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NIDO’s development strategy is about the
creation of prosperity through the expansion
of productive capacities. Investment must
take place for productive capacity to be created, for
employment to be generated, for ideas to be spawned,
for new, efficient, and sustainable technologies to
be introduced, for national economies to become
players in the realm of global economic cooperation.

Investment is the key driver of productivity and
sustainability that leads to development and growth.

To diversify economies and facilitate the production
of competitive goods for both domestic and export
markets, the improvement of the institutional and
policy environment is a necessary precondition.
A country’s ability to efficiently craft policies and
measure investor responses to those initiatives, as
well as its ability to design appropriate strategies
and services, depends on the availability of relevant,
accurate, timely, and comprehensive information.
Countries need a means to monitor investment flows
and trends, the performance of investments in their
economies, and the impact of different investors
on key economic indicators. This is a prerequisite
to achieving the right combination of interventions
that can make enterprise development, employment
creation, and overall prosperity sustainable.

In the private sector, investment decision-making
is a multifaceted process. Whether new markets
are to be served, cost structures rearranged, new
capabilities and resources identified, accurate and
timely information for the assessment of market
conditions and business opportunities becomes es-
sential. The absence of reliable information increases
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risk perception and transaction costs, which inhibits
investment. Africa does not lack this information at
an individual level, as each one of the thousands of
investors active in the continent know about their
experiences, performance, and markets. But there is
a lack of aggregate information collecting the voices
of the many into a valuable knowledge resource.
UNIDO is filling this gap with its Africa Investors Survey
and triggering a virtuous circle: more information
means more investment, which in turn creates more
opportunities, more incomes and jobs and thus more
demand and even further investment.

This Report is the outcome of a partnership between
UNIDO and the European Union Commission to
strengthen national capacities. It sheds light on the
realm of investment activity in 19 African countries.
Together with the Investment Monitoring Platform,
where the data is posted on-line and publicly acces-
sible for interactive research, the survey data brings
transparency to the dialogue between governments,
civil society, and the private sector to create a shared
vision of how to foster prosperity in the continent.

European Commissioner Andris Piebalgs and | see
this as a good starting point to put in place a toolkit
for African countries to analyze, plan, and coordinate
investment promotion efforts.
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ACP Secretary General

his report stimulates the ongoing changes in

attitude towards Africa as an investment loca-

tion for doing business and as a destination for
growth oriented investments. The new priorities for
private sector driven growth are making a difference
in how investment in Africa is being perceived. The
slogan “Africa - the next growth frontier” is becoming
more and more credible.

There is a new momentum in Africa as a new lead-
ership with a new vision takes hold. Conflict and
bad governance is being replaced with discipline,
confidence and dialogue. This is evident in the
dramatic reductions of capital flight out of Africa
and in investment inflows among African countries.
UNIDO research, including this report, shows that
inter-African investment is a very significant part of
FDI in Africa; that in fact some of the highest qual-
ity FDI in Africa in terms of skills development and
training expenditure is inter-African investment. In
the analysis of the Africa Investor Survey data, the
conclusion is that African investors, as foreign investors
in other African countries, are committed to the host
location. They build businesses for the long term.

The data also signals the possibility that there may
actually be more foreigners investing in Africa than
aggregate data would have us believe. There are
categories of investors that are not captured within the
balance-of-payments accounting system. One example
is individuals who start stand-alone operations in Africa
that are not subsidiaries of any foreign entity. This
is a category referred to as “Foreign Entrepreneurs”
or FEs in the UNIDO-Africa Investor Surveys and they
are a major source of foreign investments flowing into
African manufacturing and services sectors.
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The traditional image of FDI in Africa may be giving
way to new, more dynamic forms of investors, includ-
ing those from other developing countries. The new
profile of investors, the changing nature of investments
and the investment landscape in Africa needs to be
fully understood and innovative approaches should
be developed to respond to them.

This report is a major contribution to understanding
the dynamics of both foreign and domestic invest-
ment in Africa and sheds light on the varying impact
of foreign investment on the host economies. This
is an important compass for policy makers managing
and assessing the effectiveness of their investment
promotion activities. The report also measures
investors’ perceptions of their host country and their
service expectations from local institutions, providing
guidelines on how to prioritize investor services and
optimize resources.

This report also in a way enables us to indirectly
gauge the impact of our common efforts towards
the enhancement of the Business environment in
Africa. At the level of the ACP Secretariat, we have
the ACP-EU Business Climate Facility (BizClim),
which assists ACP countries in improving their
business environment and becoming better places
for doing business and investing. Whilst this report
provides an optimistic outlook on Africa’s Business
Environment, our common efforts in this respect
need to be sustained in order for us to fully unlock
the potential for private sector development in ACP
Countries in general and Africa in particular. This is
the necessary prerequisite for expanding economic
opportunities and enhanced welfare for millions
of our people.
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act number one: we cannot hope to achieve

the Millennium Development Goals without

the private sector on board. Fact number two:
when businesses are allowed to develop, they are
powerful engines of economic growth, job creation
and poverty reduction. These are facts we have
all come to acknowledge. And this is all well and
good — but it will not bring about a suitable environ-
ment in which businesses can develop and thrive.
The responsibility therefore falls to us to lend our
support in helping develop the tools that will allow
policy-makers and organisations representing the
private sector to make such an environment a reality.

This survey is one such tool that certainly takes us
a huge step further in this direction. It is a mine of
first-hand information on business activity in Africa,
providing details on some 7 000 domestic and foreign
companies active in 19 countries in Sub-Saharan Africa.
As befits such a comprehensive survey, the data it
contains are also available on UNIDO’s Investment
Monitoring Platform, where it can be accessed and
browsed easily, thanks to an intuitive and user-friendly
graphical interface. This tool will benefit Investment
Promotion Agencies because they will be able to
respond quickly with evidence-based information to
inquiries by investors. And it will be a boon to investors
themselves, who will get a clear picture of business
opportunities for them in the countries surveyed.

In broader terms, what do the survey data tell us
about the business climate in Africa? Well they
clearly point to this continent having entered an era
of impressive business and growth opportunities
which are not going to waste: a broad spectrum of
investors from the developed world and from other
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developing countries alike is tapping into them. And
this is no one-way investment street. The survey data
also shows that domestic companies are benefiting
enormously from this explosion in economic activity
and that some of the most dynamic firms in Africa
are domestic regional exporters.

This survey is much more than a data compendium
and as such yields many more valuable discoveries.
For example, its multi-layered analysis of the impact of
foreign investment on African economies and business
performance gives intriguing insights into how the
benefits of foreign direct investments can be maximised.
It offers a deeper understanding of regional dynamics
within the African context, and highlights how co-
operation between foreign and domestic companies
can unleash the economic potential of this continent
far beyond its impressive natural resource base.

Last but not least, the survey assesses investment promo-
tion services in Africa in depth. By avoiding graphs and
charts and instead allowing the recipients to tell their
personal stories about doing business in Africa, the mes-
sages come through loud and clear. The survey recognises
the relevance and importance of these services, but calls
for a change in the culture of investment promotion—a
change that will move us towards multi-stakeholder
activity that is evidence-based, customer-oriented and
pro-active, and that looks at investor capabilities, market
demand and development goals together.

This survey reveals in no uncertain terms that the
business climate in Africa harbours huge promise
if we choose to unleash it responsibly and to the
benefit of all concerned. The facts to back this up
are staring us in the face.
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Peter J. Buckley

he Africa Investor Report 2011 is a landmark

study in evidence-based research on the impact

of foreign direct investment (FDI) in Africa, on
the need for selectivity in targeting “quality” FDIl and
the role of Investment Promotion Agencies (IPAs) in
achieving optimal FDI inflows. Africa is a new focus of
attention for FDI. There is an urgency among existing
and potential investors to understanding the chang-
ing economic and political realities of the continent
and, in some instances, to regain lost ground. The
rapid economic growth of many African countries
has demonstrated the plethora of investment oppor-
tunities and the (somewhat exaggerated) challenge
of Chinese investors has refocused attention of the
growing possibilities represented by this growth.
Despite this, the stock of FDI in Sub-Saharan Africa
is no more than 2% of the worldwide stock. Africais
in desperate need of employment, skills, know-how,
market access, and management expertise. Its need
for “quality” FDI has never been greater.

In keeping with UNIDO’s mission, this Report has
two key objectives - to identify “quality” FDI and
to seek an optimal allocation of scarce public funds
in Africa by facilitating (largely through IPAs the at-
traction of these investments. To this end, close to
7000 firms (with 36% having foreign involvement)
were interviewed in 19 Sub-Saharan African host
countries. There is a concentration on manufacturing
but a substantial number of firms in the growing
African services sector are included - the symbiosis
between manufacturing and services cannot be
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ignored. The inclusion of the domestic sector
enables the analysts to gauge the impact of FDI on
domestic firms and to assess the extent of linkage
effects (through outsourcing) and the direction and
extent of non-priced spillover effects (externalities)
on the domestic economy.

The investigation shows a rich and varied picture. In
addition to both TNCs (from “the North” and from “the
South” [other developing and emerging economies])
and foreign entrepreneurs (mainly from the South),
the Report also considers diaspora entrepreneurs.
The effects of each type of foreign investor differ, as
do investors by year of establishment, industry and
type of entry strategy. It is therefore no mean feat
to disentangle these effects. The impact on develop-
ment, the transmission channels and the spillover
effects are carefully traced and the Report allows
us to examine the impact of FDI on productivity,
training, human capital, competition, employment,
wages and trade (exports). The managerial autonomy
implied by FDI is carefully analysed in order to see
the extent that decision-making is removed from
the host country by FDI.

The context of FDI is also crucial in determining its
effects. African countries have more of an “open
door” than is usual for FDI. This less restrictive
atmosphere gives rise to the dangers of abuse. It
is vital to balance regulation with encouragement
to investors. The Report allows host countries to
take a forensic view of actual and potential FDI. It
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shows that “Northern” TNCs have a positive impact
on productivity and that foreign entrepreneurs have
a lower impact but are more likely to reinvest. Older
established firms have a more significant positive
impact on wages and employment. Longevity of
investors benefits the host country. TNC also have
a positive effect on export capacity. Manufacturing
TNCs tend to have a negative “shock” effect on com-
petitors in their own industry but their inter-sector
“vertical” external impact, on growth and productivity
are positive. A thorough understanding of these
complex, but regular, effects will enable targeting
of “quality” FDI. The Report shows that the right
type of FDI (“quality”) will differ according to the
circumstances of particular African host countries.
A careful analysis of these results will pay dividends
for host country policymakers.

There are many lessons here for IPAs. The Invest-
ment Monitoring Platform herein introduced will
improve the response time of IPAs. The Report
encourages IPAs to set priorities for the targeting
of investors and the evolution of their services. In
an increasingly global competition for investors
the Report shows that it is crucial for IPAs to know
their market and to present their “offer” in the
most professional way possible.

The publication of this Report is an important step
forward in understanding FDI in Africa, its impact and
its prospects. It is, however, only the start of a process
that should see the valuable data that it introduces
analysed and reanalysed to tease out all the valuable
insights that it contains. | commend this report and
extend my thanks to UNIDO for this potentially valu-
able contribution to African development.

December 2011
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WOE
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uring the last decade, macro-economic

stability, improved private sector develop-

ment policies and improved governance,
have driven Africa’s economy growth at a steady
rate of nearly seven per cent. The global recession
of 2008 curtailed these growth trajectories in most
African countries, but the continent is still one of the
fastest growing regions of the world. However, the
fruits of rapid growth have not been spread evenly.
For years, many African governments gave priority
to the social sectors in order to develop primary
health care and basic education. While much has
been achieved, additional efforts are still required.
With changing demographics where young people
are flocking into the cities and joining the labour
market, the need to provide job opportunities has
become critical. This demands a more inclusive
growth path, with industry having an important
role in expanding employment, GDP and trade.

Industrial Activity
and Development in
Africa

The vulnerability of many African economies is
their extreme dependence on export of natural
resources and primary commodities. Without adding
value, Africa is unable to derive maximum benefits
from its abundant raw materials. Achieving strong
economic performance requires much greater
economic diversification throughout the continent.
Industrial diversification and growth, however,
faces a number of hurdles, which create a major
policy challenge for Africa and other low-income
countries. In particular, market protection and import
substitution - the basis for the success of Brazil,
China, India and other emerging economies as well
as the industrialized nations - has lost currency as
globalization has advanced. Expanding prosperity
requires attracting investments to maintain growth
while stimulating industrial diversification. Policies
that foster industrial diversification, in particular,
through strong growth of manufactured exports,
can be effective in raising living standards and
integrating large segments of the population into
the formal sector.

Many African governments are attuned to the role
of foreign direct investments (FDI) in attaining their
development objectives of poverty reduction,
skills enhancement, technological upgrading and
market access. However, if foreign investment
fails to create jobs, enhance competitiveness of
local economies and bring business opportunities
to local firms and entrepreneurs, it will contribute
little to development.

Policy must be informed by evidence and be contex-
tual. In this regard, two aspects of developments are
important and provide a backdrop to assessing the
changing nature and impact of FDI in most of Africa.
The first is the changing geography of growth and
FDI and the growing presence of China and other
emerging economies in Africa. From 1969 to 2008,
the combined share of China and India in global
output rose from less than seven to 24 per cent,
with projections to 34 per cent by 2030. At the same
time, many of the leading Northern economies,
which have hitherto dominated output, growth and
FDI, are experiencing two severe structural deficits:
debt and balance of payments.

The large emerging economies are becoming major
global investors. In 2000, the combined gross domes-
tic savings of France, Germany, Japan, the United
Kingdom and the United States represented 53.2
per cent of that of the world, while China’s was 6.2
per cent. By 2009, those figures were 31.3 and 19.9
per cent, respectively.! It is expected that the share
of consumption will drop in the North, while that of
emerging countries will continue to grow rapidly. In
part, this is reflected in the growing share of China
and other emerging economies in global FDI flows
and trade.

The second aspect is the commodities boom. As
countries including Brazil, China and India become
major global economies, they will affect the demand
patterns that are currently dictated by consumers in
high-income countries. The nature of the products
demanded will be driven by a different composition
of consumer preferences. Evidence indicates that
growth in such countries tends to be quite com-
modity intensive, further fuelling the commodities

1 Compiled from World Development Indicators. On-
line: http://data.worldbank.org/indicator
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boom. The rising prices for commodities seen since
2002 are likely to be sustained for some years to
come. A major implication of this is the scramble for
resources, particularly in Africa, which holds much
of the world’s untapped reserves.

To tackle these challenges, national institutional frame-
works and, in some cases, institutional governance
systems need to be strengthened. Market-support
institutions that provide accurate public information,
set standards and enable market agents to assign
resources efficiently are only just emerging. As a
result, failures in the market are not adequately
addressed, appropriate forms of FDI go unrecog-
nized and mechanisms are lacking to link growth of
domestic investments and initiatives to opportunities
afforded by FDI.

The Role of Invest-
ment Promotion

African Investment Promotion Agencies (IPAs) and
other private sector intermediary organizations
are striving to bridge this information and capabil-
ity gap. The response is to transcend traditional
mandates and functions of investment promotion,
which involve promoting countries as competitive
and attractive locations for FDI in general. A pro-
active role as agents of development is required to
attract quality investment in productive sectors and
mobilize supportive business services to provide
linkages between economic sectors. To succeed, IPAs
need the tools and skills to effectively identify and
attract global investors, assess their performance
once having invested and measure the impact their
activities have on the development objectives of their
countries. IPAs need to understand the interactions
between foreign and domestic firms, how the entry
of FDI affects domestic firms and how domestic firm
performance can influence FDI.

IPAs require the means to foster dialogue between
policymakers and the private sector, influence govern-
ment policy, become effective advocates of reform
and promote a common shared vision with private
sector associations to advocate policy. They need
timely and accurate feedback to assess how foreign

investors are responding to their initiatives and how
they evaluate the effectiveness of their services. They
also require a yardstick to identify investor groups
most in need of their services.

With detailed, comprehensive empirical analysis, [PAs
and other intermediary organizations can be better
able to promote investment, influence government
policies, maximize the impact of resources at their
disposal and achieve consensus among national
stakeholders for a common investment promotion
strategy with flexibility to adjust to emerging trends
and challenges.

This report is part of a regional programme to re-
spond to the challenge. It is implemented by UNIDO
together with its national counterparts in Africa and
funded primarily by the Commission of the European
Union. Other contributors to the programme are the
governments of Austria, Finland, Italy, Republic of
Korea, South Africa and Turkey.

UNIDQO’s Regional
Investment Pro-
gramme

The Programme currently includes 20 African
countries®. Overseen by the Programme Steering
Committee, co-chaired by the Commissions of the
European Union and the African Union, it consists
of representatives of the private sector and African
IPAs. Developed as an outgrowth of UNIDO’s sup-
port programmes for African IPAs, the Programme
is a response to their requests and is designed in
the context of the Network of African Investment
Promotion Agencies (AfrIPANet). The Network is a
platform of 43 members established by UNIDO in
2001 for the development and implementation of
investment-related activities in Africa.?

The Programme provides an empirical basis and
tools to support participating countries in changing

2 Burkina Faso, Burundi, Cameroon, Cape Verde, Cote d’lvoire,
Ethiopia, Ghana, Kenya, Lesotho, Madagascar, Malawi, Mali, Moz-
ambique, Niger, Nigeria, Rwanda, Senegal, Tanzania, Uganda, and
Zambia

3 See www.unido.org/afripanet or www.afripanet.org
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the culture of investment promotion in Africa with
the objective:

B To Shift the emphasis of investment promotion
from quantity of promoted FDI flows towards a
more holistic measurement of the impact that
foreign investments have on local economies,
particularly domestic firms;

B Tomainstream investment promotion into private
sector development and small and medium en-
terprise support programmes to foster poverty
reduction and wealth creation on a broadened
basis;

B To emphasize the role of domestic investment
promotion;

B To enhance the quality and speed of delivery of
business support services and information that
IPAs provides to existing and potential investors.

The components of the Programme are:

a) Data collection through surveys of investors, both
domestic and foreign, in Africa;

b) Analysis of the data to assess perceptions, per-
formance and plans of different types of investors
and investigate the impact of their operations on
the socio-economic development objectives of host
countries;

c) Establishment of an on-line Investment Monitor-
ing Platform (IMP) to make the data available in
the form of easily searchable public information
for IPAs to conduct analyses and as a platform to
engage investors;

d) Building capacities of IPAs to utilize the IMP
effectively for policy advocacy, strategy design,
investor targeting and tracking, investor servicing
and aftercare, as well as for self-assessment of its
own effectiveness and as a basis for continuous
improvement of internal processes;

e) Establishment of Subcontracting and Partner-
ship Exchange (SPX) units within IPAs and private
sector organizations to strengthen supplier-buyer

linkages, notably those between local firms and
foreign investors;

f) Foster regional integration through provision of
empirical evidence of investment activities at the
regional level.

In the context of AfrIPANet, three surveys prior to this
one had been conducted to collect data and support
IPAs in devising strategies and designing investor
support activities based on empirical evidence. The
current Programme is a result of consultations with
AfrIPANet members through extensive continental and
country-level meetings with public and private sector
stakeholders, who contributed to its design. In 2008,
the Programme was endorsed in the declaration of
the Conference of African Ministers of Industry (CAMI)
as a central element for the “Accelerated Industrial
Development for Africa (AIDA)”. The African Union
organized a conference, in July 2009, to launch the
Programme and its late Commissioner of Industry and
Trade, Elizabeth Tankeu, co-chaired the Programme
Steering Committee.

Africa Investor Sur-
vey — Design, Data
and Metadata

This report presents the results of the fourth survey
of investors, carried out in 19 of the 20 Programme
countries, with data collection in Cote d’Ivoire post-
poned to the next survey round. The questionnaire
comprised more than 700 variables to be collected for
each firm. In designing the survey, two key concerns
were the quality of data and use of local capacity-
building to ensure sustainability of data collection
and updating.

To ensure quality, the strategy involved sampling on
three dimensions: sector, size and ownership. Consid-
erable efforts were made to acquire comprehensive
business directories in each country as a basis for the
development of sampling frames that, with varying
degrees of success, reflected the universe of firms
in each country. The data was collected through
face-to-face interviews with the manager of the
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firm or an alternative representative of the firm’s
management. In order to assure that data collected
by the enumerators was reliable, several levels of
quality checks were instituted. These involved human
checking in the field by enumerators and supervisors
and at UNIDO headquarters. A number of algorithms
were employed at the data collection point, as well
as in subsequent stages for consistency checking.
The reviews of questionnaires involved frequent
re-visits and re-call of interviewees to ensure replies
were accurately recorded.

To ensure the sustainability of data collection and
updating, national stakeholder institutions were
involved in the process from the outset. In each
country, implementation committees (ICs) were
established, composed of investment promotion
agencies (IPAs), national statistical offices (NSOs) and
main private sector organizations. The ICs spearheaded
the sensitization campaigns and were involved at all
stages of data collection. The training of enumerators
and monitoring of the survey was conducted with
IC members, so that the process can be maintained
with reduced support from UNIDO. This aimed at
improving the capacities and developing the owner-
ship of local institutions as well as to increase the
use of the data through the Investment Monitoring
Platform (IMP).

The survey questionnaire was designed to collect
information on a wide array of financial data, invest-
ment performance indicators, investor characteristics
and perceptions. This included also the sourcing of
investments, how investment decisions were taken,
the history of the investment, the volume of recent
investments made, plans for disinvestments or new
investments in the near future including cross-border
investments, details of local suppliers and extent of
locally procured inputs, expenditures on develop-
ing local suppliers, on training of staff, on R&D and
technology adaptation, statistics for exports with
destinations and imports with origins, perceptions
of investors about the quality of IPA services, their
importance for investment decisions and operations,
as well as the importance of RECs, in particular how
improved regional trade regimes influence investors’
business models. Four slightly different versions of the
questionnaire were used —one each for foreign and
domestic manufacturers and one each for foreign and

domestic services firms —in order to obtain specific
information for each group. For example, domestic
firms were asked how entry of foreign investors af-
fected their businesses and how they adjusted their
strategies to this new situation. Foreign firms were
asked to assess the business environment and its
evolution over time.

The survey was conducted from 2010 to 2011 cover-
ing close to 7000 firms, of which 64 per cent were
domestic and 36 per cent partly or wholly foreign-
owned. Research has suggested that there are spe-
cific foreign investor characteristics associated with
positive and negative spillovers (Meyer and Sinani
2009).* If such a relationship could be established, it
would provide IPAs with a means to target investor
types that correspond to the desired impact (“quality
investors”). This would allow IPAs to play an enhanced
advocacy role by lobbying legislators for policies
that improve the investment climate to attract such
investors. Moreover, empirical evidence showing
better-than-average performance of investors with
certain characteristics would empower IPAs to target
and attract them by offering convincing information
as to what types of investors and projects have been
successful. If IPAs can use the survey data to assess
the performance of certain types of investors, it can
influence their ability to attract new investors with
similar characteristics.

The report investigates the interactions between
foreign and domestic firms to study the influence
of foreign investment on the domestic sector. It also
merges investors’ perceptions about IPA services with
analysis of investor performance, accompanied by
an econometric study of the effect different types of
foreign investment have on growth and productivity
of domestic firms. The analysis considers performance
of firms in terms of indicators such as growth rates,
profitability and productivity, as well as impact of
foreign-owned firms on the overall economy and on
performance of domestic firms. The indicators are
then associated with foreign investor characteristics
defined by motivation, origin, sector, organizational
structure, size, age and mode of market entry. The
aim is to provide African policymakers and IPAs with
a means to predict good performance and high

4 Meyer, K. E. and E. Sinani (2009). “When and where does foreign
direct investment generate positive spillovers: A meta-analysis.”
Journal of International Business Studies 40(7): 1075-1094.
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impact in terms of identifiable characteristics. The
survey sample is analysed along six characteristics
of investors, with investment performance and
impact assessed in terms of combinations of these
characteristics. These six investor characteristics are:

Organizational structure of foreign investors: sub-
sidiaries of Transnational Corporations (TNCs) with
sizeable global group sales, as opposed to independent
and stand-alone Foreign Entrepreneurs (FEs) whose
governance structures do not follow the classical
headquarters-subsidiary relationship. The survey
sample consisted of 28 per cent TNCs, and 72 per
cent FEs among manufacturing firms and 44 per cent
and 56 per cent, respectively, among services firms.

Origin of foreign investors: those whose home
countries are highly industrialized (“North”), with
40 per cent of the manufacturing and 49 per cent
of the services sample and those from developing
countries (“South”), with 60 per cent and 51 per
cent respectively; in manufacturing, the top three
countries of origin being India with 17 per cent, the
United Kingdom, with 11 per cent and China, with
nine per cent and, in services, France with 13 per
cent, India with 12 per cent and Kenya and South
Africa, with eight per cent each.

Market orientation of all investors: local market
seekers, who do not export or do so only marginally,
representing 89 per cent of domestic and 74 per cent
of the foreign firms; regional market seekers with a
substantial proportion of their sales exported to sub-
Saharan Africa excluding South Africa, representing
five per cent of domestic and 11.5 per cent of foreign
firms; and global market seekers, with substantial
exports to global markets, represent six per cent of
domestic and 14.5 per cent of foreign firms.

Main sectors: Primary sector, with 4.7 per cent of the
sample, high technology manufacturing, with 7.7 per
cent of the sample, medium technology manufacturing,
with 13.4 per cent, low technology manufacturing,
with 27.5 per cent and services, with 47.3 per cent.
At individual subsector level, the largest groups were
trading firms, with 16 per cent of the sample, food and
beverage manufacturers, with 11 per cent, consultancy
firms with 7.4 per cent and basic metals and metal
fabrication, with 6.2 per cent.

Ownership structure: operations defined in terms of the
percentage of foreign equity ownership; if more than
90 per cent, foreign firms are categorized as Wholly
Owned Enterprises (WOEs) and those between ten
and 90 per cent, foreign-owned as Joint Ventures (JVs),
while those with less than ten per cent foreign capital
are classified as portfolio investments. In terms of entry
strategy, 70 per cent of foreign investors constituted a
new wholly-owned enterprise and 14 to 17 per cent,
for services and manufacturing respectively, a new
joint venture with a local partner, while the remainder
entered through purchase of pre-existing assets.

Firm age: enterprises grouped according to whether
foreign investors started operations in the host
country within the last five years (14 per cent of the
sample), between five and ten years old (19.5 per
cent), between ten and 20 years old (36.5 per cent)
and more than 20 years old (30 per cent).

Survey Findings

Key findings of the survey permit the mapping of the
complex interactions between foreign and domestic
firms, and how these interactions influence potential
economic and social benefits for host countries. The
report provides guidance to government departments
and Investment Promotion Agencies (IPAs) for more
effective allocation of scarce resources available
for investment promotion and better alignment of
investment promotion with national development
strategies. An important contribution made here is to
combine analysis of firm performance with demand
for investment promotion services. The analysis
examines the kinds of investment promotion services
deemed useful by different kinds of firms, as well as
identification of services needed but not provided.
This presents IPAs with a well-defined strategy for
determining priority services tailored to investors’
requirements and positive economic impact.

The 2010 survey confirmed several findings revealed
by its predecessors, conducted in 2001 in four coun-
tries, 2003 in ten, and 2005 in fifteen African countries.
The two most important findings in this regard were:

First, most foreign investors — between 60 and 70 per
cent — state that their decisions for investment in a
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particular location is primarily based on information
obtained from existing investors in those locations.
This has changed little in the last ten years and gen-
erally reinforces the importance of IPA’s investment
aftercare services for generating new investment as
well as re-investment. Moreover, the surveyed data
shows that in the course of the next three years, for-
eign investors in the sample planned to make further
investments of around US$11 billion and domestic
investors around USS9 billion. This is very significant
when assessed against the 2009 FDI inflows into the
19 survey countries. These amounted to US$1 billion
for Southern Africa, USS$1 billion for Eastern Africa and
USS3.5 billion for Western Africa. This is indicative
of confidence and good business performance of
existing investors and further underscores the need
for IPAs to make aftercare a key element in their
services. In this context, the survey database can help
in designing more effective aftercare services, since
it provides direction from where new investment is
likely, as well as potential hindrances faced by firms
planning new investments.

Second, there are important differences in how inves-
tors from North and South interact with and influence
the performance of local economies. Significant
differences were observed between TNCs that set
up new subsidiaries in target countries and foreign
investors not associated with existing enterprises but
make investments as independent entrepreneurs
who moved to new locations to establish a new
enterprise. The differences between these classes of
investors were noted in earlier surveys but the larger
sample and concurrent coverage of both foreign and
domestic investors in the current survey allowed
more in-depth analysis.

As in previous surveys, foreign investors were asked
to rank the importance of several location factors and
to assess how they might have changed, improved
and worsened, in the last years. Consistent with
previous results, economic and political stability were
ranked as the most important. The factors judged
to have improved the most were political stability,
local market conditions and availability of skilled
labour. The two factors deemed to have deteriorated
were incentive packages and cost of raw materials.
Three of the four location factors most important for
investment decisions — political stability, economic

stability, and local market conditions — were three
of the top improvers in the last years. The results
highlighted the differences in how investors from
different origins value the importance of location
factors and assessed their change over time.

A comparison of the results of the four surveys
reveals that foreign investors’ own assessment of
how well their investments were performing was
steadily increasing. While in the previous surveys,
around 15 to 16 per cent of the responding firms
stated that their performance was above or well
above their expectations, in the 2010 survey over 22
per cent confirmed that this was the case, whichis a
particularly noteworthy result against the backdrop
of the global financial crisis. In 2001, still close to
47 per cent of the respondents indicated that their
performance was below or well below expectations,
yet for the latest survey this value dropped to 32
per cent.

Foreign Investment
and Productivity

The report also investigates firm performance - in
particular productivity - given the imperative role it
plays in long-term economic and social impact such
as structural transformation, earnings and poverty
reduction. Improved productivity, at all levels of
aggregation, is a necessary — even if not sufficient
— condition of economic development and plays a
significant role in improving social welfare. Since
productivity is not directly observable but has to be
derived from surveyed variables, the report focuses
on identifying productivity indicators. It is important
to note that even if foreign investment improves sec-
tor and country performance there can be negative
employment effects in the short term. It is therefore
crucial to distinguish first-layer from second-layer
effects of investment activity. The report provides
also an in-depth analysis of the latter type of effects,
spillovers and externalities, and the indirect impact
of FDI on domestic firms.

Consonant with the empirical literature, the report
confirms that foreign manufacturing firms are, inter alia,
more productive, have more physical capital and pay
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higher salaries than domestic firms. However, foreign
investors are not necessarily larger, do not have more
human capital and do not grow faster. These differ-
ences depend on such firm characteristics as whether
they are TNCs or FEs, their origin, their objectives for
investing, form of entry, age and other factors.

The firm characteristics and performance of foreign
and domestic investors are compared, in order to
identify the exact nature and magnitude of the differ-
ences. In terms of productivity, foreign manufacturing
firms had 11 per cent higher labour productivity and
38 per cent higher total factor productivity® (TFP)
than their domestic counterparts controlling for
all other main differences in firm characteristics. In
terms of ownership structure, foreign joint ventures
in manufacturing were, on average, two-thirds more
productive than wholly-owned foreign firms. They
had some 50 per cent more TFP, were larger and
had higher growth rates. The findings indicate that
promotion of joint ventures should be of higher
priority for many IPAs and would entail greater
involvement with domestic firms to be promoted
as potential partners for joint ventures.

Among foreign investors, those from the North were
more productive than those from the South. The
implication is that the entry of foreign firms increased
overall manufacturing productivity in host countries
making them more competitive. However, how
the entry of foreign firms affected domestic firms
was also measured to see whether such statistical
enhancement of competitiveness hid structural
changes that were to the detriment of domestic
firms as well as the ability of economies to achieve
self-sustaining growth.

The report also analyses the impact of foreign firms
on performance of domestic firms in productivity,
profitability, and growth. It examines social impact by

5 Total Factor Productivity (TFP) is the portion of output not
explained by the amount of inputs used in production. Its
level is determined by how efficiently and intensely the
inputs are utilized in production. TFP is viewed to play a
critical role in economic fluctuations, economic growth
and cross-country per capita income differences. At busi-
ness cycle frequencies, TFP is strongly correlated with
output and hours worked. Any attempt to split overall
growth into the contribution of technical progress and
factor accumulation requires an aggregate production
function that relates aggregate output to aggregate in-
puts. Not all schools of economic analysis concur that
such aggregation is conceptually feasible.

employment and earnings as well as interaction with
local firms through backward and forward linkages.
In some sectors, increased foreign presence led to
improved performance of domestic firms, while, in
others, the consequences were opposite. The survey
reveals that while the largest recent investments
were made by TNCs, FEs had a higher propensity
to re-invest and, therefore, grow faster. The largest
investments occurred in high technology sectors,
by the most productive firms, mainly joint ventures
between domestic firms and TNCs.

The data confirms that labour productivity increased
with intensity of physical capital, human capital,
intermediate inputs and firm size. Firms operating in
the medium technology manufacturing sectors were
8.3 per cent less labour productive, on average, than
those firms in high technology ones.

In low technology manufacturing, firms that special-
ized in a smaller number of products were more
productive than more diversified ones. This might
reflect the tendency of firms in developing countries
to engage in task-based specialization of production
at particular stages of value chains, rather than in
final production.

Two further findings are of particular relevance.
First, there is an inverse relation between capital per
worker and productivity, which indicates that labour
productivity benefits more from additional capital
rather than from improvements in organization or
production process. Lack of access to finance seems
to hamper the process of acquiring additional capital
assets and thus prevents productivity gains. Second,
older firms and those with large fixed capital outlays
invest significantly larger amounts into employee
training in manufacturing. The positive relation be-
tween capital intensity and training underscores the
importance of investing in the human capital of firms
in order to reap the benefits of capital investment.

Furthermore, the positive relation between expen-
ditures on training and orientation towards regional
markets could indicate that investment in human
capital is one of the strategies regional exporters use
to compete in their markets. It is also an indication
that as regional markets become easier to access
through integration, there will be growth of firms that

34

Overview and Summary of Findings



invest in human capital. This is especially significant
since data reveals that domestic firms are more
successful regional exporters than foreign ones, and
domestic regional-market seeking firms are growing
faster both in terms of employment and investment.

The analysis shows that subsidiaries of TNCs, in
particular joint ventures between domestic firms and
TNCs, are the largest exporters, while domestic firms
only export a modest proportion of output by value.
TNC exporters tend to be active in low technology sec-
tors, mostly garment production and food for export
to Europe and the United States. Firms in the survey
countries have yet to penetrate higher value-added
export markets. In terms of composition of firms,
once they engage in exporting activities, they usually
enjoy higher productivity, which implies that exporter
status may be an identifier of good performance. On
average however, global exporters have less human
capital than non-exporters. Although this might seem
surprising, it results from foreign subsidiaries in low
technology exporting sectors concentrating their
higher skilled workers at headquarters.

Most firms reported that a lack of infrastructure was
the most formidable obstacle to exporting to other
African countries, followed by excessive bureaucracy
and regulation, and high tariffs as the second and
third most critical barriers. While removal of the first
obstacle would require considerable capital invest-
ment by governments within the same Regional
Economic Community (REC), the second and third
could be removed at much lower cost. The report has
shown that regional trade agreements lower trade
barriers, thereby increasing exports and intraregional
FDI. Analysis of regional trade and propensity to
expand through cross-border investment shows that
there is growth potential that can be tapped with
improved regional trade regimes.

The most significant obstacles to exporting outside
of Africa are the high costs arising from serving these
markets and difficulties in attaining the required
product standards. For these reasons, African firms
have yet to penetrate high value-added markets. The
report shows that firms viewed regional trade agree-
ments, such as the East African Community (EAC),
as more useful than international trade agreements,
such as the African Growth and Opportunities Act

(AGOA), because the former are more effective in
overcoming trade barriers.

Spillover Effects:
Impact of FDI on
Domestic Firms

Spillover effects from FDI on domestic firm performance
are observed and measured through regression analysis.
Some of these were shown to occur in the same sector
of economic activity in which foreign firms established
themselves — horizontal or intra-sectoral spillovers —
while others took place in related sectors - vertical
or inter-sectoral spillovers. Through its analysis of
spillovers, the report demonstrates the importance
of linkages to upstream and downstream industries.

The overall picture that emerges is that better per-
forming foreign firms generally had a negative impact
on productivity and profits of domestic firms. While
raising overall productivity, highly productive foreign
investments in sectors had a negative impact on
domestic firms in the same sectors. This, however,
seems to apply mostly to TNCs from the North, while
the entry of FEs, especially from the South, resulted
in less negative spillover on domestic firms.

With vertical spillover effects, the overall picture was
generally positive. The effect of the entry of foreign
firms had a positive impact on domestic firms in other,
related sectors. In this instance, it is primarily entry of
firms from industrialized countries and subsidiaries of
TNCs that augments productivity of domestic firms
the most, particularly if the TNC is active in low and
medium technology sectors. This underscores the
important effects of linkages, in that, when foreign firms
established themselves in the survey countries, the
result was mainly an increase in demand for domestic
manufactured inputs in low and medium technology
sectors. Moreover, in these sectors, there were indica-
tions of technology transfer, some of which may have
resulted through close cooperation between foreign
and domestic firms as well as demonstration effects
and imitation. This phenomenon was also reported by
domestic firms that were asked how they responded
to entry of foreign firms in the same or other sectors.
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The majority of domestic firms indicated that foreign
investment in the host economies increased their
business opportunities. Domestic firms also reported
that it had increased demand for their products.

The report offers in-depth regression analysis at sector
and sub-sector levels, to investigate the impact of FDI
entry in various sectors on productivity, output, profits,
employment, wage levels and growth of domestic firms.

The productivity of domestic firms in chemicals, rubber
and plastics, fabricated metals and garments benefit-
ted from entry of FDI. These are sectors of economic
activity showing a high propensity to establishing
forward linkages with TNCs and FEs for the produc-
tion of intermediate products. In terms of output and
profits, the presence of foreign firms in low technology
sectors produced positive effects for domestic firms in
related sub-sectors. Entry of TNCs in high technology
sectors led to significant positive growth of domestic
firms operating in related sub-sectors.

Occurrence of positive vertical spillovers is illustrated
by an analysis of the extent to which foreign firms
linked up with domestic suppliers. Some 25 per cent
of foreign firms reported that they contracted out
manufacturing operations or business services to
other firms. Analysis shows that foreign firms that
had many domestic linkages were more productive,
compared to those that lacked them. The former also
grow faster in employment and labour productivity.
This suggests that firms that overcame the disadvan-
tages of being foreign in local or regional markets
by linking up to domestic firms enjoyed an edge of
productivity. This conclusion could be used to foster
increased cooperation through aftercare services that
assist firms to improve their performance through
use of local inputs. It could also persuade newly
arrived foreign investors to localize production and
expand local content to become more competitive.

Social implications
of FDI

While the report’s analysis demonstrates that for-
eign investment is able to enhance the economic
performance of countries, directly and indirectly, it

may entail significant social implications for earnings
and employment.

The report reveals that northern TNCs, especially
those in joint ventures with domestic firms, employed
more workers. Wages were higher in older firms, those
involved in technologically more advanced activities
and those with higher labour productivity. The high-
est wages were paid by joint venture TNCs. Another
significant finding in the context of spillovers is that
entry of foreign firms from industrialized countries
exerted upward pressure on wages of domestic firms
in linked sectors, generally associated with entry
of TNCs. This wage increase of domestic firms is a
reflection of productivity gains that emanate from
forward linkages with foreign firms, in particular TNCs.

Nonetheless, entry of TNCs seemed to lead to sub-
stantial reductions in employment and wages of
domestic firms when they operated in the same
sectors. These effects were observed in almost all
sectors in the case of TNCs, independently of their
geographic origin. Contrary to that, FEs did not have
this negative effect. A measurement at the level of
groups of economic activities showed that employ-
ment growth increased with the entry of southern
TNCs in the wood and chemicals sector and, more
generally, in the high technology segment. In most
low and medium technology sectors, except gar-
ments, FDI from the North had a negative impact
on employment in domestic firms both horizontally
and vertically.

Investor perceptions
of IPAs and other
service providers

Investors were asked to comment on the utility of local
service providers in facilitating their establishment
and operation. In particular, they were asked to assess
the value of IPAs. The report shows that investment
promotion institutions were perceived to have made
a significant contribution to foreign direct investment
in sub-Saharan African countries. Overall, the quality
rating of all business support services provided was
high, in all investment stages. In a few instances,
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services appeared to be over-provided, since their
importance was rated low while their quality scores
high. However, there were areas where there was
a huge demand for services that are currently not
provided, or for improved services.

As indicated before, the survey confirmed that in
general, investors mainly became aware of investment
opportunities through existing investors. However,
there were significant exceptions to this phenomenon.
For example, relative newcomers to the region,
such as Chinese investors, had fewer established
compatriots with long track records to consult and
are affiliated with state-owned enterprises in China.
As a result, they tended to rely much more on official
channels, such as embassies, for information about
investment opportunities.

The data revealed that there were substantial
improvements in the time required to register new
businesses. Firms reported significant shortening
of business registration processes in the last de-
cade, due to IPAs’ efforts to enhance the business
environment.

A function of investment promotion policy is design
and awarding of incentives to make investment
locations more competitive. These incentives are
designed to overcome market failures, which might
send wrong signals to investors. Within the array
of investment incentives provided by investment
promotion institutions, the fiscal ones were reported
to be the most important to surveyed investors and
crucial to their investment decisions. This finding
must be taken with a grain of salt, as investors who
have benefitted from fiscal incentives tend to be
reluctant in admitting if such incentive was not really
crucial for their investment decision but rather just
a welcome treat. Several foreign investors indicated
that they did not receive any incentives from IPAs in
the course of their investment process. Therefore, it
would be interesting to conduct further analyses of
investments who did and did not receive incentives,
in order to understand if these incentives make a
critical difference in investment decisions.

Enterprises in the services and low-technology manu-
facturing sectors seem to be the main beneficiaries of
investment incentives in the form of tax exemptions.

In general, the survey data can be used by host
governments and investment promotion agencies to
measure the relative performance of firms in different
sectors to assess the need for incentives. Furthermore,
incentives can be more closely linked to and reward
efforts of investors to foster linkages with domestic
firms, rather than creating negative distortions that
disadvantage domestic firms. In selecting the right
incentives to attract high quality foreign investors,
IPAs need to ensure that they enhance, rather than
hinder, development of an enabling environment for
positive foreign investment spillover opportunities
for domestic investors.

Development Policy
Implications of the
Survey Findings

The presence of foreign firms, in particular TNCs,
enhances sectoral and country productivity and
trade performance. If TNCs invest in a host country
through joint ventures with domestic firms, the invest-
ment has an even greater impact on performance,
in particular if domestic firms have an established
supplier and client system, so that backward and
forward linkages can be exploited to a greater extent
in addition to mutual knowledge transfer that will
take place between the joint venture partners. Thus,
FDI, combined with functional regional trade agree-
ments, plays an important role for development in
sub-Saharan Africa.

The report highlights that it is not sufficient to
consider only first-layer, or composition, effects of
foreign direct investment. The presence of foreign
firms can have positive or negative secondary
effects on domestic firms in host economies that
may outweigh or re-enforce the first-layer effects.
While FDI enhances overall productivity of econo-
mies, the pressure increases on domestic firms to
raise performance and forces them to reduce their
workforces in order to become more competitive.
The implication for policymakers and IPAs is the
trade-off between raising overall productivity or
accelerating employment growth, at least, in the
short term.
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Therefore, investment promotion efforts should be
combined with encouraging joint ventures between
existing local and new entrant foreign firms in the
same sectors, as well as facilitating cross-sectoral
upstream/downstream linkages with domestic firms
to enhance the indirect impact of foreign investment.
This creates the environment in which potential
negative impacts of FDI are mitigated and positive
ones are maximized, to the benefit of domestic firms.

In the short term, policymakers need to be aware of
potentially negative employment effects of produc-
tivity improvements. In the long term, however, FDI
is likely to have an overall positive effect on average
employment as well as wages. Moreover, the negative
effect on domestic employment in the same sectors is
mitigated, or even offset, by higher rates of employ-
ment growth in other sectors through backward or
forward linkages. This is in line with the theory of
structural transformation and productivity-driven
economic development.

By providing a detailed analysis of the differing
effects of North-South FDI and TNCs and FEs, the
report allows IPAs to assess the first- and second-tier
effects of each type of investment enabling them to
target investment promotion according to the desired
impact for each situation.

The report has shown that a focused approach to FDI
of different types is an integral part of development
strategy and attaining objectives embodied in the
Millennium Development Goals. Targeted invest-
ment promotion plays a key role in this endeavour.
Moreover, it implies that the traditional separation
between domestic enterprise development and at-
traction of inward foreign investment needs to be
replaced by an integrated policy and institutional
framework in which the two processes reinforce
one another.

Outlook and Further
Research

This report presents a first reflection of the data
collected by the survey. Much of the data, especially
that pertaining to the interactions between domestic

and foreign firms, financial structures, staff structures
and the like has yet to be analysed. The report aims
at informing researchers — especially those from the
countries in the survey — of the availability of the
dataset and invites them to contribute additional
research that can be published as supplements to
this report.

While the report and subsequent subject papers offer
robust analyses and conclusions, the data is made
available in aggregated form to the public through
an interactive platform, the Investment Monitoring
Platform (IMP), through which partner institutions
and firms participating in the survey can obtain full
access to the data. The IMP provides authorized
users with their own user dashboard to generate
custom charts that allow visualization of comparative
analyses using the surveyed variables. These users
can filter the data to focus on particular subject
areas or aspects, compile saved charts into reports
that they can publish on the public knowledge base
of the IMP for wider use and comments. The IMP
also serves as a promotion platform for surveyed
firms that opted to be visible, facilitating contacts to
potential business partners internationally. The IMP
is publicly accessible at http://investment.unido.org .

IPAs, private sector organizations, national statistics
offices and other institutions that are the prime users
of IMP will be drawing on it in the course of 2012-13.
The aim is to demonstrate the utility of the data to
a broader base of investors and add more firms that
wish to participate in the survey and thus become
part of the IMP database. Data for those who already
participated in the 2010-11 Survey will be updated.

Ongoing UNIDO technical cooperation will have es-
tablished Sub-contracting and Partnership Exchanges
(SPX) that are fully operational in 12 of the 20 countries
by 2013. They will profile and benchmark domestic
firms as potential suppliers and sub-contractors.
The profiled domestic firms will then — as potential
suppliers and sub-contractors — also be accessible
through the IMP.
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CHAPTER 1:
Introduction



Investment for
development

n spite of a general global downturn caused by

the financial crisis, many African countries are

experiencing rapid economic growth and offer a
wide array of new investment opportunities, going
far beyond simple resource exploitation. As a result,
African economies are gearing up for attracting higher
levels of foreign direct investments (FDI) into their
economies. They see the potential of international
investment, in particular FDI, in supplementing do-
mestic savings and, more importantly, in bringing
in skills, know-how, technology and, market access.
Many laudable reform steps have been undertaken
with regard to the improvement of the business
climate for foreign investors, in particular those
related to political and economic stability, the im-
portance of which has been corroborated through
numerous studies on FDI in Africa (UNIDO, 2007).
As a result of the changes in the macro-economic
and business regulatory frameworks, most African
countries have consistently recorded increasing FDI
flows from the early 2000’s until the financial crisis,
measured in terms of volume of investments. Even
during the financial crisis, the contraction in global
demand and the resulting financial constraints of
large multinationals have much less impacted the
volume of FDI inflows into sub-Saharan Africa than
in other parts of the world (UNCTAD, 2011).

Nonetheless, the situation of widespread income
disparities, where the majority of sub-Saharan Af-
rican! countries belong to the low-income group of
countries, while industrialized countries populate
the high-income group, has not yet been closed. This
dichotomy persists, with only a handful of developing
countries, notably Asian, having made the transition
from low to high income in the last five decades. More
recently, a second generation of developing countries,
notably China and India, has started to move up
the income ladder. The tilting balance of economic
power is causing ripples in the global political and
economic context, suggesting that, while persistent

1  Although only 19 of the continent’s countries have been surveyed,
throughout the report Africa, sub-Saharan Africa and expressions
such as survey countries are used interchangeably. Strictly speak-
ing, the results pertain only to the 19 surveyed countries de-
scribed in Annex 1.
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low income and poverty give cause for concern, they
are by no means an inevitable predicament. In this
sense, the understanding of causes and solutions
to global income gaps and differential growth rates
represents a key development issue, not the least for
international organizations such as UNIDO.

It has been amply documented (for example, by
Hulten and Isaksson, 2007; UNIDO, 2005) that global
income differences are rooted in technological dif-
ferences. In the long term, the welfare of countries
depends on the level of productivity performance. If
improved productivity performance is associated with
reducing poverty and narrowing income gaps, low-
income countries need to search for ways to acquire
technology. However, the existence of technological
differences implies that technology and knowledge are
not easily transferable between countries. Increased
international exchange through foreign direct invest-
ment (FDI) is widely regarded to provide part of the
solution to this challenge, although it is far from a
sine qua non for development.

Economic theory suggests that capital, such as FDI,
should flow into the location with the highest rate
of return, in this case, Africa due to its scarcity of
capital. Conversely, FDI theory would suggest a
more complex set of motivations for FDI. For this
reason, Africa presently attracts a distinct type of
FDI, which accounts for only a marginal share in
recorded global FDI flows. As discussed by Lucas
(1988), capital appears to be ending up more often
in other locations than in Africa and, surely, risk and
uncertainty are part of the explanation. While some
of these shortcomings can be addressed by way of
corrective measures in the case of, for example,
economic instability and weak institutional quality,
international capital flows are also influenced by a
range of investment promotion services provided by
potential host countries to foreign investors. Institu-
tions involved in investment-promotion activities
provide services that accommodate market failures
and constitute a crucial determining factor in Africa’s
efforts to attract more FDI to its economies. FDI is
desired because it is expected to bring knowledge,
technology and capital required to build industrial
capability and capacity for economic growth and
wealth generation.
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Changing patterns

of investment
promotion practice in
Africa

In an attempt to help overcome negative stereotypes
about Africa as a business location and the relative
paucity of FDI flows into productive sectors in the
continent, African governments have established
national Investment Promotion Agencies (IPAs?) to
be able to compete globally for a share of interna-
tional investment. In countries where IPAs already
existed, many have been restructured and their
mandates reviewed to facilitate investment based
on an investor hand-holding concept. Facilitation
services have been introduced with establishment
of one-stop shops and advisory units within IPAs and
other relevant agencies.

Other recent changes in investment promotion include
abolition of technocratic hurdles such as prior ap-
proval of investment projects as a pre-condition for
establishment and as a prerequisite for eligibility and
granting of fiscal and non-fiscal incentives provided by
IPAs. To expedite entry and establishment processes,
registration procedures for project establishment and
award of incentives have been considerably simpli-
fied replacing rigid regulatory approval regimes. And
local equity participation regulations for FDI entry
have been eased, except for a few sectors such as
telecommunications, transportation and media.

The World Bank Report Investing Across Borders
(World Bank, 2010) shows that sub-Saharan African
countries are, de jure, less restrictive on FDI entry
regulations than the global average (World Bank,
2010). To allay investor fears about investment in-
security, African governments have forged the swift
proliferation of Bilateral Investment Treaties (BIT)
with capital-exporting as well as African countries
(UNCTAD, 2008). In many countries, these investment
climate conditions have improved prevailing business

2 In the context of the report, IPA encompasses all institutional
players at national level-agencies, ministries, and parastatal enti-
ties-mandated to attract, promote, manage and service foreign
investment activity in their countries..
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environments leading to adoption of state-of-the-art
investor-friendly legislation, to safeguard and facilitate
foreign private investment

New and emerging forms of business alliances, to-
gether with complexities in structures of transactions
in a fast-globalizing economy, require that institutions
involved in investment promotion in African countries
understand and reach out on a sustained basis to the
private sector, to ascertain their concerns, challenges
and expectations. To do so, IPAs need to develop
strategies and advocate policies to allocate their
limited resources to maximum effect. The aim is to
contribute to achievement of counties’ development
objectives, as well as to unlock business opportuni-
ties within their client business constituencies. Only
by developing such policies and strategies can IPAs
position their countries to compete for and maximize
the benefits of international investment and link local
productive sectors to the global economy.

The Africa Investor
Report 2011

This report is a continuation and extension of the
2005 report (UNIDO, 2007). The extensions occur
along several lines. First, more countries and data
are analysed than in last time. Secondly, this survey
includes domestic as well as foreign investors to
facilitate the study of interactions between them
and assess the effect of FDl on domestic investment.
Thirdly, whereas the previous report was confined to
descriptive analysis and, consequently, restricted in
devising policy recommendations, this one employs
econometric methodologies to measure the impact
of FDI on African host countries. In particular, the
report analyses horizontal and vertical spillovers.
This is central to understanding FDI and its con-
sequences for local firms but difficult to conduct
without econometric techniques. These techniques
allow disentangling and control of multiple effects
that occur simultaneously but are confounded in
descriptive analysis. For example, firm size is likely to
be associated statistically both with firm performance
and capital intensity. Analysis of the effect of firm size
on performance independently of capital intensity, at
best, will lead to overestimation of the individual effects
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and, at worst, be totally misleading. With this report
controlling for such risks, conclusions akin to policy
recommendations may be drawn. Fourthly, this report is
able to provide IPAs with concrete targets and strategies,
as well as describe the inherent trade-offs involved in
different choices. This allows IPAs to argue better their
case and raise funds for their priority activities.

The report confirms that foreign-owned firms perform
better than their domestic counterparts. The analysis
suggests that increasing the foreign component in
an economy by changing composition of foreign and
domestic firms in favour of the former will result in
enhanced sector and country performance in terms
of productivity. However, when analysing the impact
of increased foreign presence on the well-being of the
domestic firms, other effects are also observed. On the
one hand, foreign direct investment may crowd out
domestic firms in the same sector, which is a negative
horizontal spillover. On the other hand, the entry of
foreign firms may provide examples of good practice
that can be emulated, introduce new technologies that
can be adopted, provide access to new markets that
can be exploited and increase demand for production
factors to the benefit of local suppliers. This would be
a positive vertical spillover. Furthermore, foreign firms
that establish strong linkages with local ones appear
to have an advantage over foreign counterparts with
weaker linkages, which suggests a complex, dynamic
interrelationship. The report also dwells on the social
impact of FDI, where investment in some sectors in-
creases domestic earnings but leads to unemployment
in others. Overall, FDI appears to be contributing to
structural transformation of African countries, which,
in the long term, will lead to increased prosperity.
With the information provided by the report, IPAs
can accelerate, as well as contribute, to the transition
from low to medium income.

Trends in foreign
direct investment

So, to what extent does Africa receive FDI? Flow
statistics (UNCTAD World Investment Report, various
issues) for the 19 survey countries reveal an increased
volume, as well as a more volatile, flow of FDI into
the surveyed countries in the past decade. When the
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countries are divided into West, East and Southern
Africa, 2010 flows to the first amounted to USS11
billion, USS2 billion to the second and USS3 billion
to the third. As a share of total global inward FDI,
sub-Saharan Africa, as a whole, has been less than
successful. In the mid-1970s, the continent reached
approximately 4.5 per cent of global flows, with 2.7
per cent for the survey countries. This fell to 0.5 and
0.2 per cent, respectively, in 2000 but recovered to
slightly more than 3 and 1 per cent, respectively, in
the late 2000s. However, even these small portions
do not tell the whole story since a very large part is
invested in resource exploitation rather than income
generating productive sectors.

In stock terms, most FDI is located in West African
countries, rising from some USS$20 billion in 2005
to approximately USS$30 billion in 2009, at constant
2005 USS. But this still falls short of the US$35 bil-
lion achieved in 1999 meaning that the region was
divesting during the first half of the 2000s. At some
USS6 billion and nearly USS10 billion, respectively,
the FDI stocks of East and Southern Africa are lag-
ging behind that of West Africa considerably. As in
the case of investment flows, however, the stock
of global FDI in Africa is sparse. In the past three
decades, sub-Saharan Africa’s share has hovered
between one and two per cent.

The current share of FDI flows and stock in the re-
gion, as well as shares of FDI flows into productive
sectors suggest that investment promotion needs
to be strengthened to attract increased investment.
Content and sectoral allocation, as well as amount
of FDI, are crucial. For purposes of development,
increasing the share of inward investment directly into
manufacturing and services is essential. Diversification
of African economies from being exporters of com-
modities to producers of value added products and
services is an important way growth can trickle down
to impact poverty. When FDI flows are disaggregated
by target sectors, 43 per cent go into natural resource
exploitation sectors (UNCTAD, 2011). Although FDI
volumes may appear impressive in a few natural
resource-rich countries, the fundamental question
remains whether these types of investments are
sufficient to contribute to sustainable economic and
industrial development, as formulated by African
host governments.
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The challenge is about ensuring, through the formula-
tion and design of investment promotion policies and
strategies that African countries are able to attract
quality investments to contribute to the attainment
of socio-economic development goals. This is the
key to accelerated economic development and
also industrialization and transformation of African
Economies.

Objectives of the
report

Attempts have been made to research the impact
of FDI on development, study transmission channels
for this impact and measure spillover effects. Yet,
few studies have had access to new firm-level data
from 19 sub-Saharan African countries that this
report is based on. The data are sufficiently detailed
to enable the report to both confirms some of the
established wisdom as well as generate new insights
and knowledge on the nature and impact of FDI flows
into Africa. Moreover, the data are used to provide
an assessment of current investment promotion
services, offer perspectives gleaned directly from
the investors, and suggest investment promotion
strategies. These are the report’s guiding objectives.

By bringing together information on investor percep-
tions with that gained from econometric analysis of
FDI impact, the report shows the kinds of IPA services
needed to attract FDI with the greatest positive impact
on host economies. This can be characterized as FDI
that enhances productivity, creates employment
opportunities, stimulates domestic investment and
contributes to the integration of the local economy
with the global economy. These are the requisite
outcomes if investment is to drive improvements in
people’s lives and impact on poverty. In this report
this is referred to as quality investment

An important objective of the report is therefore to
develop the means to identify quality investment.
Because the essence of quality investment is strong
productivity performance, which is unobservable for
IPAs, the challenge is to find observable indicators
associated with productivity that can be used as iden-
tifiers. Such indicators include industrial sub-sector,
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foreign versus domestic ownership, industrialized
versus developing country investor origin, TNC versus
foreign entrepreneur investor type and exporter
or non-exporter status. The combination of these
characteristics that exhibit the quality attributes
being sought would define the investor groups
that investment promotion can target for achieving
development objectives. There are several layers of
information to take into consideration. For example,
identifying high productivity firms should not be
undertaken without heeding to implications for the
rest of the economy. Even if targeted companies are
better performers, their involvement in economies
may have undesirable repercussions for domestic
firms or have social consequences.

The conventional role of IPAs has revolved around
how to entice foreign investors to invest in host
countries and effectively promote host countries to
potential investors in a multitude of economic sec-
tors. This role and ensuing mandate has remained
largely intact. Yet, IPAs have had little information
and means with which to identify quality investment.
The challenges to the IPAs and the implications for
the implementation of their mandate in the present
liberalized regimes in Africa in which the private sector
is gradually emerging as a partner in the economic
development process underscores the compelling
need for the shift from “enclave status” institutions
to lead agents in the development process. In this
connection, the emerging role of IPAs in terms of
their expected contribution to national develop-
ment goals, such as poverty alleviation, employment
creation, industrialization through technology and
linkage between FDI and the domestic sector is
coming to the fore.

The competition for investment attraction has
shifted from sub-regional level or even continental
level to the global level. This presents IPAs with
tremendous challenges and calls for changes in
the implementation of the investment promotion
mandate, if investment promotion agencies are to
withstand the competition. Investment promotion
is not only about marketing a country for image
building purposes. The requisite skills have to go
beyond communication and public relations to extend
a hand of welcome to investors. Determination on
specific investment is the challenge for the IPAs.
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The keen competition for investments will depend
on the ability and expertise to influence location
decisions. This depends on information from the
private sector to evolve a strategic vision. African
countries and IPAs lack the information to support
this trend.

For example, foreign firms that establish themselves
in host countries forge complex interactive networks
with local firms and the domestic supply-system,
rather than operating in isolation. They join business
membership organisations (manufacturers and trade
associations, etc.) and lobby governments. How these
networks are formed and what type of linkages best
benefit the host country hitherto has proved elusive
to IPAs. IPAs could play a role in nurturing stronger
linkages between foreign firms and the domestic supply
system. Likewise, the report reveals that joint ventures
between domestic and foreign firms are particularly
strong entities. This presents an opportunity for IPAs
to develop match-making functions, by helping to
find suitable business partners. If the answers are yes
to these questions, this is nothing short of suggest a
cultural change in investment promotion, a modern
form of promotion that looks at both foreign and
domestic investment and their interactive relationship.

The survey

This survey and the data analysis and promotion
platform, introduced below, is a response in the
form of a new tool to help IPAs to formulate the right
investor targeting strategies in order to reach out
to investors with positive impact on the economy
particularly, high value added investments.

UNIDO has always worked intensively with African
IPAs (see Box No. 1). One fundamental obstacle
to the formulation of such investment promotion
strategies towards quality FDI is consistently re-
emerging, namely, the lack of reliable firm level
data. Without data, many IPAs have been unable to
confront the challenges and demands of complex
international marketing and intense competition.
This has proven a serious disadvantage for their
capacity to influence government policies and justify
increased allocations of government resources. In
some instances, limited resources have handicapped
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their ability to attract and retain skilled staff to
deliver much needed services.

The collection of the dataset followed a rigorous
survey methodology, in terms of strategic sampling
and interview techniques. As such, the data constitute
an authoritative contribution to analysis of foreign
and domestic investment in Africa, built on UNIDO’s
experience in the field. They bridge a fundamental
information gap for development policy formulation
as well as scholarly research.

Close to 7,000 face-to-face interviews were con-
ducted with top-level managers of foreign- and
domestically-owned firms, in Burundi, Burkina Faso,
Cameroon, Cape Verde, Ethiopia, Ghana, Kenya,
Lesotho, Madagascar, Malawi, Mali, Niger, Nigeria,
Mozambique, Rwanda, Senegal, Uganda, United
Republic of Tanzania and Zambia.? The collective
GDP of the surveyed countries accounts for 42 per
cent of that of sub-Saharan Africa.* The largest share
is Nigeria’s, at 18 per cent, while the other survey
countries each account for less than three per cent
of the region’s GDP.

The survey data cover foreign and domestic investors
mainly in manufacturing (49 per cent) and services
(40 per cent). A separate, specialized questionnaire
was developed for each of the categories of investors:
foreign manufacturing, domestic manufacturing,
foreign services and domestic services. Occasionally,
firms in other sectors including mining, fisheries and
commercial agriculture, construction and utilities
were interviewed. However, the main focus of the
report is an analysis of data collected from firms
active in manufacturing, of which the food sector
covers the largest number of data points, followed by
metal products, chemicals and plastics. The reason
for focusing on only a slice of the data is that FDI
into other sectors is vastly different from that for
manufacturing. Nonetheless, a subsequent report
is being prepared on FDI in the service sector.

The questionnaire is composed of two main parts.
The first provides all requisite investor character-
istics, such as organizational structure, country of

3 Cote d’'Ivoire would have been the twentieth country, but the data
collection could not be completed.

4 Inthis calculation, GDP (in current USS) of all developing countries
in SSA is used as a basis.
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origin, market orientation, share structure as well
as perception questions regarding the performance
of the investments, interactions with local firms and
organizations, and the investment environment,
including the quality of support services. The second
is a type of financial accounting sheet containing
data on output and production factors including
labour, physical capital, human capital, energy and
intermediate goods, as well as factor prices such
as wages. There are also questions dealing with
international trade, trade barriers and trade agree-
ments, while other sections concern linkages and
partnerships with foreign and domestic firms. The
issue of subsidiaries’ autonomy is covered as are
issues related to technology transfer agreements,
in the form of licensing and franchising. The full
content of the questionnaires is reproduced in the
report’s annex.

UNIDQO’s Investment
Monitoring Platform

The scope of UNIDQ's technical assistance programme
on IPA capacity building goes beyond the scope of the
survey and the present report. Its objective is to make
the aggregated survey data available to a large and
diverse audience, in order to mainstream the findings
of the data into the day-to-day routine operations of
IPAs in Africa. To this end, UNIDO has developed an
online investment-related information and manage-
ment platform, the Investment Monitoring Platform,
which offers participating government authorities,
private sector associations, firms, financial institu-
tions, development organizations, and civil society
organizations access to an array of the most recent
primary data and analysis on investment in Africa.

The platform allows users to challenge existing
reports and judgments on business activity in Africa
and independently carry out primary research using
firm-level data available on the platform through
an easy-to-use toolkit of intuitive data visualiza-
tion instruments. It enables national authorities to
analyse activities, performance, and investor percep-
tions of firms operating in the 19 survey countries.
It facilitates comparing the benefits of different
types of investment for host economies through a
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variety of impact indicators such as employment
growth, expenditure on training and technological
upgrading, or on development of domestic suppliers.
Moreover, the platform also permits analysis of firm
responses to changes in the business and economic
environment. Through particular investor perception
variables, it allows users to monitor changes in firms’
assessments of the investment climate and future
investment plans.

The Investment Monitoring Platform also features
a simple and effective online workflow tool, which
permits investors to directly connect to national
IPAs, and gives the latter agencies the opportunity to
swiftly reply to those requests with reports generated
from the Survey data. This addresses the critical issue
of response time, which is of essence in handling
investor inquiries. The platform thus facilitates im-
proved support of investors in their decision making
and changes the widespread modus operandi from
more general correspondence to evidence based
provision of key information on relevant aspects of
the investors’ decision making.

Investment
promotion in
perspective

With access to survey data, IPAs have practical
means to target quality investment, by being able
to recognize the observable characteristics of high-
performing firms, even though firms’ productivity
levels are unobservable. Examples of observable
characteristics include exporter status, investor origin
and type of investor

Firm-level data allow IPAs the dual learning of how
foreign investors perceive current levels and types
of services, as well as how their functioning can be
improved. By analysing firm-level data, IPAs will be
in a position to align their services with such wide-
ranging goals as income and employment generation,
higher wages for workers and faster growth, as well
as issues related to productivity performance, such
as technology transfer, adaptation and adoption. The
report also shows how domestic industry is affected
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by increased foreign presence. These two analyses
together indicate the most fruitful paths to follow
and concomitant policy trade-offs, while at the
same time allowing IPAs to target those firms. As the
report unfolds, the implications of analysis become
far-reaching, suggesting a fundamental change of
culture of investment promotion.

With its richness of data, in terms of quality and
quantity, the report is only able to cover a fraction
of all possible analyses. Analysing all parts of the
questionnaire would come at the price of depth, so
the report has opted for the latter. The main reason
is to be able to pronounce on development policies
and provide credible recommendations for the
future of investment promotion. Another limitation
concerns sector coverage. Whereas analysis of the
impact of FDI on primary, secondary and tertiary
sectors throughout the report would have been
interesting, it would have been unwise because of
the vastly different nature and motivations for such
investment across sectors. Except for the chapter
on IPA perceptions, which is less sensitive to these
concerns, the report focuses on analysis of FDI in
manufacturing.

The report’s intention is that researchers, as well
as policymakers and IPAs, draw on the wealth of
pertinent data. Some of this work is already un-
derway. Examples include determinants of future
investment, work on labour market issues, produc-
tivity and ownership, and issues of international
trade. In the coming years, more should be learned
about how and what types of FDI best assist African
countries in their quest for economic growth and
social development, as well as how policymakers
and investment promotion institutions can support
the process.

The remainder of the report proceeds as follows:
chapter 2 describes the data in more detail and
presents information on productivity performance,
employment, capital intensity and human capital
across firm characteristics, such as firm age, investor
type, investor origin, and ownership structure. An
initial analysis is offered of linkages, in the form of
subcontracting, as well as trade issues and autonomy.
In chapter 3, the productivity dividend of foreign
ownership is closely investigated and quantified. The
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chapter turns, then, to an analysis of horizontal and
vertical spillovers, with special reference to the role
of backward linkages. Investor perceptions of IPA
are covered in chapter 4, with IPA services ranked
according to perception scores. In chapter 5, the
conclusions synthesize the findings from chapters
2-4, accompanied by an elaboration of implications
for development and the future of investment pro-
motion in sub-Saharan Africa. The Annex contains
technical material.
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Africa



Introduction

rawing on the survey data, this chapter at-

tempts to explain, insofar as descriptive analy-

sis permits, differences between domestic
and foreign firms from several perspectives, most
importantly, performance. Firms’ differential perfor-
mances are contrasted with a set of firm characteristics
thought to possess explanatory power. This generates
several key observations, some of which prove sur-
prising. Whereas important patterns are discerned,
the analysis is limited by the fact that some of the
explanatory firm characteristics may be strongly cor-
related, meaning that two variables may explain largely
the same firm performance. The solution is to delve
into more advanced statistical analysis, which allows
for multiple explanatory variables at the same time.

To structure an analysis that ranges from pure
economic impact to social implications, the chapter
is divided in the following form. The second sec-
tion presents an account of enterprises involved
in foreign direct investment in terms of age, entry
strategy, origin and type of investors. The approach
of how foreign investors rank factors that influence
location decisions is also explored.

The third section focuses on what distinguishes
foreign from domestic investment and what they
have in common. The question of whether foreign
investors display discernibly superior performance
compared to their domestic counterparts is explored.
This is important because it gives a first view of
how foreign investment affects aggregate sector
and country performance or what, in Chapter 3, is
termed first-layer analysis. For agencies involved in
investment promotion trying to optimize use of scarce
resources, it becomes imperative to learn whether to
focus on, for example, foreign investors originating
from industrialized or developing countries, be they
TNCs or FEs. The focus is on comparison of domestic
and foreign firm performance in terms of productiv-
ity and characteristics, such as capital intensity and
human capital that may be strongly associated with
good performance.

To discover how foreign investment impacts on do-
mestic industry, the most obvious approach is to ask
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domestic firms. The forth section, therefore, starts with
an account of domestic firms’ perception of how they
are affected by foreign investors. The chapter, then,
delves deeper into the issue of impact on the domestic
economy by considering indicators of particularly
direct consequence for the population. To this end,
differences between investors in terms of wages and
employment are considered, by, for example, deter-
mining if foreign firms employ more persons and pay
higher wages compared to domestic firms. Another
topic of particular relevance is the extent of linkages
with domestic suppliers and buyers. Foreign investors
that to a larger extent rely on backward and forward
linkages are more likely to have a greater impact on
the domestic economy through vertical spillovers.
The chapter provides a first view, which is explored
in further depth in the following chapter.

The last section focuses on international trade issues
as well as the impact of local management autonomy
on performance of foreign owned firms. Formerly,
it was fashionable to promote inward foreign direct
investment based on import substitution by offering
high effective rates of tariff protection to prospec-
tive investors. This approach to attracting inward
investment has largely disappeared because of the
strong disincentive effect on exporting along with
the tendency to create high cost enclaves with few
or no linkages to the domestic economy. Because
most African economies are small, understanding
exporter characteristics is equally important, since
being able to export allows domestic firms to exploit
scale economies both in production and purchase
of production inputs.

The second part of this section examines whether
degree of autonomy is important for firm perfor-
mance. Many foreign investors interviewed share
business risks by forming joint equity ventures with
local partners so that even in terms of ownership,
the boundaries between foreign and domestic inves-
tors are not clear-cut. Ownership rights confer an
entitlement to a share in profits but not necessarily
managerial rights. An important theme explored
in this report is the relationship between owner-
ship structures, nature of managerial control and
performance and impact of enterprises on host
economies. This analysis is aimed at contributing to
the practical task of helping government agencies
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better distinguish high quality investment with a
strong positive contribution to national economic
development from those whose benefits are more
limited and mostly private.

The analysis in this chapter, it must be stressed, is
indicative rather than definitive because several
of the bivariate associations demonstrated here
may have rival explanations. Chapter 3 attempts to
disentangle the correct channels and mechanisms
involved in the multiple explanations that occur
simultaneously. Yet, it is useful to demonstrate that
firm performance has several separate explanations,
some of which are more observable than others
and can, thus, be used as identifiers of quality
investment for targeting purposes.

Characteristics of
foreign investors

This section focuses on foreign manufacturing and
service firms, both wholly foreign-owned and joint
ventures. Domestic-owned manufacturing and servic-
es firms are introduced, as appropriate, for purposes
of comparison. The major part of the presentation
of the survey findings in later sections compares and
contrasts the contribution and impact of foreign- and
domestic-owned firms on host economies. There is
also an analysis of linkages between them through
contracting-out manufacturing activities and under-
taking work as subcontractors.

Year of establishment

The average age of foreign manufacturing firms in
the sample was 19.7 years. Service firms had an
average age of 16 years reflecting liberalization of
services and recent growth of foreign investment in
the services sector.

Nearly a third of manufacturers were more than
20 years of age, while almost 15 per cent were less
than six years old (Figure 2.1). In the 2005 UNIDO
survey sample, a quarter of firms were less than six
years old. In the 2010 survey, more than 44 per cent
of investors from the North had been established
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Box 2.1 Definition of foreign direct investment

Foreign direct investment (FDI) can be broadly defined as
international investment made to acquire a lasting influ-
ence over an enterprise operating outside the economy
of the investor (IMF, 2003). Building on this definition,
OECD defines foreign direct investment in an enterprise as,
“an enterprise resident in one economy and in which an
investor resident in another economy owns, either directly
or indirectly, ten per cent or more of its voting power if it
is incorporated or the equivalent for an unincorporated
enterprise” (OECD, 2008). Where the foreign investor has
voting rights of less than ten per cent, OECD defines this
as a portfolio investment. The ten per cent benchmark is
considered by OECD as sufficient to ensure that the inves-
tor has enough influence to have an effective voice in the

enterprise’s management.

In practice, this may not always be the case as managerial
influence on a firm is determined by many factors only
one of which is ownership share. A foreign owner with a
significantly larger share than ten per cent may, for example,
still be prevented from having a proportionate influence on
an enterprise’s management if the rest of the ownership
rights are concentrated in the hands of one shareholder or,
if the foreign owner, for some reason, does not assume an
active role. Likewise, a smaller shareholding may come with
considerable decision-making power if ownership is widely
and evenly spread and the foreign owner is willing to have
an active voice in management. Some countries, in fact,
do not specify any threshold. Instead, they rely on other
types of evidence, including an enterprise’s own assessment
(UNCTAD, 2009). However, from a practical perspective it
is preferable to rely on an objective rule, such as share of
voting power, rather than on purely subjective judgment.
Furthermore, to ensure comparability between surveys,
it is desirable that only one definition of FDI is applied.

Although the ten per cent threshold recommended by
OECD is not universally adopted, this survey follows the
OECD definition and considers all foreign direct investment
that gives the foreign investor ownership of ten per cent

or more of the shares of a firm as FDI.

for more than 20 years, compared with 20 per cent
of those from the South. This may suggest that the
current survey had vastly wider coverage of foreign
investors, which, in turn, is, likely, an effect of the
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Figure 2.1 Sample firms by year of establish-

ment
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thorough sampling of firms described in the report

appendix.

Nearly half of all investors from European countries
with former colonial interests began operations more
than 20 years ago confirming the persistence of long-
standing economic relationships between Europe and
sub-Saharan Africa. At the other end of the spectrum,
nearly 30 per cent of Chinese manufacturing firms were
less than six years old. Intra-regional investments from
sub-Saharan Africa and from India were, on average,
substantially older than Chinese investments.

One of the issues raised in the 2005 Report was the
reason for the observed persistence of joint ventures
between foreign and local partners. It might be
expected that TNCs would, over time, take control
of highly profitable subsidiaries. The 2010 survey
confirms the continuing longevity of joint ventures
involving either TNCs or FEs, in that they were sig-
nificantly older than wholly-owned foreign firms.
For example, more than two-thirds of joint ventures
involving TNCs had been established for more than
20 years. The median age was 35 years compared to
12 years for wholly-owned subsidiaries of TNCs. This
suggests that foreign investment in joint ventures
in sub-Saharan Africa achieved some advantages
from sharing business risks with such local business
interests as oligopolistic power, market access and
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Figure 2.2a Initial investment mode of manufac-
turing firms
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knowledge, reduced costs of setting up business and
access to an already established distribution-system.

Investors’ entry strategy

Notwithstanding the evidence of the survey of long-
term survival of joint ventures and some of their ad-
vantages, manufacturing and service firms interviewed
in 2010 reported a definitive preference for investing
in SSA through new wholly-foreign owned subsidiar-
ies (Figures 2.2a and 2.2b). Seventy-six per cent of
subsidiaries of TNCs were established as greenfield
investments, in the form of establishing new facilities.
Wholly-owned foreign private firms followed a similar
investment path, with 17 per cent in the survey sample
having invested in new joint ventures.

There was little evidence of an active market for
buying local firms as an entry mode, more were
purchased from existing foreign investors. Only 30
manufacturing firms, or three per cent of the sample,
involved privatization of previously state-owned as-
sets. These patterns of investment were repeated in
the services sector.

This was quite distinct from other regions of the
world, where mergers and acquisition of existing
establishments were the normal mode of foreign
investment.
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Figure 2.2b Initial investment mode of service
firms
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Origin of foreign investors

Investor origin may contain information relevant for
understanding firm performance. For example, dif-
ferential performance may be related to the concept
of appropriate technology, with technology from the
South closer and more suitable to local conditions
and, therefore, easier to adopt and adapt in Africa. On
the other hand, it is possible that more sophisticated
technology, such as that originating from North, is
needed. In addition, African countries differ in their
characteristics, with, for example, some having greater
absorption capacity than others.

Box 2.2 Definition of north and south investor origin

North origin refers to investors from industrialized countries,
while South origin refers to investors from developing
countries as defined in The International Yearbook of
Industrial Statistics (UNIDO, 2010). As such the definition
is to a larger extent related to the economic development
of the country than to its geographical location, although
the two often coincide. One exception is, for example,

South African, which is classified as North.
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Figure 2.3 Investor origins of manufacturing and
service firms

Manufacturing Service
North South North South
40% 60% 49% 51%

Box 2.3 Diaspora investment: definitions and findings

Although there is no consensus as to what defines diaspo-
ra, the encyclopedia equates diaspora with the dispersion
or spread of peoples from their original homeland (Oxford
English Dictionary, second online edition, 2011). Yet defini-
tions differ substantially among authors. The World Bank, for
example, distinguishes between voluntary and involuntary
diaspora, with the former referring to migrants who have
decided to relocate by choice and the latter those who have
been forced to leave their country of origin (World Bank,
2008). The African Union’s (African Union, 2005) definition
of the African diaspora is “all the African people living out-
side the continent for various reasons, who claim citizenship
of those countries”, with a caveat restricting the diaspora to
only citizens willing to, “contribute to the development of
the continent and the strengthening of the African Union.”.
The definition employed in this survey was less strict de-
fining diaspora investment as an investment made by na-
tionals or former nationals of the particular survey coun-
try who reside or did reside outside of the survey country.
Diaspora investment has received much attention recently
(Plaza and Ratha, 2011), often in conjunction with discus-
sions about the contribution of remittances to Africa and
development. While it is well-known that official inflows of
remittances to sub-Saharan Africa have increased steadily
during the last decade and have been estimated to have
reached USS$20.6 billion, or 2.2 per cent of GDP, in 2009
(World Bank, 2011), much less is known about the flow of
foreign direct investment by the diaspora into SSA. However,
the few empirical studies that have been conducted on the
subject show that diaspora investment, in general, does take
place. Leblang (2011), for example, finds a strong and positive
relation between the size of the immigrant population in
58 FDI home countries and 120 FDI host countries. From

the extent of SSA diaspora savings—estimated as much as
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USS30 billion, or 3.2 per cent of SSA GDP, in 2009 (Ratha and
Mohapatra, 2011)—diaspora investment can be expected.
The considerable savings of the diaspora combined with
the prevalent scarcity of capital in SSA has fuelled interest
in mobilizing their potential for development and poverty
alleviation. Consequently the demand for diaspora invest-
ment data for sub-Saharan Africa has increased.

This survey has responded to interest in African diaspora
investment by having explored involvement of diaspora
investors in the firms participating in the survey. Contrary
to common belief, the results suggested that diaspora
investment was still fairly uncommon in Africa. Only three
per cent of the 2286 respondents who answered the survey
question reported any investment in their firms was from
diaspora investors. However, in these firms, nearly two-
thirds were entirely diaspora-controlled, with an average
investment share of 80 per cent.

The potential ambassadorial role of the diaspora in
attracting new foreign direct investment into SSA is an
issue of concern to investment promotion agencies and

governments. The survey shows that, so far, this has been

Main Source of awareness to invest in firms

limited and under-developed. Only six per cent of investors
interviewed in the survey cited the diaspora community
as the main source of information about investment
opportunities in Africa. Foreign investors usually first
consulted existing investors in the country (45 per cent)
or external advisors (nine per cent). Nonetheless, the
diaspora community has a more important source of
information than media, private sector-organizations,
embassies or investment promotion agencies. Among
diaspora investors, it seems to be much more common,
one third of respondents relied on information from the
diaspora community itself.

As a clear definition is lacking of the constituents of the
diaspora, respondents may have had different views as
to what the term diaspora investment actually referred,
so there was likely to have been under-reporting of such
investment. If this is true, it suggests that mobilizing the
potential of the Diaspora as a source of FDI poses a seri-
ous challenge for investment promotion agencies and,
first and foremost, requires unequivocal support from

national politicians.

All investors Diaspora investors only

N Per cent N Per cent
Existing investor in the country 1,037 45.3 17 18.6
Diaspora community 146 6.3 88 36.2
External advisers 212 9.2 3 3.3
Host country’s embassy 77 33 2 2.2
Home country’s embassy 60 2.6 4 4.4
Direct contact with IPA 99 4.3 5 5.4
Private sector organization 78 3.4 3 33
Media 86 3.7 2 2.2
Headquarters/parent firm channels 200 8.7 9 9.8
Other 291 12.7 13 14.2
Total 2,286 100 91 100

At the country level two European economies with
long historical ties with Africa, the United Kingdom
and France are both displaced by India as the
largest single source of foreign firms investing in
manufacturing with 17 per cent of the total sample
(Figure 2.4a). The United Kingdom and France with
11 and 8 per cent of foreign firms in the survey,
respectively, were the second and fourth most im-
portant source countries. China was third with nine
per cent of the sample. In box 2.4 survey findings

on Chinese manufacturing in Africa are presented.
Intra-regional investment from within sub-Saharan
Africa (excluding South Africa) accounted for 13 per
cent of the sample.

In the services sector there was much greater diversity
in countries of origin. France supplied the greatest
number of investors (17 per cent), while India was
ranked second with 12 per cent and Kenya was third.
(Figure 2.4b)
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Figure 2.4a Distribution of manufacturing firms, by origin
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Figure 2.4b Distribution of service firms, by origin
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Box 2.4 Chinese manufacturers in Africa

China’s economy has been growing at an average annual
growth rate of 10.5 per cent for more than two decades
(World Bank, 2010). This very rapid and continuing ex-
pansion of manufacturing activity has resulted in sharp
rises in wages and input costs in China encouraging a
slow but increasing interest relocating parts of their
activities to countries with lower production costs and
significant domestic markets. Africa is no exception.
According to Justin Lin of the World Bank (Lin, 2011),
Africa has a great opportunity to benefit from the
current structural transformation in China, since the

reallocation of resources from labour-intensive to more
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skill-intensive, higher value-added sectors there may
free up as many as 85 million jobs in labour intensive
manufacturing. Furthermore, as manufacturing firms
can bring technology and jobs to the continent, sub-
Saharan African countries have been keen to attract
FDI from China.

By 2009, direct investment by Chinese enterprises in
the African manufacturing sector had reached US$300
million (Forum on China-Africa Cooperation, 2011),
most notably in garments and leather goods owing to
tariff concessions made available by the US authorities
under the African Growth and Opportunity Act (AGOA to
third-country foreign investors manufacturing in Africa.
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Pioneer Chinese investors in garment manufacture and
other sectors had, according to this survey’s respondents,
proved to be important messengers encouraging invest-
ment in light manufacturing industry attracted by rising

demand in domestic and African regional markets.

Eighty Chinese manufacturing firms participated in
the survey. More than half entered the African market
after 2000, through investment in new manufacturing
facilities in order to access new markets. As with other
foreign investors, Chinese respondents reported that
they first became aware of investment opportunities
mainly through existing investors. However, unlike
other investors, a significant number of Chinese inves-
tors said they consulted embassies about investment
opportunities both African embassies in China and
Chinese embassies in Africa.

Chinese investment appeared to be concentrating in East
Africa (Kenya, Ethiopia and Uganda), Lesotho, Ghana and
Nigeria. Three-quarters of firms were operating in low
capital-intensive manufacturing and half reported using
low technology-production processes. The median value
of the sample’s investment in manufacturing capacity in
the last five years was only US$650,000. However, this
represented 55 per cent of fixed assets, the highest re-
investment rate by investor origin and more than twice

the median rate of European investors.

The 28 exporters in the sample were concentrated in
textiles and garments, wood and paper products. The
median export value was USS1 million. Exports by value
were divided approximately between one-third to regional
markets in SSA and one-third to the USA, with the remain-
der divided equally among China, the EU and South Africa.

Type of foreign investors

Another characteristic that may affect productivity
performance is whether a foreign firm is a TNC, which
may imply strong organization backing and access
to superior technology or an FE, which tends to be
relatively small and have less organizational capital
(Figures 2.5). This proved to be a significant source
differential firm performance.

The survey revealed a vast majority of investors
in the manufacturing sector were FEs. Only ap-

54

An analysis of the employment patterns of Chinese firms
revealed that the proportion of foreign employees in
Chinese manufacturing firms was relatively high com-
pared to firms from the North. With the concentration
of Chinese manufacturers in the garments and textile
sector, Chinese firms employed a higher proportion of
women and paid, on average, lower wages than median
European ones. The greater tendency of Chinese investors
to rely on foreign employees than other investors may
be expected to disappear as the recent upward trend
in domestic Chinese labour costs persuades investors

to rely more on SSA domestic labour.

An analysis of the linkages of Chinese manufacturing
enterprises with their suppliers shows that more than
a quarter had no domestic suppliers of raw materials or
intermediate goods. Two-thirds by value of manufacturing
inputs of the 80 firms in the survey came directly from
China. A corollary of this was that the number of new
local suppliers taken on during the past three years was
significantly lower than those taken on by manufacturing
firms from the North. According to the firms surveyed,
the main reasons for not entering into local procurement
contracts, were uncompetitive local prices or unsatisfactory
product or service quality. Where local suppliers were
used, the reasons cited included better access to local

raw materials, easier logistics and reduced inventory.

These trends in Chinese manufacturing investment in Africa
are of considerable importance, particularly as Chinese
labour becomes more costly and African economic growth
results in higher demand for manufactures. There would
seem to be considerable scope to drive down costs by
developing linkages with local suppliers and investing in
development of requisite local skilled labour.

proximately one-third of firms were TNCs. Most
investors in manufacturing, thus, seemed to come
from developing countries and were to a greater
extent FEs rather than TNCs. In services, however,
the distribution was considerably more even, with
more than half of firms FEs.

Factors influencing foreign inves-
tors’ location choice

The two most important factors reported as influenc-
ing investment decisions were economic and political
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Box 2.5 Definition of transnational corporations
and foreign entrepreneurs

In this survey, a firm is considered to be part of a
transnational corporation (TNC) if it is the wholly-
owned subsidiary or joint venture of a parent firm with
headquarters in another country. If the foreign investor
is a foreign national or family that has invested in the
firm alone or as a joint venture partner and it is not a
subsidiary of an enterprise based in another country, it

is considered to be a foreign entrepreneur firm.

stability (Figure 2.6a). Firms reported that, during the
last three years, most location factors had improved,
particularly, political stability. Two factors have been
assessed as deteriorating: costs of raw materials and
incentive packages available to investors. Input costs
were a source of concern representing the downside
of the commodities boom. An Investment Promotion
Agency (IPA) is unlikely to be able to influence the cost
of raw materials directly unless it could justify a case for
reviewing domestic tariffs or advocate steps to mitigate
factory-gate cost inflation caused by inefficient transport
infrastructure, such as port delays and bureaucratic

Figure 2.5 Distribution of manufacturing and
service firms by investor type

Manufacturing Service
FE FE
72% 56%

import procedures. Respondents identified inadequate
infrastructure and bureaucracy as important barriers to
exporting and likely, as well, to feature in the concerns
of firms reliant on importing materials.

The factor that has deteriorated most in the assess-
ment of firm managers ranked one from the last in
terms of importance, namely, incentive packages
available to investors (Figure 2.6b). This may reflect
that investors concerns are primarily of long-term
nature as incentives mainly affect set-up and early
operations.

Figure 2.6a Foreign investors’ ranking of importance of location factors and assessment of their changes in

location factors, last three years
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Figure 2.6b Foreign Investors’ assessment of changes in location factors, last three years
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Note: Values in brackets indicate the rank of importance

Table 2.1 reports the location factors that foreign
investors considered to have deteriorated, classified
by investors’ country or region of origin. More than
half from the Middle East and North Africa (MENA)
identified just one factor as deteriorating, cost of raw
materials, followed by those from India who identi-
fied two factors. Those most critical of changes in

-0.22 (3)

-0.26 (11)

0.31(2)

0.28 (4)

0.24 (6)
0.15 (1)

0.12 (8)

0.10 (5)
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0.06 (10)

0.00 (12)

-0.01 (7)

the African investment environment were investors
from China and the rest of Asia, more than half of
whom identified six factors as deteriorating.

According to the countries and regions the countries
and regions from which they came, investors’ percep-
tions of changes in location factors in sub-Saharan

Table 2.1 Location factors investors considered to have deteriorated, by country or region of origin

FACTORS Al china | Europe | India | mEna | Other South
investors Asia Africa

Political stability

Economic stability * *

Transparency of business "

regulations and legal framework

Quality of life

Bilateral agreements and double o

taxation treaties

Local market

Export market W o o ki *

Labour costs i t . i & o

Availability of skilled labour

Costs of raw materials t t o t o t - o

Availability of local suppliers R o

Incentive packages * * * * * * *
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Figure 2.7 Assessment of Southern compared with Northern investors of changes in location factors
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Africa are compared in Figure 2.7. On average, those
from the South were more positive than those from
the North concerning the direction of change in the
investment environment. These findings are consistent
with the results from the 2005 survey (pp.113-117)
of investors’ assessment of sub-Saharan Africa as an
investment location.

Firm characteristics
of foreign and
domestic investors

The data allow for a set of interesting performance
indicators to be computed. Most important of these
are two measures of productivity. The first is labour
productivity, which is simply a measure of gross output
per worker. While this indicator of productivity caters
to an overall understanding of the productivity-foreign
investment relation, it confounds the respectively roles
of production inputs and technology. In other words,
output per worker may increase as a result of using
more capital per worker but also as a result of more
effective use of capital and labour through better
technology. For that reason, and because of interest
to better understand whether productivity differences
among different ownership forms propagate through
input or technology, also an indicator of TFP is com-
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puted. It is computed as gross output over all inputs
as conventionally weighted in the literature on TFP2,

Labour productivity
and TFP

Figure 2.8a present firm performance in terms of
labour productivity and TFP, both expressed in terms
of per cent of foreign and domestic productivity
performance combined?. This is done to enhance
understanding of, in particular, TFP levels, which are
otherwise best presented in relative form. This is
implicitly also done here. Thus, at nearly 70 per cent,
the median labour productivity of foreign investors is
more than twice that of domestic counterparts. How-
ever, this can also be expressed as: foreign investors
account for nearly 70 per cent of all manufacturing
labour productivity.

Difference in TFP between domestic and foreign
investors is smaller, however, with the latter still

1  Also productivity measures based on value added have been test-
ed. However, since much of resource-saving and innovation occurs
for intermediate inputs the report has settled on gross-output
based productivity indicators.

2 Inputs include labour, physical and human capital, and intermedi-
ate inputs. It proved impossible to employ firm-specific income
shares at this stage. Otherwise, these would have been the pre-
ferred weights.

3 The reason for not presenting the actual TFP figures are twofold:
first, labour productivity and TFP figures are of such different mag-
nitudes that they cannot be presented in the same graph without
one of them completely dwarfing the other, even to the extent
that the latter becomes indiscernible. Second, absolute TFP fig-
ures do not mean much and so are best presented in relative (per-
centage) terms.
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being good for a majority of firm performance.
Performance differences between domestic and
foreign firms thus appear to be more related to
relative endowments of tangible production factors
such as machinery and equipment than intangible
assets such as knowledge. That is to say that African
firms have the knowledge to embark on sophisticated
activities, but not the means to do so because of,
for example, lack of access to finance to purchase
necessary fixed assets. This is also in line with the
notion of a (relatively) global free flow of technol-
ogy, but, again, undersupplied means to make it
operational in terms of more efficient production.
One may expect these important differences to show
up in patterns of specialization consistent with the
Heckscher-Ohlin-Vanek international trade model.

The source of this large difference is sought in two
ways. Firstly, the answer can be found in terms of
firm origin, investor type and organizational type
and secondly, in terms of firm characteristics such as
capital intensity and age as well as in the degree of
technology sophistication production takes place in.

Starting with investor origin, Figure 2.8b clearly
indicates that foreign investors, independent of
productivity measure and whether they originate
from an industrialized (North) or developing country
(South) are more productive than domestic ones.
For example, in terms of labour productivity, South
firms are almost 50 per cent as productive as their
domestic counterparts, with North firms holding
a nearly 70 per cent productivity edge on South
ones. These are large productivity gaps, but in line

Figure 2.8a Manufacturing labour productivity by
ownership, median
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Figure 2.8b Manufacturing labour productivity
by origin, median
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with the macro picture drawn in the introduction
of the report. Interestingly, TFP differences are
for all investor origins larger than those of labour
productivity.

The TFP story is slightly different in that domestic
TFP accounts for more of total national TFP than
domestic labour productivity does for total labour
productivity. In addition, domestic TFP is, in principle,
at par with that of southern investors, which is quite
remarkable given on commonly held wisdom regard-
ing technological know-how in sub-Saharan Africa as
well as that implied by macroeconomic data.

Figure 2.8c Manufacturing labour productivity by
type of investor, median
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Figure 2.8d Manufacturing labour productivity
by type of organization, median
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Box 2.6 Definition of wholly-owned enterprise and
joint venture firm

Joint Venture
firm (JV)
Foreign share owner-

Wholly-owned enter-
prise (WOE)

Foreign share owner-
ship is equal to or ship is equal to or
greater than 90 per greater than 10 per
cent. cent but less than 90

per cent.

As Figure 2.8c indicates, TNCs hold a decisive produc-
tivity edge over FEs, both for labour productivity and
TFP. This is likely to reflect, partly, traits related to
exploitation of economies of scale and, partly, access
to superior technology through human and physical
capital, intermediate inputs and international trade.

By far, compared with both WOEs and domestic firms,
joint ventures between domestic and foreign firms
are the most productive, with labour productivity
gap being larger than that for TFP (Figure 2.8d). This
does not come as a surprise, since foreign inves-
tors bring (international) market access, superior
organizational capital, technological knowledge and
financial strength to an already existing firm with local
market knowledge, established supplier-system and
abundance of labour. Wholly-owned firms are also
they more productive than domestic counterparts,
but yet behind JVs. Interestingly, the TFP gap between
WOEs and domestic firms is fairly small, again suggest-
ing that technological knowledge might not be the
main constraint on industrial development in Africa.

The overall picture is further reinforced by Figure 2.8e,
which shows that, for labour productivity, the foreign
investors that came with the motivation to merge

Box 2.7 Definition of local, regional and global market seekers

Local market-seeking Regional market-seeking

If less than 10 per cent of total
sales is exported

If 10 per cent or more of total sales is
exported and more than 50 per cent
of the exported sales is directed to
other sub-Saharan Africa countries.

Global market-seeking

If 10 per cent or more of total sales is
exported and more than 50 per cent of
the exported sales is directed to global
markets outside of sub-Saharan African
countries.

Figure 2.8e Manufacturing labour productivity by investment motive, median
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Figure 2.8f Manufacturing labour productivity by age, median
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with a domestic firm are associated with productiv-
ity. Foreign firms that had either market-seeking or
resource-seeking motives are not far behind. This
shows both the importance of scale (market) and
access to production inputs for firm performance.
At the other end of the spectrum, firms that were
motivated either by low cost or to benefit from trade
agreements are less productive.

For foreign investors with strong TFP performance, to
establish an export-platform and access natural resourc-
es—both likely to be related—are the main motivations.
This result squares perfectly with the international trade
theories that link possibilities to start exporting with the
need to be productive. What is particularly fascinating
is that it is not sufficient to be labour productive, but
that the ability is linked to technology. To join a specific
partner was the weakest type of motivation, contrary
to firms strong in terms of labour productivity.

Comparing labour productivity in firms of different
ages, it is striking how rapidly labour productivity
increases after five years and is still apparently in-
creasing even beyond twenty years of operational
experience (Figure 2.8f). As will be argued below,
it is therefore rational to pay higher wages in older
firms to reflect and secure productivity improvement
over time. In addition, this story in principle holds up
for TFP as well; TFP increases with age for the first
three cohorts, but thereafter drops a little. Overall, it
seems that firms accumulate assets and knowledge
over time and thereby become more productive.

Itis striking how dissimilarly physical capital associates
with labour productivity and TFP (Figure 2.8g). For
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the former, performance is clearly positively related
to the amount of capital per worker, that is, labour
productivity is increasing in capital intensity. What is
more, the relation even appears to be exponential,
with high-level capital intensity being more than twice
as much associated with productivity performance
than medium-high level capital intensity. On the
other hand, firms with low capital intensities—labour-
intensive firms—reach less than 10 per cent of the
productivity performance of high capital-intensity
firms. Most likely, this shows the importance of
technological change embodied in machinery and
equipment for firm performance.

Now, for TFP, firms with the lowest amount of capital
per worker have the highest TFP, although the varia-
tion across levels of capital intensity is not particu-
larly large. Yet, it is decreasing in capital intensity,
showing less and less importance of capital for TFP
performance. This may indicate that the productivity

Figure 2.8g Manufacturing labour productivity by
capital intensity, median
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Figure 2.8h Manufacturing labour productivity by human capital, median
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Figure 2.8i Manufacturing labour productivity by intermediate inputs, median
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of workers benefits more from additional capital and
that how to organize production is related to other
kinds of investment, for example, intangible assets.
This idea is further explored below. Moreover, from
a development economics viewpoint, it is consistent
with early ideas contained in models of structural
transformation (see, for example, Lewis, 1954), where
investment in physical capital triggers increases in
labour productivity and wages, and thereby attracts
workers from agriculture to manufacturing. And
again, it is consistent with technology embodied
in machinery and equipment being more impor-
tant than disembodied technology at this stage of
development and the constraints alluded to above
regarding the possibilities to realize (disembodied)
technological gains.

The story of human capital and productivity perfor-

mance is both strikingly similar and different from that
of capital intensity (Figure 2.8h). It is different because
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while labour productivity increases with more human
capital up to medium-high levels, it thereafter peters
out at very high levels, although remaining at high
productivity levels. On the other hand, it is similar
because TFP appears to be negatively related to the
amount of human capital. One likely explanation is
that the human capital invested in is more related
to actual production than its organization, similar to
investment in physical capital.

The use of intermediate inputs, like capital intensity,
is intimately related to labour productivity (Figure
2.8i). Firms categorized as high intense in the use of
intermediate inputs are by far more labour produc-
tive than other firms, with medium-high users at
second place, however only at 25 per cent intensity
level of that of high users. This is consistent with the
capital-intensity story told above. TFP, on the other
hand, falls with increased use of intermediate inputs.
Although there is not necessarily an a priori reason
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Box 2.8 Classification of industrial sub-sectors
according to level of technology

The classification of industrial sub-sectors into low-,
medium- and high-technology manufacturing follows
a classification prepared by the OECD (OECD, 2005). In
a slightly adjusted version- three categories were used
instead of the original four- the sub-sectors represented

in the survey fall into the following categories:

Low-tech manufacturing:

Publishing, printing and reproduction of recorded
media; Manufacture of food products and beverages;
Manufacture of wearing apparel, dressing and dyeing
of fur; Manufacture of textiles; Tanning and dressing of
leather, manufacture of luggage, handbags, saddlery,
harness and footwear; Manufacture of furniture,
manufacturing n.e.c.; Manufacture of wood and of
products of wood and cork, except furniture, manufacture
of articles of straw and plaiting materials; Manufacture
of tobacco products; Manufacture of paper and paper

products; Recycling

Medium-tech manufacturing:

Manufacture of rubber and plastics products; Manufac-
ture of other non-metallic mineral products; Manufacture
of fabricated metal products, except machinery and
equipment; Manufacture of basic metals; Manufacture

of coke, refined petroleum products and nuclear fuel

High-tech manufacturing:

Manufacture of chemicals and chemical products;
Manufacture of machinery and equipment n.e.c.;
Manufacture of electrical machinery and apparatus
n.e.c.; Manufacture of motor vehicles, trailers and
semi-trailers; Manufacture of office, accounting
and computing machinery; Manufacture of radio,
television and communication equipment and apparatus;
Manufacture of other transport equipment; Manufacture
of medical, precision and optical instruments, watches

and clocks

to believe there should be a relation between
intermediate inputs and TFP, the results warrants
an explanation. Actually, the finding is consistent
with the notion that technological advances often
occur with respect to intermediate inputs, that
is, firms are resource-saving. A complementary
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Figure 2.8j Manufacturing labour productivity by
technology level, median
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explanation may be that firms that are knowledge
intensive are not those that are engaged in produc-
tion that require large amounts of intermediate
inputs. Furthermore, earlier it could be seen that
TFP indeed is higher amongst firms that are less
capital-intensive. In other words, labour-intensive
production is not necessarily synonymous with
low knowledge requirements.

Figure 2.8j merely follows as a confirmation of the
technology story told above in that relatively labour
productive firms operate in high-tech sectors. TFP is
also increasing in operations in more sophisticated
activities, however with a dip for medium-tech
production.

Capital intensity

Above, a strong association between capital intensity
(fixed capital per worker) and firms’ labour productivity
performance was shown to exist. What other items
that characterizes firms with high capital intensity
is what is looked into in this section.

The first observation (Figure 2.9a) is that foreign
firms are approximately 50 per cent more capital
intense in their production than their domestic
counterparts (USS$ 16,000 versus 10,000), which
is in line with what was found above regarding
the relation between performance and capital
intensity.
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Figure 2.9a Manufacturing capital intensity by investor origin, median
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Figure 2.9b Manufacturing capital intensity by investment motive, median
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Firms from industrialized economies operate more
capital-intensive production than both foreign inves-
tors from developing countries and domestic inves-
tors, with southern investors being 40 per cent more
capital-intensive than domestic ones. This points to
fairly significant differences in economic structure not
only between industrialized and developing econo-
mies but also within the latter group of countries.
Amongst foreign investors, TNCs are approximately
30 per cent more capital intensive than FEs. Most
likely, domestic investors will mainly face competition
from FEs, which carry nearly 50 per cent capital per
worker than their domestic counterparts. Turning to
type of organizational structure, both JVs and WOEs
perform more capital-intensive operations, with JVs
by far the most capital-intensive. All of this is in line
with the findings on productivity performance above.

The reasons for investing in Africa (Figure 2.9b) are
closely related to the wish to access resources and new
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markets, and to join a specific partner. In other words, it
is the same finding that we had for productivity, showing
that these are the same firms. Interesting, however,
is that capital-intensity-age pattern is different from
the productivity-age pattern. Whereas previously the
observation was that productivity increases with age,
Figure 2.9cimplies a U-shaped pattern. Young and old
firms are both more capital-intensive than the 6-10
year old ones; thereafter, capital per worker picks up
again for the next cohort to reach the level of young
firms. Itis notimprobably that had capital stock been
corrected for vintage effects, the differences might
have been smaller because old African firms tend to
maintain and “count” old capital and thus overestimate
their capital stocks.

The level of capital intensity appears to be closely
linked to both human capital and use of intermediate
inputs in production (Figures 2.9d and 2.9e). Interest-
ingly, there seems to be a plateau at medium-levels
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Figure 2.9c Manufacturing capital intensity by
age, median

USS Thousands
16
14
12

10 -
8
6
4 -
24
0-

0-5years 6-10years 11-20 years 21+ years

Firm age

Figure 2.9d Manufacturing capital intensity by
human capital, median
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of human capital but with distinct differences between
firms richly and poorly endowed with such capital.
The data on intermediate inputs may indicate that
energy costs constitute a large part of total costs for
firms and that it is a crucial input. Constrained access
to energy may therefore work as a serious business
constraint and inhibit important infusion of productive
and capital strong enterprises to the local economy.

The difference in capital intensity does not seem
to be significantly large once a firm has crossed the
threshold from low-tech to medium-tech, that is,
medium and high-tech operate at more or less equal
levels of capital-intensity (Figure 2.9f).

Investment

This section looks into change in capital stock. The
first items concerns what firms have made any major
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Figure 2.9e Manufacturing capital intensity by
intermediate inputs, median
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Figure 2.9f Manufacturing capital intensity by
technology level, median
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investment in the past five years. Information like this
provides an insight into what types of firm activities
and sectors that are expanding. Thereafter, we are
concerned with future planned investments, which
give more fuel to the issue of changing population
of African industry.

Major investment since 2005

Foreign firms were asked to provide information
about their most recent major investment during
the last five years. 486 firms report investing some
USS1.7 billion of new capital. TNC-joint ventures
report the largest investments over the period,
with a median value of US$1.2 million (Figure 2.10).
Foreign investors say they achieved an annual rate
of return on new investment of nearly 26 per cent
which compares favourably with the rate of return
conventionally used in project appraisal in Europe
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Figure 2.10 Value of last major investment, by
type of organization, median
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of 10-12 per cent. If these rates of return reflect the
norm on the continent, one would expect capital to
flow to rather than out of Africa. Since such flow does
not appear to square with observed flows this may
not be the case. Alternatively, the rates of return are
quoted in nominal terms. However, with inflation in
the survey countries largely contained at single-digit
levels, real rates of return seem to be implausibly
high. This observation is consistent with the so-called
Lucas paradox (Lucas, 1988). A third possibility,
assuming these are nominal rates of return, is that
they signify serious capital constraints. Finally, these
rates of return are also likely to reflect the high risk
involved in investing in Africa.

Domestic investors reported they had invested US$6.8
billion in 987 establishments, but this figure was
inflated by a single entrepreneur who had invested
USS$4.5 billion in one project. More normally, the
typical domestic firm had invested under US$200,000,

Box 2.9 Definition of domestic entrepreneur and
domestic company

Domestic
Company (DC)

Domestic
Entrepreneur (DE)
Share ownership of Share ownership of
individual(s)/family
is equal to or greater
than 10 per cent.

individual(s)/family is
less than 10 per cent.
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Figure 2.11 Average ratio of value of recent
major investment over stock of fixed assets, by
type of organization, median

%
45

40 -
35 4
30 A
25
20
15 4
10 -
5 -
0 -

4
® \$o<<"

Type of organization

while family-owned enterprises had invested just
US$74,000. Domestic firms claimed their annual rate
of return was on average over 30 per cent, but this
figure again seems too high (see discussion in the
foregoing paragraph).

Controlling for the value of existing fixed assets to
estimate the investment rate in new capital projects
over the last five year, the relation between type of
organization and investment is inverted. FEs have
the highest investment-capital stock ratios at nearly
40 per cent and TNC joint ventures have the lowest
levels at less than 20 per cent (Figure 2.11). Domestic
firms have a ratio of over 30 per cent. This suggests
domestic investors are responding vigorously to the
very attractive rate of return they report is available
in sub-Saharan Africa as are foreign family businesses
and entrepreneurs.

The median size of recent investment was propor-
tionately larger for high technology manufacturing
concerns with a noticeably greater ‘technology’
differential for domestic firms (Figure 2.12). The
median domestic high technology firm invested
roughly three times as much as a low technology
one—USS$240,000 compared to US$85,000 per firm.
The superior labour productivity achieved by invest-
ment in high technology seems to have provided a
powerful incentive for further upgrading such that
recent investment was fourteen times greater in
high productivity domestic firms compared to the
bottom quartile of low productivity firms (Figure
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Figure 2.12 Value of last major investment, by level of technology, median
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Figure 2.13 Value of last major investment by labour productivity, median
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2.13). The median value of new investment in high
productivity foreign firms was five times greater
than in low productivity firms. As noted above, this
was reflected in the rate of investment in new plant
over the last five years.

From the two figures above, it seems that the
rewards from productivity-enhancing investment
are strongly positive for both foreign and domestic
investors and more particularly for domestic inves-
tors. An interesting question to be tackled in the next
chapter is whether this is simply a direct relation
between investment in technology upgrading and
productivity improvement, or is there an interac-
tive relation between the foreign-owned and the
domestic-owned sectors that adds something extra
to the domestic sector? The productivity-enhancing
spillover effects of foreign investment on domestic
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firms, both positive and negative, are analysed in
depth in the next chapter.

Investment planned over
the next three years

Foreign investors plan to commit a total of US$5.2
billion to new investment over the next three years
with one joint venture planning expenditure of US$1.6
billion (Figure 2.14). Domestic investors are planning
to spend US$6.1 billion including one firm planning
on investing US$2.1 billion in new facilities. Typical
subsidiaries of WOE-TNCs reported plans for spending
USS$500,000 over three years. The median domestic
establishment is committed to capital expenditure
of US$260,000 over the same period. Joint ventures
with TNCs are the most bullish about investment with
plans for expenditure of US$1.7 million.
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Figure 2.14 Value of planned investment over the
next three years, by type of organization, median
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Box 2.10 Sources of finance

On average, approximately 60 per cent of working capital
and financing of fixed assets come from retained earnings
of both foreign and domestic firms. Joint ventures are
able to raise nearly a quarter of their capital requirements
from local banks so they are less reliant on retained
earnings, while more than a quarter of the financing
for fixed assets of subsidiaries of TNCs come from the
parent firm. Chinese and other investors from Asia (apart

from India) are least reliant on local bank financing.

The reputation that sub-Saharan Africa has sometimes
had for being a cash-only business culture is not confirmed
by the survey. Supplier credit is a significant source of
working capital—nine per cent for foreign firms and seven

per cent for domestic firms.

It is sometimes argued that banks taking deposits from

The pattern of firm investment plans mirrors that
of reported investments over the last five years. For
example, foreign investors in high technology sectors
spend 60 per cent more and plan expenditure of 78
per cent more than those using low technology. The
differential is even greater among domestic firms.

If we plot the value of planned investment over the
next three year divided by fixed assets against the
type of ownership of the organization, domestic
family firms claimed to have the highest investment
rate, at 63 per cent. Subsidiaries of WOE-TNCs had
the lowest investment rate at 28 per cent (Figure
2.15).
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Figure 2.15 Share of planned investment in fixed
assets, by type of organization, median
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local customers should be restrained from lending to
foreign investors and instead should give preference to
domestic business customers. Three countries, Ethiopia,
Lesotho and Madagascar, are well below average in
terms of their lending to foreign investors, with firms
reporting less than six per cent of capital needs met by
local banks. In contrast, banks operating in Kenya, Mali,
Mozambique and Tanzania, supply more than 20 per
cent of the capital financing needs of foreign firms. As
regards lending to domestic firms, banks in Kenya and
Tanzania come top of the list of providers, supplying
more than a third of capital. Lesotho, Mali and Zambia
are at the bottom, with local banks supplying less than

10 per cent of capital needs.

Complaints of firms about the lack of export trade
finance are further explained in the discussion
about international trade and autonomy later in
this chapter.

Human capital

Like in the case of capital per worker, the amount of
human capital (i.e. the share of technical, administra-
tive and sales staff in the total workforce) was shown
to be a strong correlate of the target performance
variable, productivity.

Perhaps unexpectedly, Figure 2.16a indicates that
domestic firms have more human capital than foreign
investors. A plausible interpretation is that foreign
firms choose to allocate “white-collar” assignments,
just like domestic firms, to the headquarters. In light
of that it is human capital at the local market level
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that is measured here it is perhaps less surprising to
find that domestic firms have more human capital
than foreign counterparts. This result does not
change when splitting foreign investors into north
and south origin.

However, it appears that southern investors have the
smallest share of white collar workers, something
which might be explained by different sectoral targets
by the two groups of firms. For example, if south
firms tend to a larger extent target labour-intensive
sectors and north relatively capital-intensive indus-
tries, this result may ensue. The fact that FEs have
more human capital than TNCs, corroborates this
latter explanation. Likewise, JVs possess more hu-
man capital than WOEs. An interesting explanatory
suggestion here can be that JVs to a large extent
let headquarters remain in the target country, i.e.,

Figure 2.16a Manufacturing human capital, median
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the local firm the foreign one joins, whereas WOEs
obviously act as described above.

The joint-venture story is repeated when looking at
why investors chose to invest in Africa (Figure 2.16b).
In addition, countries that invested with the purpose
of exporting back, and access new markets and raw
material also possess relatively large shares of human
capital. Unlike what was found for productivity and
capital intensity, to benefit from trade agreement is
to a much lesser extent associated with large shares
of human capital.

Figure 2.16c¢ shows that firm age carries very little infor-
mation for the amount of human capital. This implies that
firms do not routinely accumulate human capital over
time, but that it likely to be closely related to the type
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Figure 2.16b Manufacturing human capital by investment motivation, median
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confirmed by Figures 2.16d and 2.16e, which show how
human capital is increasing in capital-intensity and the
amount of intermediate inputs used in production, as
well as by Figure 2.16f which shows a steady increase
of human capital from low to high-tech manufacturing.
However, it is worth noting that the increases across
categories of capital intensity, intermediate inputs and
technology are not large, lending further support to
the explanation offered above regarding location and
activities of headquarters.

Training

The human capital of a firm and its workforce, in
its broadest definition, comprises knowledge and
skills acquired through education and training, but
also the health level. While the survey does not ad-
dress health issues, a major advantage over many

Figure 2.16c Manufacturing human capital by
age, median
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Figure 2.16d Manufacturing human capital by
capital intensity, median
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other surveys is that firms’ spending on training is
investigated. Just like investment concerns change
in capital stock, training may be viewed as change
in the stock of human capital.

Figures 2.17 and 2.18 show that firm provision of
formal training follows a pattern suggesting that
older, more capital intensive firms have a higher
propensity to spend on training their employees
than other firms. For example, a foreign firm that has
been operating for over 20 years spend US$109 per
worker compared to USS$65 for a firm less than six
years old. This helps explain the observation above
regarding labour productivity, TFP, capital intensity
and human capital, namely, that investment in hu-
man capital is more related to actual production or
skills than on production process or organization of
production (i.e., TFP).

Figure 2.16e Manufacturing human capital by
intermediate inputs, median
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Figure 2.16f Manufacturing human capital by
technology, median
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Figure 2.17 Training expenditures per worker, by
firm age, median
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In the discussion of firm-level wages policies below,
it is suggested that it is rational for firms seeking to
achieve higher levels of productivity to share some
of the benefits with their workforce in the form of
higher wages as a way of encouraging discipline
and reducing labour turnover. The strong associa-
tion between capital intensity and a foreign firm’s
expenditure on training, presented in Figure 2.18,
further suggests that foreign firms are sensitive to
the need to train their employees in order to obtain
the optimum benefits from their capital investment.
Reduced labour turnover, obtained from paying higher
than average wages, helps to ensure that investment
in training pays off. Domestic firms appear to be less
sensitive to this proposition in that there is only a
weak positive association between increasing capital
intensity and training expenditure.

By contrast, regional market seeking firms, both
domestic and foreign, seem to appreciate the im-
portance of training (Figure 2.19). One can trace this
observation back to international trade theory such
as the Heckscher-Ohlin-Vanek model and empirical
applications attempting to predict export destina-
tions (Granér and Isaksson, 2009), where relative
endowments of human capital may be insufficient
for competition with firms from industrialized
countries but represent a comparative context in
an African context. Hence, training expenditures are
more strongly related to destinations to countries
and regions relatively poorly endowed with human
capital.
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Figure 2.18 Training expenditures per worker, by
capital intensity, median
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Figure 2.19 Training expenditures per worker, by
market orientation, median
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The impact of
foreign direct
investment

How can the impact of foreign direct investment be
captured? The answer is that there is no one “catch-

|II

all” tool to do so. This means one can only selectively
assess the impact. In this chapter we have chosen to
focus first on domestic firms’ own reactions to foreign
entry and thereafter on the social impact in terms of

employment and wages. Perhaps the closest one gets
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Table 2.2 The perceived effect of foreign presence in the country

Assessed area Strongly Sllght-ly flo Shg.h .tly Stro‘n-g ly Total
negative | negative effect positive | positive

Overall ability to 8.0 18.6 412 223 9.9 100

compete in the market

Business opportunities 5.4 14.5 39.7 28.7 11.7 100

Demand for firm’s products 5.3 15.8 42.4 26 10.6 100

Costs of skilled labour 5.6 13.3 60.5 15.6 49 100

AvallabllltY of raw materials 55 9.4 56.4 20,5 32 100

and other inputs

Access to finance 5.9 9.4 62.2 15.1 7.4 100

Access to export markets 9.6 8 60.5 13.7 8.2 100

to a generic understanding of how foreign investment
affects the domestic economy is by way of linkages
analysis and this is the final area covered in this section.

However the impact analysis does not end here.
Chapter 3 employs regression analysis to further
investigate the economic and social impacts. Fur-
thermore, this was also implicitly carried out when
differences in firm performance across ownership and
possible explanatory factors were analyzed above.

Domestic firms’ perception of
foreign entry

Table 2.2 shows how domestic firms perceive the entry
of foreign firms. Domestic firms were asked to assess,
on a five-point scale ranging from strongly negative to
strongly positive, how the presence of foreign firms
has affected seven different areas related to their
business. In all areas most firms answered that the
presence of foreign has been neither positive, nor
negative, ranging from 39.7 per cent with regard to
business opportunities to 62.2 per cent with regard to
access to finance. Comparing the rest of the answers,
the picture seems to be that domestic investors are
generally more positive than negative to the entry
of foreign firms. For example, almost 12 per cent of
respondents regarded the effect of foreign presence
on business opportunities strongly positive and almost
29 per cent slightly positive. Moreover, almost 11 per
cent answered that the entry of foreign firms has had
a strongly positive impact on the demand for the firm'’s
products, whereas 26 per cent answered that it has
had a slightly positive impact on demand. For both
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areas, significantly fewer answered that the impact
has been slightly negative or strongly negative.

One issue not accounted for here is that one is likely
to receive very different answers depending on if
foreign entry is in the sector on which the domestic
firm operates or in another sector. The entry of
foreign firms into the same sector may, for example,
decrease the overall ability of domestic firms to
compete in the market whereas the entry into other
sectors may have no effect or even a positive effect.
That is, respondents may give very different answers
depending on if they refer to the presence of foreign
firms in the sector in which they operate or in the
economy as whole. Chapter 3 digs deeper into this
question by looking into both intra- and inter-sector
effects of foreign entry in the form of horizontal and
vertical externalities. The results of this analysis and
a thorough explanation on how this was done are
provided in the next chapter of the report.

In addition to the general perception of foreign
presence, domestic firms were asked to provide
information about their response to the entry of
foreign firms (Figure 2.20). Also here some interesting
variation is observed. The most common answer,
37 per cent, is that domestic firms did not change
the way they operate. Other common responses
seem to be to adopt similar marketing strategies
and methods, to produce similar products and to
produce different products in order to avoid direct
competition. Interestingly the two latter strategies
seem to be as common, whereas to produce comple-
mentary products seem to be slightly less common.
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Figure 2.20 Domestic firms’ response to the entry of foreign firms

Produce similar products

Adopt similar production technologies

Recruit key employees from foreign investors

Adopt similar marketing strategies and methods

Buy licenses or patents from the foreign investor

Produce different products to avoid direct competition

Produce complementary products

None

Other

%

To recruit key employees from foreign investors and
to buy licenses or patents from the foreign investors
seem to be rare responses.

Finally, domestic firms were asked whether they
had undertaken any new investment that can be
attributed to foreign firms. The result shows that
only six per cent of domestic firms responded that
they had undertaken such an investment.

Impact on employment

Although there are approximately twice as many
domestic as foreign manufacturing firms covered by
the survey, their total contribution to employment
is smaller, that is, foreign investment contributes
importantly to total employment. Domestic investors
employ a total of 178,000 people (in 1,715 firms)
with a median size of 40 people. Foreign-owned
firms employ 195,000 people with a median size of
70 people, as shown in Figure 2.21. Firms of north
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origin, at median, employ almost a quarter more
people than those from the South; both categories
of firms at the median level employ more workers
than domestic firms. Firms of north origin have
significantly higher employment figures than both
firms of south origin and domestic firms, with the
median southern firm employing more than the
median domestic counterpart. However, in terms of
impact on total employment it is the combination of
median firm and number of firms that is important
and again there are likely to be more south than
north firms.

TNCs, with a median payroll of just below 120 employ-
ees, are the firms that generate more employment.
In fact, this is almost twice as much as the median
payroll of FEs. However, the total impact also depends
on the number of firms so even if the median FE
cannot compete in terms of employment, combined
with a larger number of FEs their impact might be
larger. Moreover, joint venture firms employ more
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Figure 2.21 Number of employees, median
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people than both wholly-owned foreign firms and
wholly-owned domestic firms.

At the country level some additional interesting
variation is found. The average manufacturing firm
from South Africa employs the most people. Smaller
foreign-owned employers are typically Indian firms
employing 55 people (Figure 2.22). Intra-regional
investors from sub-Saharan Africa employ just 47
people, rather similar in size to the typical domestic
African manufacturing firm, which suggests they face
similar constraints to growth.

Hence, the median analysis suggests that TNCs and
firms of north origin seem to have a potentially
large role to play when it comes to employment
generation. However, the fact that firms with these
characteristics do have a large work force does of
course not automatically mean a large impact on
domestic employment generation due to the num-
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ber of firms effect discussed above. Nonetheless it
gives an indication on which type of firms that have
the potential to contribute significantly to reduced
unemployment in the host economy.

There appears to be a similar underlying employment
growth pattern for both domestic and foreign manu-
facturers. When foreign-owned and domestic firms
are classified by ownership structure and grouped
by age, older firms are found to be typically larger
than younger ones (Figure 2.23). The same is true of
domestic firms. It is possible that these older firms
grew to be large some time ago and have stopped
growing but are holding onto their market position
and size. Also the composition of the population of
manufacturers is likely to have changed over time
with the introduction of reduced tariff protection and
increased competition in African domestic markets
from imports and firms exiting and new firms enter-
ing African markets.

Figure 2.22 Number of employees by investor origin, median
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Figure 2.23 Number of employees, by age of firm, median
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From a policy perspective, this points to the vital
importance of the efforts of national authorities in
nurturing existing firms, regardless of whether they
are foreign- or domestically-owned firms. The slow-
est growing type of firm is family-owned domestic
businesses. Joint ventures involving TNCs seem to
have grown the fastest. This will be looked at in
more detail below.

Firms that that have invested because of the low-cost
structure in the host country and that have invested
to benefit from trade agreements on average seem
to employ more people compared to other motives
to entry (Figure 2.24). Especially the two former
observations are in line with expectations as this
type of investment is likely to be in more labour-
intensive industries. At the other end, it can be seen
that firms that export back to home country employ
the smallest number of workers. This is in line with
the trade-productivity view of export participation
alluded to above.

Figure 2.24 Number of employees by motivation, median
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With regard to the capital intensity of firms the
Figure 2.25 shows that firms with a higher capital to
labour ratio on average also employ more people.
At first glance this result may seem counter-intuitive
but is in line with the notion that more capital-
intensive firms also tend to be more productive
and therefore, in the long-run tend to be larger
and have more employees. This may imply that one
perhaps needs not be too worried about short-term
unemployment effects emanating from productiv-
ity increases brought about by foreign investment.
These undesirable social consequences are, in
effect, part and parcel of structural change and
overall development and as such only represent
friction unemployment. This is not to be confused
with permanent unemployment, which is largely
unrelated to this kind transformation.

Firms with a lower human capital level tend to
employ more people on average compared to firms
with a higher human capital level (Figure 2.26). This
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Figure 2.25 Number of employees by capital
intensity median
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Figure 2.26 Number of employees by level of
human capital median
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Figure 2.27 Number of employees by use of
intermediate inputs median
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isin line with expectations since firms operating in
more labour-intensive industries may not have the
same skill requirements as firms operating in more
technologically advanced industries. The difference
between the low and the high human capital level
group is indeed significant.

Firms that use more intermediate inputs in their
production also employ more people. As Figure 2.27
shows firms that use a lot of intermediate inputs in
their production also tend to be the ones that have
the largest number of workers on their payroll.
One explanation to this result is that more labour
intensive firms have a production structure that
requires more use of intermediate inputs per worker.
One example is the Food & Beverages industry that
is both labour-intensive and extensively uses raw
materials as intermediate input.

As shown in Figure 2.28, firms operating in the
high-tech sector on average employ slightly more
people compared to firms operating in the medium
and low-tech sectors. The difference however is not
large and in for this analysis the median may not
correctly reflect the sample. A close look into the
data, for example, reveals that the low-tech Food
and Beverages manufacturing sector employs the
most people in the survey sample; 47,000 employed
in domestic firms and 63,000 in the foreign-owned
ones. Although the median domestic and foreign
firms employ only 40 and 81 people, respectively, the
subsector also included the single largest domestic
and foreign employers in the survey with 5,000 and
16,000 employees, respectively.

Figure 2.28 Number of employees by use of
intermediate inputs median
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Wages

Having provided a first glance of the impact of foreign
investment on employment, the next social impact
indicator is wages. The main issue here is whether
foreign investors pay higher average wages and, if
yes, whether these investors can be identified.

Production workers

Examining median wages of production workers,
the age effect is especially striking (Figure 2.29).
For example, a production worker gains an average
wage benefit of 43 per cent if he/she worked for a
domestic firm that is over 20 years old compared
to a typical worker employed by a firm less than six
years old. A worker employed in a foreign-owned
firm established for over 20 years receives a median
wage twice that of the typical person employed in
a domestic firm operating for less than six years.

Many studies have shown that foreign-owned
firms operating in emerging markets pay a wage
premium relative to domestic firms as a way of
securing labour force commitment; ensuring that
labour turnover is minimised and the benefits of
investing in firm-specific training are retained. In
general, a stable well-paid workforce is more likely
to appreciate the importance of looking after the
expensive machinery they operate.

In the fiercely competitive labour markets of sub-
Saharan Africa, a domestic employer might be
expected to pay the going rate and no more, so
there should be no difference in the median wage
paid in younger or older firms, unless, of course,
labour productivity continued to improve over time
due to innovations in production technology. It is
unexpected that more well-established domestic
firms also seem to pay a significant premium to
production workers.

Figure 2.29 Monthly wage of production workers, by age of firm, median
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Figure 2.30 Monthly wage of production workers, by level of technology, median
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An examination of median wages according to the
level of sophistication of the production technology in
use, suggests that domestic employers are behaving
in the same way as foreign employers in that high
technology firms, regardless of ownership, pay very
similar wages (Figure 2.30). When it comes to lower
levels of technology, domestic employers are notice-
ably less generous in competing with foreign investor
wage norms. This implies the labour market for less
skilled workers employed by domestic firms is more
competitive than for the more skilled.

Joint ventures, in particular those involving TNCs,
pay higher wages and this seem to be associated
with age of the firm (Figure 2.31). Lowest wages
are paid by domestic enterprises, which only pay
some 50 per cent of those offered by JV-TNCs.
These wage discrepancies are likely to source from
differential productivity performances. Chapter 3
further explores this idea.

In summary, the average wages paid to production
workers are related to how long the establishment
employing them had been in operation; whether
it is foreign or domestically-owned; whether it is a
subsidiary of a TNC or a family-owned business and
whether it is a joint venture. Higher than average
wages is associated with higher than average labour
productivity.

Technical and managerial staff

The age effect noted for production workers is
also reflected in the increase in the median wages
of technical and managerial staff with the age of
employing firm (Figure 2.32). For example, the
differential between the median wages of firms
founded less than six years ago and firms that
were more than 20 years old is 78 per cent for
production workers and 82 per cent for technical
and managerial staff.

Figure 2.31 Monthly wage of production workers, by type of organization, median
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Figure 2.32 Monthly wages of technical workers, by age of firm, median
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Figure 2.33 Monthly wages of technical workers, by type of organization, median
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The premium for technical and managerial staff
working for a joint venture with a TNC as compared
to the wages paid by a wholly foreign-owned private
firm is 68 per cent, the same wage differential as for
production workers (Figure 2.33).

In the services sector, technical and managerial salaries
are differentiated more by the sector in which people
worked than the age of the firm. For example, the
average salary in the financial services sector is over
USS$1,000 compared to retail and trading firms that
pay on average under US$500.

The evidence presented above does suggest either
considerable improvement in productivity driven by
incremental technical change and managerial inno-
vation, or possibly rigidity in the wage structures of
some of the firms covered by the survey. The superior
productivity of joint ventures with TNCs identified in
the productivity analysis above, for example, justify a
wage premium to reflect employers’ sharing the profits
from competitive enterprise with their employees.
Even so, it is not obvious why significantly older firms
should on average pay a wage premium over younger
firms whose capital stock is likely to be of a more
recent vintage and, therefore, more productive, unless
established older firms have effective mechanisms
in place for continuous improvements in efficiency.

It might seem that some of the institutional factors
underpinning wage rigidity in the past may still exist
for it is long established investors from Europe who
on average pay the highest wages. On the other
hand, they also maintain the highest levels of labour
productivity. What appears more surprising is that
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domestic firms seem to pursue similar wage policies,
although at a less generous level, most probably
reflecting lower but improving levels of productivity.

This is highly suggestive of considerable long term
investment in incremental productivity improve-
ment in both domestic and foreign firms. Whether
this is associated both with labour shedding as well
as progressive wage enhancement is investigated
in greater depth in the section on productivity and
the impact of foreign investors on the host economy
in Chapter 3%

Linkages with other manufactur-
ing firms

Yet another type of impact analysis involves the
extent to which foreign firm interact with the lo-
cal economy. It is expected that a higher degree
of interaction is associated with positive vertical
spillovers in terms of, for example, positive employ-
ment and wage effects on the part of local workers.
Chapter 3 delves deeper into these issues, but this
section provides a first glance at the impact of
foreign presence.

Manufacturing activities that are
contracted out to other firms

Some 25 per cent of foreign-owned firms and 17
per cent of domestic firms participating in the sur-
vey report that they contract-out manufacturing
operations or business services to other firms, with

4 How much of the wage premium that can be attributed to changes
in the composition of the foreign and domestic sectors in different
age cohorts is not considered.
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Figure 2.34 Value of work contracted out, by age of firm, median
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Figure 2.35 Value of work contracted out, by type of organization, median
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Figure 2.36 Value of work contracted out, by labour productivity, median
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total values of US$132 million and US$67 million,
respectively (Figure 2.34). The proportion of older
foreign firms contracting-out is higher than among
the younger ones and the median value of contracts
range from US$25,000 for firms under six years old to
USS$135,000 for those over 20 years old. The pattern
amongst domestic firms is not age-related and the
typical size of contracts is much smaller.

Joint ventures with TNCs, followed by wholly-owned

subsidiaries of TNCs, are most likely to outsource
work to other firms and the value of this work is
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much higher: between five and nearly three times
respectively of the median value for all foreign firms
(Figure 2.35). As might be anticipated, high labour
productivity is associated with contracting-out higher
values of work by foreign investors (Figure 2.36).

Overall, firms that contracted-out the most work by
value are typically older, high productivity foreign firms
who compete in global export markets. The majority of
domestic firms are too small to contract-out significant
amounts of work. Higher productivity, domestic firms,
however, contract-out work of a significant value.
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Figure 2.37a Proportion of firms undertaking subcontracting work by capital intensity
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Figure 2.37b Value of work undertaken by subcontract, by capital intensity, median
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The proportion of firms undertaking subcontract work
on behalf of others is just over half the proportion
outsourcing work to other firms in the host country.
Approximately 10 per cent of domestic firms take on
work valued at US$108 million in total and about the
same share of foreign firms undertake worked valued
at US$107 million. A good predictor of whether a
foreign or domestic firm takes on work under subcon-
tract is the capital intensity of its operations (Figure
2.37a). A low level of capital intensity is associated
with more than twice the probability of taking on
subcontract work in comparison to the probability of
a firm of high capital intensity. Higher earnings from
subcontracting are, however, associated with higher
capital intensity (Figure 2.37b), labour productivity
and more sophisticated production technology.

These results imply that about half of subcontractors
are small, operate low capital intensity production
systems and are domestic or foreign firms engaged
in low value jobbing activities to complement the
output of larger firms. There are very few more
sophisticated capital intensive domestic or foreign

firms taking on subcontracting work. This suggests a
lack of demand for this latter type of subcontractor
and/or the absence of the technical capacity amongst
potential suppliers of production and engineering
services.

International trade
and autonomy

Characteristics of exporters

A half of foreign investors report that they export
some or all of their production, compared to less
than a quarter of domestic firms. The total value of
exports by foreign firms total US$4.0 billion. Some
270 European firms export very nearly the same
value of goods (US$1.5 billion) as the 430 domestic
African firms in the survey that export. Subsidiaries
of TNC’s, whether wholly-owned or joint ventures,
dominate the export sector.

As might be expected, in the services sector, trading
firms are active exporters, with foreign trading firms
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Figure 2.38 Exports, by type of exporting organization, median
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Figure 2.39 Exports, by level of technology of exporters, median
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reporting exporting and re-exporting worth twice
as much as that of domestic counterparts. Export
trade is dominated by the subsidiaries of TNCs with
a typical plant exporting nearly USS3 million, which is
22 per cent more than the median value of imported
inputs of exporters (Figure 2.38).

There is very little evidence of a ‘born global’ phe-
nomenon amongst small domestic firms, that is, firms
which were established to export from inception.
However, in general, that is not the way that family-
owned businesses in sub-Saharan Africa develop
their regional markets. The more usual route is to
establish independent but informally associated
firms in promising new markets that are not formal
subsidiaries of the original parent but are controlled
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through share ownership and kinship ties to the
investor(s). These firms are of course quintessential
local market seekers, do not export and therefore do
not show up in export statistics though their function
is likely to be to replace exports from the founding
firm located in another neighbouring country.

Further exploring the population of exporters, it
appears that the typical large-scale, foreign-owned
exporter operates with unsophisticated production
technology in a low capital intensity environment—
mostly garment production for export to the USA and
Europe (Figures 2.39 and 2.40). At the same time,
these foreign firms are achieving exports considerably
in excess of the value of their reported imported
inputs (Figure 2.41)
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Figure 2.40 Exports, by capital intensity of exporters, median
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Figure 2.41 Export-Import ratio, by capital intensity, median
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Figure 2.42 Manufacturing productivity by
exporter status, median
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Linking exporting status to performance, can the
common research finding that exporters are more
productive—for both labour productivity and TFP—
than non-exporters be confirmed by the data? Ac-
cording to Figure 2.42, the answer is a resounding
yes. Exporters are almost twice as (labour) productive
as non-exporters, an indication that technology
transfer occurs through international trade, but also
that more productive firms tend to self-select into
exporting activities.

82

0.4
] -
0

High ‘ Low

Low-Med Med-High High

Foreign

Capital intensity

Figure 2.43 Manufacturing human capital by
exporter, median
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The fact that non-exporting firms have more hu-
man capital than exporting ones may perhaps be
unexpected, at least when considering international
trade theory (Figure 2.43). A plausible interpretation
is that it is not endowments in human capital that
drive competitiveness and the attendant decision
to export. As discussed above, another possible
explanation is that foreign firms choose to allocate
“white-collar” assignments to the headquarters,
just like domestic ones, which is not located in
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Figure 2.44 Employment and exporting behaviour
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Africa. Coupled with the fact that foreign firms
are more likely to export, this finding is perhaps
less surprising.

Figure 2.44 shows that on median exporting firms
employ significantly more people. One possible
explanation could be that exporting firms are more
productive and therefore in the long-run tend to be
larger in terms of number of employees.

Around two-thirds of imported inputs by South Af-
rican firms come from South Africa and 41 per cent
of exports go back to South Africa (Figure 2.45). The
same amount is exported regionally within SSA. This

suggests South African firms are actively investing
in neighbouring countries to access and process
commodities for consumption at home, principally
non-metallic minerals such as cement and, to a lesser
extent, food and beverages. Although foreign inves-
tors export considerable amounts of food and refined
metal and metal products back to Europe, these do
not constitute an export platform for manufactures.
Exports from domestic firms are diversified but modest
in value, and targeted at African regional markets.

One common concern about the impact of foreign
investment is the consequences for the balance of
payments (BOP) of trading activity associated with
FDI. Figure 2.46 presents the average shares of
imports and exports of foreign investors according
to their different countries and regions of origin,
firstly, as the source of imported inputs used by
the foreign-owned subsidiaries operating in the 19
African countries and, secondly, as a destination for
exports from African host countries.

Only foreign investors originating in sub-Saharan
Africa have an export surplus with their region
of origin and are clearly enhancing intra-regional
trade. 70 per cent of exports generated by firms

Figure 2.45 Destination of exports, by investor origin, mean
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owned by investors from SSA countries go to other
SSA countries, while just 19 per cent of inputs are
imported from SSA countries. Mostly they rely on
locally sourced inputs.

By contrast, Chinese firms import two-thirds of their
inputs from China, while just 14 per cent of their
exports go back to China. A modest 4 per cent is
imported as inputs from SSA countries but 34 per
cent of exports go to the region. While about half
of imported inputs of European-owned firms come
from Europe, they source 28 per cent from other
SSA countries.

Although most European firms are focused on
regional markets, 30 per cent of exports still return
to Europe. Indian and MENA firms are the most
diversified in terms of sources of imports, supply-
ing less than 30 per cent from the home country.
Investors from both locations export predominantly
to the SSA region.

In summary, the majority of firms report that
their largest export market was in sub-Saharan
Africa. Chinese and firms from elsewhere in Asia
(except India) are unusual in that their exports
to SSA only account for a third by value. These
firms are instead major exporters to the USA, 28
per cent and 55 per cent, respectively. European
investors are major regional exporters and also
export significant volumes back to Europe. MENA

and Indian investors are the most focused on ser-
vicing regional markets apart from SSA investors.
The concentration of SSA and African domestic
exporters on the Africa region is understandable
but suggests there is scope for policy intervention
to help regional investors diversify their exporting
activity outside the region.

Trade barriers and trade
agreements

There is a consistency in investors’ complaints
about the exporting environment in sub-Saharan
Africa, many of which could be dealt without
major capital expenditure. Unfortunately, inad-
equate infrastructure, cited by both domestic
and foreign investors as the greatest barrier to
expanding regional exporting, is the most intrac-
table (Figure 2.47a). Although there has been a
radical transformation of telecommunications and
significant improvement in air transport in the
recent past, road, railway and port connectivity
in Africa remains weak.

Tariff barriers and bureaucratic regulations are also
considered to be important obstacles preventing
the growth of exports in the Africa region. This is
an area where timely intervention by investment
promotion agencies can significantly improve the
business environment and is relatively cheap and
easy to implement.

Figure 2.46 Imports from/exports to investors region of origin
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The cost of finance for domestic exporters is a matter
of concern for local firms. This suggests there is scope
for national authorities to improve the availability
of trade financing and export credit guarantees.
Foreign-owned firms are much less concerned about
the cost of finance.

A comparison of the responses to questions about
exporting in Africa and to outside the region reveals
a shift in concern from infrastructure issues to a
focus on difficulties in meeting the high standards of
export markets and achieving cost competitiveness
(Figure 2.47b). Issues related to tariff barriers and
bureaucracy remain. Domestic firms continue to
report trade financing as an issue.

As might be predicted from previous studies, more
investors still identify the single main barrier to ex-
panding intra-regional trade as physical infrastructure
problems. However, many also identify less intractable
barriers that national authorities can alleviate more
quickly and at a relatively modest cost. Respondents’
key priorities are removing unnecessary bureaucracy,
tariff barriers and improving the supply of trade credit.
A particular concern for global exporters is meeting
international quality standards and the high cost of
production for export markets.

Respondents were also asked about their awareness
of international trade agreements and then, about
regional trade agreements (RTAs). The only interna-

Figure 2.47a Investor assessments of main barriers to exporting within Africa
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Figure 2.47b Investor assessments of main barriers to exporting outside Africa
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tional agreement that was known by the majority
of the respondents was the African Growth and
Opportunity Act (AGOA) of the USA. When it came
to evaluating the importance of agreements, it was
clear that firms rated bilateral trade agreements
more highly than either AGOA or Everything But
Arms (EBA), presumably because where they were
relevant to firms, the benefits were specificand more
transparent. Nevertheless, AGOA remained very
important for Asian and other garment exporters
who rely on exporting to the United States.

Awareness of regional trade agreements was much
higher than of international agreements. Nearly 90
per cent of respondents in East Africa knew about
the Common Market for Eastern and Southern
Africa (COMESA) and three-quarters were aware of
the East African Community. Regional agreements
were also recognised by the majority of firms in
the Economic Community of West African States
(ECOWAS) and the Southern African Development
Community (SADC). It is also noticeable that few
West African firms were aware of East or Southern
African regional agreements. The reverse is also
true, that is firms located in the east or southern
Africa were less aware of ECOWAS than RTAs in
their home region, suggesting that trade in SSA
remains very much a regional activity.

The level of awareness about regional trade agree-
ments clearly relates with the amount of trade within
the particular region. More specifically, average
exports of firms in COMESA that are aware of the
trade agreement are six times larger than exports of
those who are not aware of COMESA. However, this
remarkable successful trade integration did not yet
stimulate more investment, as the average planned
new investment of COMESA-aware firms is below
that of firms that are non-aware. For the case of
EAC, the trade integration goes hand in hand with
higher investment rates, as the EAC-aware firms
have seven times higher export levels and almost
two times higher levels of planned new investment
than those firms who are not aware of EAC.

When asked about the benefits of SADC, 28 per
cent of domestic and 20 per cent of foreign export-
ers from Southern Africa said there were none.
By contrast, 94 per cent of foreign investors in
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East Africa acknowledged there are positive trade
benefits arising from existence of the East African
Community (EAC).

In summary, major benefits that are attributed to
RTAs were: reduced regional exporting costs (26 per
cent); better access to raw materials (19 per cent)
and increased regional investment opportunities
(14 per cent).

Local managerial capacity to
influence decision-making in
foreign subsidiaries and joint
ventures

The final section of this chapter examines the replies
given to questions about the decision making pow-
ers of local management of foreign firms. This is an
important consideration in the design of technical
assistance programs to encourage local managements
of foreign firms to engage proactively with domestic
businesses to undertake joint projects to reinforce
positive spillovers to domestic firms. If local managers
of foreign firms have very restricted decision making
autonomy, for example, for sourcing raw materials
and components or outsourcing technical services,
clearly there is little that host government agencies
or technical assistance can do to change the situation
at the national level.

Degree of local managerial autonomy in
wholly-owned TNC subsidiaries and joint
ventures

Senior management were asked a series of ques-
tions about the decision making powers of local
management, according to whether the establish-
ment concerned was a wholly-owned subsidiary of
aTNC, or ajoint venture between a foreign firm and
a local firm. Respondents were asked to rank each
of nine items on a scale of one to five, where one
meant ‘all decisions came from Headquarters’, two
local management had a ‘minor role in joint decision
marking’, three ‘equal power in decision making’, four
local management ‘dominates decision making’ and
five meant the management of the subsidiary being
interviewed considered they had ‘absolute decision
making power’. An autonomy scale was created from
the responses.
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Table 2.4 presents the mean scores for each item
on the autonomy scale for wholly foreign-owned
subsidiaries, from which it can be seen that manag-
ers considered they had a degree of influence over
all nine decision items. On average, even in capital
expenditure decisions, they considered they had
some influence, probably reflecting the importance
of local sources of funding (see Sources of finance
box above). In recruitment decisions, local managers
considered they virtually controlled matters. In three
other areas, they thought they had more influence
than the parent firm’s management: over product
pricing, supplier selection and defining marketing
strategy.

When the sample is divided by level of technology, it
becomes clear that the highest technology category
has distinction of low autonomy in managerial deci-
sion making (Figure 2.48). In the management of high
technology firms, parent firms seek to maintain their
competitive advantage by relatively tight control
of the production technology. In the case of low
technology processes, such as garment manufacture,
management is focused on cost control through the
supply and distribution chain in a competitive, low
margin business environment.

A moderating factor appeared to be the age of the
subsidiary (Figure 2.49).The management of older
firms, in general, had greater autonomy than more
recent establishments. Presumably older firms had
built up their knowledge base and expertise in manag-
ing local business relationships and had convinced the
parent firm of their competence in handling these
relationships honestly, efficiently and at low cost.

Where a business is seeking to compete in markets
outside Africa, cost controls are likely to play a key
part in managerial strategy. The survey confirmed
that the autonomy of global exporters is indeed
substantially less than that of firms producing for
local or regional African markets (Figure 2.50). Those
with the most discretion in decision making were
managers of older subsidiaries supplying African
markets and operating medium level technology.

Overall, managers of joint ventures believed they had

more autonomy than the managers of wholly-owned
TNC subsidiaries (Table 2.3). Also, as might be predicted
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Figure 2.48 Assessment of autonomy of WOE-TNC
subsidiary managers by use of technology, mean
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from the results reported above, on average, they
considered the assistance they received from the
foreign joint venture partner to be less important than
did managers working for wholly-owned subsidiaries of
TNCs. Joint venture managers’ answers also reflected
a similar trade-off between managerial discretion and
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assistance observed with wholly-owned subsidiaries,
although the inverse relationship between autonomy
and importance attached to assistance received from
the foreign partner was weaker.

In general, it seems that joint venture managers
believe they have greater autonomy than managers
of wholly foreign-owned subsidiaries and they value
less the assistance they receive from foreign joint
venture partners. The reason for this can be related
back to the particular governance structure of joint
ventures. Joint ventures in our context are designed to
share risk between foreign and local partners and by
agreement control rights of the venture partners are
shared. Successful managers of joint ventures need to
juggle the aims and objectives of both partners, while
retaining a clear strategic vision for the joint venture.
This means trying to build up a degree of autonomy
from both partners so as to better satisfy each partner
and is consistent with the survey’s finding that joint
venture managers consider they have more autonomy
than those of TNC subsidiaries.

The implications of the above analysis for policy
initiatives to encourage foreign investors to engage
with domestic investors and explore ways in which
domestic firms can better meet the business needs
of foreign firms is, firstly, that all things being equal,
joint ventures are more likely to have the capacity
to respond than wholly foreign-owned subsidiaries.
This is because managers believe they have greater
autonomy to make operational decision and appear
to be less constrained by headquarters controls on
the business. Clearly the local partner may have a
different perspective.

Conclusions

This chapter has provided a first set of results that
indicate a possible efficient resource path for institu-
tions involved in investment promotion in their quest
to attract the foreign investment that best nurtures the
local economy. In the report, it is referred to as quality
investment. While it is reasonable for such institu-
tions to focus on maximizing a sector’s and country’s
productivity performance, firm productivity is not an
observable parameter. The report, therefore, seeks
to identify discernible firm characteristics strongly
associated with productivity. To facilitate search for
productive firms, investor origin and type should
contain crucial information as to where to search. In
particular, distinctions were made between whether
investors were from an industrialized or developing
country and whether TNCs or FEs.

Sixty per cent of foreign investors in manufactur-
ing are from other developing countries, while, in
principle, industrialized and developing countries
are equally represented in the service sector. FEs
outnumber TNCs in manufacturing, with 72 versus
28 per cent and services, with 56 versus 44 per cent.
The extent to which firm origin and type is associ-
ated with improved sector performance is further
investigated in the following chapter.

The choice of location of foreign investors is guided
primarily by considerations of economic and politi-
cal stability, with firms reporting improved political
stability. Costs of raw materials have increased,
while incentive packages have become less attrac-

Table 2.3 Average rating of the decision making power of local management of TNC subsidiaries compared

with management of joint ventures

WOE-TNC W
Capital expenditure, including acquisitions 2.4 2.9
Introduction of new production and processing systems 2.7 3.0
Entering new export markets 2.7 2.9
Introduction/modification of products 2.7 2.9
Generating new business in this country 2.9 3.1
Supplier selection 3.1 3.1
Pricing 3.1 3.2
Defining marketing strategy 3.1 3.2
Recruitment/Selection 3.7 3.4
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tive. Chapter 5 focuses on incentive packages as a
significant motivator of foreign investment. With
natural resources a major attraction for establishing
in Africa, increased costs of raw materials might have
worked as a deterrent to foreign investment.

Labour and total factor productivity (TFP) are posi-
tively correlated with foreign investment, especially
that coming from the North. Moreover, productivity
gains are obtained mostly from TNCs. This might
run contrary to expectations based on the obser-
vation that foreign presence is dominated by FEs
and firms from South. This could be explained from
two perspectives: either that less than optimal
foreign investment has been attracted or that such
investment is what self-selects itself to establish in
Africa. The former suggests a need to re-focus on
the part of investment promotion agencies, while
the latter is likely to be technology-related. At this
stage, the result should be considered preliminary,
as it might not hold up when controlling for other
(technology-related) explanatory variables. In other
words, coming from the North or being a TNC might
not contain inherent traits that made such firms
more productive. The following chapter delves
further into this issue.

The considerable difference in labour productivity
performance between foreign and domestic firms
cannot be overlooked by investment promotion
institutions in their targeting activities. A less expected
finding is the observed narrow TFP gap, especially
between Southern foreign investors and domestic
counterparts. This highlights the relative importance,
or sufficiency, of investing in tangible assets to be
competitive in Africa.

Measured by labour productivity and TFP, firm
performance is associated more positively with
joint ventures than with wholly-owned firms. Local
knowledge, market access and established linkages
are three factors that help explain why joint ventures
perform better. Furthermore, firm age, operatingin
relatively technologically sophisticated sectors and
exporting activities are positive explanatory factors.
On the other hand, while capital per worker, human
capital and intensity of use of intermediate inputs
are positively related to labour productivity, the as-
sociation with TFP is either negative or neutral. While
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this may support the notion of focusing investment
for competitiveness on tangible assets, it is still
unclear whether this result will be maintained when
simultaneously including all explanatory variables
in one model, as explored in the following chapter.

To complete the analysis of the labour productivity-
TFP difference, it should be noted that motivations
for investing also differ. Whereas motivations such
as access to natural resources and new markets and
finding a business partner are strongly associated
with labour productivity, TFP-oriented firms establish
themselves mainly to export back to their home
countries, although access to natural resources is
important as well.

Firms richly endowed in physical capital share nearly
perfectly the characteristics of labour productive
firms. The largest recent investments, in absolute
value, are made by TNCs. But relative to the stock of
fixed capital, FEs invest most, followed by domestic
firms. This creates an interesting trade-off in terms of
investment promotion. If, on aggregate, the amount
of physical capital is important the obvious focus
should be on TNCs. However, if it is the propensity to
invest that matters, then it is rather FEs and domestic
companies that should be targeted.

The largest investments occur in high-tech sectors
by the most labour productive firms. This may sug-
gest that structural transformation is happening in
Africa, which, if true, is a positive result, even if it
is mainly foreign firms—joint venture TNCs—that
undertake these investments. The same type of firms
has planned additional investments.

Domestic firms hold more human capital than their
foreign counterparts. Among foreign investors, FEs
have more such capital than TNCs. There is a positive
association between amount of machines and equip-
ment and that of human capital, as well as between
intermediate inputs and engagement in relatively
sophisticated activities. However, exporters have
far more human capital. Older firms invest more in
improvements in human capital in the form of train-
ing compared to younger firms. Training activities
are especially common among firms already strong
on physical capital and those seeking to expand into
other African regions.
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Foreign investment has social effects, although
domestic firms appear to be less concerned or were
even slightly positive about the inflow of foreign firms.
The largest positive employment effect is delivered
by Northern TNCs, especially those that have formed
joint ventures with domestic firms. There is a distinct
age effect in that older firms employ more workers.
Other characteristics associated with positive em-
ployment effects are capital intensity, low levels of
human capital and high levels of intermediate inputs
in production, exporting activities and activities in
high-tech sectors.

Another social effect pertains to wages, which increase
with age of firms and technological sophistication of
production. Whether TNCs or FEs, joint ventures pay
the highest wages. This is independent of whether
workers are white or blue collar. In line with expecta-
tions, wages increase with labour productivity. Close
linkage with the domestic economy is associated with
social impact. Measured in terms of proportion of
firms subcontracting, linkages are associated with
lower levels of capital intensity, although the value
of the same is increasing in amount of capital.

The biggest exporters in terms of value are TNCs, most
likely, by virtue of size. Domestic firms export much
less in terms of value across all technology levels and
capital intensity. Although having low capital intensity,
domestic firms enjoy fairly favourable export-import
ratios, comparable to many foreign firms. Low capital
intensity is the category with highest export-import
ratios, both among domestic and foreign firms. This
shows that African firms have yet to penetrate higher
value-added export markets. However, planned and
recent investments suggest that change in this area
might be in the offering. All categories of capital
intensity are associated with positive trade balances.

New arrivals from China rely heavily on imports
from China for manufacturing and processing for
export regionally and globally. Only limited output
is exported back to China, more are destined to the
USA and Europe. Regional exporting is less developed
than among other foreign investors. South African
firms appear distinct, in that they export a significant
amount of material to subsidiaries, but a large share
of output is exported back to South Africa as well
as to the region.
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Subsidiary firms have decision-making power mainly
in terms of recruitment, choice of suppliers, marketing
strategy and pricing. However, larger expenditures
such as for physical capital or change of production
processes seem to belong more to the parent firm.
This gives an indication of the incentive structure
and attendant decision-making constraints at the
local level. Autonomy appears to be increasing with
age, especially in combination with supplying African
markets and operating in medium-tech sectors.
Joint venture managers believe they have greater
autonomy than those of wholly-owned foreign-
owned subsidiaries.

While this chapter has provided insights into the
differences between domestic and foreign investors,
on the one hand and between foreign investors
themselves, on the other, some of the explanations
might be related to each other. For example, while
both capital intensity and being an exporter appear
to explain productivity performance, it may also
be that exporters are relatively capital intensive in
such a way that exporter status in reality proxies for
capital intensity. Therefore it lacks much explana-
tory power. Moreover, the descriptive analysis has
largely been silent on magnitudes of impact. In the
following chapter, more advanced statistical tools
are employed to deal with both issues.

This chapter has touched upon issues of social impact
in the form of employment and wages and indirectly
in terms of linkages. However, it has been silent on
the impact of the inflow of foreign investment on
domestic firms. Such analysis demands data and
application of statistical methodology and is taken
up in the following chapter. There it is shown that
the impact on local entrepreneurs differs across
sectors as well as is a function of the characteristics
of foreign investors. This, in turn, presents significant
challenges and trade-offs for investment promotion
agencies that may call for differentiated strategies
and policies depending on development goals.

Chapter 2: Characteristics of foreign investors in sub-Saharan Africa



CHAPTER 3:
ldentifying quality
foreign direct
Investment In
sub-Saharan Africa



Introduction

he report‘s aim is to guide IPAs and their

decision-making, especially in their endeavours

to target quality investment. But targeting good
performers is far from simple, as the most important
traits of performance tend to be unobservable. Pro-
ductivity is one of those. However, IPAs have much to
profit if they can gain awareness of the observable
characteristics of high-performing companies.

In this chapter, in particular one observable firm
characteristic is considered, namely, ownership.
It examines whether difference in performance is
predicated on whether firms are foreign or domestic
owned. Should this prove true, it poses three variables
in the case of foreign investors: importance of their
countries of origin, size of share of foreign ownership
and whether they are TNCs or FEs.

The previous chapter has shown that these observable
characteristics are associated with firm performance.
But if ownership is also closely associated with firm
characteristics such as size, age or amount of capital,
it is difficult to determine whether ownership reflects
the effect of ownership per se on performance or,
for example, the effect of size. In order to isolate the
effect of ownership, this chapter employs regression
analysis, which simultaneously controls for correlates
of ownership and measures its impact on performance.
In doing this, much more accurate conclusions can
be drawn and recommendations given than had the
report presented only descriptive analysis.

While finding that, for example, foreign firms outper-
formed domestic ones is extremely helpful for IPAs,
little may have been gained if the increase of foreign
presence crowds out domestic firms. In particular, IPAs
need to consider repercussions of their targeting. This
is best done by accounting for effects over and above
change of composition of firms, such as a larger number
of foreign firms. These additional effects are referred
to as spillover effects, or externalities, in the literature.
Sometimes they are positive, while, in other cases, they
are negative. Crowding out within the same sector,
which may be considered a negative effect, could well
be compensated for by increased demand generated for
other sectors. In the best case, these effects are gauged

and compared with those of changing the composition
of firms in the country or sector.

Successful targeting may, therefore, be one that aims
for a positive net effect on the domestic economy. To
show IPAs how analysis can be used to target firms
and, at the same time, identify in which sector the
largest benefit from changing composition occurs is a
challenging task. Therefore, rather than a prescribed
formula, the report is an introduction to how data
from the survey can be used to guide investment
promotion activities and inform investment policy.

Framework for analysis
of targeting FDI

To analyze all the benefits and risks involved in FDI
is nearly impossible. Economies are too complex for
this. No single analytical tool can capture all effects,
and no single analyst can employ all existing tools.*
The quest is complicated by country-idiosyncrasies,
which provide an effective obstacle to generalization.
Moreover, many benefits go unnoticed and, there-
fore, unmeasured because there is no recipient that
absorbs the benefit of them. The absorptive capacity
of local firms is too weak. Undaunted, however, this
chapter endeavours to tackle this challenge, without
any claim of being exhaustive. If some of the most
important effects can be captured, they will assist
IPAs in their work. Thinking in terms of a two-layer
framework for the analysis of targeting foreign direct
investment, the first considers the effects of when
the composition of firms changes. This refers to how
aggregate performance of a country or sector changes
when, in the cases considered here, foreign presence
increases. If the number of successful performers
increases, so does aggregate performance.

Chapter 2 showed that foreign investors tend to be
more productive, have higher outputs, be larger,
grow faster and use physical capital more intensively
than domestic firms. However, they seem to have
less human capital.?

1 The toolbox includes everything from anecdotes to deep case
studies, and from descriptive analysis to complex and rigorous re-
gression analysis. In terms of intertemporal considerations, a full
dynamic analysis of the effects of foreign direct investment may
take a decade or more to complete, while in terms of economies’
complexity the amount of data that need to be collected for a
complete picture requires several surveys.

2 Theoretically, there is a host of other potential benefits of foreign
direct investment, such as diversification and training dividend.
Others are largely intangible and include entrepreneurial skill
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Notwithstanding efforts by IPAs to attract foreign
investors to their countries, the latter have their own
objectives, which may have little to do with those of
the host countries’ development objectives. Oft-cited
motivations, for example, are to search for low-cost
production sites or to identify locations where capital
is scarce or havens with lax environmental regula-
tion.> However, the concept of “the internalization
of intangible assets” argues that motivation is not
necessarily related to such explanations (see for
example Dunning, 1993). This concept is based on
the notion that foreign investors seek efficiency gains
as well as new markets. An example of the latter is
the setting up of an export platform to avoid trade
barriers, while the former occurs when TNCs want to
control parts of or the entire supply chain. Commonly
used terms for establishing a supplier network in the
same sector or in other parts of the supply chain are
horizontal and vertical linkages, respectively. While
there are benefits for the domestic economy, such
provision is not the goal of TNCs.

A common way to analyze first-layer effects is through
regression analysis. In such a framework one can
directly introduce an indicator that represents foreign
ownership and measure whether such ownership
is associated with higher performance. If there is,
this would be an indication for IPAs that it may be
worthwhile to target such firms. From here on the
higher performance associated with the firm is re-
ferred to as a dividend, since host countries receive
this if attracting the firm in question. In economics
it is typically referred to as a premium e.g., foreign
ownership or export premium.

If first-layer effects were the only conceivable impact
of foreign direct investment on the host economy, it
is clear on what IPAs should focus. Unfortunately, it
is not that simple. Potentially, foreign direct invest-
ment promises several benefits to the host country,
over and above first-layer effects, as well as a risk
of negative impacts. In the literature, they are often
termed spillovers or externalities. In the report, such
effects are referred to as second-layer.

Perhaps the most dynamic component of benefits
is that of technology spillovers to local firms, which,

and thinking, overcoming idea gaps and generating self-discovery
(Moran, 2011).
3 Moran (2011) provides a sceptical view of these motivations.
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then, become more productive by adopting, for
example, technologies, organization and similar as-
sets that may prove superior to domestic standards.
Other perceived benefits include workers who learn
from working in foreign firms and, then, make use of
acquired knowing when moving to domestic firms.

Empirical investigation into finding dynamic benefits
from foreign direct investment has, for long, been
attractive to analysts. However, benefits have proven
to be elusive, with knowledge largely bypassing local
firms. This is understandable because of the limita-
tions of the absorptive capacity of host countries
and the urge of foreign manufacturing firms to
defend and hide the reason for their competitive
edge. What is worse, the majority of research in
the area seems to report negative effects of foreign
direct investment. These include crowding out of
local firms, lower profits and wages and, in the
worst case, environmental degradation and total
exploitation.*

Pre-amble to analysis

Moran (2011) provides a useful framework for analysis
of foreign direct investment arguing that there are
four types of foreign direct investment flows: in
extractive industries, infrastructure, manufactur-
ing and services. These are all different in terms
of benefits and risks and, likewise, in impacts and
policy challenges. Being so distinct, they are better
analyzed separately. In this chapter, therefore, only
manufacturing is considered.

Most of the commonly known risks and even harmful
effects of foreign direct investment occur in extrac-
tive industries. Examples and anecdotes of Dutch
Disease, corruption and the resource curse are
legion. In manufacturing, domestic productivity and
competitiveness are particularly at stake as well as
whether domestic workers and local firms are able to
benefit from the externalities that often accompany
foreign direct investment.

A drawback of descriptive analysis is that several
explanatory variables may be correlated to such an
extent that proper inferences are rendered impos-
sible. This is the main motivation for employing

4 The latter is mainly the concern of investment in extractive indus-
tries.
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multivariate regression analysis, which allows for
isolating the relationship between two variables so
that it can be studied separately. The base model,
on which every subsequent model builds, includes
measures of physical capital intensity, in the form of
capital-labour ratio, human-capital, share of white
collar in total employment, age and size of firms and
exporter and ownership status. The base model gives
the first important results on ownership productivity
dividends that can help guide IPAs.

Thanks to the rich data available, several aspects
of additional dimensions can be added to this base
model, in particular, identifying aspects of firms that
make them more productive. If foreign firms are
found to be more productive than domestic firms,
the difference, for example, could be due to the
origin or types of firms.

All models are estimated for the survey countries
and each sector. For the sector models, meta-sectors,
consisting of low-, medium- and high-technology,
have been constructed. The models are estimated
for these as well, which helps IPAs to target the type
of activities with the highest potential.

While the data are rich and allow for advanced
analysis, they are not without challenges. The most
important is its range. Such variables as output and
capital stock range from fairly small to very large. This
implies that data points are unevenly distributed, or

skewed, rendering analysis of means problematicin
that the mean is not an accurate representative of
the sample. Therefore, the report employs a median
estimator, LAD, which provides more representative
results (see Box 3.1).

As in all economic analysis, this one has delimita-
tions. First, one cannot control for every possible
aspect that may affect firm performance, especially
when analyzing nearly 20 countries. Therefore,
the existing empirical literature on the aspects of
firm performance and foreign direct investment,
in particular the one that deals with sub-Saharan
Africa, provides the guide. At the core, all models
control for physical and human capital intensity, age
and size of firms and whether firms are exporters.
Some control is included for sectors, in this case,
whether firms operate in low-, medium- or high-
technology sectors. While it would have been useful
to control for each sector covered in the survey,
this proved impossible with an inadequate sample
for some of them.

Certainly, this reflects the structure of the economies
in Africa, where sectors such as food and beverages
or garments and textiles have many more firms than,
for example, medical precision instruments or recy-
cling. Still, it makes comparison across all countries
and sectors difficult. However, two ways out of this
conundrum are applied in the report. First, it compares
sectors for which there are enough observations and
excludes the others. While this is not ideal, the sample
collected largely reflects the industrial structure of
the economy. Secondly, sectors can be aggregated to
become meta-sectors in the form of low-, medium-
and high-technology manufacturing.

|dentifying quality
investment:
first-layer analysis

The framework laid out above depicts two layers for

the analysis of quality investment and its targeting.
Consequently, this chapter is divided into first- and
second-layer analyses. These, in turn, are partitioned
by topic, such as origin of investment or type of
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investor. The topics are analyzed, first, for all survey
countries and, then, by sector.

Ownership and
performance

The first issue is to determine whether foreign-
owned firms perform better than domestic ones.
There are several reasons to believe this to be the
case. For example, foreign firms have better access
to advanced technology (Box 3.2), human and physi-
cal capital and knowledge of industrialized country
markets. In addition, they operate on a more efficient
economic scale® and often have the ability to operate
in better environments in terms of various kinds of
infrastructure such as physical infrastructure, trade
logistics and ICT in the host economies.

While some of these advantages translate well into
new environments, domestic firms also hold advan-
tages. Some of these include better knowledge of local
and regional market conditions including language,
customs, consumer preferences, business practices
and cultural understanding, as well as, possibly, lower
production costs .® For foreign firms, this can lead to
lower efficiency levels in the short term (Dunning,
1998; Caves, 1996).

This implies that while foreign firms could be expected
to out-perform domestic ones in several aspects of
performance, this may not be the case in domestic
settings such as the one studied here. Moreover,
foreign and domestic firms might be differently
affected by external macroeconomic shocks to the
economy, such as the global financial crisis (Box
3.3). Such effects are largely unaccounted for here.

The first indicator to be focused on is whether foreign-
owned firms perform significantly better than those
owned domestically. A positive, statistically significant
coefficient would be affirmative. The extent of foreign
ownership might affect firm performance, while the
type of foreign ownership might matter as well. For
example, the technology possessed by multination-
als is likely to differ from that of individually owned
firms. A third aspect is that of firm origin, by which is

5  For instance, large-scale operations may allow them to purchase
production inputs at lower unit costs.

6  On the other hand, lower production costs may be the main rea-
son for foreign firms to establish themselves abroad.

Continued on next page.
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meant whether the firm comes from an industrialized
or developing country. If technology is positively re-
lated to the stage of development of countries, firms
from the North are likely to possess more advanced
technology than those from the South. Likewise, the
scope for positive spillovers from the North may be
greater than those from the South. However, since
Southern technology is easier to adopt and adapt
to local conditions, the spillover hypothesis might
prove fallacious. These issues are dealt with below.

Firm performance can be measured in several ways.
The literature tends to focus on some measure of
productivity, for example, labour productivity or TFP.
The rationale for separating the two is that it is useful
to determine in what aspect firms outperform each
other and, later on to identify channels of productivity
spillovers. TFP permits better tracking of technology-
related performance differences than labour produc-
tivity, which tends to confound differences relating to
technology with those relating to factor differences,
for example, in physical and human capital intensities’.

7  Within these two groups different measures of labour input have
been tested, such as number of workers and hours worked. The

Productivity can also be understood in terms of com-
petitiveness. Although it is not the sole component
of a competitiveness index, it is the most important.
For instance, to be price-competitive implies being
able to produce at low cost, which requires that a
firm is productive.® Price competitiveness is the es-
sence of why some foreign firms want to establish
in low-cost production areas, be it for low wages or
ready access to raw materials.

Compared with the standard literature, the report
applies a broader concept of performance by includ-
ing employment and output growth. The former is
measured as the percentage change between last
year’s employment and that of two years ago. Output
growth is similarly defined.® The quality of growth
indicators is likely to be of some concern, since not all
respondents provided their historical balance sheets
but, rather, answered from memory.*® Consequently,
these data need to be viewed with caution, with and
more weight possibly be attached to the data from
the last financial year.

These performance measures are then regressed on
several explanatory variables. Most important of these
is a dummy variable representing foreign ownership,
while the other variables are controls. For ease of
interpretation, results can be interpreted as showing
the difference in performance between foreign- and
domestic-owned firms, with other firm characteristics
constant. In so doing, the analysis explores whether
foreign-ownership brings a performance dividend and,
if so, its magnitude. If such a correlation is found, it
gives an initial indication to IPAs as to how IPAs should
weight their efforts between foreign and domestic
investors, assuming they are targeting both groups of
firms. Nevertheless, there is a host of other factors that
IPAs need to consider before adopting such a strategy.

latter is superior, in that it accounts for the rate of labour utiliza-
tion as well as workers available to the firm. This is particularly
important if firms are subject to seasonal variation in their pro-
duction or shocks such as the recent recession and financial crisis.
For this reason, both measures were tested on the data. When
compared, they were found to yield similar results. Therefore, for
reasons of convenience, only one measure, number of workers, is
used.

8  Operating at increasing returns to scale would have a similar ef-
fect.

9  Output growth as measured here is a concoction of output and
sales, in that sales figures have been converted to output and out-
put growth assumed to equal sales growth.

10 In some cases, respondents misunderstood the question. Unless
their responses could be converted to reasonable approximations
of actual growth, they had to be deleted from the data.
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Figure 3.1 Foreign ownership productivity dividends by sector, labour productivity and TFP

1.20 1.01
s 1.00
&
= 080
©
0.60
- 0.38
£ 0.40 0.27
2 o020 011
0.00 N N S
N\ o S X X
D @Qg, *:&e g <L rg&e $00 &
&R R\ L
%?’ .Q% Y
Y N &
> I \'\\(‘
<<00 $ N\
S

Labor productivity

Theme one: productivity

In this section the relationship between productivity,
firm ownership, origin and type is analyzed. Each
section begins with an outline of the methodology
used in order to reach the results. Bar-charts, with
the coefficients obtained in the regression analysis,
make the results comprehensible. Only coefficients
statistically different from zero are displayed. Results
pertaining to firm ownership are discussed, followed
by those for firm origin and type.

Foreign ownership and productivity

The base model, run for all survey countries and
across individual sectors, to be estimated relates
performance to explanatory factors, one of which is
firm ownership divided into foreign and domestic. A
more extensive description of the regression model
is found in the technical appendix at the end of the
chapter (model 3.1).

The first regression explains labour productivity
(Figure 3.1), measured as gross output per worker.
It reveals that, on average for all survey countries,
foreign-owned firms are 11 per cent more produc-
tive than domestic ones, holding other explanatory
variables constant. This is considerably less than
that suggested by the descriptive analysis and
illustrates the importance of controlling for fac-
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tors that the ownership variable would otherwise
capture. Yet the results show a significant labour
productivity advantage in favour of foreign firms,
implying that these might constitute a worthwhile
target for IPAs.

Moreover, all control variables of the base model
have the expected signs, with most coefficients
statistically significant. This means that manufac-
turing labour productivity in the survey countries
increased with capital-intensity (0.11), human capital
intensity (0.15), intermediate inputs (0.72) and firm
size (0.04).2 In addition, the results show that firms
operating in the medium-technology manufacturing
sector were 8.3 per cent less productive than those
in the high-technology sector. This suggests a sig-
nificant productivity dividend for moving into more
sophisticated activities. Finally, the coefficients for
age of firm and exporter status are not statistically
significant. The latter, especially, seems to run coun-
ter to expectations. A table showing the estimated
regression model is found in the technical appendix.

In the case of TFP, contrary to the results of the descrip-
tive analysis, a larger foreign-ownership productivity
dividend might be expected based on the notion of
large technology differences between domestic and
foreign firms. With foreign firms having as much as

11 This suggests a production function with close to constant returns
to scale, which is indicative that the data possess good quality and
produce plausible and credible results.
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38 per cent higher TFP in the survey countries as a
whole, this proves be the case. Thus, there is generally
a significant foreign ownership dividend in terms of
productivity levels, which tends to be larger for TFP.

So far, the analysis has shown that foreign ownership
seems to matter for productivity performance of firms.
However, it raises the question of whether this holds
true for all manufacturing sectors or the relationship is
sector specific, perhaps, confined to only some of the
sectors in the sample. To answer this, the sectors for
which there are sufficient observations to be meaning-
ful, more than 80, are selected and the within-sector
relationship between ownership and firm performance
tested for them. The selected sectors are food and
beverages, textiles, wearing apparel, leather, wood,
paper and paper products, publishing and printing,
chemicals, rubber and plastics, other non-metallic
mineral products, fabricated metal and furniture, as well
as the meta-sectors low, medium and high technology.

In the basic setup of the model, where a dummy vari-
able captures the effect of foreign ownership on the
dependent variable, the within-sector relationships
seem to differ (Figure 3.1). With labour productivity as
dependent variable, a positive, significant relationship
is observed for textiles and chemicals as well as for
low-, medium- and high-technology meta-sectors,
where the foreign-ownership productivity dividend
ranges from 7.2 to 27 per cent. The effect is more
pronounced in high-technology sectors than in
medium and low ones. This suggests a significant
advantage for being involved in more sophisticated
activities.

For TFP, the foreign ownership effect is greater than
for labour productivity, which is also observed at
sectoral level. A positive relationship is found in the
textiles sector and in the medium- and high-technology
meta-sectors, with productivity dividends ranging from
44 per cent in medium-technology to 101 in textiles.
The effect seems to be greater in high-technology
than in other meta-sectors, with no TFP effect in the
low-technology meta-sector.

Investor origin and productivity

A significant ownership productivity dividend exists,
in particular, for productivity levels and in more
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sophisticated activities. One explanation may be
related to the concept of appropriate technology,
where technology from the South is closer and more
suitable to local conditions than that from the North
and, therefore, easier to adopt and adapt in Africa. On
the other hand, it is possible that more sophisticated
technology such as that originating from North, is
needed. Furthermore, African countries differ in their
characteristics, with, for example, some having more
human capital than others.

Related to this, but borrowed from the trade literature,
Granér and Isaksson (2009) demonstrate that South-
South exports may be more beneficial than South-North
exports. The authors argue that Northern technology may
be too advanced and, therefore, using the terminology
of Basu and Weil (2008), inappropriate to local condi-
tions. Exporting to slightly more advanced economies,
on the other hand, could be within technological reach
and just about right for the economy, also in terms of
taking the next developmental step. Similar reasoning
may apply to FDI, in that FDI flows from the North could
have less spillover effects because the technology is too
advanced and the technology gap too wide. FDI from
the South, on the other hand, could be within reach
and, thus, more appropriate. Ultimately, the issue of
appropriate technology and origin of foreign owner-
ship becomes an empirical one. It is also immensely
complex as frontiers of technology do not map neatly
onto countries or regions of origin. For example, few
would consider India to be backward in software design.

These ideas are modelled and tested by distinguish-
ing between foreign firms in terms of whether they
originate from an advanced economy or another
developing country.’? As the previous chapter pointed
out, nearly 60 per cent of the firms came from the
North. In terms of modelling contingent on being
a foreign investor, a dummy variable representing
the origin of the investor has now been added to
the base model. A more extensive description of
the regression model used is found in the technical
appendix at the end of the chapter (model 3.2).

For the survey countries as a whole, the regression
analysis shows that, foreign firms from industrialized

12 Initially, a distinction between firms originating from other sub-
Saharan African countries and from non- sub-Saharan African
ones was made. With too few foreign investors from sub-Saharan
Africa, this distinction, however, had to be abandoned.
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Figure 3.2 North-South origin and productivity performance
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countries seem to be less productive than those from
developing ones. However, the coefficient is not statisti-
cally significant, so it is not shown in figure 3.2. For
the survey countries as a whole, firm origin does not
seem to have a statistically significant effect on total
factor productivity, so these results are not shown.

The sector results suggest that Northern firms are
23 per cent more productive in chemicals, enjoy a
productivity edge of two per cent in fabricated metal
and seven per cent in the high-technology meta-sector.
In one sector however, food and beverages, they are
less labour productive than firms from the South.

The positive effect of Northern firm origin seems to be
confined to sectors with higher technological content.
The only low-technology sector with a significant negative
result is a typical one, food and beverages. A possible
interpretation is that Southern and Northern firms
compete where they have comparative advantage.
Without TFP results, comparative advantage originates
from differences in capital stock, rather than differences
in technology. These results largely confirm findings in
the descriptive analysis of the previous chapter.

Investor type and productivity
A characteristic that may affect productivity perfor-

mance is whether foreign firms are TNCs, which may
imply strong organizational backing, and access to

102

Total factor productivity — North

superior technology or FEs, which tend to be relatively
small and have less organizational capital. This is
largely a neglected topic. To give a first account of
the data, 72 per cent of firms surveyed are foreign
entrepreneurs. The model is a version of the one used
for firm origin but this time with an interaction term
that distinguishes between foreign firms in terms of
whether they are TNCs or FEs. The model is explained
in more detail in the technical appendix (model 3.3).

The productivity level regressions confirm that TNCs
are, by far, the most productive foreign firms. For
the pooled sample of all survey countries and labour
productivity, they are 15 per cent more labour produc-
tive than other types of foreign ownership. However,
this favourable result for TNCs is not found when TFP
is used as a dependent variable. Here, TNCs are not
significantly more productive when analyzing the
entire survey country sample, which suggests that
what makes foreign firms more productive than
domestic firms is more related to physical capital
abundance than disembodied technology®:.

There is more to learn about sectors, as revealed by
the results charts (Figure 3.3). The blue bars show that
TNCs’ labour productivity is 23 per cent higher than
that of FEs in high-technology activities, which also
holds true for chemicals, at 22 per cent and rubber
and plastics, at 18 per cent. In one low-technology

13 Technology embodied in capital could still be important, so tech-
nology cannot be dismissed altogether as a distinguishing factor.
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Figure 3.3 Firm type, labour productivity and TFP performance
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sector, food and beverages, TNCs perform 12 per cent
better than FEs. The latter result could be because
the relative capital intensity of the food and bever-
ages sector might give the more capital-intensive
TNCs an edge over FEs. The red bars, which show
a relationship between firm type and TFP, reveal a
significant TNC productivity dividend in medium- as
well as in high-technology meta-sectors.

In common with the conclusions about firm origin,
these results indicate that the productivity difference
between TNCs and FEs in the survey countries is
connected to physical capital. At meta-sector level,
however, there is evidence that the difference be-
tween TNCs and FEs in medium- and high-technology
meta-sectors relates to disembodied technology. This
suggests that TNCs are more involved in technologi-
cally sophisticated activities than FEs.

Theme two: growth
Firm ownership and growth

The next group of performance indicators is growth
variables, which covers growth of output, employ-
ment and labour productivity. With respect to the
standard model, the general expectation is that the
larger, older and more greatly endowed are firms,
the slower the growth rate in terms of employment.
However, more capital-intensive firms are likely to
grow at a higher rate in terms of output and labour
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productivity. The descriptive analysis showed that
foreign firms, which are typically more capital en-
dowed but also larger, grow faster both in terms of
output and labour productivity. The results were
displayed in Table 3.2a.

However, it is not obvious how foreign ownership and
firm growth are related, once correlates of the former
have been controlled for. As figure 3.4 illustrates,
the findings of the regression analysis reveal that
the result of the descriptive analysis changes once
it has been taken into account that domestic and
foreign firms differ in terms of size, age and capital
intensity. The results for the growth performance
indicators confirm that, for the pooled sample of
all survey countries, there is no difference in growth
performance between domestic and foreign firms.
Thus, for growth, whether owners are domestic or
foreign seem to matter little. This reinforces the im-
portance of regression analysis to better understand
these relationships.

At sectoral level, however, labour productivity growth
occurs in several low-technology sectors, as exempli-
fied by the meta-sector low-technology, which has
a growth dividend of 0.05 percentage points. The
highest growth dividend takes place in publishing
and printing, at 0.28, followed by leather. The few
negative growth results appear to occur in more
technologically sophisticated sectors, in this case,
in paper and paper products and other non-metallic
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Figure 3.4 Ownership and growth performance, at sectoral level
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mineral products. The output growth performance is
fairly similar, although fewer results are registered,
with a positive dividend in the relatively unsophis-
ticated production sectors of food and beverages
and publishing and printing. The only employment
growth registered is confined to the leather sector
where the relationship is positive.

Firm origin, firm type and growth

Regression analysis confirms the finding of the de-
scriptive analysis that there is no significant difference
in terms of output and labour productivity between
firms of Northern and Southern origin. The results
also show that there is no statistical difference in
terms of employment growth.

The same seems true for firm type. There is no
significant difference between TNC and FE firms
with regard to labour productivity and employment
growth. The only credible result is that in the survey
countries TNCs grow slightly faster than FEs in terms
of output.

Extent of foreign ownership and
firm performance

This section examines whether firm productivity
performance increases with the share of foreign
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ownership or, simply, because of the sheer influ-
ence of foreign ownership.* If the former, IPAs
could benefit by refining their search for quality
foreign investors.

Foreign ownership share is one of many indicators
of the influence that foreign owners may exert on
firms. Besides corporate governance i.e., how the
firm is organized in terms of governance, how power
is shared between management and shareholders
and how power is shared between shareholders it
does not capture less tangible issues, such as how
actively foreign owners are involved in the business
of firms and country specific customs.

Changes in the global business environment in re-
cent decades— reduced transportation costs, rapid
communication, improved managerial capability in
developing countries and the like —speaks against
the premise that foreign ownership share explains
differences in firm performance. On the other hand, it
implies that less-endowed firms can exert governance
power from abroad without full ownership (Henley,
Kratzsch, Kulur and Tandogan, 2008).

At this stage, the issue of extent of foreign ownership is
complex and dependent on factors other than those the
literature has considered. For example, while it is true that

14 The definition of a foreign-owned firm is at least ten per cent for-
eign ownership.
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the extent of foreign ownership has little relevance to firm
performance up to nearly wholly-owned levels, this is not
necessarily the case for firms that lack human capital,
with low capital-intensity and differences in size. The
relationship between ownership share and performance
depends on other firm characteristics, which warrantan

investigation of the impact of ownership share.

Examining the sample of foreign firms, Figure 3.5
reveals that the distribution of foreign ownership
for different types of firms is highly skewed towards
wholly-owned firms. Accounting as well for firms with
at least 50 per cent foreign ownership, 87 percent of
firms had a majority of foreign owners. In terms of

modelling, the sample is restricted to foreign firms
only, with the foreign-owner dummy variable, used
previously, replaced by a continuous variable represent-
ing the percentage share of foreign ownership. This
is presented in model 3.4 in the technical appendix.

Productivity and extent of foreign
ownership

The results of the regression analysis suggest that
extent of foreign ownership is irrelevant. Only when
the survey countries are analyzed as a group does
foreign ownership share affect TFP, with the relation-
ship being negative. In terms of growth, only in the

AFRICA INVESTOR REPORT 2011

105



Figure 3.5 Extent of foreign ownership high-technology meta-sector do foreign firms that
have a higher foreign share grow slower in terms of
labour productivity, at -0.18 and only in the chemicals
sector do they grow at a faster rate in terms of output
growth, at 0.34.

Over the range of possible ownership shares, impact
on productivity may differ. For example, majority
ownership may involve a more active participation
in the firms’ businesses. To this end, the report
employs threshold analysis, as set out in Box 3.6,
to investigate further the issue of extent of owner-

10 to 25 % foreign ownership ship. To a large extent, threshold analysis confirms

26 to 50 % foreign ownership the findings of the previous section. With labour
:3% Eg Ig;ﬁ/:?cgiﬁg:‘o“’xﬁsrz:ﬁp productivity, as well as TFP as dependent variable,
a break is identified but is observed at such a high
percentile that the conclusion must be that the extent
of foreign ownership does not matter for productivity
performance.?® The least foreign ownership share a
firm can have is ten per cent, as this is how FDI is
defined in the survey. Firms with less than that are

treated as domestic ones.

However, other factors that may affect the relationship
between foreign ownership share and productivity
can be brought into the analysis. The underlying no-
tion is that the relationship may not be independent
of other firm characteristics, such as human capital
level, capital intensity and firm size. This turns out
to be the case.

First, the extent of foreign ownership is positively
related to labour productivity, as well as TFP, for firms
with less than some 300 employees, after which the
relationship becomes statistically insignificant. The
relationship is significantly stronger with regard to
TFP than labour productivity.

Secondly, the extent of foreign ownership only seems
to matter for the productivity of firms if they hold
sufficient human capital. The result suggests that
only at a white-blue collar ratio of 0.11 or more
a higher share of foreign ownership is associated
with higher labour productivity. A significantly
higher white-blue collar ratio, of 0.22, is required
in order for a positive relationship to exist between
foreign share and TFP. Hence, the results show that

a higher level of human capital is needed in order to

15 Charts displaying these results can be found in the technical ap-
pendix (Figure Al).
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benefit from increased foreign ownership in terms
of higher TFP, which seems plausible since TFP is
more directly connected to the role of technology
in the production processes of firms than is labour
productivity. The more technologically advanced
are production processes of firms, the higher the
demand on human capital and the more likely
it is that an unskilled labour force constitutes a
productivity bottleneck.

Thirdly, the results suggest that the positive re-
lationship between foreign ownership share and
productivity is not affected, in a statistically sig-
nificant sense, by the capital-labour ratio of firms
when labour productivity is used as measurement.
When TFP is used, however, the relationship shifts
at threshold value of some US$77,000 per worker.
After this value, the positive relationship between
foreign ownership share and TFP becomes signifi-
cantly steeper.

Summary: first-layer analysis

The first-layer analysis, which considers the effects
of a change in the composition of domestic and
foreign firms, provides insights that are significant.
First, there is generally a considerable foreign
ownership dividend in terms of productivity levels.
While this may come as no surprise to practitioners
of FDI, who operate with the understanding that
foreign direct investment is always associated
with benefits for the host country, the issue is far
from settled in the empirical literature on FDI.
With its composition of foreign and domestic
firms, this survey manages to address the issue
in a unique way. The results show the difference
in significant performance between domestic and
foreign ownership controlling for several key firm
characteristics. Moreover, they demonstrate that
the productivity increase associated with foreign
ownership occurs more often for labour productivity
but tends to be greater for TFP. This implies that
there is an additional dividend if the productiv-
ity gain has significant technology content. For
growth, however, domestic or foreign ownership
seems less important.

Secondly, the findings can guide IPA targeting, in
terms of sectors, firm structure and firm origin.
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Regarding sectors, the results suggest that foreign
firms operating in sectors with more sophisticated
operations and higher technology content are
of interest, since they are more productive than
their domestic counterparts. This conclusion is
a generalization, based on analysis of a pooled
sample of all survey countries by sector that calls
for circumspection, since important country dif-
ferences may exist. Nevertheless, the first-layer
analysis at least provides a step towards firm
targeting. Regarding firm structure, foreign TNCs
are, by far, the most labour-productive foreign
firms. TNCs that operate in high-technology sectors
are associated especially with high productivity,
both in terms of labour and TFP. Regarding firm
origin, the conclusion at this stage is that there
is no difference in productivity between foreign
investors from industrialized countries and foreign
investors from developing countries when the
entire sample is considered. However, at the sec-
tor level it appears that north investors are more
labour productive in high-tech sectors. Especially
north firms in chemicals are associated with high
productivity performance.

A basic analysis of the relationship between firm
performance and extent of foreign ownership sug-
gests that extent of foreign ownership is relatively
insignificant. Applying threshold analysis to further
investigate the issue of extent of ownership, the
report obtains similar results. More striking results
were reached when other factors that might affect
the relationship between foreign ownership share
and productivity were brought into the analysis.
The underlying premise is that the relationship may
not be independent of other firm characteristics,
such as human capital level, capital intensity and
firm size, which proves to be the case. The extent
of foreign ownership is positively related to labour
productivity, as well as TFP, for firms with less than
some 300 employees, after which the relationship
becomes statistically insignificant. The relation-
ship is more significant for TFP than productivity.
Similarly, the level of human capital and capital
intensity has a significant influence on the foreign
ownership-productivity performance relationship.
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quality investment:
second-layer
analysis

The first-layer analysis concluded that having more
foreign-owned firms improves the composition of
domestic and foreign firms, leading to improved
aggregate productivity performance.

But composition effect is not the sole impact on
the domestic economy. If a foreign investor estab-
lishes in a country in order to gain market shares,
for example, there may be negative effects on the
domestic economy. If these second-layer effects
are larger than the first-layer, composition effects,
negative net results are the consequence.

This part of the analysis focuses on second-layer ef-
fects, often referred to as spillovers or externalities.
They can range from positive through neutral to
negative. Two main topics are considered. The first
is whether increased foreign presence implies any
effects-horizontal and/or vertical-over those found for
the first layer. The crucial aspect is what impact it has
on domestic firms. The second is whether origin and
type of foreign investors provide further information
useful for investment promotion purposes. Thus,
while essentially the same topics are dealt with in this
section as in the former, there is a demarcation line
between horizontal, or intra-sectoral, and vertical, or
inter-sectoral, externalities. The former refers to the
impact on local firms of foreign investments made
in the same sector which, on the one hand, involves
market-stealing and crowding out, while, on the other
hand, learning through demonstration and human
capacity building. By contrast, vertical externalities
refer to the impact of increased foreign presence on
upstream and downstream sectors. Here, increased
demand and cooperation are essential concepts. In
addition to the impact on domestic productivity,
profit and growth, entry of foreign firms is likely to
have social effects. Because of this, the impact on
wages and employment of domestic firms are also
considered.

Tuning in on externalities

A strong motivation for governments to channel
resources into investment promotion would be the
impact of FDI on the domestic economy beyond
its addition to national capital stock, tax revenues,
creation of new jobs and the like. Such impact may
manifest itself in different ways. For example, knowl-
edge transfers from foreign to domestic firms might
raise the level of productivity at the latter. Another
example might be if foreign firms’ position in the
production supply chain generates demand for do-
mestic supply, creates jobs and improves domestic
firm productivity and growth performance leading,
overall, to lower transaction costs for domestic firms.
In addition, foreign investors may also benefit from
linking up with domestic suppliers, for example, by
sub-contracting to domestic firms as shown in chap-
ter 2. More specifically, preliminary analysis shows
that foreign firms with many domestic suppliers are
more productive than their foreign counterparts that
are less connected to the domestic supply-system.
Moreover, they also seem to grow at a higher rate.
For a discussion on these results please see box 3.7.

Externalities associated with foreign presence may be
neutral or even negative as well. Positive externalities
may be countered by negative crowding-out effects.
Examples of the latter are competition where there
is a limited supply of skilled workforce or increased
competition to the point that domestic firms eventu-
ally exit the market. Negative externalities can also
include impact on the environment and health, which,
in some sectors, may be a significant downside of
foreign investment.

Continued on next page.
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The scope for externalities is linked to the motivation
for foreign investment, which, in turn, relates to the
stage of development of the country. If foreign firms
locate in relatively low-income countries because of
low labour costs or to gain access to natural resources,
externalities may be confined to demonstration effects.
In more advanced economies that attract foreign
investment with higher technology content, technology
transfer may occur. At one extreme, investment may
be efficiency-seeking when domestic economies are
more advanced than investment arriving from abroad.
In this case, foreign firms attempt to profit because
of location, rather than the other way around. South-
South investment is one example of such investment.

Also the ability to absorb and make use of potential
externalities is related to the stage of development.
For example, countries with abundant human capital
should have greater possibilities to learn from and
exploit knowledge transfer. Countries with more
flexible labour markets, where the work force moves
between firms relatively easily, may have more
knowledge turnover. By contrast, where technology
gaps between the domestic sector and foreign firms
are too wide, expectations of externalities may need
to be curbed. In this instance, technology may be
inappropriate and technology transfer beyond reach.
This relates to the concept of appropriate technology.

Foreign investment has different motivations to
locate in certain countries. Empirically, this may
cause some issues with the interpretation of results.
For example, if foreign firms are efficiency-seeking
and, thus, attracted to a sector because it is perform-
ing well, this may not be an instance of positive
externalities. On the other hand, if foreign firms
are seeking to lower labour costs and apply slightly
superior technology, foreign investment is rather
driving sector performance, with causality likely to
be in the opposite direction. Investment in Africa,
it can be argued, is more likely to be resource- than
efficiency-seeking, thus, driving performance. From
an analytical viewpoint, this resolves a central large
issue allowing for fairly straightforward interpreta-
tion of results.®

16 One criticism against cross-sectional studies is that they may give
biased results because of inability to disentangle productivity dif-
ferences across sectors correlated with foreign presence but not
caused by them (Gorg and Strobl, 2001). However, this is unlikely
to be a major problem with Africa data, since foreign investors are
generally not attracted to Africa for efficiency-seeking reasons.

The previous chapter established that foreign firms
are more productive than domestic ones. This
chapter tries to gauge whether the finding has sig-
nificantly positive effects on the domestic economy
and, if this so, its magnitude and the transmission
channels. However, measuring externalities is far
from straightforward. While this chapter gauges
externalities by way of econometric techniques, in
many instances deep case studies may be needed
forillustrative purposes. However, case studies on
their own may be anecdotal in nature disallowing
rigorous handling and testing of information. The
technical appendix provides a detailed explanation
as to how and with what dimensions externalities
are measured.

Organization of the rest of the
chapter

The next section presents the results of the spillover
analysis, organized into four different themes:
productivity externalities, labour market exter-
nalities, output and profit externalities and growth
externalities.

The first theme refers to the impact of foreign pres-
ence on domestic firms’ labour productivity and
TFP, the second to the impact on domestic firms’
employment and wages, the third to the impact on
domestic firms output and profits and the fourth to
the impact on domestic firms’ labour productivity,
employment and output growth. For each, results
of firm ownership, origin and type analyses are
presented. For each of these, results pertaining to
horizontal externalities are presented, followed
by a presentation of results pertaining to vertical
externalities. This is done for a pooled dataset as
well as ISIC2 sectors?” individually. For separate
sector analysis, only sectors for which there are at
least 80 observations are included. Smaller samples
are less analytically meaningful. In addition, three
meta-sectors receive attention, which indicate
whether activities belong to a low-, medium- or
high-technology sector. When sectors are analyzed,
it is for the survey countries as a whole, since there
are insufficient country- and sector-specific data

17 This level of aggregation is still too crude to do full justice to the
concept of externalities and analysis undertaken here. At this
aggregation level, activities, to some extent, still range from un-
skilled to sophisticated as well as from labour- to capital-intensive.
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points. Before the presentation of results, a brief externalities because it is the impact on all up- and
note on how to interpret the coefficients is included. downstream sectors taken together, rather than on
This is crucial because some of the estimated coef- one, that is estimated.*®

ficients may appear too large, especially in the case

of vertical spillovers. Generally, higher estimates 18 Estimates of horizontal and vertical externalities cannot be inter-
preted at face value because these are percentage point changes

may be readily acceptable in the case of vertical of foreign presence. In terms of per cent, the change is smaller.
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Figure 3.6 Horizontal labour productivity externalities, by sector
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Theme one: productivity

Firm ownership and horizontal
externalities

As shown in Figure 3.6, domestic labour productiv-
ity for all survey countries is negatively affected by
increased foreign presence in the same sector. An
increase of such presence by one percentage point
decreases domestic productivity performance by 0.18
per cent. In the pooled sample, horizontal labour
productivity externalities are, thus, fairly modest.
This is expected since the coefficient reflects the
impact of all individual country results, some of
which are negligible®.

A strong negative externality is registered for foreign
presence on TFP. At the level of all survey countries,
a percentage point increase in foreign presence
decreases TFP by 1.02 per cent, a one-on-one ef-
fect. This is a considerable effect, which needs to be
qualified by understanding what a percentage point
change actually implies. Since the median foreign
presence for the whole survey country sample is
0.42 (Table 3.2a), a percentage-point decrease in
practice means a decrease of just less than 0.5 per

19 It is not obvious how best to measure foreign presence. In the
case of investigating the impact of foreign presence on domes-
tic labour productivity a more logical foreign presence indicator
simply might be foreign labour productivity. This would not alter
the results in a qualitative fashion. However, the size of negative

spillovers increases to -0.32 in the survey countries.
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Total factor productivity

cent. This, in turn, reduces the per cent impact from
one to some 0.5 per cent.

The first sector result to notice for productivity spill-
overs is that there is a mix depending on the sectors
in which foreign investors established themselves.
While domestic labour productivity in the pooled
sample decreases with increased foreign presence,
for example, the opposite relationship is observed
in wearing apparel and other non-metallic mineral
products. There is a decrease for rubber and plastics.
Domestic TFP is crowded out by foreign investment
in the survey countries as a whole. This effect occurs
in the medium-technology sector and fabricated
metal. The effect is positive in wearing apparel. This
means that there are indications of both crowding-
in and -out of domestic firms depending on the
sector foreign firms enter. Accordingly, the result
shows that IPAs should not haphazardly promote
foreign investment as there is scope for attaining
max returns on efforts.

Firm ownership and vertical
externalities

Positive/negative horizontal spillovers might be
strengthened or outweighed by positive effects on
other sectors, that is, vertical externalities. Figure 3.7
provides an impression of serious technology transfer
in low- and medium-technology meta-sectors as well

Chapter 3: Identifying quality foreign direct investment in sub-Saharan Africa



Figure 3.7 Vertical productivity externalities, by sector
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Figure 3.8 Horizontal productivity externalities, by sector and origin
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asin publishing and printing, rubber and plastics and
fabricated metal.

This is a positive and important conclusion to be
drawn. Increased foreign direct investment induces
positive vertical externalities into low- and medium
technology-sectors. This suggests that, when foreign
firms establish themselves in Africa, they increase
demand for low- and medium-technology inputs. In
addition, technology transfer appears to be involved.
If foreign firms cooperate with selected suppliers,
some of this may be voluntary. However, it may not
be the most recent technology being transferred
(Moran, 2011). Involuntary technology transfer cannot
be excluded, whether it occurs through innocuous
observation or sheer copying.
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Labour productivity — South
B Total factor productivity — South

Firm origin and horizontal externalities

Investor origin may shed more light on sources of
negative externalities. Figure 3.8 shows that domestic
labour productivity in the survey countries falls when
Southern investors increase their employment pres-
ence in the same sector.

Southern foreign presence seems to be responsible
for the negative result in the survey countries, since
domestic labour productivity decreases by 0.20 per
cent for each percentage point increase in foreign
presence. There are also negative spillovers in the
medium-technology sector, while wearing apparel
increases. Northern investment decreases domestic
productivity performance in publishing and printing.
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Figure 3.9 Vertical productivity externalities, by sector and origin of investor
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Figure 3.10 Horizontal productivity externalities, by sector and type of investor
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For TFP, the picture is brighter, although foreign
presence in the base model for the pooled sample
continues to show negative externalities originating
from firms from the South. The externalities are also
negative in the medium-technology sector as well as
in rubber and plastics. Positive spillovers are recorded
in wearing apparel and other non-metallic mineral
products. Negative externalities linked to Northern
firms occur in wearing apparel. The largest of these,
5.59, translates into some 1.12 per cent increase,
which is not implausible

Firm origin and vertical externalities
With regard to firm origin, neither labour produc-

tivity nor TFP vertical externalities seem to occur
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in the case of Northern and Southern investment
when the whole sample of survey countries is
analyzed (Figure 3.9). However, there are more
results at sectoral level. For labour productivity, the
observed externalities are positive and originate
from Northern investment. These appear in the
low- and medium-technology sectors as well as
in fabricated metal.

For TFP, there are positive Northern externalities
in the low-technology sector as well as wearing
apparel, fabricated metal and furniture. There are
no Southern externalities. The analysis shows that
Northern investors in such low-technology sectors
as wearing apparel and furniture seem to bring
productivity gains beyond first-layer effects.

: Identifying quality foreign direct investment in sub-Saharan Africa



Firm type and horizontal externalities

Figure 3.10 shows that in the survey countries do-
mestic labour productivity is affected independently
of whether foreign presence consisted of foreign
entrepreneurs or TNCs. However, these are very small
horizontal externalities, at 0.01 and 0.04 per cent
after calculation based on foreign presence shares.
On the contrary, TNCs’ investments affect positively
wearing apparel as well as publishing and printing.

In the case of TFP, the impact of TNC presence
seems sector-specific, as the average firm in the
survey countries is negatively affected by increased
presence of FEs and TNCs. For example, food and
beverages and other non-metallic mineral products
benefit from FE investment, while wearing apparel
is positively affected by the presence of TNCs. By
contrast, TNC investment has a negative impact
in fabricated metal, while the medium-technology
sector is negatively affected by FEs.

Firm type and vertical externalities

Figure 3.11 shows that no vertical spillovers are reg-
istered at the level of all survey countries. At sectoral
level, domestic labour productivity is positively affected
by increased foreign presence of TNCs in the low- and
medium-technology sector as well as in fabricated
metal. FEs’ presence has a positive impact on domestic
labour productivity in rubber and plastics.

Domestic TFP is positively affected by FE presence in
rubber and plastics as well as furniture. While negative
for rubber and plastics, presence of TNCs is positive for
fabricated metal. Thus, positive labour productivity and
TFP externalities are found for both FEs and TNCs, with
the difference that the former affects low-technology
and the latter more sophisticated activities.

This insight provides IPAs with opportunities as well
as challenges demanding awareness as to countries’
stages of development. Without such knowledge,
resources and efforts may well be channelled into
non-beneficial activities.

Theme two: labour market
externalities

Foreign ownership and horizontal
externalities

There are few horizontal wage externalities. For the
survey countries as a whole, figure 3.12 shows that
a percentage point increase in foreign presence is
associated with 0.05 per cent decrease in domestic
wages, which is a modest effect. At sectoral level,
there are several cases of wage increases in the
low- and medium-technology sector when foreign
presence increases. More specifically, this increase
might be driven by food and beverages, other non-
metallic mineral products and fabricated metal. This
conformed to the view that increased competition

Figure 3.11 Vertical productivity externalities, by sector and type of investor
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Figure 3.12 Horizontal labour market externalities, by sector
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Figure 3.13 Vertical labour market externalities, by sector
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drives up domestic wages through improved pro-
ductivity performance.

By contrast, it is striking how hard foreign invest-
ment affects employment. In the low- and medium-
technology sectors, the figure reveals that domestic
employment suffers from increased foreign pres-
ence, in which case a percentage point of such
presence reduces employment among domestic
firms by -0.30. In chemicals, rubber and plastics,
other non-metallic mineral products, fabricated
metal and furniture, externalities are negative. In
short, productivity and wage increases come at
a cost, namely, that of job reduction. This points
to an important trade-off between economic and
social goals, something which needs to be factored
in by policymakers.
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Foreign ownership and vertical
externalities

Figure 3.13 shows that serious impact on domestic
employment generation appears to ensue from
increased foreign presence, as evidenced by negative
parameters for the low- and medium-technology sec-
tors as well as food and beverages, wearing apparel,
publishing and printing, other non-metallic products,
fabricated metal and furniture. This means that
competition effects due to increased foreign pressure
also take place in upstream sectors. To be selected
as suppliers, producers of intermediate goods, for
example, would have to offer competitive prices and
services and this can only happen if it is sufficiently
productive. As part of their establishment in Africa,
if foreign firms seize control of parts of the supply
chain, this would likely result in job reduction and,
hence, vertical spillovers.
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In conformity with positive productivity externalities,
the figure suggests that domestic wages in the survey
countries as a whole as well as the low-, medium- and
high-technology sectors rise, with the largest wage
increase being in the latter sector when foreign inves-
tors enter the country. The other sectors with wage
increases are wearing apparel, wood, chemicals, rubber
and plastics and other non-metallic products. These
effects are associated with improved productivity and
release of surplus labour. They are also consistent with
a view that those workers that remain are likely to be
relatively skilled.

Firm origin and horizontal externalities

Information on investor origin might help IPAs’ decision-
making. As Figure 3.14 demonstrates, generally, domestic
wages are increasing through foreign competition,
especially by Northern investment. Yet, Northern hori-
zontal externalities appear to be negative for the survey
countries as a whole. Positive Northern externalities
occur in low- and medium-technology meta-sectors,
specifically, food and beverages, wood, other non-
metallic mineral products and fabricated metal. Only
wearing apparel suffers from negative spillovers.

By contrast, negative Southern externalities occur in
the low-technology sector as well as rubber and plas-
tics. Wearing apparel and other non-metallic mineral
products enjoy positive externalities. For SSA countries
in which low-technology manufacturing appear most
relevant, Northern investors might bring improved

earnings. This follows as a consequence of Northern
firms being more productive than Southern ones.

The chart shows that, overall, foreign presence has a
negative effect on employment. It seems that Horizon-
tal externalities are of the negative kind, independent
of where the investor originates. The same chart
shows that when investors are from South, domestic
employment falls in the low-technology sector. In
the case of individual sectors, the worst affected are
other non-metallic mineral products and furniture,
followed by rubber and plastics and food and bever-
ages. In Northern externalities, negative ones occur
in the medium-technology sector, as manifested by
negative spillovers in rubber and plastics, fabricated
metal and furniture. The only sector that is outside
the pattern is wearing apparel, which shows positive
horizontal externalities. The observed job reduction
thus is independent of investor origin.

Firm origin and vertical externalities

Since higher wages is a welcome effect, for, at least,
those workers that remain employed, IPAs need to
find out in more detail from where foreign investment
originates as well as the types of investors driving
salary increases. The base model produces positive
Northern and negative Southern externalities when
the entire survey country sample is analyzed (Figure
3.15), indicating that Northern, rather than Southern,
investors are generating wage increases. This is over-
whelmingly also the case in low-, medium- and high-

Figure 3.14 Horizontal labour market externalities, by sector and origin
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Figure 3.15 Vertical labour market externalities, by sector and investor origin
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Figure 3.16 Horizontal labour market externalities, by sector and type of investor
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technology sectors, although the South contributing
to wage increases in the medium-technology sector.
At individual sector level, Northern investment triggers
salary increases in other non-metallic mineral products,
rubber and plastics and wood. Southern externalities
only appear in other non-metallic mineral products.

For the base model, negative employment externali-
ties are found in the survey country sample (-1.20).
This suggests that domestic employment is affected
mainly by Northern investment. The negative effect
emanates from negative externalities in low- and
medium-technology sectors. By delving further into
individual sectors, these results are supported by
negative externalities in food and beverages, other

non-metallic mineral products, fabricated metal and
furniture. Negative Southern employment externalities
appear also in low- and medium-technology sectors
as well as in food and beverages, publishing and
printing, rubber and plastics, other non-metallic
mineral products, fabricated metal and furniture.
Choosing between Northern and Southern investment
is, thus, not the answer to the question as how to
avoid job reduction.

Firm type and horizontal externalities
Figure 3.16 shows that, for the survey countries as

a whole, domestic wages are reduced by increased
presence of TNCs, although the effect is minimal. By
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contrast, TNC and FE presence raise domestic wages
at sectoral level. FEs do so in food and beverages,
wood, other non-metallic mineral products, fabricated
metal and the medium-technology sector. TNCs
increase wages in the low-technology meta-sector,
food and beverages, wearing apparel, publishing and
printing and other non-metallic mineral products. This
increasing of wages in different sectors might reflect
where TNCs and FEs operate, rather than being a
consequence of inherent traits related to firm type.

At sectoral level, domestic employment in wearing
apparel increases with the presence of FEs, while
they are negative in rubber and plastics, furniture
and the high-technology sector. Low- and medium-
technology sectors are negatively affected by TNCs.
Negative spillovers also occur in food and beverages,
rubber and plastics, fabricated metal and furniture.
Hence there are fever negative employment spillovers
emanating from FE than TNC presence. FEs seem to
bring positive horizontal labour externalities, while
the opposite appears to be the case for TNCs.

Firm type and vertical externalities

Figure 3.17 shows that TNCs generate most of the
wage increases and that these occur in all meta-
sectors, with high-, medium- and low-technology in
that order. The largest increases take place in wood,
chemicals and rubber and plastics, but the other
sectors are close behind. FEs’ presence increases
domestic wages in low- and medium-technology

sectors. Of both types of foreign investors, FE invest-
ment generates the largest domestic wage increase
in rubber and plastics but also the only negative
impact, in food and beverages.

These results reveal that, while both TNCs and FEs
generate domestic wage increases, it is important
to underscore that TNCs that help domestic workers
increase theirincome to a much larger extent than FEs.

While North-South origin did not provide much
guidance as to job reduction, consideration of type
of investor could be more helpful. As Figure 3.17
shows, TNC investment is overwhelmingly negative
almost across the board, in particular for low- and
medium-technology sectors. At individual sector
level, there are negative employment externalities
for food and beverages, wearing apparel, publishing
and printing, rubber and plastics, other non-metallic
mineral products, fabricated metal and furniture.
FE investment turns out to be more innocuous in
that their investment is only negative for food and
beverages and furniture.

Considering wage and employment spillovers to-
gether, a dilemma emerges. While TNCs are better at
increasing wages, they are responsible for the lion’s
share of job reduction. The impact of increased FE
presence is much more modest. In this choice one
needs to factor in that employment reduction is part
of structural change and mainly a short-term issue. In
the longer term, productivity improvements increase

Figure 3.17 Vertical labour market externalities, by sector type of investor
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employment, whereas, in other sectors, it is due to
structural change.

Theme three: output and profit
externalities

Foreign ownership and horizontal
externalities

The negative horizontal spillovers into productivity
documented earlier appear also for domestic output
and profits (Figure 3.18). For the survey countries as a
whole, this signals a decrease when foreign presence
increases. The opposite relationship is observed in
the wearing apparel and other non-metallic mineral
products sectors, where domestic output increase
with increased intra-sector foreign presence. Domestic
profits are affected in the chemicals and fabricated
metal sectors as well as in all meta-sectors, as with

low-, medium- and, in particular, high-technology.
The only exception is the positive effects for wearing
apparel. Thus, it crowding out seems to take place
in terms of output and profits as well as domestic
productivity.

Foreign ownership and vertical
externalities

Figure 3.19 shows that there is only one case of output
externalities — positive in fabricated metal — and one
of profit externality - negative in food and beverages.
Other than these, there are no spillover effects onto
domestic output and profits.

Firm origin and horizontal externalities

Figure 3.20 shows that, overall, foreign presence has
a negative effect on output and profits. The survey

Figure 3.18 Horizontal output and profit externalities, by sector
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Figure 3.20 Horizontal output and profit externalities, by sector and origin
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countries are somewhat affected on output and profits
by Southern presence. Horizontal externalities are
of the negative kind, independent of investor origin.

In terms of output generation, the base model for
the survey countries as a whole delivers negative
South externalities. Negative South externalities also
occur in the medium-technology sector, while they
are positive in wearing apparel. Negative Northern
externalities occur in publishing and printing.

For domestic profits, the base model for the survey
country sample produces both Northern and Southern
externalities. Negative Southern externalities occur in
low- and medium-technology sectors. There are posi-
tive effects in wearing apparel and other non-metallic
mineral products. Northern externalities characterizes

Figure 3.21 Vertical output and profit externalities,
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the medium-technology sector, where they are nega-
tive, as well as in other non-metallic mineral products.

Firm origin and vertical externalities

Positive Northern output externalities appear in
low-and medium-technology meta-sectors and in
fabricated metal (Figure 3.21), while there are no
Southern externalities. For profits, there are nega-
tive Northern externalities for food and beverages
and wearing apparel but no Southern externalities.

Firm type and horizontal externalities
Figure 3.22 demonstrates that, in the sample of all
survey countries and domestic output, negative

spillovers emanate from FEs and TNCs. Rather than

by sector and investor origin
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Figure 3.22 Horizontal employment, output and profit externalities, by sector and type of investor
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FEs’ investment, it is TNCs’ that negatively influence
domestic profits in the survey countries.

By contrast, FE presence has a negative impact
on domestic profits in the medium-technology
sector, in particular, in publishing and printing and
chemicals. The presence of TNCs affects domestic
profits in the low-technology and fabricated metals
sectors. The differential impacts of TNCs and FEs are
potentially important information for IPAs, as they
point to the need to take into consideration such
critical elements as structural change and national
development plans.

Firm type and vertical externalities

Domestic output in low- and medium-technology sec-
tors increases with increased presence of TNCs (Figure
3.23). In two sectors, fabricated metal and rubber and
plastics, TNCs and FEs, respectively, generate positive
output spillovers. However, the effect of TNC presence
on domestic profits is negative in food and beverages,
something which occurs in publishing and printing
for FEs as well. This suggests that the most positive
vertical spillover results appear to have come from
TNCs. For both groups of foreign investors, however,
there are negative repercussions on domestic profits.
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Figure 3.24 Vertical growth externalities, by sector

5 0.40
E 0.27 023
£ 0.20 0.08
2 0.00
£ -0.20
£-° -0.19
8 -0.40
-0.60 ) .
050 0.56 0.69 0.54
1'00 -0.84
o \ S > ’ \o L& s N e X X X
R R P G
¥ of’Q Q}Q‘ & < Q‘O ’@b & \?\\é\ ) \\)6‘ O
O -\o% A o
X
& N \0\\"\9 P < &
Q\) 0(\
‘(\
(4
O\Y\\
Employment growth Output growth Labour productivity growth
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Theme Four: Growth
Externalities

Foreign ownership and horizontal
externalities

Generally, domestic growth is only weakly affected
when foreign firms enter the same sector. None-
theless, while the rate of employment growth is
unaffected by increased foreign presence, domestic
output growth in the medium-technology sector
increase by 0.17 percentage points. This effect
spills over to stimulate labour productivity growth
by 0.18 percentage points. Possibly this could be
the result of improvements in rubber and plastics,
although in other non-metallic mineral products
is negative.

AFRICA INVESTOR REPORT 2011

Employment growth — South
Labour productivity growth — North

Output growth — North
M Labour productivity growth — South

Foreign ownership and vertical
externalities

In the case of domestic employment growth in other
sectors, there are some positive externalities (Figure
3.24). For example, the rate of domestic employ-
ment growth increases in the high-technology and
chemicals and furniture sectors. Domestic output
growth, however, falls in publishing and printing
with a higher degree of foreign presence.

Domestic labour productivity growth appears to
be affected. In the low-technology sector, for ex-
ample, increasing foreign employment presence by
one percentage point is associated with decreas-
ing domestic labour productivity growth by 0.19
percentage points. There are also negative effects
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in wearing apparel, publishing and printing and
fabricated metal.

Firm origin and horizontal externalities

The origin of this positive spillover can be traced
back to Southern investment, which also generate
positive spillovers for domestic employment growth
in wood and chemicals where an increase in foreign
presence by one percentage point is associated
with 0.13 and 0.27 percentage points faster growth,
respectively, in domestic firms (Figure 3.25). These
are sectors that typically attract resource seeking
investors from the South.

With investors from the North, domestic output
growth increases as result of foreign presence in
the medium-technology sector but decreases in
publishing and printing. Southern output growth
externalities, they occur in chemicals.

Domestic labour productivity growth seems to in-
crease in low- and medium-technology sectors as
well as in rubber and plastics as result of Southern
investment, while Northern investment seems to
be pushed upward in the same medium-technology
meta-sector as well as in rubber and plastics.

Firm origin vertical externalities

The most striking result presented in Figure 3.26 is
negative Northern output and labour productivity
growth externalities as well as Southern labour
productivity growth externalities across sectors, in
particular in low-technology ones. The explanation
is that Northern and Southern investor presence is
associated with positive externalities for domestic
employment growth in several sectors including
chemicals, with Southern externalities having an
edge over Northern ones. While change in labour
productivity is a consequence of changes in output
and employment, increase in employment is difficult
to explain by increased demand, since, at the same
time, output decreases. This suggests that there are
other factors behind these growth developments not
captured by the model.

Firm type and horizontal externalities

As shown in Figure 3.27, employment growth
in the wood and publishing and printing sectors
benefits from increased TNC presence. However,
TNC investment has a negative impact on food and
beverages as well as on furniture. By contrast, FE
presence has a positive impact on domestic output

Figure 3.26 Vertical growth externalities, by sector and origin of investor
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Figure 3.27 Horizontal growth externalities, by sector and type of investor
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growth in wearing apparel, which in turn drives the
increase in labour productivity in this sector. A posi-
tive labour productivity effect of FE presence is also
observed in the medium-technology meta-sector
as well as in rubber and plastics. By contrast, TNC
investment negatively impacts companies’ labour
productivity growth rate in food and beverages,
other non-metallic mineral products and furniture.
Overall, FE investment has favourable horizontal
spillover effects on growth, while TNC investment
has a mixed record.

@ Employment growth — TNC
Labour productivity growth — FE

Output growth — FE
M Labour productivity growth — TNC

Firm type and vertical externalities

The negative output and labour productivity growth
externalities observed earlier are caused by in-
creased TNC presence mainly in low-technology
activities but also in chemicals and fabricated metal
(figure 3.28). FEs played a more positive role, in
that employment growth in chemicals increases
with the presence of such investors. In the high-
technology sector, positive spillovers occur from
FEs and TNCs.
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These results may point to differential requirements
on supplier services by TNCs and FEs, where the
demands of the former requires suppliers to become
more competitive.

Summary: spillovers

Analysis of second-layer effects of FDI —in the form of
horizontal or intra-sector effects of foreign firm entry
— provide additional insights when combined with
the results of the first-layer analysis. When the entire
sample is analyzed, the overall result is that domestic
productivity is negatively affected when foreign firms
enter the same sector. This seems to hold true for labour
productivity and TFP. In terms of origin, firms from
industrialized countries seem to be much more associ-
ated with negative externalities compared to firms from
developing countries. Moreover, negative externalities
are even larger when TFP is the issue, especially in the
case of foreign investors from the North. The reason
may be that moving up the technology ladder is much
more difficult than to accumulate production factors.
If competition comes too early from mature foreign
firms, this means that there is insufficient resilience.
In terms of investor type, the summary appears to be
one of negative horizontal externalities independent
of whether foreign investors are TNCs or FEs, with the
former being worse. Overall, foreign investment aimed
at gaining market shares to some extent implies reduc-
tion in domestic productivity performance at the level
of all survey countries as a whole.

At sectoral level, however, at least some sectors display
evidence of positive externalities suggesting that
domestic firms are able to improve their performance
and meet increased foreign competition. Overall,
however, the effect is negative in the high- as well
as medium- technology meta-sectors. Thus, sectors
with relatively low-technology seem to benefit, while
there are crowding-out effects as activities became
more sophisticated. This could be a sign that certain
foreign investors, more advanced in their production,
simply do not compete in low-technology activities.
Likewise, domestic firms are affected where foreign
investors choose to compete. In terms of impact of firm
origin, investment originating in the South appears to
generate more results than that from the North. The
few positive effects come from Southern investment.
If there were positive effects stemming from type of

foreign investor, they tend to emanate from Southern
FEs, while TNCs appear to exert negative externalities.

A somewhat more positive picture arises from
analysis of vertical, or inter-sectoral, effects of
foreign presence on domestic firms. Compared to
intra-sector externalities previously observed, vertical
externalities are much less prominent. When they
do occur, they are, to a larger extent, positive. At
aggregate level, no vertical productivity spillovers are
registered for the entire sample of 19 economies. At
sectoral level, increased foreign investment induces
positive vertical productivity externalities in low-
technology sectors, with some evidence of spillovers
onto medium-technology sectors. This suggests
that, when foreign firms establish themselves in
Africa, they increase the demand for mainly low-
technology local inputs. Technology transfer may
also have been involved, at least according to TFP
results. Some of this might be voluntary if the foreign
firms cooperate with selected suppliers. Involuntary
technology transfer cannot be ruled out, whether
it occur through innocuous observation or sheer
copying. Vertical productivity spillovers in the case
of firm origin seem to a greater extent, to emanate
from investors from industrialized countries than
those from developing ones. In the sectors where
they occur they are overwhelmingly positive. The
positive effects are primarily confined to low- and
medium-technology sectors. Moreover, positive
productivity spillovers as a result of TNC and FE
presence are registered in several sectors, although
the former seems to be the one more commonly
associated with the positive effect. Here, the effect
is confined to low- and medium-technology sectors.

The overall finding for the intra-sector effect of foreign
entry on employment, output, profits and wages is
that horizontal spillovers onto employment show some
positive sign, while in the case of output, profits and
wages, they tend to be negative. Sub-sector analysis
of intra-sector effects of foreign entry on employment,
output and profits reveals the extent to which foreign
investment affects employment. Foreign entry seems
to lead to job reduction. Moreover, domestic profits
and output are negatively affected. With regard to
firm characteristics the effect mainly seems to be
independent of the origin of the investor but not
to the type of the investor. For employment and

126 Chapter 3: Identifying quality foreign direct investment in sub-Saharan Africa



output, positive effects are obtained from foreign
entrepreneurs, rather than TNCs, which are negative
for domestic economies. Domestic profits also suffer,
with TNCs affected by more sophisticated production
and FEs by less advanced activities.

Regarding labour market effects, wages seem to
be suppressed for the survey countries as a whole,
while at least at sub-sectoral level wages are pushed
upwards. This supports the view that increased com-
petition drives up domestic wages through improved
productivity performance. The effect does not seem
to be independent of firm origin or type. Northern
investment seems to exert positive effects on domestic
wages, while Southern investment results in a mix of
outcomes. In terms of firm type, FEs seem to bring
positive horizontal labour externalities, while the
opposite appears to be the case for TNCs. There is a
marked difference depending on levels of sophistication
in sectors. This could point to different ways of entering
sectors as well as how they compete. In addition, this
suggests self-selection effects, where weaker domestic
firms choose to exit and competitive domestic ones
respond to entry of foreign firms.

The same seems to be true when employment, output
and profit externalities are considered. Results for firm
origin and type are, to a larger extent, mixed and country
specific. They play very different roles for employment,
output and profits in different countries. Presence
of foreign firms seems to exert upward pressure on
domestic wages for the survey countries as a whole,
but the effect is not independent of origin of inves-
tors. More specifically, investors from industrialized
countries seem to drive up wages in the economies
they enter, while those from developing countries seem
to suppress them. No vertical spillovers for growth
are registered, except at country level, where results
are mixed. The picture for employment is strikingly
different. In the majority of sectors, foreign presence is
associated with significant job reduction. The observed
negative externalities seem to be equally associated
with Northern and Southern investors indicating that
choosing between them fails to answer the question
as how to avoid job reduction. By contrast, negative
employment externalities do primarily seem to be
associated with TNCs leading to the conclusion that
they should be avoided if job reduction is a main
concern. This is unlikely, though, to be the complete
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picture because of first-layer productivity virtues
brought about by TNCs. The significant, positive vertical
wage spillovers in all meta-sectors, low-, medium-and
high-technology constitutes an important finding of
this section. Entry of investors from industrialized
countries including TNCs was the primary influence for
the upward pressure on wages. Nevertheless, entry of
foreign entrepreneurs seems to exert upward pressure
on wages but not to the magnitude of that of TNCs.

The overall conclusion on intra-sector effects of foreign
entry on growth is that of positive growth externali-
ties, which may suggest that while foreign investors
drive domestic ones out of the market, those that
remain see improvements in growth performance.
However, the results seem to be sector specific.

Technical appendix

Base model (firm ownership)

Used for the pooled dataset of all survey countries
and across individual sectors, the base model that was
estimated relates performance to explanatory factors:

Y =a+BFO +BX +¢ (3.1)

Y. is the indicator of firm /s performance, FO, is a
dummy variable indicating foreign ownership and
X is a vector of control variables.

The first step was to pool the entire sample and estimate
the impact of foreign ownership on firm performance
at an average level. In these regressions, country fixed
effects were included to account for country-specific
heterogeneity. In addition, controls for whether firms
operated in low-, medium- or high-technology sectors
were included. Thereafter, the regression was repeated
for each manufacturing sector, in which case meta-
sectors had to be excluded. The same procedure was
followed when estimating firm origin, firm type and
extent of foreign ownership models described below.

Firm origin model
Contingent on being a foreign investor, to the base

model a dummy variable representing the origin of
the investor was added:
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Y. =a+ B NORTH + X, + ¢, (3.2)

The focus was foremost on the sign and size of 6,
as the indicator of whether origin of investor affects
the level of foreign ownership productivity dividend.

Firm-type model

The firm-type model is a version of the firm-origin
model but with an interaction term that distinguishes
between foreign firms as to whether they are TNCs
or FEs:

Y, =a+B,TNC +B.X, +¢, (3.3)

The sign and size of 6, provides the answer to whether
type of investor affects foreign ownership productiv-
ity dividends.

Extent of foreign ownership model

As in the case of the previous two models, the
sample remains restricted to foreign firms. The dif-
ference compared to the base model is also that the
foreign-owner dummy variable is now replaced with
a continuous variable representing the percentage
share of foreign ownership:

Y,=a+ B, FORSH, + B,X, + ¢, (3.4)

The variable FORSH is the indicator of the share of
foreign ownership.

Measuring externalities

A typical regression focusing on measuring the
extent of externalities explains a domestic perfor-
mance indicator by a measure of foreign presence
(FOR) controlling for a set of explanatory variables
thought to influence domestic performance. For the
report, it is plausible to build on the standard model
encountered in the previous section. The difference
now is that the left-hand side concerns only domestic,
rather than all, firms:*

Y, =a+pBX, +B,FOR +¢, (3.5)

g

Y is the performance measure of firm i in sector j

1  Atime subscript is normally included as well, but, since only a sin-
gle year is considered, it has been omitted.

(productivity, output, employment and wages), X is
a vector of controls, FOR is the indicator of foreign
presence in sector j, and € is a white noise error term.?
A positive (negative) and statistically significant 6,
would be taken as evidence that positive (negative)
horizontal externalities have occurred.

A version of the generic model that, instead, isolates
vertical spillovers is slightly different:

Y =a+ /))JX;'; + B,FOR, + € (3.6)
FOR, measures the presence of foreign firms in all
other sectors but j.2 Since vertical spillovers involve
supply-and-demand effects on other sectors (down-
and upstream), it is likely that vertical externalities
have a higher probability of being positive compared
to horizontal externalities, which, essentially, concern
increased direct competition.

The indicator FOR in the literature is often measured
as a share in total sector employment or output.
Although it is not obvious that this is the best choice
when domestic labour productivity and TFP are
employed as performance variables, the report
follows the empirical literature using employment
shares throughout. On the left-hand side, often a
measure of domestic productivity performance is
used in the literature. This report goes beyond a
single performance indicator by considering several
economic ones as well, such as output generation
and profit and growth indicators, as well as social
effects in the form of employment and wages of
domestic firms.

As in the case of first-layer effects, impact of pres-
ence of foreign investors may differ across at least
two lines. First, the amount of externalities may be
a function of whether investors are from a Northern
or Southern country. Secondly, impact on domestic
economies could also depend on type of foreign
investors. Again, distinction is made between TNCs
and individual foreign entrepreneurs. The North-
South model is:

2 Some studies have considered geographic proximity, in addition
to technology gap, as an additional determinant of externalities,
in which case, FOR is a measure of foreign presence in a region,
rather than sector. Since there is very little evidence of such pres-
ence, this is not included in the analysis.

3 Nodistinction is made between backward or forward linkages.
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Y,=a+ /:.’]Xl,j + /J’ZFORNORTH/. + ,BSFORSOL[TH}, +g
(3.7)

FORNORTH and FORSOUTH are the indicators of
foreign presence in sector j if the investors origi-
nates from industrialized or developing countries,
respectively. A positive (negative) and statistically
significant 8, and/or 8, would be taken as evidence
that positive (negative) externalities occurred.

The corresponding TNC-FE model can be written:
Yl,/, =a+ ﬁin; + /j’ZFORTNCj + ﬁSFORFE/, +E,
(3.8)

FORTNC and FORFE are the indicators of foreign
presence in sector j if investors are TNCs or FEs,
respectively. A positive (negative) and statistically
significant 6, and/or 6, would be taken as evidence
that positive (negative) externalities occurred.

Dependent variable: labour productivity

Independent All countries
variables (pooled)
Eorei hi 0.113%**
oreign ownershi
& P (3.816)
Capital-labour ratio 0.107***
(in log) (11.41)
. 0.154**
Human capital
(2.273)
. . 0.0442%**
Size (in log)
(3.738)
Age (in log) 0.00371
i
ge 108 (0.212)
0.0184
Exporter
(0.594)
Low -technol " -0.0586
ow -technology sector
&y (-1.618)
Medium-technology -0.0826**
sector (-2.113)
Intermediate inputs 0.719%**
(in log) (77.55)
1.842%**
Constant
(11.86)
Observations 2,297
F-test .
pseudo R"2 0.507
t-statistics in parentheses
*** n<0.01, ** p<0.05, * p<0.1

Regression results table, base model

Below are the regression results of the base model
shown in full with labour productivity and TFP as
dependent variables, respectively.

Threshold analysis

Below are alternative methods for accounting for

non-linearities, followed by a brief overview of

threshold regression techniques.

A simple linear regression model can be written as:
Y, =B, +Bx, +Bx, + ... +Bx, +e  (3.9)

is the dependent variable to be explained, x,, x,, ...,

X, a set of k explanatory variables, B, B,, B,, ..., B,
a set of parameters to be estimated, € the error or

Dependent variable: TFP

Independent All countries
variables (pooled)
. : 0.376%**
Foreign ownership
(3.198)
Capital-labour ratio 0.261***
(in log) (6.892)
. 0.903***
Human capital
(3.291)
Size (in log) 0.164***
ize (inlo
& (3.473)
fee (e -0.00304
i
ge o8 (:0.0432)
-0.118
Exporter
(-0.954)
-0.313**
Low-technology sector
(-2.148)
Medium-technology -0.385**
sector (-2.443)
Intermediate inputs -0.685%**
(in log) (-18.15)
4 .553***
Constant
(6.557)
Observations 2,112
F-test .
pseudo RA2 0.0894
t-statistics in parentheses
*** n<0.01, ** p<0.05, * p<0.1
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disturbance term and i =1, .., N the set of observa-
tions for which data is available. Using the sample of
observations, the set of parameters can be estimated
most often using the OLS estimator.

A regression model such as the above is linear in
its parameters. That is, a one unit change in the
explanatory variable x, leads to a B, change iny, with
the change in the dependent variable as a result of
a change in x_ independent of the level of either x,
or one of the other explanatory variables.

In many situations, however, it would be advantageous
to allow for a non-linear effect of one or more of the
explanatory variables. Allowing for the effect of firm
size on productivity to depend on size of firm would
be such an instance. Another would be allowing the
impact of firms’ export status on productivity to
depend on third variables that capture absorptive
capacity, such as average skill level of workers.

A simple method of achieving this would be to in-
troduce an interaction between two or more of the
explanatory variables. Such a model can be written as:

yi=/30+/31x1+/3’2x2+/33(x1x2)+8 (310)

The i subscripts have been dropped for ease of
presentation. The effect of a change in x, on y would
be given by B, if the interaction term were omitted
but is given by B, + B,x, when the interaction term
is included. The effect of a change in x, on'y, thus,
depends on the value of the variable . If B, is posi-
tive, the effect of x, on y will increase as the value
of x, increases.

While interaction terms are useful for allowing for
non-linearities, they are restrictive, so alternative
non-linear models have been proposed. One such
method is to collate observations into different
groups or regimes and allow the relationship be-
tween the dependent variable and one or more of
the explanatory variables to differ between regimes.
This approach is apparent in the case of a simple two
variable regression model.

Here the observations are split into two regimes
based on a variable z, which could be the explanatory
variable of interest or some other variable. Observa-

tions with a value of z lower than A are allocated to
the low regime, while those with a value more than
A are allocated to the high regime. The relationship
between x andy is, then, allowed to differ between the
two regimes as expressed in the following equation:

Yi=/3’0+ﬁ1,]xi+si ifZiSA (3.11a)
Yl_=/§0+/3’1,2xl.+ g, ile. >A (3.11b)

If z is less than or equal to the threshold value A,
the coefficient on x is Bm, while if z is greater than
A the coefficient on x is BLZ. This can be written as
a single equation:

Y. =B, +BydxIz<A) + B,2x1(z>)) + ¢, (3.12)

l'is called the indicator function. Standard statistical
tests could be used, then, to test whether the coeffi-
cients of the two regimes are the same, which requires
testing the hypothesis 8, = 8, , . If this hypothesis
can be rejected, then, there are differences in the
relationship between x and y in the two regimes.

In most cases, however, the value of the threshold, A,
will be unknown meaning that any threshold imposed
on the data will be ad-hoc. A preferable solution
would allow the data to determine the value of any
threshold. Recently developed techniques allow one
to estimate the threshold and coefficients from the
regression model simultaneously®.

These techniques are relatively straightforward to
implement. Initially, the data is sorted by the threshold
variable z and, then, searched over the distinct values
of z by estimating the regression model given by
equation 3.12 assuming, in turn, that A takes each of
the distinct values of z. That is, if the variable z takes
on ten distinct values, equation 3.12 is estimated by
OLS assuming, in turn, that A equals each of these
values. Of the possible values of A, the estimate of
the threshold is the value that produces the best
fitting regression model, with the minimum sum of
squared residuals of all models estimated.

After finding a threshold, its significance needs to be
tested. Rather than the case where the value of the
threshold is known a priori, this is a non-standard

4 see Hansen, 1996, 1999, 2000
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Threshold results in graph form

Figure Al Extent of foreign ownership and productivity
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Note: The dotted red line shows the threshold identified by the model,
with the corresponding percentile and value below the graph. Here
statistics on the relationship between productivity measure and foreign
ownership share are shown for the upper and lower regimes. The blue
line in the chart does not show the direction of the relationship but the
likelihood ratio sequence in lambda, which denotes the percentiles that

are potential threshold values.
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test, since, under the null hypothesis of Bm =B,
the threshold value is not defined, with the linear
model having no value for A. Hansen recommends
an alternative statistical technique, bootstrapping,
to test this hypothesis®. Bootstrapping approximates
the distribution of a statistic by repeatedly drawing
a sample of observations from the fitted distribu-
tion of the observed data and, then, compares the
actual test statistic with those obtained from the
bootstrapped model.

The finding of a significant threshold implies that
there is evidence of a non-linear relationship between
the dependent variable and the relevant explana-
tory variable(s) that is dependent on the level of
the threshold variable, z. After finding a significant
threshold, it is possible to use the above approach to
search for a second or third threshold. In this sense,
threshold regression techniques also allow the data
to determine the appropriate number of thresholds
in addition to the positioning of the thresholds.

5 see Hansen, 1996, 1999, 2000
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CHAPTER 4:

IPAs and their
services



Background and
outline

ver the last three decades, sub-Saharan
African countries have established and
developed IPAs to promote and attract
direct investment in their economies, particularly
foreign direct investment (FDI). While not all foreign
direct investment is generated by IPAs, these institu-
tions play a crucial role in fostering and accelerating
investment in their economies in a variety of ways.

Embedded in diverse institutional and organizational
set-ups, IPAs’ operations vary from country to country.
Their scope is, however, systematically expanding.
Often the initial approach of IPAs begins with image-
building to brand countries as attractive places for
investment. This includes targeted advertising, public
relations events, generation of favourable news and
production of eye-catching brochures, websites
and videos. Advanced IPAs offer much more includ-
ing investor facilitation services to assist investors
in analysing their investment decisions, establish
their operations, expedite the approval process
of licensing and obtain access to land, utilities and
business premises. The concept of one-stop shops for
complete licensing of newly established businesses
is the ultimate attempt to reduce the administrative
burden for investors to a minimum. This type of
service is available already in many African countries.
More advanced IPAs are increasingly pro-active in
investment generation, through sector analysis and
investor identification, as well as by establishing
investor forums and matchmaking platforms and
identifying and following up on investment leads. At
the same time, IPAs are being perceived as a valuable
source for policy advocacy, since they typically have
access to first-hand information as to how to shape
initiatives to improve investment climate and legal
frameworks for investment.

This chapter focuses on responses in the survey
results concerning IPA assessment by investors. It
analyses how the surveyed firms evaluated IPAs in
the various stages of their investment process. These
range from investment promotion activities in the
pre-investment decision phase, through registration

services at the entry stage and provision of incentives
at the implementation stage, to business support
services at the operational stage. Survey results
are disaggregated by type of ownership of foreign
investors, country of investor origin, main economic
sectors and regions of sub- Saharan Africa’.

The chapter is structured into six sections. It begins
by analysing the role of IPAs in promoting invest-
ment opportunities in their respective countries.
Consideration is given to how investors view the
role played by IPAs as well as to what extent invest-
ment promotion activities are crucial determinants
for their awareness and realization of investment
opportunities.

The chapter goes on to deal with investment sup-
port services once foreign investors become aware
of investment opportunities and the decision to
invest in a host country is evaluated and taken. The
investment registration process is examined, as well
as institutional arrangements for investment registra-
tion in the surveyed countries. For some investors,
investment registration de facto represents the first
contact with IPAs

Following investment registration, the role of IPAs
shifts to provision of a wider array of support services
to investors. These consist, typically, of two main
kinds: investment incentives and dedicated business
support services. The chapter looks at the type of
such incentives offered by IPAs and their perceived
importance in the opinions of foreign investors. The
analysis of business support services differentiates
between four main stages in the investment cycle:
decision/pre-investment/pre-expansion, entry, imple-
mentation and operations/ after-care. The survey
data helps assess IPA performance in providing these
services?. The survey responses are grouped by type
of ownership of foreign investors, main economic
sector, size of enterprise, foreign investor mode of
initial investment and investors’ motivation to invest.

The chapter follows with a general assessment of how
investors rate the usefulness and importance of IPAs

1  Surveyed countries in East Africa included Burundi, Ethiopia, Ke-
nya, Rwanda, Tanzania and Uganda. Surveyed countries in West
Africa included Burkina Faso, Cameroon, Cape Verde, Ghana, Mali,
Niger, Nigeria and Senegal. Surveyed countries in Southern Africa
included Lesotho, Madagascar, Malawi, Mozambique and Zambia.

2 The terms investment support services and business support ser-
vices are used interchangeably in the chapter.
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Figure 4.1 Information sources for investment opportunities (all surveyed countries)

USA Can Jap Aus NZ

South Africa

SSA

Other Europe

Other Asia and
Oceania
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Latin America
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France,UK,Portugal

China

t
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M Existing Investor

HQ/Parent company channels

m Embassy (in home country or investor country)

B Private sector, media and others

in terms of general service provision. IPA usefulness
is analysed by country of origin of investor and mode
of entry. Country IPA services are ranked according
to a measure of importance to quality relationship.
From this analysis, a number of concluding observa-
tions and policy recommendations for IPAs emerge.

The survey included domestic investors in the par-
ticipating countries and the chapter, therefore, also

encompasses feedback received on country institu-
tional frameworks that support domestic investment.

Promoting
iInvestment
opportunities in
host countries

A crucial aspect of IPA work is to engage actively with
foreign investors. To do so, requires, first, identifying
and promoting investment opportunities in host
countries to potential investors.

Investment promotion activities typically include
national image-building and investment genera-

f f f f f 1
50% 60% 70% 80% 90% 100%
m External Advisors

Diaspora
M Direct Contact with IPA

Note: Numbers in columns represent frequency for each category

tion. Image-building aims to shape the perception
of host countries as attractive locations for foreign
direct investment. Investment generation comprises
identifying potential investors who might be inter-
ested in establishing a presence in these countries,
developing a strategy to contact them and initiating
a dialogue with the purpose of committing them to
investment projects.

Investment promotion can be a cost-effective way
of increasing FDI inflows, particularly to countries
where information about business conditions is
less readily available and bureaucratic procedures
tend to be more burdensome. The purpose of
investment promotion is to reduce transaction
costs for foreign investors by providing them
with information on business opportunities and
prevailing laws and regulations as well as factor
cost in host countries, and helping them deal with
bureaucratic procedures?.

3 Wells and Wint (2000) define investment promotion as activities
through which governments aim to attract FDI inflows. Investment
promotion activities may encompass: advertising, investment
seminars and missions, participation in trade shows and exhibi-
tions, distribution of literature, individual direct marketing efforts,
facilitating visits of prospective investors, matching prospective
investors with local partners, helping to obtain permits and ap-
provals, preparing project proposals, conducting feasibility studies
and servicing investors whose projects have become operational.
Investment promotion excludes granting incentives to foreign in-
vestors, screening potential investment projects and negotiations
with foreign investors, even though IPAs would likely be involved
in such activities.
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Information sources to detect
investment opportunities

In the survey, data was collected on how foreign
investors initially became aware of investment op-
portunities in the respective countries. Figure 4.1
illustrates the responses on information sources for
investment opportunities in all surveyed countries.

The main source of information about prevailing
investment opportunities was existing investors
in the host countries. Other, but less prominent,
sources of information were through headquarters
and parent-firm channels and external advisors used
to identify investment opportunities in prospective
host countries.

While IPAs did not emerge as the principal source
of information to potential investors on investment
opportunities in prospective host countries, the
survey results highlighted opportunities for them
to broaden the scope of such services. IPAs should
focus on nurturing existing investor communities, as
these represent the core source of attracting new FDI
and generating new investment queries. This could
be realized through extended and better after-care
services to existing investors, as well as by developing
approaches to addressing investment queries from
prospective investors.

Delving into the survey results indicates some varia-
tions by the investor country of origin. Latin American
investors, for example, tend to use external advisors
more often than other investors. Unlike investors
from other regions, Chinese investors seldom rely
on headquarters or parent firms as main channels.
Rather, they used institutional channels as their main
source of investment opportunities, particularly
through embassy networks in Africa and China.

The analysis of responses by African regions and
investor origin highlights significant differences.
More than 30 per cent of South African investors
operating in West African countries tended to use
their headquarters’ strategic capabilities to search
for and identify investment opportunities, as did 45
per cent of the Asian investors in Southern African
countries. Twelve per cent of Chinese firms relied on
their embassies in West Africa, while, in Southern

African countries, some 15 per cent of investors
turned to African embassies in China for prospective
opportunities. With the crucial linkage between for-
eign policy and investment promotion, the survey’s
findings highlights a considerable scope for developing
IPA strategies based on bilateral relations.

These results reaffirm that existing investors are cru-
cial advocates in the process of attracting, engaging
and informing potential investors to potential host
countries. In the light of this empirical evidence, IPAs
could benefit considerably by focusing on provision
of after-care services as well as bolstering investor
relationship management with foreign investors
operating in their countries. This approach can have
important indirect investment promotion benefits
in attracting new foreign investment.

Likewise, the results highlight the importance of
external advisors to foreign investors and internal
information channels within headquarters and parent-
firm networks. Under the guidance of IPAs, host
country authorities should work with other govern-
ment and public administration channels, notably
ministries of foreign affairs and embassies abroad,
in order to use diplomatic networks for investment
promotion, beyond their prevailing conventional
institutional scope of operations. Capacity-building
measures in investment promotion activities seems
to be an effective strategy to capture a wider insti-
tutional audience.

Registration process: compulsory
versus non-compulsory

Once foreign investors become aware of investment
opportunities and decide to realize their investment
in host countries, their next contact with IPAs is
through the investment registration process®. Reg-
istration, which may be compulsory or voluntary,
can be required either solely with IPAs or with them
and other national authorities, such as ministries®.

Survey results suggest that some 48 per cent of
foreign respondents across all surveyed countries

4 In some countries, this process is referred to as certification of
firms. In the survey questionnaire, foreign firms were asked if they
registered with IPAs and/or if they were provided with certificates
by IPAs. Investors were asked also to assess the efficiency of the
process, incentives received and importance attached to them.

5 In some countries, the registration process is a pre-requisite to
gain access to investment incentives.
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Figure 4.2 Benefits from IPA registration (by investor country of origin)
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registered their investment with local IPAs. The
percentage of registered versus unregistered firms
vary by country. Table 4.1 illustrates these differ-
ences, column four indicating whether compulsory
and voluntary registration with IPAs applied in the
surveyed countries.

Two crucial considerations emerge. The first is that
compulsory registration does not necessarily entail
actual registration with IPAs. The second is that
compulsory registration might emanate from the
perception of the investor. The a priori expectation
would be that for countries where registration was
compulsory, there would be a correspondingly high
proportion of registered respondents in the survey
responses. However, there are variations as country
examples illustrate. In Lesotho, where registration is
compulsory, there is a high proportion of unregistered
respondents. This result may be partly explained by
the fact that, at the time of the survey, respondents
may not have been aware that the national agency had
captured their registration in some way or another.
In Burkina Faso, investment registration is based
on the one-stop shop approach, which, then, relays
information to the national agency making it highly

unlikely that investors would know about the agency’s
existence. Conversely, Uganda’s IPA, the Uganda
Investment Authority, has a compulsory registration
system, and 82 per cent of foreign investors surveyed
confirmed being registered with the country’s IPA.
In Malawi, registration is not compulsory. However,
investors are encouraged to register with the Malawi
Investment Promotion Agency because most au-
thorities required investment certificates to process
permits or provide other essential services, such as
opening corporate bank account®. Furthermore, it is
a statutory requirement that businesses register with
relevant government ministries or departments’.

Several implications emerge from these observations.
The first is that empirical evidence suggests that, at
country level, investment registration is most likely
to involve a process of registration with multiple
institutions in host countries, rather than with only
IPAs. What applies to investment registration may
apply to investment promotion activities. While they

6  The permits include ones for business residence and temporary
employment.

7  For example, a tourist operator is required to register with the
Department of Tourism, whether seeking incentives or not. This
entitles operators to receive support from the Department as well
as serving regulatory purposes.
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Table 4.1 Investment registration requirements in IPAs (all surveyed countries)

IPA registration requirements in surveyed countries

Registered : :
Registration
Country respon- Name of IPA :
requirement
dents
X Asence National Promotion Investors send application form to a
Burkina Faso 15% gence a.t'IO ale ds rometion’ S Nok one-stop shop that then forwards these
des Investissements (ANPI) compulsory onto the ANP!
Burundi 9% Agence Burundaise de Not An enterprise request for an IPA certificate
° Promotion des Investissements ~ compulsory  when legally establissed
Agence de Promotion des Not
Cameroon 7% & . |
Investissement du Cameroun compulsory
. Not It is compulsory for foreign firms to register
Cape Verde 14% Cabo Verde Investimentos compulsory V\éith Cape V;erde Central Bank (BCV) under
the current law

L. o All foreign companies are required to register
Ethiopia 77% Ethiopia Investment Agency (EIA) Compulsory except for telecom,mining and energy. They
need to register with the ministry

Ghana Investment Promotion The (_SIPC_is responsible for registering all
Ghana 83% Compulsory (foreign) investment. It does not apply to
Centre (GIPC) either mining or petroleum enterprises.
. No blanket restrictions, but the
Kenva 24% Kenya Investment Authority Not telecommunication and insurance sectors
yi 0 (Kenlnvest) compulsory need specific requirements on the
percentage of ownership.
) LNDC assists any investor in establishing
Lesotho 59% Lesotho National Development etaralsery a business in Lesotho and helps investors

register the company in order to get the
business started

Corporation (LNDC)

Economic Development Board of Not ) . L
No incentives for foreign investors

Madagascar 15%

Madagascar (EDBM) Compulsory
. Malawi Investment Promotion The investor must invest at least USS
Malawi 57% EIOt | 50,000.00 in order to be eligible for a
Agency (MIPA) i L Business Residence Permit (BRP).
Agence pour la Promotion des
Mali 19% . . .. Compulsory
Investissements au Mali (API-Mali)
X Centro de Promoc3o de The company must have a fiscal registration
Mozambique 75% . 4 Compulsory and obtain the respective tax registration
Investimentos (CPI) number (NUIT) at the fiscal office of the area
Centre de Promotion des Not
Niger 29% ) . No incentives for foreign investors
8 Investissements au Niger (CPI)  compulsory
L. Nigeria Investment Promotion the law did not provide a pepalty for )
Nigeria 19% L. Compulsory defaulters, so many companies set up their
Commission (NIPC) business without registration
Rwanda 86% Rwanda Development Board Compulsory Business registration is performed by the

Office of the Registrar General (ORG).

Agence Nationale Chargée de la
Senegal 25% Promotion de I'Investissement et
des Grands Travaux (APIX)

Not
compulsory

Enterprises operating must register with
Not the Business Registration and Licensing
compulsory Agency (BRELA) of the Ministry of
Industries and Trade.

Tanzania 84% Tanzania Investment Centre

Uganda Investment Authority Foreign investors need to obtain an

0,
Uganda 82% (UIA) Compulsory investment license from UIA
. Zambia Development Agenc Not All companies need to register with
Zambia 34% P gency ° | company registration office, but IPA
(zDA) Gl registration is for incentives
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Figure 4.3 Reasons for not registering with IPAs
(all surveyed countries)
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are crucial entities in investment promotion policy
framework, IPAs may not be the sole ones in this
area. A comprehensive analysis of IPA performance
and its role in investment promotion needs to reflect
the existence of multiple investment promotion
institutions beyond specific IPA entities.

The second implication is that significant differences
in investment registration existed in the surveyed
countries. For example, in most francophone African
countries, there is a whole system of investment ap-
provals, rather than merely one single registration. In
most countries, investment registration only occurs
after approval®. These considerations are essential
for the subsequent analysis in this chapter. Reference
to IPAs is used interchangeably in different country
contexts to refer to the single investment promotion
entity as well as multiple institutions mandated with
the investment promotion effort.

Benefits for investment
registration with IPAs

Foreign firms that were registered or in possession of
certificates issued by IPAs, were asked to highlight the

8  Prevailing investment approval process regimes have been deter-
mined by extensive economic liberalization policies and reforms.
Whereas the pre-liberalization regimes were based on more tech-
nocratic interventions to review viability of projects, post-liberaliza-
tion reforms presupposed a greater role played by the Registrar’s
Office, in some cases integrated with one-stop investment shop
functions within IPAs. The argument for mandatory registration calls
for better assistance in compliance with country investment condi-
tions and offering better information on investment.

most important benefits derived from registration.
Figure 4.2 illustrates the distribution of responses,
analyzed by investor country of origin.

Overall, some 44 per cent of investors in the sur-
veyed countries indicate that the main benefit of
IPA registration is mainly administrative, such as
to obtain licenses, permits and registration forms.
Some 30 per cent indicate that the main benefit is
information facilitating core business activities. Only
some 15 per cent indicate the convenience of using
a one-stop investment shop facility as a main benefit
resulting from IPA registration.

IPAs seem to play a systematically different role for
investors of different origins. While 39 per cent of
investors of South African origin and 35 of French,
Portuguese and United Kingdom origin consider
information as IPAs’ crucial asset, only 24 per cent
of Chinese investors share this view. For the latter,
IPAs’ main benefit was support in registration and
licensing procedures. More than half of Chinese
investor respondents and 49 of the other Asian
investors indicate that the main benefit of IPAs was
their support in obtaining licences and permits.

The reasons for investors not registering with IPAs
are revealing. A summary of the 1,211 responses
is illustrated in Figure 4.3. Some 40 per cent of re-
spondents indicate that they had never heard of nor
had information about their respective countries’
IPAs. The planned new investments of this group of
enterprises account for 50 per cent of those of non-IPA
users. Another 19 per cent of respondents are unsure
what benefits would have accrued from registering
with IPAs. These findings suggest that IPAs could gain
considerably from more effective communication with
potential clients, as well as improve their visibility to
investor communities and potential new investors. Only
nine per cent of non-IPA users find that IPA services
meet their needs, while two per cent state that IPAs
service charges were too high. Neither service quality
nor cost appeared to be the major hurdle for IPAs to
gain those investors who were not yet their clients.

Efficiency of registration

Foreign investors were asked to indicate how long it
took them to complete all registration requirements
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Figure 4.4 Completion time and efficiency of IPA registration, by country
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Figure 4.5 Completion time and efficiency of IPA registration, by country and investor origin
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and rate the overall efficiency of the process. Survey
results show that foreign investors in Ethiopia and
Rwanda indicated taking the least time to complete
registration processes while investors in Mozambique
rate the registration process to be very efficient.

Figure 4.4 displays the relation between completion
time and efficiency of IPA registration processes in
bubbles for each country. The bubble size shows

registration rates in respective countries. Foreign
investors in countries with higher registration rates
tend to face shorter time-spans in completing reg-
istration processes deeming registration processes
as more efficient. With the higher the number of
registrations, investor service organizations are
encouraged to implement business processes more
quickly, as this streamlining significantly eases their
operations.
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Figure 4.6 Completion time and efficiency of IPA registration, by country and ownership status
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In Rwanda, 86 per cent of investors responded to
have been registered with the country’s IPA. With
the highest registration rate among all surveyed
countries, Rwanda was one of the countries with
compulsory registration. Survey results suggest
that the IPA in Rwanda could serve as an important
regional benchmark in terms of efficiency in the
registration process®.

A selection of five countries — Ethiopia, Ghana,
Kenya, Tanzania and Uganda — with the largest
sample size of the 19 surveyed, are used to highlight
the relationship between completion time and ef-
ficiency of IPA registration process. IPA registration
experience in these countries is, then, disaggregated
by investor origin, ownership status, mode of entry,
main sectors and market orientation. Figures 4.5 to
4.9 illustrate the results.

Figure 4.5 depicts the relationship between comple-
tion time and efficiency of IPA registration analyzed
by North/South investor origin in selected countries.
Investors originating from non-OECD countries,
designated as South, typically spend less time on
completing the registration process and tend to

9  Cameroon is not included in the chart since its IPA was established
formally only in 2005 and became fully functional in 2010. There-
fore, it has yet to establish a strong foothold in the country’s in-
vestment framework.

rate the efficiency of IPA registration higher. An
exception is Tanzania, where the Northern investors
give higher ratings on efficiency, yet they experi-
ence nearly equal time-to-licence delays as their
Southern counterparts.

Figure 4.6 shows the relationship between comple-
tion time and efficiency of registration processes,
disaggregated by investor ownership type, in terms
TNCs versus FEs. The latter investor category tends
to rate efficiency higher. This holds true for countries
where investors complete registration processes more
quickly, as well as for those where the time needed
to obtain all licences equaled the time it took their
TNC counterparts to start operations.

Figure 4.7 shows that the relationship between
completion time and the efficiency of registration is
mixed when analyzed by mode of market entry. No
systematic nexus seems to exist between mode of
market entry, time-to-licence and the ratings given. In
Tanzania and Uganda, WOEs enjoy quicker registration
than joint ventures and give higher efficiency scores.
In Ethiopia and Kenya, joint ventures report shorter
time-to-licence and rate IPA efficiency higher than
WOEs. In Ghana, WOEs spend less time completing
registration than joint ventures but, on average rate
registration efficiency lower.
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Figure 4.7 Completion time and efficiency of IPA registration, by country and mode of entry
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Figure 4.8 Completion time and efficiency of IPA registration, by country and main sectors
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Figure 4.8 depicts the relationship between completion
time and efficiency of IPA registration by main sectors
of economic activity. In Uganda, there is very little
observed difference in registration efficiency among
the main sectors. The opposite case is Ghana, where
time-to-license and efficiency ratings vary considerably
by main sector. Experienced time-to-license is often

higher in the primary sector® than in other sectors,
except in the case of Ethiopia. The highest efficiency
ratings went, on average, to the secondary sector, except
in Tanzania, where IPA efficiency is graded highest by
the tertiary sector and lowest by the secondary sector.

10 The primary sector is defined as firms in agriculture and mining,
secondary as those in manufacturing, electricity, water and con-
struction and tertiary as those in services.
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Figure 4.9 clusters investors according to market
orientation—global, regional and local market
seekers—in individual countries and looks at comple-
tion time and efficiency of IPA registration. Firms in
Kenya and Uganda barely differ in their responses.
On the other hand, domestic, regional and global
market seekers perceive registration services they

receive very differently in Ethiopia, Ghana and Tan-
zania. Regional market seekers across all countries
rate fairly consistently IPA efficiency higher, while
time-to-license is lower. The red bubbles almost form
a trend-line from the top left to the bottom right of
the chart. Global market seekers are quite far from
such a consistent nexus, their average ratings not

Figure 4.9 Completion time and efficiency of IPA registration, by country and market orientation
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Figure 4.10 Completion time and efficiency of IPA registration (Chinese investors vs. France, Portugal and UK)
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varying greatly, while experienced time-to-license
vary considerably.

In Figures 4.5 to 4.9, Kenya emerges as a particular
case. The bubble size indicates a relatively low reg-
istration rate in Kenya compared to other selected
countries. However, investors who register with
Kenya Investment Authority (Kenlnvest) tend to
have positive perceptions of registration efficiency,
especially FEs from the South that had been estab-

lished through purchase of joint ventures. Differing
from most other IPAs, Kenlnvest does not offer
incentives nor is there an obligation for investors
to get registered with them. Therefore, only the
perceived quality of service offered by Kenlnvest
attracts investors to use its services. This suggests
that IPAs that have only the quality of the service
they provide as an attraction have more satisfied
clients than those that enjoy the right to issue
benefits to investors.

Figure 4.11a Completion time and efficiency of IPA registration, by various clusters
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Figure 4.11b Completion time and efficiency of IPA registration, by region of investor origin
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Figure 4.10 illustrates the differences between such
newcomers as Chinese investors and traditional
investment partners as France, Portugal and the
United Kingdom. Traditional partners tended to
complete their registration process more quickly,
notably in Tanzania and Uganda. In Ethiopia, however,
Chinese investors report a shorter time-to-license,
while rating IPA efficiency notably higher.

The following two charts (Figure 4.11a and 4.11a)
provide a brief summary of time-to-license and effi-
ciency ratings for various clusters of investors across all
countries covered by the survey. Figure 4.11a reveals
that, on average, time-to-license varies between 66
and 87 days, which is not considerable. It also reveals
that, on average, a shorter time-to-license coincides
with higher efficiency ratings. Efficiency is rated high
by foreign entrepreneurs, firms in the manufacturing
sector, local market seekers and investors from the
South. All of these report a relatively short time-to-
license. TNC investors and those in the primary sector
give, on average, the lowest ratings to IPA efficiency
and higher to time-to-license. A factor that may have
affected these ratings is age of firms. With many IPAs’
registration processes having changed and improved
over time, the average indicated by surveyed firms

Figure 4.12 Receipt and criticality of investment
incentives (all surveyed countries)
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incorporates the average of their age as well, with
older firms reporting on how long it took them to
register several years ago and younger firms referring
to the more recent registration processes.

Figure 4.11b clusters respondents by country of
origin. It shows that higher average efficiency ratings
do not imply shorter time-to-license. Investors from
France, Portugal and the United Kingdom gave the
highest ratings on efficiency, while their response
concerning time-to-license was highest. This reflects
that they were, in general, registered several years
ago when time-to-license was often longer than in
recent years. Investors from Asia aside from China
and Japan rate efficiency relatively low although
experienced time-to-license was relatively low.

Receipt and
importance of
investment services

IPAs provide a wide array of investment support
services to investors, mainly in the form of investment
incentives and dedicated business support services.

IPA investment incentives

Respondents were asked to select investment in-
centives they received, as well as identify the most
important investment incentive made available to
them in the country. The results for all surveyed
countries are in Figure 4.12. Around half of the
respondents receive such financial incentives as
capital grants, tax exemptions and grants for hiring
of staff. The strategic importance of these fiscal
incentives seems to outweigh the importance of
non-fiscal incentives such as training of employees
and provision of infrastructure.

Tax exemptions rank as the most crucial incentive for
foreign investors who received them. Nearly four
fifths of these firms indicate that this was the crucial
incentive that made them invest. Some 13 per cent
of foreign investor respondents received capital
grants. Among them, 72 per cent regard these as
the most important type of incentives. Other incen-
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tives such as infrastructure, training of employees
and hiring grants are much less frequently received
and are defined as crucial to investment decisions.

Table 4.2 and Figures 4.13a and 4.13b provide more
detailed insights, by country, into receipt and critical
nature of investment incentives. Tax incentives were
the most frequent instruments across all surveyed
countries. In almost all countries, tax incentives con-
stituted the largest group of incentives received. In
Burundi and Kenya, capital grants seemed to be more
frequently used as an investment incentive than tax
breaks. This was influenced by the fact that, in most
countries, tax incentives were the most common
incentive offered and firms that received a tax break
would unlikely say it was undesirable, even if they would
have made the investment regardless of whether the
incentive was available.

In a number of countries, foreign investors expressed
their appreciation for non-fiscal incentives. Corre-
spondingly, more than 20 per cent of the respond-
ing investors in Malawi, Mali, Nigeria and Tanzania
received such incentives in the form of training for
employees. More than 20 per cent of the respon-

dents in Lesotho, Mozambique, Nigeria, Rwanda
and Tanzania received such incentives in the form
of infrastructure provision.

Investors were asked to indicate the incentive they
received, crucial to their investment decision. The
results show that tax incentives were often the critical
instrument. In Burundi and Ethiopia, capital grants more
often turned out to be critical. In several countries, a
significant number of investors indicated the provision of
such non-financial incentives as infrastructure and train-
ing as the crucial to having attracted their investment.

A breakdown of the crucial incentives for investment
grouped by broad economic sectors is shown in Table
4.21, It reveals that capital grants are more relevant
in the primary sector than in any other broad sector.
Tax exemptions are most frequently indicated as
crucial. In the tertiary sector, 27 per cent of firms
surveyed stated that such non-fiscal incentives as
training and infrastructure provision played a key
role in their investment decisions.

11 Besides the incentives listed in the charts, a small number of re-
spondents listed other incentives, such as existence of industrial
zones, land provision, dedicated loans, import duty reductions for
machinery and inputs and export duty breaks.

Table 4.2 Investment incentives provision, by type and by country

Capital Tax
grants exemption
Burkina Faso 22.2% 55.6%
Burundi 25.9% 22.2%
Cameroon 3.6% 19.8%
Cape Verde 5.9% 66.7%
Ethiopia 7.3% 59.7%
Ghana 7.5% 18.0%
Kenya 25.9% 18.2%
Lesotho 2.7% 48.6%
Madagascar 11.5% 42.3%
Malawi 39.3% 57.1%
Mali 7.0% 39.5%
Mozambique 7.2% 64.9%
Niger 14.3% 28.6%
Nigeria 25.6% 30.8%
Rwanda 20.0% 65.7%
Senegal 12.9% 30.6%
Tanzania 15.8% 77.2%
Uganda 7.8% 41.8%
Zambia 4.7% 30.2%
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Grants for

Training

hiring employees LS R
0.0% 11.1% 11.1% 22.2%
7.4% 7.4% 11.1% 66.7%
0.9% 4.5% 5.4% 78.4%
0.0% 3.9% 11.8% 19.6%
0.8% 0.0% 14.5% 41.9%
2.5% 7.5% 3.1% 71.4%
0.3% 2.9% 3.8% 51.5%
0.0% 5.4% 35.1% 40.5%
1.9% 11.5% 11.5% 48.1%

14.3% 42.9% 17.9% 21.4%
7.0% 25.6% 16.3% 30.2%
6.2% 11.3% 23.7% 23.7%
0.0% 14.3% 0.0% 42.9%

19.2% 30.8% 26.9% 56.4%
2.9% 8.6% 22.9% 11.4%
8.1% 17.7% 12.9% 64.5%
7.0% 22.8% 35.1% 12.3%
4.1% 7.8% 15.2% 38.9%
2.3% 7.0% 4.7% 67.4%
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Figure 4.13a Critical incentives provided, by type (by country)
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Figure 4.13b Critical incentives provided, by type (by broad economic sectors)
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IPA business support
services

The survey covered business support services pro-

vided by IPAs, by inquiring about their importance,

availability and quality. Investors were asked to rank

the relative importance and quality of a range of
such services received from investment promotion
institutions in the surveyed countries. The services
are categorized according to the four stages of the
investment cycle: pre-investment/pre-expansion,
entry, implementation and operations. Figure 4.14
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Table 4.3 Overview of business support services, by stage of investment (all surveyed countries)

Phase Type of service

Information on markets

Decision phase/

Information on availability of supporting infrastructure

Pre-investment stage/ Information on corporate taxation and incentives

Pre-expansion stage

Information on strategic partners (distribution, legal support, recruitment support,

etc.) and on relevant industry or sector

Information on procedures and regulations for doing business in this country
(company registration, permits, labour regulations, etc.)

Entry stage

Facilitating company registration, licensing (work permits, import/export permits, etc.)

Introduction to legal, accounting and other professional services

Soft landing services (e.g. schools, housing, safety)
Finding suitable sites (e.g. land, office, factory)

Facilitating building construction

Implementation stage

Finding key staff

Access to utilities and infrastructure

Complaint resolution (issues concerning tax, labour, customs, immigration, utilities)

Information on finance
Operation stage/
After care stage

transaction)

Matchmaking (access to suppliers, buyers, finance)
Assistance in upgrading (information on technology sources, terms of technology

Access to utilities and infrastructure

Figure 4.14 Investment cycle phases

Decision phase, pre-

investment, pre-
expension stage

\

Entry Stage

S

Operations,
After care stage

Implementation
stage

illustrates the investment cycle phases. Table 4.3 lists
the business support services that typically apply to
these stages??.

12 The respondents for this analysis have been limited to two dis-
tinct investor category groupings, foreign firms established after
1 January 2003 and those before 2003 but which made major in-
vestments after 1 January 2003.

Importance of business support
services

Figure 4.15 shows the average importance investors
attributed to support services they received during
the stages of investment. Responses are separated by
IPA registration mode — voluntary versus compulsory
— because this generates significant results. Gener-
ally, ratings of the importance of services obtained
through compulsory interaction with IPAs were
systematically higher than those for services offered
in the context of voluntary interaction with IPAs.
The rating gap between compulsory and voluntary
services increased markedly in the later stages of the
investment cycle, implementation and operations?3.

This result indicates that, through compulsory reg-
istration process, firms are forced to interact with
investment promotion institutions. In this way, they
realize the relevance of these services for their
investment initiatives. Thus, such services are rated
favourably. Regardless of the types of registration
requirements, respondents tend to rank information
on tax and incentives as one of the most important.

13 Inthe sample, the number of firms that responded that registration
was compulsory was three times more than firms that thought reg-
istration was voluntary.
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Figure 4.15 Importance of business support services, by type and registration category (all surveyed countries)
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This result is unsurprising, since information on tax
and incentives is one of the most important services
sought from investment promotion institutions.

Analyzing business support services for different Af-
rican regions shows that, in East African countries,
respondents who indicated registration was compulsory
rated all business support services between slightly
and very important, except soft-landing services and
assistance in upgrading. In West African countries, a
similar pattern in services related to the entry and
implementation stage of investment. However, there
were instances in which voluntary registration was
associated with higher importance attributed to such
services as recruiting key staff, identifying suitable
sites and providing information on procedures and
regulations. In Southern African countries, respondents
with voluntary IPA registration rated the importance
of services higher in the pre-investment stage as well
as information on procedures in the entry stage than
their counterparts with compulsory IPA registration.

Analysis by investor type — TNCs and FEs — shows
that both groups ranked the importance of services
very similarly. Although these varied by size, they tend

to seek similar support services when establishing
operations in host countries. Both types of investors
rated facilitating registration and licensing, as well
as information on procedures and regulations, tax
and incentives and markets, as the most important
business support services.

However, the importance of business support
services varies by broad economic sectors, as illus-
trated in Table 4.4. Building construction facilitation
is of lower importance in agriculture and mining
and in services. Soft-landing services are rated as
least important for respondents from all sectors
but of little importance in agriculture and mining.
Respondents across all broad economic sectors rate
provision of information on markets, procedures
and regulations and tax and incentives, as well
as services to facilitate registration and licensing,
significantly higher than other services.

Figures 4.16 and 4.17 illustrate the ratings of the
importance of business support services by firm
size for respondents in manufacturing and services
sectors, respectively. In both, large firms tend to
give higher ratings to business support services.
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Table 4.4 Importance of business support services, by type and economic sectors (all surveyed countries)

Agriculture Manufactur- Electricity- :
and Minin in Water-Con-  Services
J ] struction
o Information on markets 3.5 3.6 3.7 3.6
DeC|§|on/ Information on infrastructure 3.4 3.4 3.4 33
pre-investment/ - - -
pre-expansion Information on tax & incentives 3.6 3.5 3.6 3.5
Information on strategic partners 3.0 3.1 3.1 3.1
Informétlon on procedures and 37 36 36 37
regulations
f.aulltz?mng registration and 36 36 35 36
Entry Stage licensing
Intrqduc‘uon to professional )8 31 32 3.2
services
Soft landing services 2.4 2.7 2.7 2.7
Finding suitable sites 33 33 3.2 3.2
Facilitating building construction 2.9 3.1 3.1 2.8
Implementation 5 to utilit d
stage Access To UTilities an 3.1 33 3.2 3.1
infrastructure
Finding key staff 2.9 3.0 3.5 3.2
Complaint resolution 3.2 33 3.3 33
o fon st Information on finance 3.1 3.1 3.5 3.2
ReiEHCU L [ —— 3.1 3.0 3.1 3.1
Aftercare
Assistance in upgrading 2.9 2.9 2.9 2.9
Access to utilities and infrastructure 3.1 3.0 3.1 3.1

Note: Mean value based on a 5-point likert scale with: 1="not important”, 2="slightly important”, 3="important”, 4="very important”, 5="crucial”

Only in soft-landing services, matchmaking sup-
port and assistance in upgrading services did small
firms give higher ratings. In both sectors, services
in the early stages of the investment cycle tend to
receive higher ratings. In manufacturing, however,
services offered in the implementation stage are
rated higher. Conversely, in service industries,
the importance of services in the after-care stage
received higher ratings.

Receipt of business support
services

Foreign investors were asked about business support
services they received from investment promotion
agencies. Figures 4.18 and 4.19 illustrate these
results. Across all regions, services most frequently
received were those related to the entry stage of
foreign investment, especially those for facilitat-
ing registration and licensing and information on

procedures and regulations. The least frequently
received services were in the after-care stage,
especially with respect to matchmaking services
and assistance in upgrading.

Respondents who indicated that registration was
compulsory received more business support services
than the other group in the entry, implementation
and operation stages. Those investors who claimed
that registration was not compulsory received more
services in pre-investment or -expansion stages. This
suggests that, in those countries where registration
was not compulsory, business support services had
been focused on capturing new investors with less
emphasis on after-care services.

TNCs stated that they had received more IPA services
in all four stages of the investment cycle compared to
FEs. Nevertheless, both TNCs and FEs received more
services in the entry stage, especially facilitation of
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Figure 4.16 Importance of business support services, by type and manufacturing firm size (all surveyed countries)
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Figure 4.17 Importance of business support services, by type and services’ firm size (all surveyed countries)
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registration and licensing and information on pro- received by economic sector in all surveyed countries.
cedures and regulations. Although both FE and TNC Respondents in all sectors received the largest propor-
respondents perceived business support services for tion of services in the entry stage and the lowest in
information on infrastructure and markets as extremely the operation stage. On average, 16 per cent of the
crucial, a comparatively low proportion received these firms in services indicated having received business
services. Table 4.5 lists the frequency of IPA services support services in the after-care stage.
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Table 4.6 shows the services received grouping the
responding firms by mode of market entry. The
number of respondents varies significantly among

the modes of entry. While about 70 per cent were

wholly owned enterprises, some three per cent

entered the market through the purchase of pre-
existing state-owned assets. The highest level of
service coverage is observed in those firms that were
founded by taking over state-owned assets. Sixty per
cent of these received IPA support in information

Figure 4.18 Receipt of business support services, by type and registration category (all surveyed countries)
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Figure 4.19 Receipt of business support services by type and ownership type
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Table 4.5 Receipt of business support services, by type and economic sector (all surveyed countries)

Agriculture Manufactur-

and Mining ing

Electricity-
Water-Con-
struction

Services

- Information on markets 24.4% 28.6% 28.2% 25.0%
DeC|§|on/ Information on infrastructure 20.0% 29.1% 19.4% 24.0%
pre-investment/ : - -
pre-expansion Information on tax & incentives 28.0% 33.4% 31.3% 29.6%

Information on strategic partners 21.2% 17.4% 13.6% 18.8%
Inform@on on procedures and 43.5% 50.2% 36.6% 39.1%
regulations
facilitating registration and 51.1% 55.4% 33.3% 42.0%
Entry Stage licensing
Intrgduc‘non to professional 23.3% 20.9% 27.0% 22 7%
services
Soft landing services 16.0% 16.9% 21.4% 16.3%
Finding suitable sites 36.1% 33.0% 28.6% 21.0%
Facilitating building construction 18.2% 17.8% 28.1% 14.9%
Implementation A P q
stage Access to URTTEs an 35.3% 27.7% 34.3% 19.4%
infrastructure
Finding key staff 12.9% 14.0% 23.7% 15.5%
Complaint resolution 26.3% 32.5% 30.6% 23.0%
Information on finance 13.5% 18.0% 30.8% 18.0%
Operation stage/ Matchmaking 19.4% 13.1% 28.1% 14.1%
Aftercare Assistance in upgrading 16.7% 12.7% 23.3% 10.7%
SO lloe Ty 28.1% 25.0% 33.3% 16.8%

infrastructure

Note: Percentage of respondents receiving services

and registration in the entry stage of investment. In
later investment stages, they stood out slightly as
receiving frequent support in finding suitable sites
and complaint resolution. This is unsurprising, since
post-privatization operations frequently involves
tackling a number of challenging legal and regulatory
issues inherited from the parastatal era. Generally, in
implementation and after-care phases, the highest
coverage ratios were observed for firms that began
with the purchase of assets from local private owners.

Quality of IPA support services

In addition to perceived importance and actual receipt,
data were collected on quality of IPAs’ business sup-
port services. Figure 4.20 illustrates foreign investors’
perceptions of quality of business support services,
by type of registration requirement. Respondents
tend to rate the services higher in countries where
there was compulsory registration with IPAs. This
was especially the case for such after-care types of

services as assistance in upgrading and matchmak-
ing but also some entry stage services, such as soft
landing and introduction to professional services.
IPAs with compulsory registration appear to better
support long run of investor business activities. Where
investment registration was voluntary, the perception
of quality of business support services was poor. The
largest difference between the two categories was
in the after-care services of matchmaking. There
were exceptions, though, to the convergence of
compulsory registration and higher quality of services.
These included information on infrastructure, finding
suitable sites, facilitating building construction and
providing information on finance, where investors
in voluntary IPA schemes rated IPA services higher.

Figure 4.21 shows that TNCs generally tended to rate
IPA quality higher than FE counterparts. The latter,
however, evidently preferred services for finding key
staff and soft landing services. Since smaller inves-
tors were more likely to request IPA services they
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Table 4.6 Receipt of business support services, by type and mode of entry (all surveyed countries)

New operation Purchase of pre-existing assets

Wholly-

From local From private From

owned enter- Venfcﬁlrr;t V) private foreign  state-owned
prise (WOE) owners owners assets
::';iz:t‘zm“ on 27.2% 27.0% 24.1% 24.7% 18.8%
Decision/ ::;:’;?:’ull‘::rgn 26.2% 27.9% 15.5% 14.5% 27.3%
pre-investment/ - ti
pre-expansion . rormatonon 30.7% 35.0% 26.7% 24.0% 37.0%
tax & incentives
Information on 17.7% 19.4% 16.1% 10.9% 18.9%
strategic partners
Information on proce- ) 4o, 43.6% 37.5% 44.0% 60.0%
dures and regulations
facilitating registration g 40, 50.6% 38.7% 42.3% 60.0%
and licensing
Entry Stage :
Introductionto 22.6% 22.4% 23.1% 13.0% 14.3%
professional services
Soft landing services 16.7% 8.7% 36.8% 20.0% 16.7%
Finding suitable sites 29.7% 23.9% 24.0% 19.0% 33.3%
_ Facilitating building 16.7% 23.3% 24.0% 6.3% 14.3%
Implementation construction
stage i
Access to utilities and 25.9% 25.4% 31.8% 18.2% 12.5%
infrastructure
Finding key staff 15.9% 13.1% 26.1% 5.3% 11.1%
Complaint resolution 29.5% 21.7% 27.3% 20.8% 33.3%
Information on finance 17.5% 19.7% 30.4% 5.0% 25.0%
o ) Matchmaking 16.0% 9.4% 33.3% 0.0% 22.2%
peration . .
stage/Aftercare ﬁ;::;ﬁ?;ge n 11.9% 12.1% 33.3% 5.9% 28.6%
Access to utilities and 21.5% 25.0% 35.0% 20.0% 22.2%
infrastructure

Note: Percentage of respondents receiving services

were unable to deliver internally, the preference
is unsurprising. The highest overall rating was for
matchmaking services by TNCs, while the lowest was
for introduction to professional services and finding
key staff by FEs.

Linking importance and quality
of business support services

After analyzing the perceived importance and qual-
ity of business support services, the congruence

of both factors is revealing. This section compares
the two measurements drawing conclusions for IPA
operations. As Figure 4.23 depicts, each combination
of the two dimensions —importance and quality —
for particular IPA services can potentially result in
a different policy recommendation. If importance
and quality of a service are highly rated (refer to
top right quadrant), service provision is optimal.
If importance is high but quality low (see bottom
right), a quickimprovement of the service is needed.
If perceived importance of a high quality service
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(see top left) is low, there are two explanations.
Either a communication issue exists and investors
should be better informed about the potential
benefit of the service, or the service is not needed
and should be discontinued. If perceived impor-
tance and quality are both low (see bottom left
qguadrant), the service should be discontinued and

resources diverted into other services that bring
value to the investor.

Based on this methodology, the following charts
analyze the responses from all surveyed countries
in multiple illustrations. The bubble size indicates
the percentage of respondents receiving services.

Figure 4.20 Quality of business support services, by type and registration category (all surveyed countries)
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Figure 4.21 Quality of Business support services, by type and ownership status (all surveyed countries)
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Figure 4.22 Importance and quality of business support services, by type (all surveyed countries)
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Figure 4.23 Business support services, quality —
importance - actions
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In the pre-investment stage, most services are in
the top right quadrant. Business services providing
information on markets are perceived to be the most
important. Information on strategic partners is seen
as less important, although quality ratings are high.
This likely reflects that most FDI entered the host
country as wholly owned, so the perceived need
for partner information was low. However, joint
ventures as a group outperforms wholly owned
operations in many respects. Therefore, the im-
portance of information on partners should not
be underestimated.

In the entry stage, IPA services emerge as more
distinct. Registration and licensing services are
found in the optimal quadrant, while improvement
seems to be needed for introduction to professional
services. Soft landing services are evidently of good
quality, but investors are either too unaware of
their availability or the majority of the investors
did not require them.

In the implementation stage, quality of services is
slightly lower and less relevant to investors. Building
construction support applies mostly to manufactur-
ing investors, thus, being characterized by a lower
overall importance rating.

In the operation stage, assessments produced a
similar result. Access to infrastructure and match-
making services are of slightly higher perceived
quality than other services. Assistance in upgrading,
information on finance and complaint resolution
is rated relatively low in terms of both quality and
importance when compared to the other services.

The latter services are considered markedly more
important to investors than assistance in upgrading
services.

Figure 4.24 shows the previous results again but
disaggregated for TNCs and FEs. In the decision
stage, results for these groups differed slightly, with
FEs rating service quality a little lower that TNCs.
In the entry stage, FEs are significantly more posi-
tive about soft landing service quality, with both
investor groups rating the importance of these
services rather low. Registration and licensing are
in the optimal quadrant for both groups, with FEs
rating quality lower. However, the two groups view
introduction to professional services quite differ-
ently. The service appears more relevant and of
better quality to TNCs than FEs.

In the implementation phase, the two groups are
even more diverse in rating IPA services. For FEs,
support in building construction and finding suit-
able sites is much more important than for TNCs.
Access to infrastructure is rated as more important
by FEs. This, however, does not automatically imply
better quality assessments. On the contrary, usually
the group that rated the importance of particular
services higher, at the same time, rated their qual-
ity lower. An exception was the service for finding
suitable sites. FEs rate its importance and quality
higher than TNCs.

In the operation stage, average evaluation results
are much more compressed within narrow boundar-
ies. Bubble sizes were large, which means that the
percentage of respondents who had received these
services was fairly high. FEs tend to rate quality of
the services lower. For TNCs, complaint resolution is
the best performer among services in the operations
stage. Matchmaking is notably more important for
FEs than TNCs, but its quality is rated considerably
higher by the latter.

Figure 4.25 shows the summary of responses on
importance and quality of business services for
investors from the North and South. Investors
from the North tend to rate IPA services as more
important and receive better quality of services,
especially in entry stage and operation stage. Dur-
ing implementation stage, investors from the South
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Figure 4.24 Importance and quality of business support services, by type and ownership status (all surveyed countries)
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Figure 4.25 Importance and quality of business support services, by type and investor origin (all surveyed countries)
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rate facilitating building construction lower but tend
to receive services with better quality compared
to investors from developed countries. Southern
investors, however, receive more services in all
stages of investment than those from the North.

At the pre-investment stage, analysis shows no major
differences between investors from the North and
South. At the entry stage, Northern investors tend
to rate services higher and receive services of higher
quality. During the implementation stage, Southern
investors rate the importance of IPA services in fa-
cilitating building construction lower. But they rate
received services as of higher quality compared to
investors from developed countries. Investors from
the North give considerably more importance to as-
sistance in finding key staff rating the quality of the
service considerably higher that those from the South.
In the operation stage, the quality of all services is
relatively high compared to their relative importance,
especially for those of matchmaking and access to
utilities. Southern investors rate the importance and,
generally, quality of after-care services lower.

Established investors versus new
entrants after 2003

According to the survey’s methodology, only foreign
firms established after 2003 were asked to respond
to questions on importance, receipt and quality of
business support services at the different invest-
ment stages. However, foreign firms established
before 2003 but which undertook major invest-
ments after 2003, were asked about availability
and quality of business support services in the
pre-investment stage. This methodology permits
a dedicated analysis of service evaluation by these
firms in the pre-investment stage.

Figure 4.26 reveals significant differences between
these two types of investors. While both groups of
investors had a similar perception of the importance
of IPA services, their quality was rated much higher by
new entrants established after 2003. Overall and in
absolute figures, firms established after 2003 received
more services in all categories. Both types of firms
rated the service of information on markets most

Figure 4.26 Importance and quality of business support services, by type and by date of establishment

before and after 2003 (all surveyed countries)
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Figure 4.27 IPA usefulness, by registration
category (all surveyed countries)
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important and on strategic partners least important.
Feedback concerning quality of s suggests that the
service on information on markets could have been
improved given its importance. For firms established
before 2003, all business support services required
improvement, with the exception of information
on strategic partners. These findings indicate that
firms already operating in the survey countries, were
not satisfied with the quality of service, when they
wished to increase their investments. Lack of sufficient
after-care for existing investors was a major general
shortcoming of IPAs since as much as 60 per cent
of new investments came from existing investors.

Foreign investors’
overall ratings of IPA
services

This Section consolidates previous results to offer

general assessment of how investors rated the useful-
ness and performance of IPAs’ services. It begins with
an analyses of IPA usefulness by investor origin and
mode of market entry. Then, IPA performance ratings
are examined and the interrelation of importance and
quality of IPA services compared. From this, a number
of observations and policy recommendations follow.

Overall IPA usefulness

Figure 4.27 highlights the difference in average ratings
of respondents across all countries. Overall, inves-
tors who indicated that registration was compulsory
rated IPA services as more useful compared to the
other group, with scores of 3.37 compared to 3.24.

Figure 4.28 illustrates perceived IPA usefulness by
investors’ region of origin. Average ratings for each
group score were between useful and very useful.
Investors from South Africa rated IPA usefulness
highest, followed by the United Kingdom, France,
Netherlands, Germany and China. The data show
that investors from China and South Africa had the

Figure 4.28 IPA usefulness, by registration category and investor country of origin (all surveyed countries)
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Figure 4.29 |PA usefulness, by investor mode of entry (all surveyed countries)
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Table 4.7 IPA service score, by importance and quality (selected countries)
IPA importance IPA quality

Score

No. 1 Country

No. 1 Country

Information on markets Mozambique 4.16  Niger 4.50
Information on infrastructure Mozambique 3.93 Cameroon 5.00
PIBEEE Information on tax &
pre-investment/ | . . Mozambique 4.01 Niger 5.00
. incentives
pre-expansion
IS EIe C e Nigeria 3.36  Niger and Malawi 4.00
partners
Information on procedures . .
. Malawi 475  Malawi 4.67
and regulations
facilitating registrationand 11 500 Malawi 433
Entry Stage licensing
Intrqductuon to professional Malawi 425  Cape Verde 3.67
services
Soft landing services Burkina Faso 3.50 Burundi 5.00
Finding suitable sites Malawi 4.00 Burundi 4.00
Facilitating building Malawi 350  Nigeria 4.50
Implementation | construction
stage iliti
Access to utilities and Ethiopia 374  Malawi 4.00
infrastructure
Finding key staff Malawi 4.75  Nigeria and Zambia 4.00
Complaint resolution Malawi 4.00 Cape Verd.e. Nigeria 4.00
and Zambia
Information on finance Malawi 4.00 Zambia 4.25
Matchmaking Mozambique 3.77  Zambia 5.00
Operation stage/
AR Cape Verde.
Assistance in upgrading Mozambique 3.73  Madagascar and 4.00
Nigeria
Access to utilities and Ethiopia 3.64  Nigeria 4.50
infrastructure

Note: Mean value based on a 5-point likert scale with: 1="not important”, 2="slightly important”, 3="important”, 4="very important”, 5="crucial”
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highest frequency of extremely useful values and
India, Kenya and South Africa the highest frequency
of very useful values.

Figure 4.29 illustrates the overall IPA usefulness
ratings by mode of market entry. The lowest rat-
ings came from firms established through purchase
of pre-existing assets from private foreign owners
and pre-existing state-owned assets. This is hardly
surprising. Investment through acquisitions from
foreign firms and privatization might have required
IPA services to a considerably lesser extent than for
other forms of market entry. The highest usefulness
ratings were given by firms established as wholly
owned enterprises.

Foreign investors’ overall ratings
of IPA performance

The following analysis looks at foreign investors’
overall ratings of IPA performance at country level,

measured in terms of importance and quality of
services received by them. Table 4.7 ranks impor-
tance and quality scores for IPA services provided in
selected countries. Figure 4.30 compares perceived
importance and quality of IPA services for each
country in a symmetrically horizontal bar chart,
which reveals that no direct nexus exists between
importance and quality. High importance of IPA
services neither implies high nor low perceived
service quality.

Figure 4.31 illustrates results from calculation of an
importance-to-quality-of-service ratio. In this analysis,
a ratio of one stands for perfect alignment between
importance of IPA services and their quality assess-
ment by investors. A ratio of less than one refers to
a situation where the quality of service provided is
perceived to be higher than the perception of its
importance. If the ratio is more than one, it implies
that the importance of the service provided appears
not to be matched by its quality.

Figure 4.30 Investor perception of IPA service provision, by importance and quality (all surveyed countries)
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Figure 4.31 IPA country ranking based on importance-to-quality-of-service ratio (all surveyed countries)
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The IPA in Tanzania, Tanzania Investment Centre,
emerges as the agency that, on average, seems to
have aligned provision of important services with the
quality demanded by investors. IPAs in Cameroon,
Ethiopia, Kenya, Mozambique and Senegal have
higher importance ratings compared to the rated
quality they deliver. Their constituent investors
would prefer more focus on higher quality in the
services they receive. IPAs in Burkina Faso, Burundi,
Cape Verde, Ghana, Lesotho, Madagascar, Malawi,
Mali, Niger, Nigeria, Rwanda, Uganda and Zambia
provide an average service quality that exceeds
expectations. These might need to focus more on
providing services considered to be important for
investors while at the same time maintaining cur-
rent levels of quality provision. Since these results
are based on perception questions, their analysis
should be taken in such a context. Nonetheless,
results point to insights that may not be known to
the respective IPAs,

14 Since IPAs were established at different times, under different
circumstances and with different resources and mandates, an
analysis of investor perceptions precluded their direct ranking.
This reaffirms the importance of undertaking dedicated individual
country diagnostic studies to shed more light on prevailing institu-
tional framework conditions and institutional scope of respective
investment promotion actors.

1.00 1.10 1.20 1.30 1.40 1.50

Domestic investor
assessment

of investment
promotion agencies
and institutions

Domestic enterprises were posed questions o
investment and business support services in terms
of importance, nature of service provider and quality
and usefulness of service received. Since domestic
investors might have different service providers
than foreign investors, consideration of the quality
of services also rates the institutional framework
that supports domestic investment. This framework
can include private sector associations/chambers,
consultants and other related service providers. The
analysis provides important information to IPAs in
view of possible inclusion of domestic enterprises
as IPA service beneficiaries. The analysis sequence
in this section mirrors the analysis undertaken for
foreign investors.
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Main business support services
providers

An analysis of the range of service providers to
domestic investors is illustrated in Figure 4.32.

More than 50 per cent of the respondents indicate
that they had obtained the services of assistance
in upgrading, complaint resolution and facilitating
building construction from consultants. Private-sector
associations account for less than 50 per cent of the
services provided in all types. Their most prominent
service categories are information on tax, facilitation
of registration and licensing, identifying suitable
sites, recruiting key staff and matchmaking. For a
number of business services, the highest responses
are provided for the others category. More than half
of the domestic respondents indicated that most of
the services in information on infrastructure, access
to utilities and infrastructure and information on
finance were provided by the others category. The

magnitude of this response points to the need for
more in-depth analysis of what constitutes these
other service providers, what they do and how they
facilitate domestic investment

Importance of business support
services for domestic investors

Figure 4.33 provides the results of these responses
on importance?. No significant differences emerge
in the importance of investment support services
across the four stages of the investment process.
Domestic investors find investment support services
most important in the area of information on mar-
kets, information on procedures and regulations,
information on tax and incentives and facilitating

15 The following analysis is based on responses by domestic inves-
tors who were established after 1 January 2003 and asked to rate
the importance and quality of a range of business support ser-
vices received from different service providers. Firms that were
established before 1 January 2003 but made major investments
afterwards were asked to evaluate services in the pre-investment
stage.

Figure 4.32 Business service provision to domestic investors, by type of service and service provider (all

surveyed countries)
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Figure 4.33 Importance of investment service provision to domestic investors, by type of service (all surveyed countries)

Access to utilities and infrastructure

Assistance in upgrading

Matchmaking

Operation
stage/Aftercare

Information on finance

Complaint resolution

Finding key staff

Access to utilities and infrastructure

Facilitating building construction

Implementation
stage

Finding suitable sites

Soft landing services

Introduction to professional services

Entry Stage

facilitating registration and licensing

Information on procedures and regulations

Information on strategic partners

Information on tax & incentives

Information on infrastructure

expansion

Decision/pre:
investment/pre-

Information on markets

2.40 2.60 2.80 3.00 3.20 3.40 3.60 3.80

1"

Note: Mean value based on a 5-point likert scale with: 1="not important”, 2="slightly important”, 3="important”, 4="very important”, 5="crucia

Table 4.8 Importance of investment service provision to domestic investors, by type of service and economic
sector (all surveyed countries)

Agriculture R
£ o Manufacturing  Water- Services
and Mining .
Construction

Information on markets 3.73 3.53 3.60 3.50
Decision/ Information on infrastructure 3.16 3.15 3.29 3.17
pre-investment/ | Information on tax & incentives 3.42 3.24 3.40 3.29
pre-expansion

Information on strategic partners 3.05 2.98 3.15 3.03

Informa‘mon on procedures and 362 331 3.49 3.46

regulations

f.aC|I|tz.a\t1ng registration and 3.46 393 319 398
Entry Stage licensing

Intrc?ductlon to professional 396 590 3.00 314

services

Soft landing services 2.72 2.59 2.82 2.55

Finding suitable sites 3.36 3.20 3.07 3.15

) Facilitating building construction 2.95 2.85 3.03 2.68

Implementation A p— q
stage Fecess o UHiifes an 3.15 3.08 3.10 2.91

infrastructure

Finding key staff 3.08 2.87 3.07 3.18

Complaint resolution 3.10 2.88 3.15 2.97

Information on finance 3.26 3.04 3.31 3.17
Operation stage/ Matchmaking 3.47 3.20 3.16 3.14
Aftercare Assistance in upgrading 3.24 2.88 3.13 2.92

Access to utilities and 3.21 3.00 3.18 3.01

infrastructure

Note: Mean value based on a 5-point likert scale with: 1="not important”, 2="slightly important”, 3="important”, 4="very important”, 5="crucial”
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registration and licensing. This result mirrors the
importance ratings provided by foreign investors.
Soft landing service is rated as the least important
category by domestic investors, which is the case for
foreign investors as well.

Table 4.8 depicts the importance ratings domestic
investors attributed to business support services
breaking them down by economic sector. Inves-
tors in agriculture and mining sectors tend to give
higher ratings than other sectors. The service with
the highest score of importance is information and
markets, followed by information on procedures and
regulations, both from manufacturing sector. The
least rated across all sectors are soft landing services.

Receipt of business support ser-
vices by domestic investors

Analysis of domestic investor responses concerning
the receipt of business support services is depicted in
Figure 4.34. The highest service delivery rates were
measured for services at the entry stage, rather than
the decision, implementation or after-care stages.

As with foreign investors, domestic respondents
receive considerable support in facilitating registra-
tion and licensing, and information on procedures
and regulations. The proportion of the receipt of

those services is, however, relatively low compared
to foreign respondents. Compared to foreign inves-
tors, domestic investors receive more services in the
operation stage, especially assistance in upgrading,
matchmaking and information on finance.

A breakdown by broad economic sector is shown in
Table 4.9. The service receipt ratios of the domestic
investors are, on average, notably higher than those of
the foreign investors. Contrary to the foreign investors
—where the manufacturing sector was the strongest
recipient of investment support services — domestic
investors in agriculture and mining often have much
higher receipt ratios than manufacturing investors.
Furthermore, there is considerable variation in the
receipt of business support services within electricity,
water and construction sectors. For example, some 64
per cent of investors in this sector indicated receiving
information on procedures and regulations, while
some 30 per cent of firms indicated receiving soft
landing services. Some 49 per cent of firms in this
sector took advantage of services in finding suitable
sites, while 33 per cent of respondents used services
to find key staff.

Figure 4.34 Domestic investors’ receipt of investment support services, by type (all surveyed countries)
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Quality of business support ser-
vices for domestic investors

Figure 4.35 illustrates domestic investor responses
on the quality of business support services. Quality
of services in implementation and operation stages
is evaluated higher than in the pre-investment and
entry stages. Matchmaking, finding key staff and suit-
able sites are the most highly rated areas of investor
support. On average, domestic investors rate quality
of investment support services higher than foreign
ones, especially in the after-care stage. All quality
scores are higher than 3.50 for domestic investors.

Table 4.10 displays sector analysis of quality ratings.
There is a remarkable consistency in investor ratings
across all sectors. Notable exceptions are agriculture

and mining rating a high score of 4.3 for facilitating
building construction in the implementation stage
and a low score of 3.3 for soft landing services. While
soft landing services might not have been necessarily
as crucial to domestic as to foreign investors, proj-
ects established in rural areas required soft landing
services, particularly if they involved relocation of
the workforce.

Matching importance and qual-
ity of business support services

The following analysis of domestic investors is similar
to that presented for foreign investors in previous
sections of the chapter. Ratings for importance and
quality of business support services are linked in a
two-dimensional diagram. Figure 4.36 illustrates

Table 4.9 Domestic investors’ receipt of investment support services, by type and economic sector (all
surveyed countries)

Agriculture  Manufactur- AL

o : Water- Services
and Mining ing Construction
Information on markets 52.9% 44.8% 51.3% 46.6%
/ Information on infrastructure 46.7% 39.2% 38.8% 38.2%
Decision
pre-investment/ | Information on tax & incentives 47.0% 47.0% 38.4% 46.0%
pre-expansion
Information on strategic 45.0% 31.3% 31.3% 36.2%
partners
Informa.mon on procedures and 51.5% 54.0% 64.3% 53.3%
regulations
LA L RTIET 45.2% 53.1% 52.9% 49.5%
Entry Stage licensing
Intrc?ductlon to professional 39.3% 36.8% 45.7% 47.5%
services
Soft landing services 40.0% 24.3% 30.0% 37.4%
Finding suitable sites 44.8% 36.0% 48.9% 42.7%
Facilitating building 32.0% 28.1% 34.9% 32.3%
Implementation | construction
stage s
Access to utilities and 37.0% 36.8% 41.7% 36.5%
infrastructure
Finding key staff 23.1% 29.3% 32.6% 38.1%
Complaint resolution 32.1% 32.4% 37.5% 41.9%
Information on finance 32.3% 34.0% 43.4% 38.0%
Operation stage/ | Matchmaking 29.0% 31.0% 29.8% 34.2%
Aftercare Assistance in upgrading 25.9% 25.8% 28.9% 30.6%
Access to utilities and 33.3% 32.1% 38.8% 33.3%
infrastructure

Note: Percentage of respondents receiving services

|
168 Chapter 4: IPAs and their services



Figure 4.35 Domestic investors’ perception of quality of services, by type (all surveyed countries)
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Table 4.10 Domestic investors’ quality of business support services, by type and economic sector (all sur-
veyed countries)

: Electricity-
Agriculture Manufactur- ¥

o : Water- Services
CLCILTIS ing Construction
. Information on markets 3.78% 3.59% 3.55% 3.66%
Dec[smn/ Information on infrastructure 3.63% 3.51% 3.37% 3.53%
pre-investment/ ; : = : oo - o o =
pre-expansion Information on tax & incentives .52% .59% .55% .65%
Information on strategic partners 3.56% 3.58% 3.53% 3.58%
Informe.mon on procedures and 3.50% 3.63% 3.53% 3.64%
regulations
facilitating registration and 3.64% 3.61% 3.69% 3.63%
Entry Stage licensing
Intrc?ducnon to professional 3.559% 3.749% 3.74% 3.559%
services
Soft landing services 3.13% 3.63% 3.73% 3.40%
Finding suitable sites 3.85% 3.93% 3.65% 3.62%
Facilitating building construction 4.13% 3.64% 3.57% 3.62%
Implementation A to utilii q
stage Ficcess to Utiities an 3.70% 3.71% 3.47% 3.58%
infrastructure
Finding key staff 3.67% 3.84% 3.57% 3.78%
Complaint resolution 3.38% 3.60% 3.63% 3.52%
Information on finance 3.70% 3.69% 3.55% 3.58%
Operation stage/ Matchmaking 3.67% 3.87% 3.36% 3.76%
Aftercare Assistance in upgrading 3.71% 3.87% 3.67% 3.61%
Access to utilities and 3.75% 3.81% 3.53% 3.55%
infrastructure

Note: Mean value based on a 5-point likert scale with: 1="not useful”, 2="“somewhat useful”, 3="useful”, 4="very useful”, 5="extremely useful
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Figure 4.36 Domestic investors, perception of importance and quality of business support services, by type
(all surveyed countries)
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the results for the various phases. The bubble size
displays the percentage of respondents who received
the given services. The score of the quality for all pro-
vided services indicates very good level for domestic
investors in all four stages. Some services might be
overprovided, due to the importance of some services
being rated low while the quality rating is much higher.
These services are, typically, commercially procured
but, when offered by public agencies without charge,
are welcome windfall cost savers.

Support for building partnerships

Domestic investors were asked to indicate whether
they would have been interested in receiving sup-
port for building partnerships in a number of areas.
Respondents could choose from more than one option.
Nearly half of the respondents were interested in
partnerships to obtain loans. More than 30 per cent of
investors were interested in support for market access
and equipment purchase. In East African countries,
domestic investors were focused in their interest
for in joint venture support, marketing expertise,
technology transfer expertise and access to loans.

Conclusions

This chapter analyzed the results of a series of
questions, in the survey, designed to reveal inves-
tor perceptions of services provided by IPAs. These
perceptions are particularly pertinent. They offer
insights into investors’ priorities, based on which
IPAs can improve their service offerings and attract
more high quality investment into their economies.
Cognizant of the role that African IPAs play in pro-
moting inflows of FDI, it is crucial to discover how
IPAs can serve the investment community more ef-
fectively. The following sections provide conclusions
and recommendations for IPAs based on analysis of
investors’ responses regarding IPA services.

Awareness of investment
opportunities

Potential investors become aware about country
investment opportunities mainly through existing
investor communities. In very specific cases, inves-
tors may not even be aware of the existence of IPAs

in their respective host countries. In this sense, IPAs
should continuously promote their role as the lead
source of information about investment opportunities.
Even in an optimal scenario of perfect information
provided to investors by IPAs, prospective investors
might still decide to rely on existing networks of
investors in the host country for support before they
approached IPAs. Nevertheless, survey responses by
foreign investors indicated that the direct contact
with IPAs was still considered important for initial
awareness of investment potential in host countries.

To develop contacts with new investors and attract
more FDI, IPAs should implement investor relationship
management programmes, combined with adequate
capacity building of staff. Rather than pursuing new
investors without considering the basis on which to
build strategy, IPAs should focus on consolidating
existing links with institutions, building relationships
with existing investor clients and upgrading their
investment promotion mechanisms accordingly.
Survey evidence suggests that a number of existing
investors are implementing investment expansions
in host countries. In this context, after-care services
need to be targeted to this investor category.

Additional channels could be used for targeting
potential new investors. In the case of prospective
Chinese investments, IPAs should pro-actively develop
relations with country diplomatic networks as well as
regional investment promotion agencies from Chinese
provinces. With the close relationship between state
and corporate entities in China, these institutions
provide the crucial link to promote investment op-
portunities to Chinese firms. In the case of potential
investors from Latin American, IPAs should develop
linkages with international investment advisors with
strong connections to investor communities. In the
case of potential European investors, IPAs should
establish close contacts with representative offices
of national economic chambers, trade commissions
and private sector organizations in Africa, since they
are active in informing investors about investment.

In addition to the one-stop investment shop concept
in a number of IPAs, other forms of investor after-
care services are becoming more prevalent. Survey
evidence suggests that more emphasis should be put
on the nature and quality of similar services. IPAs are
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advised to strengthen investor relationship manage-
ment and after-care services aimed at providing
specifically required services at best quality standards.
This is especially crucial for investor assistance at the
entry and operations stages.

Registration requirements and
certification process

Survey results indicate a link between higher ratings
of services provided and perception of compulsory
investment registration. Investors who indicated
investment registration as compulsory, rated IPA
services as more important, whereas investors per-
ceiving registration as voluntary rated services as
less important. This variation is markedly so in the
implementation and operation stages. Investors in
compulsory registration systems tended to rate IPAs as
more useful, with better quality of services provided.
Whenever foreign firms are obliged to interact with
IPAs because of the country registration system, IPAs
should take advantage of this proximity to provide the
most effective and highest quality business support
services as well as optimal relations with investors.

Although investment registration was compulsory
with IPAs in a number of countries, some investors
were, nevertheless, unaware of their existence
and, consequently, not familiar with the range of
services being offered. This might have been the
case for several reasons. In the context of national
business landscapes, IPAs might have been recently
established. Foreign investors might have registered
already with other national authorities. There might
also have been a general lack of monitoring for
foreign investment registration at country level or
in some countries IPAs may not be responsible for
all categories of investors. In any event, IPAs should
improve their investment monitoring and manage-
ment framework beginning with clear guidelines
for investment registration as a pre-requisite for
provision of services. IPAs can create a mechanism
to establish contact with potential investors as early
as possible by being linked to all processes involving
establishment foreign firms in their countries.

Evidence from some surveyed countries suggests that
compulsory registration through IPAs could represent
a sound basis for a more centralized investment

promotion framework that would facilitate invest-
ment after-care and promotion services. However,
limiting responsibility and accountability of IPAs to
having a centralized registration system in place
would be too simplistic. IPAs should complement
registration processes (of either kind) by improving
investment monitoring systems. Increased recognition
and visibility among current foreign investors and
greater interaction with them are crucial for IPAs in
attracting new FDI.

Efficiency of registration

Even in countries with a compulsory registration
system, efficiency of the registration process has an
impact on investor decisions. Inefficient registration
systems can become a major barrier to invest in host
economies. Lessons can be learned from countries
having a shorter registration process, something
which investors perceive as highly efficient. In many
countries, the registration process, measured by
time-to-license duration, has grown significantly
shorter. Survey responses suggest some notable
variations in time-to-license duration among eco-
nomic sectors. Investors operating in the primary
sector indicate a shorter completion time compared
to those operating in the secondary and tertiary
sectors. Regional investors seem to have the most
efficient completion time as well as considering the
process as highly efficient. Investors from Asia and
MENA countries indicate a short completion time
corresponding to a slightly efficient registration
process. In general, investors from OECD countries
consider the investment registration process as very
efficient, with minimum completion time.

Investment incentives

Within the wide array of investment incentives
provided by IPAs, fiscal ones — predominantly tax
exemptions — are considered the most important
and highly critical to foreign investors. This result is
reflected in the responses from foreign investors across
all surveyed countries as well as among enterprises
operating in different economic sectors. A notable
proportion of respondents find registering with IPAs
very useful in order to obtain tax exemptions or duty
reductions. Enterprises in the primary sector tend to
receive more capital grants than in any other sector,
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seemingly reflecting the link between heavy capital
investment and pertaining structural fundamentals
of specific primary sector activities. Enterprises in
tertiary and low-technology manufacturing activities
tend to receive the bulk of investment incentives in
the form of tax exemptions.

To attract increased foreign investment and promote
local economic development, IPAs should be more
strategic in the provision of financial incentives.
Incentives for foreign firms should facilitate the
establishment of linkages with domestic firms. Some
domestic firms indicated that the presence of foreign
investors in host economies increased their business
opportunities. Others stated that more FDI activity
in their economies had increased demand for their
products. In this context, targeting the right incentives
to benefit foreign investors can help create positive
spillover opportunities for domestic investors.

IPA services: importance and
quality perceptions

Survey results highlight a number of key investor
perceptions about IPA services. Support requirements
vary among investor groups, so IPAs should address
the various needs through specific, tailored services.

Results suggest that during the entry stage, IPAs’
service of information on markets needed to be im-
proved for both TNCs and FEs, as well as for firms with
longer and shorter investment track records. Some
investors rated the services of IPAs equally important
but tended to receive less dedicated services of lower
quality. During the entry stage, IPAs should focus on
providing information on processes and regulations,
as well as on registration and licenses, since these
services were considered to be the most important
and most urgent in the opinions of investors.

Although after-care services are perceived to be
slightly less important than those in the pre-in-
vestment and entry stages, survey results indicate
that their receipt was low. More after-care services
should be provided by IPAs, especially those aimed
at complaint resolution, matchmaking and assistance
in upgrading. After-care services are required by FEs,
firms in the services and manufacturing sectors and
investments involving acquisitions.

Based on the results on planned new investment
across all surveyed countries, IPAs should tailor after-
care services to the needs of enterprises and sectors
planning to expand their operations in their respec-
tive host countries. Empirical evidence suggests that
enterprises in the tertiary and medium-technology
manufacturing activities are those planning invest-
ment expansions in the near future. This result seems
to reflect the short-term investment cycle of FDI in
manufacturing activities, with investment prevalently
allocated in the short- to medium-term, as opposed
to the long-term investment programmes of FDI in
the primary sector, characterized by heavy initial
long-term investment. For IPAs, there are dividends
to be reaped from a more targeted approach to
after-care services since planned new investment
from existing investors constitutes an important share
of total investment generated in host economies.

Extending the scope of IPA
service provision

With the diverse characteristics of investors by age,
sector and country of origin, the entire spectrum of
services has been identified for supporting inves-
tors. Survey results showed a significant number of
responses by older firms that relied on embassies
in their home countries for information and firms
that came about as a result of privatisation process.
While IPAs are providing entry services relatively well,
the results reveal the need to expand the scope of
IPAs beyond image building and advertising towards
targeted investment promotion. This entails creation
of networks in countries they target as FDI sources, as
well as networks composed of domestic and foreign
investors operating in the country.

Survey results suggest that all services provided across
all investment stages are perceived to be high qual-
ity. The comparative analysis between importance
and quality of individual business support services
suggests that services as soft landing and facilitating
building construction appeared to be over-provided.
The revealed importance of these was lower than
the respective high quality scores.

Survey results point to potential investment support
services that could be provided by IPAs to domestic
investors. Survey responses offer insight as to how
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domestic enterprises view investment support ser-
vices provision in their respective countries. Results
suggest that if IPAs decide to target explicitly the
needs of domestic investors, they must be selec-
tive and aware of their pertaining requirements.
IPA interventions in specific service provision could
constitute an important way to deepen the relation-
ship between IPAs and domestic investors. This would
also represent an effective approach to consolidating
IPAs’ domestic enterprise assistance and support
frameworks in the context of FDI spillover effects
to domestic enterprises.

Survey evidence suggests that potential future busi-
ness support services from IPAs should focus on key
areas of matchmaking between local and foreign
firms, joint venture facilitation, technology promo-
tion and enterprise upgrading. IPAs need to bolster
their service offerings with modalities to improve
enterprise access to finance, assistance in technology
sourcing and management support, as well as export
promotion services. Investment promotion initiatives
cannot be de-linked from private sector development
initiatives and countries’ industrial development
agendas. In this sense, country evidence supports
the premise that investment promotion strategies
need to continue to be devised in line with countries’
development objectives.
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Investment Promotion, Quo
Vadis?

o conclude this report, the authors do not

wish to repeat the findings of the individual

Chapters preceding this one, particularly since
such summary can be readily found in the Overview
and Summary of Findings Chapter at the beginning
of this document. Rather, what shall be done in this
last segment of the report is to highlight what the
findings mean for the art of investment promotion in
Africa and in what way it should reshape professional
perspectives in this area of expertise.

The report has used a broad source of data to learn
from, analysed the results of a survey of foreign and
domestic investors carried out in 19 sub-Saharan
African countries1, mainly during 2010. The survey
covered a sample of close to 7,000 firms, of which 36
per cent were foreign direct investment, as defined by
international standards. The report is not understood
as an exhaustive research on all aspects of this large
data source. Rather, is it just an introduction to the
primary results of the data. More research will be
done as these data have been placed into a publicly
accessible, interactive web-based research portal,
the Investment Monitoring Platform (IMP), where
users can draw on the data, pose their own research
questions, and generate customized diagrams and
reports based on their specific needs. This represents a
paradigm shift in surveying emerging economies —and
also in investment promotion for Africa, as African
IPAs themselves are now using the IMP to research
investment in their countries, to provide investors
with systematic, focused, and speedy information
on the economic and business situation aggregated
from investors responses, and to conduct evidence
based policy advocacy for a prosperous tomorrow
in their economies.

At the very heart of the survey and research activity
presented here lies the intention to respond to the
needs of African IPAs for information and tools to
enable them to play a more proactive role in the
development of their countries. As the most recent
in the series of surveys since 2001, the current one
exceeded its predecessors in scope by including also

1  Burkina Faso, Burundi, Cameroon, Cape Verde, Ethiopia, Ghana,
Kenya, Lesotho, Madagascar, Malawi, Mali, Mozambique, Niger,
Nigeria, Rwanda, Tanzania, Senegal, Uganda and Zambia

domestic investors in the surveyed sample. This has
permitted a more balanced, deeper analysis of the
complex interaction between foreign and domestic
firms. Emphasis has been put on analysing the impact
of foreign investment in expanding local business
opportunities, fostering growth and competitiveness
of domestic firms and stimulating domestic invest-
ment. What emerges is an increasing recognition of
the need to develop investment promotion policies,
with the emphasis on volume of FDI being replaced
by a focus on its quality, measured in terms of impact
on the African economy and growth of domestic
productive capacity.

Two over-arching objectives underpinned the survey
and report.

The first was to provide IPAs, governments and indi-
vidual investors with an information base from which
to observe and respond to some of the most recent
trends in foreign and domestic investment in Africa.
Meaningful and results-oriented investment policies
and promotion strategies must be contextual. While
the past direction is important, such policies should
be forward-looking and anticipate trends pro-actively,
rather than backward-looking and reactive. In terms
of foreign investment, investors who established new
business operations during the last five years were
mainly from the South. This is a trend that was previ-
ously observed in recent Surveys, especially the 2005
one. The interest of foreign investors from countries
such as China, India, Kenya and South Africa is in
exploitation of opportunities that emanate from fast-
growing local markets as well as changing consumer
patterns and preferences. Unsurprisingly, many new
firms were established in sectors that serve local or
regional markets such as food and drinks, rubber
and plastics, construction and services, particularly
trading, financial intermediation and tourism. In
absolute numbers, only a few of the recent entrants
were interested in Africa as a location to outsource
labour-intensive production for export through, for
example, trade agreements such as AGOA.

This has significant implications for allocation of
scarce public funds that governments in Sub-Saharan
Africa have for investment promotion activities. Funds
must be allocated optimally to harness the positive
aspects of such recent trends and ensure alignment
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with national development strategies. For example,
investment promotion campaigns in countries of
recent and growing FDI arrivals are likely to lead to
more successful results than staging campaigns in
the traditional FDI countries of Europe or the United
States. The motivations, modes of market entry,
performance, and investor perceptions of these
new entrants are valuable intelligence for IPAs in
approaching new potential investors from the same
countries. Likewise, African investment promotion
agencies will need to develop sector-specific expertise
to provide relevant services to recent foreign inves-
tors in local markets. Thus, the first goal is to study
the correlation between changing foreign investor
attributes and their impact on such development
criteria as increased employment and business
opportunities, increased competitiveness of the
local economy and greater value addition to local
resources. This process enables countries to target
specific types of investors based on development
priorities as well as transform investment promo-
tion from quantity-driven performance indicators
to quality measures of success.

The second objective of the survey and research
endeavour presented in this report was to utilize
the insights as to which FDI types constituted “qual-
ity investments” in order to support the design of
more focused investment promotion policies and
strategies. The report and the Investment Monitor-
ing Platform serve to sharpen and strengthen such
investment promotion policies that best support
development and growth of host countries, crowd-in
investment from domestic entrepreneurs, expand
local markets and, ultimately, improve domestic
welfare. The survey combined analysis of the eco-
nomic impact of firms with demand for and provision
of investment promotion services. It examined the
kinds of investment promotion services considered
useful by different kinds of firms, as well as the
business support services sought by various types
of firms. This provides IPAs with a clearer strategy
for determining priority services according to inves-
tors’ willingness to engage with IPAs and their likely
impact on host countries’ economies. Moreover,
the data also allows IPAs to compare performance
and development impact of investors that took
advantage of IPA services compared to those that
have not used those services.

A critical finding is that any attempt to single out
one specific investor group as constituting qual-
ity investment overlooks the multidimensionality
and complexity of the study of FDI impact and its
associated externalities and spill-over effects. The
report was based on the premise that the study of
improved productivity performance, at all levels of
aggregation, needs to be pursued, and that short-
term and long-term effects need to be considered in
evaluating overall welfare gains. If the role of FDI in
enhancing overall productivity can be ascertained,
investment promotion activities should, in principle,
target firms that add to economies’ productivity di-
rectly, by being productive themselves and indirectly,
by enhancing productivity of domestic firms. This
report highlights FDI types that exhibited positive
productivity spillover effects, in labour productivity
and total factor productivity, vis-a-vis local industries
in affiliated sectors. Such productivity spillovers come
with economic and social costs, in terms of a low,
or even negative, contribution to the creation of
employment in most host economies in the short run.

Trade-off relations like this highlight the need to
pursue investment promotion strategies that target
successful and balanced combinations of investor
types, rather than individual investor groups per
se. UNIDQ’s 2009 Industrial Development Report
pointed out that economic welfare gains have to go
hand-in-hand with industrial diversification, which
is a function of well-aligned and appropriate invest-
ment promotion strategies and policies. A universal
recommendation on what such combinations should
be is, however, dependent on host country or regional
effects and should not be made at continental level.
Additional analysis at individual host country level is
required to take into consideration such factors as size
of local markets, geography, skill level of work forces
and absorptive capacity of the local private sector to
learn from FDI, adapt established technologies and
climb the productivity and growth ladder. With the
limited budgetary resources of African IPAs to carry
out investment promotion, prioritization is required
so that public resources are allocated appropriately.
Priorities depend on development objectives of each
country, as reflected in development plans, visions,
industrial policies, national budgets and investment
promotion laws. This presents a dilemma for host
countries and their investment promotion agencies,
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since not all development objectives can be addressed
simultaneously.

Over the past decades, Africa has played host to TNCs
in the extractive industry sector as represented by the
early pattern of investments in the continent; these
were followed by foreign entrepreneurs (FEs) from
Asia, Europe and North Africa, whose motive was to
migrate to new locations. In this context, migration was
a primary objective for investment location decisions.
In most of these cases, the decision to locate was
made prior to the encounter with the country. The
need to influence location decisions was therefore
not as much of a challenge as it is today.

A new category of investors are emerging who can
make a positive impact on African economies. They
have become more formal and complex in terms of
organizational structures, management and gover-
nance cultures. Concurrently, decision-making within
investor enterprises is increasingly becoming more
technical, professional and demanding. Sophisticated
governance systems have shifted decision-making
powers from business owners to experts within
enterprises who, on the basis of empirical evidence,
help owners take informed decisions on investment
locations, business expansion and other strategic
considerations.

Such investors have a regional focus in deciding on lo-
cations. They look into a region and collect information
about specific countries, which their experts review
prior to building consensus on a location decision.
This brings a new element of competition based on
economic parameters of host countries, as well as on
investment promotion services and the timeliness,
quality and relevance of the information provided.
IPAs should recognize this new reality in order to work
with investors in a meaningful manner by providing
them with quality technical information to influence
their decision-making. This information needs to go
beyond general website presentation; it facilitates
and maximizes the potential of new investor groups
to support the industrialization and modernization of
African economies and also contribute to addressing
the development challenges.

To meet the challenge of transforming the culture of
investment promotion in Africa, investment promo-

tion stakeholders in the public and private sectors
need to build consensus. Rather than ad hoc, con-
sensus building should be a continuous, dynamic
process driving the requisite changes. This must be
underpinned by the collective voice of the private
sector as partners in the development process.
The IMP facilitates the consensus building process
by providing all stakeholders with aggregate data
capturing the collective voice of investors. In such
context, policymaking becomes more meaningful
since it is based on empirical evidence from the
private sector, which should drive the process on a
continual basis and factor private sector feedback
into the reform process.

This new role of the private sector in development
does not mean, however, that government relin-
quishes its lead role in the investment promotion
process. Rather, it relies on listening to the private
sector as well as giving timely support to IPAs in
order to influence location decisions in favour of
their countries. Government can also unlock potential
expansion programmes by existing investors as well
as stimulate the generation of new investments
by potential investors. This requires a new, more
pro-active approach to aftercare services delivery,
strategy design and policy advocacy.

The need for IPAs to take the lead in developing
investment opportunities is an emerging dimen-
sion of their mandate, which should complement
ongoing initiatives by the private sector to generate
investments. This allows IPAs to organize investment
opportunities in line with their countries’ natural
and factor endowments to foster value addition,
linkages within economic sectors, creation of spatial
development, public-private partnerships to address
infrastructural deficits and foreign exchange earnings
through exports. It also improves the portfolio of
projects and opportunities for promotion by IPAs.
Through such initiatives, IPAs will be in a better
position to continuously improve the attractiveness
of their countries as investment locations.

As firm characteristics differ in origin, size, owner-
ship structure and impact on the economy, IPAs
need to organize their strategies in line with these
characteristics. This approach provides an insight
into the opportunities and threats associated with
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the different categories of firms. It also allows for
meaningful design of policies and strategies, as
well as delivery of focused aftercare services to
particular categories of investors. Awareness of the
peculiarities of the different types underpins effec-
tive dialogue with the private sector and enhances
policy advocacy to government by IPAs and private
sector associations. The IMP facilitates this awareness
by granting insights into investment behaviour and
investor perceptions of the various investor types.
It thus plays an important role in identifying IPA’s
aftercare services and facilitating new investments
resulting from aftercare activities.

IPAs should be in a position to design more meaningful
and investor-oriented strategies, based on the needs
and priorities of their countries, rather than on general
strategies advantageous only to particular investor
categories. This shifts the emphasis of studying FDI
impact in general terms to more in depth analyses
of the impact of particular investor categories.

Promotion of domestic firms, which form the bulk
of the private sector in African economies and are
the principal drivers of economic and social de-
velopment, can no longer be ignored. This is an
emerging reality that IPAs need to confront. While
introducing domestic firms to potential investors or
buyers through ad hoc matchmaking programmes
and fairs may yield short-term benefits, it does not
guarantee strategic, lasting partnerships. Linking
domestic firms with supply chains of the growing
FDI and FE sectors offers considerable potential
for maximizing the impact of FDI benefits on the
economy. This aspect of the investment promotion
mandate calls for programmes that develop and
support domestic firms in overcoming technical and
capacity constraints enabling them to become full
members of international supply chains or credible
joint venture partners. Designed to raise domestic
firms to world-class level through benchmarking,
the Sub-contracting and Partnership Exchange offers
realistic approaches for domestic firms to benefit from
FDI and cooperate successfully with large investors.

Allin all, with new technologies and abundant concrete
investor information at hand, investment promotion
becomes an evidence-based, new kind of operational
activity, fairly different from its previous form. If IPAs

manage to achieve a cultural change in the way they
operate, in order to embed the new tools into their
operational strategy design and day-to-day business,
their ability to trigger investment and thus enhance
economic and social development is significantly
boosted. This will move IPAs more towards the center
of attention and action in the development policy
making process.
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Annex 1:

Sample composition

Al.1 Type of data

In 2010, 6,359 face-to-face interviews were conducted
with top-level managers of foreign- and domestic-
owned firms, in 19 sub-Saharan African countries,
active in following sectors: agriculture, mining,
manufacturing, utilities, construction and services.

A1l.2 Characteristics of the sur-
vey sample

The distribution of firms interviewed in the survey
is contained in Figure Ala. With more than 800
firms, Uganda has the largest number of interviews,
followed by Kenya, Nigeria and Ethiopia, with about
600 firms each. The proportion of foreign-owned
firms interviewed in each country is between 20
and 50 per cent. In the whole sample, the share of
domestic-owned firms is 35 per cent.

Figure Alb presents the number of firms by sector.
Within manufacturing, the food sector comprises

the largest number of firms, followed by metal
products, chemicals and plastics. The survey includes
a sample of service sector firms concentrating on
retailing, distribution and wholesale firms, hotels
and restaurants and financial and business services.
In addition, smaller samples of firms in agriculture,
mining, utilities and construction were included.

A1l.3 Size of firms

In this report, large firms are defined as those em-
ploying 100 or more persons. As large firms account
for most of a country’s economic output they were
over-sampled in this survey. This enabled increased
accuracy in estimating investment and output. Nev-
ertheless, small firms, that is, those that employed
less than 50 persons, accounts for the largest number
of firms interviewed (Figure Alc). This figure also
reveals that foreign firms participating in the survey
were on average larger than domestic ones, although
Ethiopia, Nigeria and Kenya had significant numbers
of large domestic firms.

Figure Ala Number of firms by country
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Figure Alb Number of firms by sector group
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Annex 2: Survey implementation

and data quality assurance

A2.1 Survey implementation

The preparatory phase of the Survey included the
theoretical and methodological groundwork required
to ensure that the 2010 Africa Investor Survey (AlS)
met rigorous standards and would be internationally
recognized as an authoritative reference survey of
investment in sub-Saharan Africa.

The design of the questionnaire was guided by a
selected group of distinguished scholars established
as the International Advisory Team and an in-house
UNIDO task force. The team members were chosen
for their expertise in FDI and development, the role of
TNCs in internationalizing trade and investment and
the impact of FDI on domestic investors and growth.

The draft questionnaire was designed and tested in
Kenya and Senegal. The main purpose of the pilot
survey was to simulate conditions under which the
full-scale survey would be carried out and to collect
respondents’ feedback on the clarity and compre-
hensibility of the questionnaire. CEOs were consulted
about how easy they found the questionnaire to
complete and the range of topics covered by the
survey. This information was useful in improving the
acceptability of the survey and increasing participa-
tion rates of firms.

The results of the pilot survey were used to finalize
the questionnaire, begin documentation of the
implementation process of the Survey and develop
the interview manual for country survey teams.
The survey used four different variants of the ques-
tionnaire. Version 1 for foreign-owned firms in the
manufacturing sector, Version 2 for foreign-owned
firms in services, Version 3 for domestic-owned firms
in manufacturing, and Version 4 domestic firms in
services. The questionnaires for the manufacturing
sector (versions 1 and 3), were also used for firms
operating in the agriculture, mining and construc-
tion sectors.

Further preparatory work was carried out concur-
rently with the Survey design. This included selec-
tion of national country team leaders (CTLs) in the
19 countries participating in the survey. In-country
project governance was established through an
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Implementation Committee (IC) in each country.
This included the National Investment Promotion
Agencies (IPAs), the National Statistics Offices (NSOs)
and representatives from business associations. The
tasks of the IC covered, among others, consensus
building among country stakeholders (government
officials, business organizations, business leaders,
etc.), working with the media, preparation of profiles
of local firms for sampling, ensuring data quality
and active monitoring of the survey process. More
particularly, the leadership of the IC in organizing
campaigns and media publicity was important in
ensuring that the private sector, the government,
and other stakeholder institutions were made aware
of the objectives of the 2010 survey.

The survey was designed to cover a representative
sample of all public and private sector, for-profit
enterprises which were registered and employed
more than ten employees. Before sampling could
begin it was necessary to create a business direc-
tory or list of firms from which to draw the sample.
UNIDO Headquarters coordinated the activities of
CTLs in compiling firm lists in accordance with the
survey’s sampling requirements. The sampling frame
for each country contained, apart from each firm’s
contact details, information on the three sampling
dimensions or “strata”. For each firm, these were:
economic sub-sector, size (number of employees),
and ownership status (foreign- or domestic-owned).

Avariety of lists of firms were provided by members
of the Implementation Committee in each country.
These had then to be consolidated and cross-checked
for duplication and missing sampling criteria (sub-
sector, size and whether foreign-owned) by UNIDO
Headquarters staff. Frequently, these lists only cap-
tured basic registration information about firms. In
order not to compromise the statistical rigour of
sampling, UNIDO hired additional staff both in the
survey countries and at Headquarters to check and
clean the lists of firms.

Most firms were contacted directly to validate in-
dividual firm data and to verify that they were still
operational. Duplicate firms and those that had
ceased to exist were eliminated from the business
directory. The directory required further amendment
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as new firms that fell within the defined criteria of

the sample frame were identified by the survey
teams during field visits.

What was initially conceived as a by-product of the
Survey turned out to be a key output, namely, the
business directory. It turned out that in none of the
19 countries participating in the 2010 survey was
there a comprehensive business directory adequate
for sampling purposes. By the end of the UNIDO
survey in each country a directory had been created
that covered all foreign-owned and domestic firms
employing more than ten people. These directories
are now available for institutions that are planning to
carry out firm-level surveys. They can also be used as
a tool for encouraging business-to-business linkages.

In each survey country, a national subcontractor was
identified to carry out the survey. In most cases, the
National Statistics Office, a University-based team or a
recognized Policy Research Institute was selected for
this purpose. The survey supervisors and enumerators
employed by subcontractors were trained by one of
three UNIDO teams using either English, French or
Portuguese as the medium of instruction. Refresher
training was organized, as and when required.

The training comprised of different modules cover-
ing the purpose of the project, the content of the
questionnaire, interviewing techniques, data qual-
ity control, as well as hands-on training using the
questionnaire software. Enumerators were mostly
graduate university students with a research interest in
business, individuals who had worked as enumerators
in enterprise-level surveys conducted by institutions
such as the National Statistics Office or the Central
Bank, or other suitable candidates with appropriate
background and experience. The sample size for each
country determined the number of enumerators
recruited, which varied between five enumerators
in small countries and more than 20 enumerators in
large countries such as Nigeria or Kenya.

The mode of data collection was face-to-face inter-
views to ensure a maximum level of participation of
firms. In most cases, the interview was scheduled
with the most senior decision maker within the
firm, that is the chief executive or general manager.
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For some, more specialized and rather technical
questions, the enumerator was instructed to ask to
be referred to other members of the management
team, such as the chief financial officer, the human
resources manager, or the sales manager. An elec-
tronic scheduling tool was developed by UNIDO to
help Country Team Leaders (CTL) and subcontractors
manage the scheduling of interviewing activities. This
also facilitated reporting progress of each country
survey back to headquarters.

A2.2 Data quality assurance

Assuring data quality is imperative in any survey. In
this survey, it is particularly important because the
data, analysis and conclusions are publicly acces-
sible and are intended to be used by many people,
including entrepreneurs, public and private sector
organizations, research institutions, financial insti-
tutions and civil society groups and organizations.
Evidence based policy formulation requires high
quality data as a sound basis for decision making.
Indeed, a key objective of the overall project is to
encourage people to carry out their own analysis using
the survey data available online on the Investment
Monitoring Platform.

In general, quality assurance means much more than
just simply checking the data. In fact, it includes various
quality monitoring elements at different stages during
the execution of the survey. Taken together, each
part of the quality assurance process should ensure
the high quality of the data being analysed. In this
survey, several distinct quality checking mechanisms
have been incorporated before, during and after the
data collection phase.

A2.2.1 Before data collection

Members of each national survey team were recruited
on the basis and were expected to be familiar with
business activities in their country. Enumerators
worked directly under the guidance of a supervisor,
who was a senior member of a national research
institution. The above mentioned training workshop
complemented their prior knowledge and thus
enables them to critically assess the respondents’
replies to the questionnaire.



To reinforce the training workshop and to address
frequently asked questions after the workshop,

handbooks were prepared and distributed to the
enumerator teams in the field, including the CTL
Handbook, the Supervisor Handbook and the Enu-
merator Handbook. While the CTL Handbook focused
on details of the Investment Promotion Programme
and the relationship between the various stakeholders,
the Supervisor and Enumerator Handbooks contained
detailed explanations of the questionnaires, defini-
tions of all technical expressions, guidelines on how
to conduct interviews, how to use the questionnaire
software, how to avoid common traps and mistakes,
how to manage the survey workflow and quality
control mechanisms.

A2.2.2 During data collection

Supporting software was designed specifically to
provide data quality checks in terms of content and
consistency of answers. After the interview, the
enumerator was required to enter the answers from
the respondent as soon as possible into a computer
using the software. The software automatically car-
ried out a number of checking routines and provided
instant feedback to the enumerator. This feedback
included information about major inconsistencies in
the data as well as an assessment of the complete-
ness of the questionnaire.

The enumerator was expected to check any major
errors identified by the software with the firm. Enu-
merators were equipped through their training with
a thorough understanding of the questionnaire and
were empowered to follow up errors and omissions
with the respondent. The supervisor was also always
available as a back-up.

A2.2.3 After data collection

After collected data were processed and verified
by various means, both in the field and at UNIDO
Headquarters in Vienna. As a first step, supervisors
were required to review the consistency of answers
and verify whether values lay within reasonable
ranges. Where errors, omissions or inconsistencies
were detected, the supervisor was instructed to
ask the relevant enumerator to make another visit
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to the firm or make a phone call to the respondent
to complete the questionnaire. Where the supervi-
sor detected systematic errors that came from a
misunderstanding of certain questions, he/she was
expected to conduct a workshop with the enumera-
tors concerned. The survey handbooks were used
as the guide for re-training to ensure a consistent
implementation of the survey across all national
teams. In some cases, re-training by HQ advisers was
delivered to the entire country team either through
a conference call or in the field.

Once the questionnaire and responses had been
approved by the supervisor, the data were transmit-
ted to HQ both electronically via the questionnaire
software and the original paper questionnaires.
The first component of review at UNIDO head-
quarters consisted of an immediate calculation of
the completeness of each questionnaire to ensure
responses lay above certain thresholds and that all
essential questions had been completed. The second
component involved a comparison between paper
and electronic questionnaires to correct errors that
happened during data entry. The third component was
a thorough review of each individual questionnaire
in terms of consistency and plausibility.

The results of these HQ reviews were communicated
to field supervisors to take corrective action and
where necessary re-call and/or re-visit firms. This
review process not only served the direct purpose
of improving the quality of particular questionnaires,
but was also indirectly intended to contribute to the
general level of understanding of country teams and
raising the quality of interviews
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Annex 3a: Foreign

manufacturing questionnaire

IDENTIFICATION QUESTIONS

1. Does the company have a share of foreign ownership of 10 percent or more?

2. What percentage of this company’s sales/turnover comes from Manufacturing/Financial services/
Non-financial services/Agriculture, forestry and fishery/Mining, oil and gas?

COMPANY HISTORY

3. Please briefly describe the investment history of the company in a few sentences.

Part I: Company profile and
Investor perceptions

SECTION A. GENERAL PROFILE OF THE COMPANY

. Please indicate this company’s three main products and their current share in total company’s

H

sales.

Ui

. Please select the sub-sector that best describes this company’s main manufacturing/business
activity.

(22}

. When did the initial foreign investment take place?

~N

. What was the foreign ownership share at the time of the initial foreign investment?

00

. What was the total value of the initial foreign investment?

o)

. What was the share of the foreign ownership five years ago?

10. The foreign investor is [name of the parent company] with Headquarters in [country]. Does the par-
ent company has other subsidiaries in this country/in other sub-Saharan African countries/in the rest
of the world? What is the number of establishments?

11. This company is a stand-alone investor/part of a family or group of companies? The foreign investor
is an individual/family from [specify country]. Does the foreign investor have other ongoing opera-
tions in this country/in other sub-Saharan African countries/in the rest of the world? What is the
number of establishments?

12. Does the company have a local partner? Does the local partner have other ongoing operations in this
country/in other sub-Saharan African countries/in the rest of the world? What is the number of es-
tablishments? The local partner is a stand-alone investor/part of a family or group of companies? The
foreign partner has: Formed this company as: A new joint venture with a local partner/Invested into
an existing local company? If the foreign partner has invested into an existing local company, when
did this company first start its operations?




13.

Is this a Diaspora investment? If yes, what is the ownership share of investors who are members of
the Diaspora? In which country/countries were/are they residents?

14.

Is the general manager or one of the managing directors a major shareholder in this company?

15.

Please indicate details of the current ownership structure of this company.

16.

How do you rate this company’s performance compared to your overall expectations for this com-
pany before the global financial crisis? Now, as a result of the global financial crisis, your expectations
might have changed. How do you rate this company’s current performance compared to your revised
expectations?

17.

Please, indicate the average level of capacity utilization in the company: Over the last three years
before the global financial crisis/During global financial crisis?

18.

If the production capacity of this company is underutilized under normal circumstances, what is the
most important reason?

19.

What is the average age of your capital equipment?

20.

When was the last major new investment undertaken in this company? In what did you invest? What
was the value of this investment? What is the annual rate of return or the payback period for this
investment? Did this company make any disinvestment in the last 3 years? If yes, what was the value
of this disinvestment?

21.

Do you plan to make any investment or disinvestment over the next three years? If yes, by how
much?

22.

Do you expect to expand your operations, in the next three years, by investing in Neighbouring coun-
tries/Non-neighbouring SSA countries? If yes, what is the value of planned investment?

23.

Does the company operate under a: Management contract/Licence agreement? If yes, what is the
annual amount paid?

24,

In the last financial year, what was the total value of sales/value of exports/value of the total wage
bill /value of fixed assets/number of full time employees/expenditure on advertising/average price
change of this company’s products?

25.

What was the value of sales, exports and the number of full-time employees two financial years ago?

26.

What is the expected growth rate or value of sales, exports, and number of employees in the current
and next financial year?

27.

During the last three financial years, what was the average annual profit margin before taxes? What
was the rate at which you paid interest for long-term credit? What was the rate at which you paid
interest for short-term credit?

28.

What is your forecasted average profit margin before taxes for the next three financial years?
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29. What was the total tax payment during the last financial year?

30. For your main product sold in the domestic market, where does your main competition come from?

31. Which investment incentives did this company receive? Which one was crucial? What was the value
of the incentives received in the last financial year?

SECTION B. FOREIGN INVESTOR HISTORY

32. Were you involved in the initial decision to invest in this country?

33. What was the main motivation behind the foreign investor’s decision to invest in this country?

34. What best describes the way in which the initial investment took place?

35. How did the foreign investor initially become aware of investment opportunities in this country?

SECTION C. INVESTMENT SUPPORT SERVICES

36. Has this company registered or been assisted by the IPA? If yes, is registration compulsory? When

did you register with the IPA? How do you rate the efficiency of registration process? How do you
evaluate the overall usefulness of the IPA for this company? What is the most important benefit from
being registered with the IPA?

37. If you have not registered or been assisted by the IPA, please indicate why not.

38. How long did it take this company to obtain all the licenses and permits necessary to start its opera-
tions?

39. Rankthe three most important improvements or additional services you think the IPA should include
in their range of services.

40. How important is the availability of business support services? How do you generally rate the useful-
ness/utility of the service provided by the IPA?

SECTION D. REGIONAL AND INTERNATIONAL TRADE

41. What do you consider to be the most important barriers to starting or expanding this company’s

export activities within Africa and/or outside of Africa?

42. Areyou familiar with any of these international trade agreements: EBA/AGOA/Bilateral trade agree-
ments? If yes, please evaluate how important they have been in stimulating/expanding your export-
ing activities.

43. Are you familiar with any of these regional trade agreements: COMESA/EAC/ECOWAS/SADC/UEMOA/
CEMAC/ECCAS? If yes, how important have they been in stimulating/expanding your exporting activi-
ties?




44, What is the most important aspect of regional trade agreements for this company’s business opera-

tions?

45. Inthe last financial year, what percentage of this company’s total sales was: Sold in the domestic
market/Directly exported/Indirectly exported through a third party?

46. Out of this company’s direct exports in the last financial year, what percentage, by value, was sup-
plied to its foreign parent company/foreign partner or its other subsidiaries?

47. What were the percentage shares of this company’s exports to South Africa/Sub-Saharan Africa
(excluding South Africa)/European Union/United States/China/India/Other Asia/Middle East/North
Africa/Other?

48. If the company exported to sub-Saharan Africa, please indicate the three most important sub-Saha-
ran Africa country destinations and their share in your total exports, in terms of value, during the last
financial year.

49. What were the percentage shares of the following countries and regions in this company’s expendi-
ture on direct imports during the last financial year: South Africa/Sub-Saharan Africa (excluding South
Africa)/European Union/United States/China/India/Other Asia/Middle East/North Africa/Other?

50. If this company imported from sub-Saharan Africa, please indicate the three most important sub-
Saharan African countries as sources for these imports and their percentage shares of your total
imports, during the last financial year.

SECTION E. LINKAGES WITH SUPPLIERS AND BUYERS

51. Whatis the approximate number of suppliers of raw materials, components or finished goods to this

company? How many of them have long-term arrangement? What percentage of inputs, by value,
comes from these suppliers with a long-term arrangement? How many new local suppliers have been
added to your supplier’s list during the last 3 years?

52. What percentage of production inputs by value, was: Imported through the foreign parent company/
Imported directly by this company/Imported by a local importer/Locally manufactured input/Other?

53. What s the share, by value, of the following types of suppliers: Distributors/wholesalers/Manufactur-
ers?

54. Do you have a special department for: local sourcing/local supplier development? If yes, what is its
annual budget?

55. Does this company interact with local suppliers/sub-contractors with the intention of helping them to
improve their operations?

56. Does this company contract-out work to other companies, such as manufacturing operations or pro-
viding business services in this country? If yes, please indicate approximate total value of contracted-
out work in the last financial year: Manufacturing operations/Support services.
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57. Please provide the names of your three most important suppliers or sub-contractors for locally

sourced goods and their location in this country.

58. What is the most important factor that influences the decisions for local procurement?

59. What is the most important factor that influences decisions to cancel or not enter local procurement
contracts?

60. What are the shares of Retailers/Distributors/Wholesalers/Manufacturers/Government/Consumers/
NGOs and international agencies in your total sales?

61. Does this company undertake sub-contract work, such as manufacturing operations, or business
services for other companies in this country? If yes, please indicate the value of sub-contracted work
in the last financial year.

SECTION F. ORGANIZATIONAL RELATIONSHIPS

62. Please rate the decision-making power of the local management on the following decisions of the

local unit.

63. How important is the assistance of the foreign parent company?

64. How does the foreign partner influence this company?

65. How much decision-making power does the local management have vis-a-vis the foreign partner?

66. How important is the assistance of the foreign partner and the local partner?

67. How important is the expertise of the foreign owner to the company?

68. If the owner has other ongoing operations as a part of family or business group/trust, how important
is the assistance to this company of other associate companies in the business group?

SECTION G. LOCATION FACTORS

69. How important were the following factors in this company’s decision to invest and how have these

factors changed over the last 3 years: Political stability/Economic stability/Transparency of business
regulations and legal framework/Quality of life/Bilateral agreements and double taxation treaties/Lo-
cal market/Export market/Labor costs/Availability of skilled labour/Costs of raw materials/Availability
of local suppliers/Incentive package?
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Part II: Information from
the company’s accounts

SECTION H. LABOUR-FORCE PROFILE

70. Please indicate the average number of full-time and part-time employees with their average weekly

work hours per employee over the last financial year.

71. How many of the total permanent full-time employees were: Production workers/Technical, supervi-
sory or managerial staff/Clerical or administrative staff?

72. What was the average number of production shifts per day during the last financial year?

73. What was the average monthly wage paid to: Production workers/Technical, supervisory or manage-
rial staff/Clerical or administrative staff during the last financial year?

74. Does this company provide formal internal/external training to its employees? If yes, what was the
value of this company’s expenditure on internal and external training provided?

75. How many unpaid workers did this company have on average during the last financial year?

SECTION I. TURNOVER, WORKING CAPITAL AND FIXED ASSETS

76. Please state the end of the financial year covered by this questionnaire.

77. sthis company’s production subject to seasonal variation? If yes, how many months is this company
producing during the year. What is the main reason for this seasonal variation in production?

78. What was the value of your annual sales and other receipts during the last financial year?

79. What was the total value of the inputs purchased during the last financial year?

80. What were the sources of working capital and fixed assets for this company during the last three
financial years?

81. What was the value of the stock of this company at the beginning and end of the last financial?

82. What was the total value of current assets of this company at the end of the last financial year?

83. What was the value of this company’s liabilities at the end of the last financial year?

FIXED ASSETS

84. What was the value of the fixed assets of this company in the last financial year?
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85. How does this company mainly acquire capital goods?

86. During the last three years, what was the average annual amount spent on technological upgrading
through Adaptation of technology/Research and Development?

SECTION J. ENERGY CONSUMPTION

87. Which of the following fuels does this company consume and what was the quantity of those fuels

consumed in the last financial year?

88. What was the total amount of electricity consumption from the grid during the last financial year?

89. What was the total cost of electricity consumption from the grid during the last financial year?

90. Do you own or share a generator? If yes, what was the amount of this company’s electricity con-
sumption supplied by generators during the last financial year? And what was the type and amount
of fuel used to produce electricity from generators during the last financial year?

SECTION K. CLOSING QUESTIONS

91. Have you participated in UNIDO’s Foreign Investor Survey in 2005?

92. Would you be interested in receiving a report of this year’s study?

93. Would you be interested in having support for building partnerships in the following areas: Joint
venture/Loan/Managerial expertise/Technical expertise/Marketing expertise/Market access/Sub-con-
tracting arrangements/Technology transfer/Joint research and development/Equipment purchase/
Other?




Annex 3b: Foreign

service questionnaire

1. Does the company have a share of foreign ownership of 10 percent or more?

2. What percentage of this company’s sales/turnover comes from: Manufacturing/Financial services /
Non-financial services/Agriculture/forestry/fishery/Mining/oil and gas?

COMPANY HISTORY

3. Please briefly describe the investment history of the company in a few sentences.

Part I: Company profile and
Investor perceptions

SECTION A. GENERAL PROFILE OF THE COMPANY

4. Please indicate this company’s three main products/services and their current share in total com-
pany’s revenue.

5. Please select the sub-sector that best describes this company’s main business activity.
6. When did the initial foreign investment take place?

7. What was the foreign ownership share at the time of the initial foreign investment?
8. What was the total value of the initial foreign investment?

9. What was the share of the foreign ownership five years ago?

10. The foreign investor is [name] with Headquarters in [country]. Does the parent company have other
subsidiaries: In this country/In other sub-Saharan African countries/In the rest of the world? What is
the number of establishments?

11. This company is a stand-alone investor/part of a family or group of companies? The foreign investor
is an individual/family from [specify country]. The foreign investor has other ongoing operations: In
this country/In other sub-Saharan African countries/In the rest of the world? What is the number of
establishments?

12. Does the company have a local partner? The local partner has other ongoing operations: In this coun-
try/In other sub-Saharan African countries/In the rest of the world? Number of establishments? The
local partner is: a stand-alone investor/part of a family or group of companies. The foreign partner
has: formed this company as a new joint venture with a local partner/invested into an existing local
company. If the foreign partner has invested into an existing local company, when did this company
first start its operations?
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13.

Is this a Diaspora investment? If yes, what is the ownership share of investors who are members of
the Diaspora? In which country/countries were/are they residents?

14. s the general manager or one of the managing directors a major shareholder in this company?

15. Please indicate details of the current ownership structure of this company.

16. How do you rate this company’s performance compared to your overall expectations for this com-
pany before the global financial crisis? Now, as a result of the global financial crisis, your expectations
might have changed. How do you rate this company’s current performance compared to your revised
expectations?

17. When was the last major new investment undertaken in this company? In what did you invest?

What was the value of this investment? What is the annual rate of return/the payback period for this
investment? Did this company make any disinvestment in the last 3 years? If yes, what was the value
of this disinvestment?

18. Do you plan to make any investment or disinvestment over the next three years? If yes, by how
much?

19. Do you expect to expand your operations, in the next three years, by investing in Neighbouring coun-
tries/Non-neighbouring SSA countries? If yes, what is the value of planned investment?

20. Does this company operate under a Management contract/Licence agreement/Franchise agreement?
If yes, what is the annual amount paid?

21. Inthe last financial year, what was the total value of sales/turnover/value of exports/value of the
wage bill/value of fixed assets/number of full time employees/expenditure on advertising?

22. What was the value of sales/turnover, exports of goods and services and the number of full-time
employees two financial years ago?

23. Whatis the expected growth rate/value of sales, exports, and number of employees in the current
and next financial year?

24. During the last three financial years, what was the average annual profit margin before taxes? What
was the rate at which you paid interest for long-term credit? What was the rate at which you paid
interest for short-term credit?

25. What s your forecasted average profit margin before taxes for the next three financial years?

26. What was the total tax payment during the last financial year?

27. For your main goods and services provided in the domestic market, does your main competition
come from: Local service or goods providers/Foreign-owned goods orservice providers based in this
country/Service providers located outside this country?

28. Which investment incentives did this company receive? Which one was crucial? What was the value
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of the incentives received in the last financial year?

SECTION B. FOREIGN INVESTOR HISTORY

29. Were you involved in the initial decision to invest in this country?

30. What was the main motivation behind the foreign investor’s decision to invest in this country?

31. What best describes the way in which the initial investment took place?

32. How did the foreign investor initially become aware of investment opportunities in this country?

SECTION C. INVESTMENT SUPPORT SERVICES

33. Has this company registered or been assisted by the IPA? Is registration compulsory? When did you
register with the IPA? How do you rate the efficiency of registration process? How do you evaluate
the overall usefulness of the IPA for this company? What is the most important benefit from being
registered with the IPA?

34. If you have not been registered or assisted by the IPA, please indicate why not.

35. How long did it take this company to obtain all the licenses and permits necessary to start its opera-
tions?

36. Rank the three most important improvements or additional services you think the IPA should include
in their range of services.

37. How important is the availability of business support services?

38. Hotels:

How many beds are available? What was the annual average occupancy rate during the last financial
year? What percentage of your guests were foreigners during the last financial year? What is the share
of local sourcing in your total procurement? What percentage of supplies by value, was: Imported
through the foreign-owned hotel management company/Imported directly by this company/Imported
by a local importer or local manufacturer/other? What is the share, by value, of the following types
of suppliers: Distributors/Wholesalers/Manufacturers? What proportion of room reservations, dur-
ing the last financial year, were made through: Agencies located outside this country/Agencies in this
country/Direct reservation by guests/Foreign-owned hotel management company/Others?

39. Travel agencies:

What percentage of your customers were foreigners during the last financial year? What proportion of
business, during the last financial year, came from: Agencies located outside this country/Agencies in
this country/Direct reservation by guests/Others?

40. Consultancy companies or other business services companies:
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What percentage of your revenue, during the last financial year, came from foreign companies? What
percentage of your revenue, during the last financial year, came from services provided to clients

abroad? What was the share of the following client types in your total revenue during the last financial
year: Service companies/Government/Manufacturers/International organizations/Others?

41. Transport companies:

What was the share of the following modes of transport in your total revenue during the last finan-
cial year: Road/Air/Sea/Rail? What was the share of the following client types in your total revenue
during the last financial year: Government/Manufacturers/International organizations/Others? What
percentage of your revenue, during the last financial year, came from foreign companies based in this
country? What percentage of your revenue, during the last financial year, came from services provided
to clients abroad?

SECTION D. REGIONAL AND INTERNATIONAL TRADE

42. What do you consider to be the most important barriers to starting or expanding this company’s
export activities within Africa and/or outside Africa?

43.  Areyou familiar with any of these regional trade agreements: COMESA/EAC/ECOWAS/SADC/UEMOA/
CEMAC/ECCAS? If yes, how important have they been in stimulating/expanding your exporting activities?

44,  What is the most important aspect of regional trade agreements for this company’s business operations?

45. Out of this company’s exports of goods and services in the last financial year, what percentage, by
value, was supplied to its foreign parent company/foreign partner or its other subsidiaries?

46. What were the percentage shares of this company’s exports to: South Africa/Sub-Saharan Africa
(excluding South Africa)/European Union/United States/China/India/Other Asia/Middle East/North
Africa/Other?

47. If the company exported to sub-Saharan Africa, please indicate the three most important sub-Saha-
ran African country destinations and their share in your total exports, in terms of value, during the
last financial year.

48. What were the percentage shares of the following countries and regions in this company’s expen-
diture on direct imports, by value, during the last financial year: South Africa/Sub-Saharan Africa
(excluding South Africa)/European Union/United States/China/India/Other Asia/Middle East /North
Africa/Other?

49.  If this company imports from sub-Saharan Africa, please indicate the three most important sub-Saha-
ran African countries as sources for these imports and their percentage shares of your total imports,
during the last financial year.

SECTION E. LINKAGES WITH SUPPLIERS AND BUYERS

50. Does this company contract-out work for support to other companies? If yes, please indicate your

expenditure on contracted-out work in the last financial year.




51. Does this company undertake sub-contract work for other companies in this country? If yes, please

indicate the value of sub-contracted work in the last financial year.

Questions for Trading companies only

52. Please indicate the percentage of goods purchased for resale by value, procured through each of the

following supply channels during the last financial year: Imported through the foreign parent com-
pany/Imported directly by this company/Imported by a local importer or distributor/Locally manufac-
tured input/other?

53. What are the shares of Retailers/Distributors/Wholesalers/Manufacturers/Government/Consumers/
NGOs or international agencies in your total sales?

SECTION F. ORGANIZATIONAL RELATIONSHIPS

54. Please rate the decision-making power of the local management on the following decisions of the

local unit?

55. How important is the assistance of the foreign parent company in the following areas?

56. How does the foreign partner influence this company?

57. How much decision-making power does the local management have vis-a-vis the foreign partner?

58. How important is the assistance of the foreign partner and the local partner?

59. How important is the expertise of the foreign owner to the company?

60. If the owner has other ongoing operations as a part of family or business group/trust, how important
is the assistance to this company of other associate companies in the business group?

SECTION G. LOCATION FACTORS

61. How important were the following factors in this company’s decision to invest and how have these

factors changed over the last 3 years: Political stability/Economic stability/Transparency of business
regulations and legal framework/Quality of life/Bilateral agreements and double taxation treaties/
Local market/ Export market/Labour costs/Availability of skilled labour/Costs of raw materials/Avail-
ability of local suppliers/Incentive package?

Part II: Information from
the company’s accounts

SECTION H. LABOUR-FORCE PROFILE

62. Please indicate the average number of full-time and part-time employees with their average weekly
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work hours per employee over the last financial year.

63. Of the total permanent full-time employees how many were: Manual workers/Sales staff/Technical,
professional or managerial staff/Clerical or administrative staff?

64. What was the average monthly wage/salary paid Manual workers/Sales staff/Technical, professional
or managerial staff/Clerical or administrative staff during the last financial year?

65. Does this company provide formal internal/external training to its employees? If yes, what was the
value of this company’s expenditure on internal and external training provided?

66. How many unpaid workers did this company have on average during the last financial year?

SECTION I. TURNOVER, WORKING CAPITAL AND FIXED ASSETS

67. What was the value of the fixed assets of this company in the last financial year?

68. Please state the end of the financial year covered by this questionnaire.

69. Is this company’s activity subject to seasonal variation? If yes, how many months is this company ac-
tive during the year? What is the main reason for this seasonal variation in activity?

70. What was the total value of the inputs purchased during the last financial year?

71. What was the value of the stock of this company at the beginning and end of the last financial year?

72. What were the sources of working capital and fixed assets for this company during the last three
financial years?

73. What was the total value of current assets of this company at the end of the last financial year?

74. What was the value of this company’s liabilities at the end of the last financial year?

SECTION J. Banks

75. Please describe the kind of banking license this bank has.

76. Please indicate the breakdown of this bank’s loan portfolio at the end of the last two financial years.

77. Please indicate earnings before interest and tax for the last two financial years.

78. Please indicate return on net assets for the last two financial years.

79. Please indicate return on equity for the last two financial years.

80. Has there been an increase in this bank’s capital over the last financial year? If yes, by how much?

81. How was this increase in capital financed?




82. What is the value of the planned annual new investment of this bank over the next three financial

years?

83. Do you forecast any changes in the overall annual level of this bank’s lending activity over the next
three years? If yes, what would be the overall increase/decrease?

SECTION K. Insurance companies

84. Please indicate the categories under which you write insurance.

85. What was the gross value of written premiums of this company in the last two financial years?

86. What was the net earned premium income in the last two financial years?

87. What was the company’s return on its investments in the last two financial years?

88. How much did this company pay out in claims incurred in the last two financial years?

89. What was the profit before tax of this company in the last two financial years?

90. What was your average combined ratio for the last two financial years?

91. What was the value of net assets of this company at the end of the last two financial years?

92. Are you planning to enter or exit any new insurance markets in this country in the next three financial
years?

93. What do you estimate will be the gross value of written premiums of this company in the current and
next financial year?

94. What do you estimate will be the net earned premium of this company in the current and next finan-
cial year?

SECTION L. CLOSING QUESTIONS

95. Have you participated in UNIDO’s Foreign Investor Survey in 2005?

96. Would you be interested in receiving a report of this year’s study?

97. Would you be interested in having support for building partnerships in the following areas: Joint
venture/Loan/Managerial expertise/Technical expertise/Marketing expertise/Market access/Sub-con-
tracting arrangements/Technology transfer/Joint research and development/Equipment purchase/
Other?
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Annex 3c¢c: Domestic

manufacturing questionnaire

IDENTIFICATION QUESTIONS

1. Does the company have a share of foreign ownership of 10 percent or more?

2. What percentage of this company’s sales/turnover comes from: Manufacturing/Financial services/
Non-financial services/Agriculture, forestry, fishery/Mining, oil and gas?

COMPANY HISTORY

3. Please briefly describe the investment history of the company in a few sentences.

Part I: Company profile and
investor perceptions

SECTION A. GENERAL PROFILE OF THE COMPANY

4. Please indicate this company’s three main products and their current share in total company’s sales.
5. Please select the sub-sector that best describes this company’s main manufacturing/business activity.
6. When did this company start its operations in this country?

7. What was the total value of the initial investment?

8. Does this company have other ongoing operations? If yes, please indicate the number and location of
establishments, amount of investment made, and the most important reason to invest.

9. Is this a Diaspora investment? If yes, what is the ownership of investors who are members of the
Diaspora? In which country/countries were/are they residents?

10. Isthe general manager or one of the managing directors a major shareholder in this company?

11. Please indicate details of the current ownership structure of this company.

12. How do you rate this company’s performance compared to your overall expectations for this com-
pany before the global financial crisis? Now, as a result of the global financial crisis, your expectations
might have changed. How do you rate this company’s current performance compared to your revised
expectations?

13. Please, indicate the average level of capacity utilization in the company over the last three years
before the global financial crisis/during the global financial crisis?

14. if the production capacity of this company is underutilized under normal circumstances, what is the

most important reason?




15. Whatis the average age of your capital equipment?

16.  When was the last major new investment undertaken in this company? In what did you invest? What
was the value of this investment? What is the annual rate of return or the payback period for this
investment? Did this company make any disinvestment in the last 3 years? If yes, what was the value
of this disinvestment?

17. Do you plan to make any investment or disinvestment over the next three years? If yes, by how
much?

18. Do you expect to expand your operations, over the next three years, by investing in neighbouring
countries/non-neighbouring SSA countries? If yes, was the value of planned investment?

19. Does the company operate under a management contract/licence agreement? If yes, what is the an-
nual amount paid?

20. Inthe last financial year, what was the value of sales/value of exports/value of the wage bill including
supplementary benefits/value of fixed assets/number of full time employees/expenditure on adver-
tising/average price change of this company’s products?

21. What was the value of sales, exports and the number of full-time employees two financial years ago?

22. Whatis the expected growth rate or value of sales, exports, and number of employees in the current
and the next financial year?

23. During the last three financial years, what was the average annual profit margin before taxes? What
was the rate at which you paid interest for long-term credit? What was the rate at which you paid
interest for short-term credit?

24.  What is your forecasted average net profit margin for the next three financial years?

25.  What was the total tax payment during the last financial year?

26.  For your main product sold in the domestic market, does your main competition come from Imports/
Locally-owned manufacturers/Foreign-owned manufacturers based in this country?

27. Arethere any business/investment incentives you benefited from? If yes, please list them together
with the value of received incentives.

SECTION B. INVESTOR HISTORY AND RELATIONS

28. What was this company’s main source of financing for the initial investment?

29. Has this company ever had a foreign owner or a foreign joint venture partner? If yes, when did the
foreign owner or joint venture partner have an investment in this company? What was the main
reason for the foreign investor selling his investment in this company?

30. How do you rate the effect of the presence of foreign investors in this country on this company?
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31. What has been the response of this company to the presence of foreign investors?

32. Have you undertaken investment that can be attributed to the presence of foreign investors? If yes,
what was the average annual amount invested over the last three financial years?

SECTION C. INVESTMENT SUPPORT SERVICES

33. How important is the availability of business support services? Who was your main service provider?

34. How long did it take this company to obtain all the licenses and permits necessary to start its opera-
tions?

35.  For your business development, how would you rate the quality and accessibility of: Quality control,
standardization/Distribution channels/Innovative production technology/Support institutions/Con-
sultancy services.

SECTION D. REGIONAL AND INTERNATIONAL TRADE

36. What do you consider to be the most important barriers to starting or expanding this company’s

export activities within Africa and/or outside Africa?

37. Are you familiar with any of these international trade agreements: EBA/AGOA/Bilateral trade agree-
ments? If yes, please evaluate how important they have been in stimulating/expanding your export-
ing activities.

38.  Are you familiar with any of these regional trade agreements: COMESA/EAC/ECOWAS/SADC/UE-
MOA/CEMAC/ECCAS? If yes, how important have they been in stimulating/expanding this company’s
exporting activities?

39.  What is the most important aspect of regional trade agreements for this company’s business operations?

40. Inthe last financial year, what percentage of your total sales: Was sold in the domestic market/Di-
rectly exported/Indirectly exported through a third party?

41. Out of this company’s direct exports in the last financial year, what percentage, by value, was sup-
plied to an associated or sister company?

A2. What percentage of your total exports is through foreign-owned companies in this country?

43. What were the percentage shares of this company’s exports to South Africa/Sub-Saharan Africa
(excluding South Africa)/European Union/United States/China/India/Other Asia/Middle East/North
Africa/Other.

A4,  If the company exported to sub-Saharan Africa, please indicate the three most important sub-Saha-
ran Africa country destinations and their percentage shares in your total exports.




45.  What were the percentage shares of the following countries or regions in this company’s expenditure

on direct imports, during the last financial year: South Africa/Sub-Saharan Africa (excluding South
Africa)/European Union/United States/China/India/Other Asia/Middle East/North Africa/Other?

A6.  If this company imported from sub-Saharan Africa, please indicate the three most important sub-
Saharan African countries as sources for these imports and their percentage shares of your total
imports, during the last financial year.

SECTION E. LINKAGES WITH SUPPLIERS AND BUYERS

47. What is the approximate number of suppliers of raw materials, components or finished goods to this

company? How many of them have a long-term arrangement? What percentage of inputs, by value,
comes from these suppliers with a long-term arrangement? How many new suppliers have been
added to your supplier’s list during the last 3 years?

A8. What percentage of production inputs by value, was procured through: imported directly by this
company/imported by a local importer/distributor/locally manufactured input/other.

49. Do you have a special department for local sourcing/local supplier development? If yes, what is its
annual budget?

50. Does this company contract-out work to other companies, such as manufacturing operations or
providing business services in this country? If yes, please indicate the approximate total value of
contracted-out work in the last financial year.

51. Please provide the names of your three most important suppliers or sub-contractors for locally
sourced goods and their location in this country

Il BUYERS

52. Whatis the total number of buyers/customers with whom this company has long-term relationships?

What percentage of your sales by value goes to buyers with whom this company has long-term rela-
tionships? How many new buyers have been added to your buyer’s list during the last 3 years?

53.  What are the shares of Retailers/Distributors/Wholesalers/Manufacturers/Government/Directly to
end users/NGOs and international agencies in your total sales?

54.  In which ways do your buyers interact with your company with the intention of helping you to im-
prove your operations in any of the following ways?

55.  Does this company undertake sub-contract work, such as manufacturing operations, or business
services for other companies in this country? If yes, please indicate the value of sub-contracted work
in the last financial year.

56. Please provide the names of your three most important local buyers and their locations in this coun-
try.
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57. How many times did you reject orders due to capacity problems during the last financial year?

58. Whatis the estimated annual value of rejected orders?

SECTION F. TECHNOLOGY TRANSFER AND INNOVATION

59. Over the last three financial years, what was the average annual amount invested into: Acquisition of

technology/Adaptation of new production or business processes/Research and Development?

60. Please indicate the distribution of the sources of newly acquired technology: Acquired from domestic
sources/Acquired from foreign-owned companies in this country/Acquired from sources abroad.

61. During the last three financial years, has this company introduced any new or significantly improved
products/services into the market? If yes, please specify the product.

62. During the last three financial years, has this company introduced any new or significantly improved
production processes including methods of supplying services and ways of delivering products? If
yes, please specify the process.

Certification

63.  Are any of this company’s products or production processes certified by a national or international

certification agency? If yes, please specify which type(s) of standards agencies.

64. How important for your operations is the use of the services of certification and testing institutions in
this country?

65.  If you have never used any services of certification and testing institutions in this country, what are
the main reasons for this?

Part II: Information from
the company’s accounts

SECTION G. LABOUR-FORCE PROFILE

66. Please indicate the average number of full-time and part-time employees with their average weekly
work hours per employee over the last financial year.

67. How many of the total permanent full-time employees were: Production workers/Technical, supervi-
sory or managerial staff/Clerical or administrative staff?

68.  What was the average number of production shifts per day during the last financial year?

69. What was the average monthly wage/salary paid to Production workers/Technical, supervisory or
managerial staff/Clerical or administrative staff?




70. Does this company provide formal internal/external training to its employees? If yes, what was the
value of this company’s expenditure on internal and external training provided?

71. How many unpaid workers did this company have on average during the last financial year?

SECTION H. TURNOVER, WORKING CAPITAL AND FIXED ASSETS

72. Please state the end of the financial year covered by this questionnaire.

73. s this company’s production subject to seasonal variation? If yes, how many months is this company.
producing during the year? What is the main reason for this seasonal variation in production?

74.  What was the value of your annual sales and other receipts during the last financial year?

75.  What was the total value of the inputs purchased during the last financial year?

76.  What were the sources of working capital and fixed assets for this company during the last three
financial years?

77. What was the value of the stock of this company at the beginning and end of the last financial year?

78. What was the total value of current assets of this company at the end of the last financial year?

79.  What was the value of this company’s liabilities at the end of the last financial year?

FIXED ASSETS

80. What was the value of the fixed assets of this company in the last financial year?

81. How does this company mainly acquire capital goods?

SECTION I. ENERGY CONSUMPTION

82.  Which of the following fuels does this company consume and what was the quantity of those fuels
consumed in the last financial year?

23.  What was the total amount of electricity consumption from the grid during the last financial year?

84. What was the total cost of electricity consumption from the grid during the last financial year?

85. Do you own or share a generator? If yes, what was the amount of this company’s electricity con-
sumption supplied by generators during the last financial year? And what was the type and amount
of fuel used to produce electricity from generators during the last financial year?

SECTION J. CLOSING QUESTIONS

86. Have you participated in UNIDO’s Foreign Investor Survey in 2005?
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87. Would you be interested in receiving a report of this year’s study?

88.  Would you be interested in having support for building partnerships in the following areas: Joint ven-
ture /Loan/Managerial expertise/Technical expertise/Marketing expertise/Market access/Sub-con-
tracting arrangements/Technology transfer/Joint research and development/Equipment purchase/
Other.
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Annex 3d: Domestic

service guestionnaire

IDENTIFICATION QUESTIONS

1. Does the company have a share of foreign ownership of 10 percent or more?

2. What percentage of this company’s sales/turnover comes from: Manufacturing/Financial services/
Non-financial services/Agriculture, forestry, fishery/Mining, oil and gas

COMPANY HISTORY

3. Please briefly describe the investment history of the company in a few sentences.

Part I: Company profile and
Investor perceptions

SECTION A. GENERAL PROFILE OF THE COMPANY

4. Please indicate this company’s three main products/services and their current share in total com-
pany’s revenue.

5. Please select the sub-sector that best describes this company’s main business activity.

6. When did this company start its operations in this country?

7. What was the total value of the initial investment?

8. Does this company have other ongoing operations: In this country/In other sub-Saharan African
countries/In the rest of the world? If yes, please indicate the number of establishments, amount of
investment made, and the most important reason to invest.

9. Is this a Diaspora investment? If yes, what is the ownership of investors who are members of the

Diaspora? In which country/countries were/are they residents?

10. s the general manager or one of the managing directors a major shareholder in this company?

[y

1. Please indicate details of the current ownership structure of this company.

Y

2. How do you rate this company’s performance compared to your overall expectations for this com-
pany before the global financial crisis? Now, as a result of the global financial crisis, your expectations
might have changed. How do you rate this company’s current performance compared to your revised
expectations?

[y
w

When was the last major new investment undertaken in this company? In what did you invest? What
was the value of this investment? What is the annual rate of return or the payback period for this
investment? Did this company make any disinvestment in the last 3 years? If yes, what was the value
of this disinvestment?
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14. Do you plan to make any investment or disinvestment over the next three years? If yes, by how

much?

15. Do you expect to expand your operations, in the next three years, by investing in neighbouring coun-
tries/non-neighbouring SSA countries? If yes, what was the value of planned investment?

16. Does this company operate under a: Management contract/Licence agreement/Franchise agree-
ment? If yes, what was the annual amount paid?

17. Inthe last financial year, what was the total value of sales/turnover/value of exports/revenue from
operations outside of this country/value of the wage bill including supplementary benefits/value of
fixed assets/number of full time employees/expenditure on advertising?

18. What was the value of sales/turnover, exports of goods and services and the number of full-time
employees two financial years ago?

19. Whatis the expected growth rate or value of sales, exports, and number of employees in the current
and next financial year?

20. During the last three financial years, what was the average annual profit margin before taxes? What
was the rate at which you paid interest for long-term credit? What was the rate at which you paid
interest for short-term credit?

21. Whatis your forecasted average profit margin before taxes for the next three financial years?

22. What was the total tax payment during the last financial year?

23. For your main good/service provided to the local market, does your main competition come from:
Local service or goods providers/Foreign-owned good or service providers based in this country/Ser-
vice providers located outside this country?

24.  Are there any business/investment incentives you benefited from? If yes, please list them together
with the value of incentives received.

SECTION B. INVESTOR HISTORY AND RELATIONS

25.  What was this company’s main source of financing for the initial investment?

26. Has this company ever had a foreign owner or a foreign joint venture partner? If yes, when did the
foreign owner or joint venture partner have an investment in this company? What was the main
reason for the foreign investor selling his investment in this company?

27. How do you rate the effect of the presence of foreign investors in this country on this?

28. What has been the response of this company to the presence of foreign investors?

29. Have you undertaken investment that can be attributed to the presence of foreign investors? If yes,
what was the average annual amount invested over the last three financial years?
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SECTION C. INVESTMENT SUPPORT SERVICES

30. How important is the availability of the business support services?

31. How long did it take this company to obtain all the licenses and permits necessary to start its opera-
tions?

32. For your business development, how would you rate the quality and accessibility of: Quality control,
standardization/Distribution channels/Support institutions/Consultancy services/Other?

33. Hotels:

How many beds are available? What was the annual average occupancy rate during the last financial
year? What percentage of your guests were foreigners during the last financial year? What is the share
of local sourcing in your total procurement? What percentage of supplies by value, was: Imported
through the foreign-owned hotel management company/Imported directly by this company/Imported
by a local importer or local manufacturer/other? What is the share, by value, of the following types
of suppliers: Distributors/Wholesalers/Manufacturers? What proportion of room reservations, dur-
ing the last financial year, were made through: Agencies located outside this country/Agencies in this
country/Direct reservation by guests/Foreign-owned hotel management company/Others?

34. Travel agencies:

What percentage of your customers were foreigners during the last financial year? What proportion of
business, during the last financial year, came from: Agencies located outside this country/Agencies in
this country/Direct reservation by guests/Others?

35. Consultancy companies or other business services companies:

What percentage of your revenue, during the last financial year, came from foreign companies? What
percentage of your revenue, during the last financial year, came from services provided to clients
abroad? What was the share of the following client types in your total revenue during the last financial
year: Service companies/Government/Manufacturers/International organizations/Others?

36. Transport companies:

What was the share of Road/Air/Sea/Rail modes of transport in your total revenue during the last
financial year? What was the share of the following client types in your total revenue during the last
financial year: Government/Manufacturers/International organizations/Others? What percentage
of your revenue, during the last financial year, came from foreign companies based in this country?
What percentage of your revenue, during the last financial year, came from services provided to clients
abroad?

SECTION D. REGIONAL AND INTERNATIONAL TRADE

37. What do you consider to be the most important barriers to starting or expanding this company’s

export activities within Africa and/or outside Africa?
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38. Are you familiar with any of these regional trade agreements: COMESA/EAC/ECOWAS/SADC/UEMOA/
CEMAC/ECCAS? If yes, how important have they been in stimulating/expanding your exporting activi-
ties?

39. What s the most important aspect of regional trade agreements for this company’s business opera-
tions?

40. oOut of this company’s exports of goods and services in the last financial year, what percentage, by
value, was supplied to associated or sister companies?

41. What were the percentage shares of this company’s exports to: South Africa/Sub-Saharan Africa
(excluding South Africa)/European Union/United States/China/India/Other Asia/Middle East/North
Africa/Other?

42. If the company exported to sub-Saharan Africa, please indicate the three most important sub-Saha-
ran African country destinations and their percentage shares in your total exports, in terms of value,
during the last financial year.

43. What were the percentage shares of the following countries or regions in this company’s expenditure
on direct imports, by of value, during the last financial year: South Africa/Sub-Saharan Africa (exclud-
ing South Africa)/European Union/United States/China/India/Other Asia/Middle East/North Africa/
Other

44,  If this company imported from sub-Saharan Africa, please indicate the three most important sub-
Saharan African countries as sources for these imports and their percentage shares of your total
imports during the last financial year.

SECTION E. LINKAGES WITH SUPPLIERS AND BUYERS

45. Does this company contract-out work for support services to other companies? If yes, please indicate

your expenditure on contracted-out work for the last financial year.

46. Does this company undertake sub-contract work for other companies in this country? If yes, please
indicate your expenditure on contracted-out and sub-contracted work for the last financial year.

47. Please indicate the percentage of goods purchased for resale, by value, procured: imported directly
by this company/imported by a local importer/distributor/locally manufactured input/other.

A8. What are the shares of Retailers/Distributors/Wholesalers/Manufacturers/Government/consumers/
NGOs/international agencies in your total sales?
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Part Il: Information from
the company’s accounts

SECTION F. LABOUR-FORCE PROFILE

49. Please indicate the average number of full-time and part-time employees with their average weekly

work hours per employee over the last financial year.

50. Of the total permanent full-time employees how many were: Manual workers/Sales staff/Technical/
professional/managerial staff/Clerical/administrative staff?

51. What was the average monthly wage/salary paid to Manual workers/Sales staff/Technical/profes-
sional/managerial staff/Clerical/administrative staff during the last financial year?

52. Does this company provide formal internal/external training to its employees? If yes, what was the
value of this company’s expenditure on internal and external training provided?

53. How many unpaid workers did this company have on average during the last financial year?

SECTION G. TURNOVER, WORKING CAPITAL AND FIXED ASSETS

54. What was the value of the fixed assets of this company in the last financial year?

55. Please state the end of the financial year covered by this questionnaire.

56. Is this company’s activity subject to seasonal variation? If yes, how many months is this company ac-
tive during the year. What is the main reason for this seasonal variation in activity?

57. What was the total value of inputs purchased during the last financial year?

58. What was the value of the stock of this company at the beginning and end of the last financial year?

59. What were the sources of working capital and fixed assets for this company during the last three
financial years?

60. What was the total value of current assets of this company at the end of the last financial year?

61. What was the value of this company’s liabilities at the end of the last financial year?

SECTION H. Banks

62. Please describe the kind of banking license this bank has.

63. Please indicate the breakdown of this bank’s loan portfolio at end of the last two financial years.

64. Please indicate earnings before interest and tax for the last two financial years.
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65. Please indicate return on net assets for the last two financial years.

66. Please indicate return on equity for the last two financial years.

67. Hasthere been an increase in this bank’s capital over the last financial year? If yes, by how much?

68. How was this increase in capital financed?

69. What s the value of the planned annual new investment of this bank over the next three financial years?

70. Do you forecast any changes in the overall annual level of this bank’s lending activity over the next
three years? If yes, what would be the overall increase/decrease?

SECTION I. Insurance companies

71. Please indicate the categories under which you write insurance.

72. What was the gross value of written premium of this company in the last two financial years?

73. What was the net earned premium income in the last two financial years?

74. What was the company’s return on its investments in the last three financial years?

75. How much did this company pay out in claims incurred in the last two financial years?

76. What was the profit before tax of this company in the last two financial years?

77. What was your average combined ratio for the last two financial years?

78. What was the value of net assets of this company at the end of the last two financial years?

79.  Areyou planning to enter or exit any new insurance markets in this country in the next three financial years?

80. What do you estimate will be the gross value of written premiums of this company in the current and
next financial year?

81. What was the estimated net earned premium in the current and next financial year?

SECTION J. CLOSING QUESTIONS

82. Have you participated in UNIDO’s Foreign Investor Survey in 2005?

83. Would you be interested in receiving a report of this year’s study?

84. Would you be interested in having support for building partnerships in the following areas: Joint
venture/Loan/Managerial expertise/Technical expertise/Marketing expertise/Market access/Sub-con-
tracting arrangements/Technology transfer/Joint research and development/Equipment purchase/
Other.




“The message is simple: To accelerate the pace of industrial development in Africa, there is a need to find innovative ways

to promote investments, both domestic and foreign. Investment promotion is no longer a function of glossy websites and
brochures and endless and costly travels around the globe. Investment is by investors and investors cannot be ignored in
the formulation of our policies and strategies. The Investment Monitoring Platform affords all stakeholders the invaluable
opportunity to tune in and hear the voice of the private sector”.

Late African Union Commissioner for Trade and Industry, Madame Elizabeth Tankeu (29 September 1944 — 16 October 2011)
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