further increase to 9.3 billion has been 
registered for 2003. Looking into the indi-
vidual years since 1997, year 2001 stands 
out as a peak, with 14.1 billion, mainly ex-
plained by a temporary surge of the inflow 
to South Africa (almost 7 billion against 
an average for the other years of around 
1 billion).

The FDI development for individual 
countries is often investigated in specific 
studies. This study’s twelve listed determi-
nants for FDI in Africa may serve as a sort 
of supplementary ”checklist”, when assess-
ing the potential for FDI expansion in partner 
countries.

BERTIL ODÉN

The African Economic Research Consortium, AERC, established in 1988, is a public 
not-for-profit organisation, devoted to advanced policy research and training in eco-
nomics. Sida/SAREC is a member of the AERC board and has supported it since its 
inception. The AERC website is: www.aercafrica.org


