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Introduction

Foreign direct investment is often cited in relation to economic development, but the actual
mechanisms of this interaction can be quite ambiguous. The first section of this paper addresses this,
defining foreign direct investment and differentiating it from other kinds of international capital flows.
Here, I describe foreign direct investment’s role in development, specifically how it facilitates economic
growth by driving technological progress. I also mention determinants that commonly influence a
country’s attractiveness to foreign direct investment. The second section of this paper highlights the most
popular criticisms against Chinese foreign direct investment in Africa. Using these criticisms as a
framework, I then assess how China’s investment both conforms to and diverges from the general
characteristics and effects of foreign direct investment. The third section of this paper briefly speculates
on China’s underlying motives. By analyzing the nature of Chinese investment in Africa, [ put China’s
investment in the continent in perspective to show that while these activities are not as alarming as recent
reports portray them to be, it does demonstrate the importance of and need for foreign direct investment to
drive African development.

Foreign Direct Investment (FDI)

Foreign direct investment, hereby referred to as FDI, is a type of international capital flow that
describes investments directed toward business interests in another country, usually in the form of
establishing operations or acquiring assets (Chen, 2021). These investments can be sponsored by
individuals, firms, and foreign states alike. FDI is distinct from other kinds of international capital flows,
like portfolio investments, which describe foreign equity purchases, and official development assistance,
which describes government aid transfers. Compared to the latter two, the nature of FDI is more involved
since the recipients of FDI occupy a more direct role in the economy. For example, a Chinese firm
operating in Nigeria is directly integrated into its host’s economy. It can modify its operations to respond
to external economic stimuli, such as changes in local supply and demand. In comparison, equity holdings
would not offer foreign investors the same degree of agency nor would it offer recipient firms the same
benefits of foreign capital transfer. Likewise, official development assistance usually involves cash
transactions in the form of grants or loans disbursed to recipient governments, which manage these funds.

Therefore, a Chinese development grant offered to Nigeria would also lack the responsive agency that
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comes from being directly integrated into the markets as well as the benefits of foreign capital transfers
associated with FDI.

This intensive nature is precisely what distinguishes FDI as an attractive catalyst for
development. Though FDI’s positive impact on economic development is generally accepted, scholars
debate the relative importance of the different effects of FDI and how these actually contribute to
economic growth. For example, many agree that FDI contributes to total factor productivity (TFP);
however, this metric can be further decomposed into efficiency change and technological change
(Suyanto & Salim, 2010). Efficiency change describes the increase in productivity and income that occurs
as a country’s economy reallocates its labor and other resources into more productive industries (Hu et al.,
2021). For example, a country would experience efficiency change if it transitioned from a largely
agricultural-based economy into a more manufacturing-based one. On the other hand, technological
change refers to the improvements and innovations that result in better physical technology or more
efficient production processes. This is an important component in productivity growth, which, according
to some studies, contributes more to long-term economic growth than capital accumulation (Hu et al.,
2021). Therefore, isolating FDI’s effects on technological change—how it facilitates technology
transfers, introduces new processes and managerial experiences, and fosters competitive forces that drive
technological catch-up among domestic firms—can provide a more intuitive insight into the strength of
the linkage between FDI inflows and increased productivity (Hu et al., 2021). Unsurprisingly, the
relationship between FDI inflows and technological progress was found to be significant, confirming
FDUI’s ability to influence long-term economic growth.

Having established FDI’s identity as an effective driver of sustainable economic growth,
understanding the conditions that attract FDI may also reveal more about the nature of FDI and its ability
to generate tangible benefits in recipient countries. Ibi Ajayi (2006) identifies four main factors that
motivate actors to invest abroad: cheaper resources that may be unavailable domestically, access to new
markets in the host country and surrounding region, strategic assets that take advantage of research and
development in foreign locations, and efficiency gains from comparative advantages of location, factor
endowments, and government incentives abroad. Ibi Ajayi (2006) also identifies some factors that attract
flows of FDI, including market size, quality of labor available, good infrastructure, little economic and
political uncertainty, open trade policy, a transparent business environment, availability of natural
resources, agglomeration economies, and a high return on investments. While some of these conditions,
like availability of natural resources and market size, are innate endowments that cannot easily be altered,
most can be manipulated by the state, revealing the crucial role that governments play in shaping

environments that are attractive to FDI. For example, by prioritizing education initiatives, infrastructure
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construction, and business incentives, governments can pursue environments that are conducive to
business and that are more attractive to FDI.
The Nature of Chinese Investment in Africa

Recently, Chinese investment in Africa has gained much attention from the media, despite
representing only 2.0 percent®’ of China’s total outbound FDI in 2019 (NBSC, 2020). This concern may
stem from the rapid, downright aggressive rate at which Chinese investments have grown. During the last
20 years, China’s outbound FDI in Africa has, on average, risen dramatically. In 1996, China’s stock of
outbound FDI in the continent was a mere $56 million (Shen, 2015). By 2005, this figure grew to $1.5
billion, $20 billion in 2013, and according to the most recent report, currently stands at $44.4 billion
(NBSC, 2020). Put in perspective, China now stands as the 5™ largest investor in Africa by FDI stock®*®,
just $2 billion behind the 4t largest investor, the United States, and $3 billion behind the 3 largest, the
United Kingdom (UNCTAD, 2020). Moreover, even as a small percentage of China’s total outbound
FDI, when the percentage of Chinese outbound FDI stock in Africa is adjusted to exclude tax havens, it
ranged between 2.7 to 9.1 times its non-adjusted value from 2009 to 2017 (Hu et al., 2021). Based on
FDI’s almost universally recognized positive contributions to economic development, China’s increased
attention toward Africa should represent a welcome influx of capital to a continent that could benefit
greatly from it, yet many critics question both the nature and motives of Chinese investment in Africa. To
understand why, I first describe these main criticisms that claim that Chinese FDI is predominantly a state
endeavor, that Chinese FDI projects do not benefit local economies, and that Chinese FDI is primarily
extractive in nature (Shen, 2015). Then, I then assess these criticisms’ validity within the context of
reality.

One of the biggest concerns about the nature of Chinese investment is that it is predominantly
“state investment” made by state-owned enterprises (Shen, 2015). As Yao et al.’s case study on Chinese
state-owned enterprise Chinalco, a multinational aluminum company, demonstrates, this may be valid.
Following its deteriorating performance after the company’s IPO on the Shanghai Stock Exchange in
2007, Chinalco launched an aggressive plan to acquire foreign assets as four of China’s largest state-
owned banks extended the company $21 billion in low-interest credit with no repayment deadline (Yao et
al., 2010). Though this seems quite alarming, Shen’s (2015) breakdown of China’s 2013 Ministry of
Commerce outbound FDI database reveals that cases like Chinalco may not be the norm. Shen classified

outbound FDI into government-owned projects, which had over 50 percent majority state ownership, and

7 1n 2018, the portion of China’s outbound FDI that went to Africa was 3.8 percent. From 2018 to 2019,
China’s outbound FDI in Africa decreased from $5.4 billion to $2.7 billion (NBSC, 2020).

28 846, $48, and $49 billion for China, the United States, and the United Kingdom, respectively
(UNCTAD, 2020).
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privately-owned projects, which also included collectively owned enterprises. As it turns out, the number
of private outbound FDI projects registered by China’s Ministry of Commerce rose from zero in 2000 to
1,217 in 2013, representing a majority of 53 percent of all Chinese investment projects in Africa (Shen,
2015). A McKinsey & Co. (2017) report offers even more generous estimates—that out of the 10,000+
firms operating in Africa, about 90 percent are privately owned. In fact, the role of the private sector may
be even understated, as the Ministry of Commerce’s $10 million threshold for official outbound FDI
certification works to obscure the true volume of FDI attributable to smaller private firms, who can
consequently circumvent approvals (Shen, 2015). This information serves as a reminder that although
China has the capacity to assert its influence onto foreign business deals in strategic industries and
definitely exercises this power on occasion, many private projects and transactions also take place largely
removed from the hands of the state. Therefore, Chinese investment cannot and should not be lumped
together under a uniform classification of puppet deals with ulterior political motives.

In addition to the concern that the state dominates investing activities in Africa, many are
concerned that Chinese investment projects mainly utilize its own workforce from home and thus do little
to improve job creation in host economies (Shen, 2015). While it does appear true that Chinese companies
initially bring Chinese workers to Africa, this is actually just a feature of the Chinese business model in
which Chinese workers establish operations, train local workers on-site, and later give way to the local
workforce (Hu et al., 2021). Various studies support this claim—in a survey of 1,000 African companies
in 8 countries, 89 percent of employees were African, accounting for almost 300,000 jobs for the small
sample alone (McKinsey & Co., 2017). Another study confirms this statistic, estimating that locals
compose about 4 out of 5 employees, based on a database of over 400 Chinese firms in more than 40
African countries (Hu et al., 2021). Additionally, in a comparison of Chinese and American firms in
Kenya, the results show similar workforce localization rates of 78 and 83 percent, respectively (Rounds &
Huang, 2017). These figures indicate that Chinese investment projects do significantly utilize the local
workforce and at a level that may be comparable to the United States.

Another concern that critics have regarding Chinese investment in Africa is that due to its
concentration in the oil, gas, and mining industries, it is extractive in nature and mainly serves Chinese
resource interests to fuel the expansion of its domestic economy (Shen, 2015). However, these claims too
may be unwarranted. For example, Hu et al. (2021) point out that while 30.9 percent of China’s total
investment stock in Africa in 2011 went to the mining industry, this was actually lower than the global
average of 35 percent in Sub-Saharan Africa, according to a 2015 UNCTAD report. Moreover, its share
of investments in the mining industry in Africa fell to 22.5 percent in 2017, comparable to that of
Europe’s (20.3 percent), while construction replaced mining as the highest recipient sector, at 29.8

percent (Hu et al., 2021). Other significant sectors include financial services, manufacturing, and leasing
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and business services, which ranked third, fourth, and fifth, respectively (Hu et al., 2021). An examination
of top Chinese investment recipients®*’ based on data from host countries confirms mining and other
extractive industries’ relative insignificance compared to labor-intensive manufacturing activities and
service industries (Shen, 2015). These findings reveal that although China’s engagements in the African
mining industry are significant, they are not abnormal when compared to Africa’s other investors.
Furthermore, the concern of Chinese investment primarily being resource-seeking does not reflect the
robust diversification of Chinese activities in Africa.

Regardless of whether China’s investment in Africa truly does stem from ulterior motives of the
state, I argue that its merits should primarily be based on the tangible effects that it produces. In the first
section, I established that FDI inflows contribute positively to long-term economic development. The
main question now is whether this statement holds true for Chinese investment in Africa, and research
indicates that it does. A study conducted over a period from 2003 to 2012 of 36 African countries
indicates that Chinese FDI improves income in Africa (Donou-Adonsou & Lim, 2018). When five
African governments*® were surveyed on their perceptions on the economic impact of Chinese
investment, all of them reported a positive impact on local job creation, and three of them also reported a
positive impact on local industrialization (Shen, 2015). Moreover, econometric modelling by Hu et al.
(2021) reveals that Chinese FDI has had a significant and positive impact on Africa’s technological
progress while non-Chinese FDI has not, possibly due to a stronger technology-enhancing effect between
investing and recipient countries when the technology gap between them is smaller. Additionally, Chinese
investors appear to be less deterred by poor institutional environments in host countries, giving their
investments long-term financial flexibility and risk tolerance that can facilitate more technological
spillovers. (Hu et al., 2021). Altogether, these findings support the positive contribution of China’s FDI
flows to Africa’s economic development.

China’s Underlying Motives

In the last section, I assessed the nature of Chinese FDI in Africa by investigating common
criticisms against it, including that Chinese FDI is predominantly a state endeavor, that Chinese FDI
projects do not benefit local economies, and that Chinese FDI is primarily extractive in nature (Shen,
2015). Overall, this assessment reveals that the nature of Chinese FDI in Africa is at least benign, as it
functionally does not seem to be universally exploitative. However, this does not automatically testify to
the benevolence of China. In order to postulate the motives behind China’s increased engagements in
Africa, broadening the examination of China’s activities beyond FDI may be helpful. This expanded

category of activities might also encompass the Chinese state’s direct involvement with the continent,

239 Nigeria, Zambia, Ethiopia, Ghana, Liberia, Rwanda
260 1 iberia Ethiopia, Rwanda, Nigeria, and Zambia
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such as the extension of aid and credit toward African governments and policy campaigns related to the
continent. For example, this would include China’s Belt and Road Initiative, a massive infrastructure
development plan to assist developing countries globally.

As China assumes an important role of investor, creditor, and donor for many African states, the
most persistent criticism is that China’s motives are self-serving and resource-driven (Wu, 2010).
However, China’s engagements in Africa have only been studied for a little over a decade, so the long-
term effects of its presence in the region have yet to be determined (Wu, 2010). Despite this caveat, Xia
(2021) provides helpful framework for reflecting on China’s motives by grouping China’s engagements
in Africa into three phases. In the first phase (1950s to late-1970s) China mainly provided ideology-
driven development aid to promote anti-colonial and anti-imperial solidarity. In the second phase (1980s
to early-2000s), Chinese migrant entrepreneurship became popular. Finally, in phase three (mid-200s to
present), the Chinese state began to actively promote China-Africa engagements, bottom-up immigration,
and market-driven investments. Although the evolution in China’s engagements with Africa may not
pinpoint China’s exact motives, it does demonstrate China’s growing interest in the African continent.
Moreover, China’s careful approach to working with African states through development assistance and
economic diplomacy, as opposed to brute military force, alludes to China’s long-term, strategic goals for
itself and Africa. These goals may not be apparent yet, but writing off China’s primary motive as
resource-seeking would likely be a premature oversimplification.

Conclusion

FDI’s more involved nature distinguishes it from other kinds of international capital flows. With
its ability to drive technological progress through technology transfers and spillovers, FDI is an attractive
catalyst for long-term economic development. There are many push and pull factors that influence the
flows of FDI. Some of these, including quality of labor, infrastructure, trade policy, and business
environment, can be manipulated by the government, emphasizing the critical role that governments play
not only in attracting FDI, but also in coaxing economic conditions that are conducive to long-term
growth in general.

The rapid pace at which Chinese investment in Africa is growing has brought with it criticisms
over its nature and motives. The most popular ones claim that Chinese investment is primarily a function
of the state, that Chinese projects mainly employ a workforce brought from home, and that Chinese
investment is extractive in nature. However, as it turns out, these claims do not reflect the reality of the
situation. Private investment constitutes a significant portion of total Chinese outbound FDI; Chinese
projects often utilize the local labor force for a majority of its operations; and China’s engagements in the
continent are no more extractive than that of other major investors. In fact, Chinese investment may offer

even more benefits in terms of technological progress compared to investments made by other, developed
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countries. Regardless, the measurable benefits yielded by increased Chinese investment in Africa
emphasizes the importance of and need for more FDI to continue driving development in the African
continent.

Overall, despite talk of China’s growing investment in Africa, the continent remains one of the
least invested-in regions in the world, capturing only 2.4 percent of total global FDI flows, second only to
Oceania at 0.1 percent (UNCTAD, 2020). Moreover, after already declining by 10 percent in 2019, FDI
flows to Africa are expected to fall by another 25 to 40 percent in 2020, exacerbated by low commodity
prices (UNCTAD, 2020). However, the implementation of the new African Continental Free Trade Area
Agreement may curtail some of these effects, highlighting the importance of regional free trade and
capital transfers for Africa’s economic prosperity (UNCTAD, 2020). This and recent investment
initiatives from both developed and emerging economies, such as the Prosper Africa Initiative, Choose
Africa, and the Forum on China-Africa Cooperation, indicate renewed interest in the continent as an
economic opportunity, offering hope for the continent’s future prospects (UNCTAD, 2021). Still, more
must be done to increase and diversify investment flows and channel them into structural transformation

if Africa is to realize its full potential.
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