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Abstract 
 

This thesis explores the determinants of foreign direct investments (FDIs) from European, 

American and Chinese investors into countries in sub-Saharan Africa (SSA). Hereby, similarities 

and differences in the investment causes among these three investor groups are identified. The 

investigation is conducted via a panel data analysis of 48 countries in SSA over the time period 

from 2006 to 2017. The analysis is prompted by the issue of SSA’s low global participatory share 

of FDIs. Although Chinese companies have increased investments into the region over the recent 

years to become one of the biggest investor groups apart from the more traditional investors from 

Europe and the US, the issue of the low share of global FDI flows remains. Therefore, this thesis 

identifies the main drivers of FDIs influencing these three investor groups.  

 

The analysis identifies that the three investors are positively influenced by the infrastructural 

development of an SSA country while a higher inflation constitutes a negative impact on FDIs. 

Moreover, trade openness positively influences FDIs to countries in SSA as well. The results 

further indicate that the effect of a large natural resource rent on FDI flows decreases with an 

increase in an SSA country’s trade openness. A disaggregation into the three investor groups 

shows the origins of these results and points out the differences in the determinants for each group. 

Besides some economic factors, American investors are also influenced by political measures 

when establishing FDI decisions. On the other hand, European and Chinese investors solely focus 

on economic, yet miscellaneous factors. Drawn from these findings, formulated policy 

implications support decision makers of the SSA countries to create strategies that foster a positive 

development of FDI flows. Thus, they can address the issue of the low global FDI share of SSA 

countries. 
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1. Introduction 
 

Foreign direct investments (FDIs) are an integral element of today’s globalized world as they 

connect countries financially and strategically all over the globe. Although the worldwide flows 

of FDIs have decreased by 23 per cent in 2017 compared to 2016, growth has been significant 

since 1990. Worldwide FDI flows have been increasing by almost 600 per cent during these past 

27 years to around 1.4 trillion US dollars in 2017. FDI inflows to countries in sub-Saharan Africa 

(SSA) have even outperformed the global upwards trend of the last three decades with a growth 

of 1.600 per cent. Nevertheless, the region only comprised roughly two per cent of total worldwide 

FDI streams in 2017. In a direct comparison to another developing region, one can observe that 

Asia had a growth of around 2.000 per cent from 1990 to 2017 and a 33 per cent share of global 

FDI inflows in 2017. When comparing the data of SSA and Asia, it becomes even more apparent 

that SSA only receives a very small fraction of total FDIs (UNCTAD, 2018). 

 

The outlined FDI development in SSA occurred although the “returns on investment in Africa are 

among the highest in the world” (World Bank, 2010, p. 1). However, these high returns are 

criticised to be only a compensation for larger risks of projects in the countries (Asiedu, 2002). In 

this context, past researchers have identified several factors that contributed to the low 

participation of SSA in the worldwide financial monetary streams that tie back to the perceived 

riskiness (Asiedu, 2004). While some authors refer to Africa and its general geography as the 

most important factor on why it is receiving less funds than other regions, others cite more 

concrete explanations. These include the high levels of corruption, low liquidity due to 

underdeveloped financial markets and local policies that undermine foreign investors (Alfaro, 

Kalemli-Ozcan, & Volosovych, 2008; Asiedu, 2002). 

 

Nevertheless, in 2010 the World Bank predicted a steady economic growth, a positive outlook for 

country-specific development goals and advantageous returns which would give Africa “an 

unprecedented opportunity for transformation and sustainable growth” (World Bank, 2010, p. 1). 

These positive developments depend to an indispensable extent on the promotion of investment 

opportunities which can further promote market expansion, transfer of knowledge and 

technology, innovations and an increasing employment in SSA (Darley, 2012; Oladipo, 2013). 
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Within the last two decades there has been a shift in the origin of investors. Even though traditional 

partners coming from Europe and the United States (US) still dominate FDIs in SSA, Chinese 

investors have grown their presence noticeably (Donou-Adonsou & Lim, 2018). Chinese 

investors have steadily expanded their FDI flows into the region and are now competing with the 

biggest investors in SSA. They have increasingly put money into projects and countries where 

historically it has been harder to receive funds especially due to inefficient governments (Kolstad 

& Wiig, 2012). Hence, a new opportunity has risen for SSA countries to accelerate their FDI 

growth rates and enhance their global share and participation. 

 

The partnership between China and Africa has been built upon the Forum on China-Africa 

Cooperation (FOCAC), a summit held every three years since 2000 to ensure progress on mutual 

efforts and to keep track on the development of the agreed goals (Anshan, Haifang, Huaqiong, 

Aiping, & Wenping, 2012). On the other side, within the last 10 years the EU has negotiated 

several “tailor-made” Economic Partnership Agreements (EPAs) with different regions in SSA to 

suit specific regional circumstances. To date, several EPAs with different SSA regions are in place 

or are in a state of advanced negotiations. The aim is to promote trade between participating 

countries but also to increase investments in order to reduce poverty and create a sustainable 

development (European Commission, 2019b). Almost simultaneously, the US has agreed on a 

comparable legislation, the African Growth and Opportunity Act (AGOA), in order to promote 

free markets and strengthen trade with SSA states while also encouraging investments coming 

from the US into the region (Agoa.info, 2019). 

 

Yet, the issue of the low global FDI share of countries in SSA still prevails despite the negotiated 

partnerships. 

 

1.1. Research Question 

Resultingly, this thesis is prompted by the importance of the issue of small worldwide FDI shares 

of the countries in SSA. It will therefore inspect the different factors attracting FDIs into the SSA 

countries from the three largest investors by looking into economic and political factors that serve 

as indicators for the development of the states. Hence, the purpose of this work is to understand 

the similarities and differences of the FDI determinants of investors coming from the three largest 
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investing nations/regions, Europe, the US and China, to the SSA countries. As a result, we will 

shed light on the following research question: 

 

 

 

The analysis of the FDI streams will be conducted by taking data from all countries in SSA in 

order to achieve an in-depth knowledge of European, American and Chinese FDI flows.  Thereby, 

we will attain an understanding of how different economic and political factors in a host country 

have affected FDI flows between 2006 to 2017 and can thus be classified as determinants of FDI 

decisions made by investors coming from the three selected investing nations/regions. As a result, 

several implications will be derived which the SSA countries can implement to create a strategy 

that fosters a positive development of FDI inflows. Thereby, their global share of FDIs can be 

increased. 

 

1.2. Outline of this Thesis 

In order to provide a precise answer to this research question, we first give a general theoretical 

introduction and overview of FDI origins, motives, types and effects in section 2. Thereafter, in 

section 3 we put these FDI concepts into an SSA context and give reasons for the historically low 

FDI inflows into the region. Afterwards, the relations between SSA countries and the three biggest 

investor groups are inspected in section 4 in order to better understand the historical relationship 

between these investors and the recipients. In section 5, we then describe the business landscape 

that the three investor groups coming from Europe, the US and China invest in by using Ethiopia, 

Nigeria and Ghana as exemplary SSA nations. Thereby, we are able to comprehend which FDI 

projects have already been conducted in the past in these sample nations. Section 6 then positions 

this thesis in the literature while considering results from previous research in similar fields.  

 

Thereafter, section 7 describes the model used to conduct our statistical analysis, the variables 

utilised in the regression analysis and the concrete methods that are applied. Subsequently, in 

section 8, the results of the regression are described in order to give an answer to our research 

question with several robustness tests being carried out to confirm the strength of our results. Due 

Which factors determine outward FDIs coming from European, American and Chinese investors 

to SSA countries and where can similarities and differences among these factors be identified? 
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to the complexity and the magnitude of the conducted regressions, section 9 briefly summarises 

all results derived to answer our research question. 

 

Finally, this thesis rounds off with a discussion and a formulation of implications of the analysis 

in section 10. In section 11, it additionally identifies potential limitations and gives 

recommendations for further research. In the conclusion in section 12, this thesis reflects upon its 

results with respect to the formulated research question and recapitulates key statements in brief. 

 

 

2. Literature Review: Foreign Direct Investments 
 

The United Nations Conference on Trade and Development (UNCTAD) defines foreign direct 

investment (FDI) as “an investment involving a long-term relationship and reflecting a lasting 

interest and control by a resident entity in one economy (foreign direct investor or parent 

enterprise) in an enterprise resident in an economy other than that of the foreign direct investor 

(FDI enterprise or affiliate enterprise or foreign affiliate)” (UNCTAD, 2018, p. 3). Furthermore, 

FDIs entail that an investor exerts a significant influence on the management of the enterprise that 

resides in the other economy. FDIs involve three components: equity capital, reinvested earnings 

and intracompany loans (UNCTAD, 2018). 

 

Equity capital involves the purchase of enterprise shares in another country than the investor’s 

country of origin (UNCTAD, 2018). In general, 10 per cent of the voting power of an affiliate 

enterprise is the threshold for an investor to verify the "lasting interest” (OECD, n.d.). Reinvested 

earnings on the other hand, encompass the investor’s share of earnings that are not paid out as 

dividends or remitted to the parent enterprise. Lastly, intracompany loans are short-term or long-

term loans that the parent enterprise grants to the affiliate enterprise (UNCTAD, 2018). 

 

FDIs are reported according to the path of the invested money for the reporting country. As a 

result, FDIs can be viewed from two different viewpoints. The first viewpoint is the one of the 

investors who grant money as outward FDIs whereas the second viewpoint is the one of the 
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beneficiary enterprises who receive the investments as inward FDIs. Both outward and inward 

FDIs can be presented as flows or stocks (UNCTAD, 2018). 

 

An FDI flow is the capital that is handed over by investing enterprises to the recipient enterprise 

or the capital that is provided by the recipient enterprise to the investing enterprise. On the other 

hand, FDI stock is the total accumulated value of FDI flows at a given point in time after 

subtracting the investments that are sold in the same year (UNCTAD, 2018). Thus, “FDI stock is 

the value of the share of their capital and reserves (including retained profits) attributable to the 

parent enterprise, plus the net indebtedness of affiliates to the parent enterprise” (UNCTAD, 

2018). 

 

FDIs must be differentiated from foreign portfolio investments (FPIs). Opposite to the long-term 

relationship established by FDIs, FPIs concern a rather short-term investment horizon where 

returns for investors are realized quicker and investors have no control over the foreign enterprise. 

Investments are typically made into financial assets like bonds or stocks in a country other than 

the one where the foreign portfolio investor resides. Due to the fact that such securities are more 

easily traded, FPIs are far easier to sell than FDIs (Hattari & Rajan, 2011; Pfeffer, 2008). 

 

 

2.1. Theoretical Foundations of FDIs as an Investment Concept 

Several theories have built upon the construct of FDIs and have tried to explain the underlying 

motivation of investing into a foreign country. Researchers have found that multinational 

enterprises (MNEs) from developed countries were the first to internationalize their operations on 

a large scale due to their believe that FDIs are a factor that drives economic growth (Shenkar, 

Luo, & Chi, 2014).  

 

Since the 1960s there have been different theories developed that explain the concept of FDIs. 

There is no widely accepted theory upon which every other FDI theory builds on. However, the 

most dominating theoretical approaches on the interest of FDIs are the Internalization theory 

developed by Peter Buckley and Mark Casson, the Product Life Cycle Theory developed by 
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Raymond Vernon and the Eclectic Paradigm developed by John Dunning (Denisia, 2010; Oehler-

Şincai, 2011). 

 

2.1.1. Internalization Theory 

The internalization theory can be described as the core concept of FDIs. It was published by Peter 

Buckley and Mark Casson in 1976 and was greatly influenced by Stephen Hymer’s PhD thesis. 

The thesis was only published in 1976 (after Hymer’s death), however, the results were already 

derived in 1960 (Assunção, Forte, Teixeira, & Aurora, 2011). 

 

The theory seeks to achieve an understanding of transnational growth of a firm and the underlying 

motivation for using FDIs (Assunção et al., 2011). The scholars believed that the reason for 

internationalization are imperfect markets for goods or factors. As a result, firms internalize those 

imperfect market conditions through investments abroad. Internalization means that multinational 

firms internalize their worldwide operations through one common ownership and governance 

structure (Shenkar et al., 2014). Hereby, firms can choose locations that minimize their costs for 

operations along the value-chain (Hymer, 1976).  

 

The scholars acknowledged that investments abroad also implicate higher risks and costs for 

multinational enterprises. Disadvantages are for example higher costs for acquiring information 

where language and cultural differences come at play. Furthermore, there might be costs occurring 

because of an unfavorable treatment by governments in the foreign countries. Hence, 

multinational companies have to possess some advantages that enable them to set off and 

outweigh the adverse conditions. Advantages can arise from management skills, innovative 

products, a well-known brand name, patent protected technologies and other company specific 

determinants (Assunção et al., 2011; Dunning, 1993; Khachoo & Khan, 2012).  

 

Hymer already identified two major reasons for FDIs. The first one is the elimination of 

competition, whereas the second one is the advantages which some firms carry when performing 

certain activity (Horaguchi & Toyne, 1990). Other internalization advantages can be found in 

better control of the conditions of supplies and inputs, avoidance of government intervention like 

price controls, quotas and tariffs, avoidance of negotiation and search costs as well as avoidance 
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of moral hazard costs (Shenkar et al., 2014). As a result, MNEs use internalization in order to 

replace unfavorable market transactions with internal transactions (Khachoo & Khan, 2012). 

 

2.1.2. Product Life Cycle Theory 

In 1966, Raymond Vernon developed another theory explaining the occurrence of FDIs: The 

product life cycle theory. This theory describes that the rivalry between companies also has an 

effect on their judgement to cut costs for production and to become more competitive. According 

to him, companies decide to invest directly in a given location instead of exporting products 

dependent on their stage in the life cycle (growth, maturity or decline) after the product innovation 

stage. In the growth stage, firms will invest into other developed countries where market growth 

is also high and where local production can be absorbed. In the maturity and decline stages, 

developing countries gain in importance because the developed markets are more and more 

saturated, and the products are less innovative. The result is an increased pressure to reduce 

production costs (Assunção et al., 2011; Hill, 2008).  

 

This theory was initially used to explain the shift from exports to FDIs which was observed to be 

used by US manufacturers after World War II (Denisia, 2010). It explains why innovating 

companies might find it favorable to move production into a foreign country. Yet, it fails to define 

why those companies need to own the foreign production operations since foreign licensing would 

be another option where the companies do not have to carry the costs and risks of operating the 

production themselves. However, as explained above, the internalization theory addressed this 

issue already (Shenkar et al., 2014). 

 

2.1.3. The Eclectic Paradigm 

The most widely used FDI theory is called eclectic paradigm or OLI framework and was 

developed by John Dunning in 1977. It is the most holistic FDI theory since it embraces other 

theories such as the internalization theory while systematizing the benefits for companies to 

operate internationally and the chosen mode of entry such as FDI, export or licensing (Faeth, 

2009). 
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He proposed that there are advantages in choosing FDIs where simultaneously ownership 

advantages (O), location advantages (L), and internalization advantages (I) are expected 

(Dunning, 1977). Ownership advantages involve the importance of owning assets that can 

generate profit such as patents, advanced technology, management skills or other human or 

physical capital. Location advantages are derived from the benefits that are achieved when a firm 

is present in a certain market that is attractive for FDIs. These can include special tax treatment, 

lower production and transport costs, lower risk, market size and access to protected markets. 

These advantages are similar to the factors that motivate companies to expand across borders 

stated in the product life cycle theory. Internalization advantages are dependent on the market 

imperfections that can be reduced by internalization of operations and give a company the 

capacity and flexibility to produce and market through its own subsidiaries while reducing 

transaction costs. Hereby, the same variables as in the internalization theory are valid for a 

company making a decision to internalize operations (Dunning, 1977; Dunning & Lundan, 2008; 

Shenkar et al., 2014). 

 

The eclectic paradigm contributed to the FDI literature by incorporating different complementary 

theories for the first time and by determining certain advantages (ownership, location and 

internalization) that influence the decisions of multinational firms (Dunning & Lundan, 2008). 

Although since its first publication the global business environment has evolved, the OLI 

framework is still a customary tool to explain why MNEs decide to grant FDIs and where the 

superior returns of MNEs come from (Shenkar et al., 2014). 

 

 

2.2. Motives of FDIs 

The motive of an investment activity largely influences MNE’s decisions of the location of FDIs. 

As a result, four different motives that attract FDIs can be observed: market-seeking investments, 

efficiency-seeking investments, natural resource-seeking investments and strategic-asset seeking 

investments (Dunning, 1998). 

 

It is important to note that nowadays larger MNEs often have several objectives when deciding 

about their FDI strategy. Thus, they combine two or more of the different motives for FDIs to 
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meet their needs and strategies. Moreover, the motives for FDIs might change over time when a 

company for example becomes more experienced and established as a foreign direct investor. At 

the beginning of their FDI activities, most companies invest across borders to get access to new 

markets or in order to acquire natural resources. Once the companies have gained more 

international experience, the focus often shifts towards using FDIs as a tool to enhance their 

position in the global market place by finding new sources of competitive advantage and by 

increasing their overall efficiency (Dunning & Lundan, 2008). 

 

2.2.1. Market-seeking Investments  

Foreign direct investors who pursue market-seeking investments are prompted by the size of the 

foreign market, the prospects for market growth and/or the general investment climate. 

Companies might undertake a market-seeking FDI either to promote and exploit new markets – 

reflecting an offensive strategy – or to protect and preserve existing markets – reflecting a 

defensive strategy (Dunning & Lundan, 2008). 

 

Offensive market-seeking FDI strategies occur when companies serve the new local market with 

their products or services. Hereby, the transaction costs are lower compared to supplying the 

goods or services from a distant location. Further advantages of a local proximity are recognized 

in terms of information flows, transport, advanced control over own brands as well as distribution 

channels and local product adaptation. Defensive market-seeking FDI strategies on the other hand 

occur when a host country threatens or decides to introduce tariff or non-tariff trade barriers to 

products which are currently imported (Dunning, 1998; Dunning & Lundan, 2008; Voss, 2011). 

 

2.2.2. Natural Resource-seeking Investments 

Foreign direct investors who pursue natural resource-seeking investments are prompted by the 

acquisition or exploitation of a specific natural resource endowment. These resources are either 

not obtainable in the home country at all, or they can be procured at a higher quality or at lower 

costs than in the home country (Dunning, 1998). 

 

There are three types of resource-seeking investments. The first type is directed towards investors 

who seek physical resources of a certain kind. This can be manufacturing companies and primary 
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producers who engage in such investments to minimize their costs and to secure the supply of a 

special resource. The acquired resources are typically minerals, oil, metals, agricultural products 

and other raw materials. The second type of resource-seeking investments is typically carried out 

by MNEs who seek large amounts of highly motivated unskilled or semi-skilled workers in 

countries with low real labour costs. These MNEs usually operate in labour-intensive 

manufacturing or service sectors in countries with high real labour costs. This is why investment 

activities often take place in emerging countries. The third type of resource-seeking investments 

is conducted because of a company’s need to acquire expertise in the areas of technology, 

management, marketing or organisational skills (Dunning, 1998; Dunning & Lundan, 2008) 

 

2.2.3. Efficiency-seeking Investments  

Foreign direct investors who pursue efficiency-seeking investments are motivated by a 

rationalization of the structure of established market-seeking and natural resource-seeking 

investments in a way that the investing firm can benefit from the joint corporate governance of its 

geographically distant activities. Thus, companies attempt to lower their costs through achieving 

economies of scale and scope within their production and operations as well as through risk 

diversification (Dunning & Lundan, 2008; Voss, 2011). 

 

There are two kinds of efficiency-seeking FDIs observed. The first kind are those FDIs that make 

use of variations in relative costs and availability of common factor endowments between the 

countries. This phenomenon explains why MNEs often perform activities intensive in labour and 

in need for resources in developing countries, whereas activities that require high capital, 

technology and information standards are often carried out in developed countries. The second 

kind are FDIs that are carried out in host countries that feature similar economic structures. Here, 

FDIs are directed towards creating economies of scale and scope. (Dunning & Lundan, 2008).  

 

Efficiency-seeking investors are usually rather large, diversified and experienced MNEs which 

focus on quite standardized products. Hence, in the past, such FDIs have mainly emerged when 

market-seeking and natural resource-seeking investments within a host country have already taken 

place to a large extent so that a certain degree of rationalization is ensured. However, host country 
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markets must be open and developed with regards to the performed activities in order to utilise 

efficiency-seeking FDIs (Dunning & Lundan, 2008). 

 

2.2.4. Strategic Asset-seeking Investments 

Foreign direct investments who pursue strategic asset-seeking motives are conducted because 

MNEs choose to acquire assets of a foreign company in order to benefit their long-term strategic 

goals. These goals are often to keep or improve the global competitiveness. The motivation for 

strategic asset-seeking FDI investments is to expand “the acquiring firm’s global portfolio of 

physical assets and human competencies, which they perceive will either sustain or strengthen 

their ownership-specific advantages or weaken those of competitors” (Dunning & Lundan, 2008, 

p.73). Similar to MNEs investing in efficiency-seeking FDIs, MNEs investing in strategic asset-

seeking FDIs strive to benefit from the joint ownership of diversified activities or from the 

comparable activities in different economies and environments. As a result, strategic asset-seeking 

FDIs are largely granted to developed countries (Dunning, 1998; Dunning & Lundan, 2008). 

 

 

2.3. Types of FDIs 

Additionally to the four different motives of FDIs, there are three types of FDIs observed: 

horizontal, vertical and conglomerate investments (Grimwade, 2003). 

 

2.3.1. Horizontal FDIs 

Horizontal FDIs arise when the investing MNE establishes business operations abroad which are 

similar to the ones at home. The MNE manufactures the same products or offers the same services 

as it sells in the home country. Thus, a horizontal FDI represents MNEs with a duplication of the 

same offerings in different markets and provides them with a geographical diversification of their 

domestic product line. As a result, horizontal FDIs are often market-seeking. The reason behind 

pursuing horizontal FDIs is that MNEs can share already developed knowledge, experiences and 

resources. Thereby, they reduce not only risk but are also able to save costs that would otherwise 

arise through transportation of the products or mandated trade barriers in the foreign country 

(Protsenko, 2004; Shenkar et al., 2014). 
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2.3.2. Vertical FDIs 

Vertical FDIs arise when the investing MNE produces certain goods that constitute a part of the 

production process in a foreign country. There are two specifications of vertical FDIs. Backward 

vertical FDIs occur when intermediate goods are produced in the foreign country but are then 

used as inputs in the MNE’s home country. Forward vertical FDIs occur when MNEs use 

intermediate goods produced in the home country in order to generate final outputs in the foreign 

country. Both vertical FDI types can cause financial and operational advantages, for example 

through higher market power, higher transfer pricing or higher profit margins. Thus, vertical FDIs 

after often efficiency-seeking (Grimwade, 2003; Shenkar et al., 2014). 

 

2.3.3. Conglomerate FDIs 

Conglomerate FDIs arise when the investing MNE manufactures products abroad that are not 

produced by the parent company in the home country and that are unrelated to the MNE’s product 

portfolio. When pursuing this type of FDI the parent company enters into an industry in which it 

does not have any previous experience. The reason behind conglomerate FDIs is that MNEs try 

to capture opportunities in emerging markets, to increase their personal network and to capitalize 

on established business relationships which competitors might not have. As a result, the MNEs 

can minimize risk through diversification (Grimwade, 2003; Shenkar et al., 2014). 

 

 

2.4. Effects of FDIs 

Several positive as well as negative effects of FDIs for a host country have been observed by a 

multitude of scholars on both a microeconomic as well as on a macroeconomic level. While FDIs 

mainly create long-term relationships between the involved parties through investments that are 

based on a more permanent time horizon, they also serve as a source of capital for the receiving 

country and its firms. This sets the basis for an economic integration of the two partner countries 

as they exchange goods through trade and transfer technology as well as human resources (OECD, 

2008). 
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2.4.1. Microeconomic Effects 

From a microeconomic perspective, it is estimated that FDIs can change the domestic landscape 

of firms. As especially MNEs located in developed nations are investing into emerging markets, 

spillover effects such as more advanced technology and human capital coming from the investing 

companies can be transferred into the host economy’s firms. This in turn can lead to a higher 

efficiency and a superior productivity level due to an improvement in capabilities (Alfaro, 

Chanda, Kalemli-Ozcan, & Sayek, 2006). Moreover, the access to global manufacturing networks 

and therefore the access to new markets for firms can be part of positive spillover effects (Alfaro, 

Chanda, Kalemli-Ozcan, & Sayek, 2003). 

 

On the other hand, scholars have reported on the negative effects FDIs can have on the host 

economy’s firms. These are for example crowding out effects that domestic competitors 

experience. If an investing foreign firm has such a strong competitive advantage compared to the 

local entities that it does not complement the existing firms but rather takes away market shares, 

domestic companies are “crowded out” from the competition (Agosin & Machado, 2005). 

Additionally, it has been found that the positive microeconomic effects that are found in FDIs in 

developed nations to foster competition and that improve through knowledge spillovers cannot be 

translated directly into the context of developing countries (Forte & Moura, 2013). 

 

2.4.2. Macroeconomic Effects 

Since FDIs serve as a source of capital for the receiving nation, they are an important measure to 

connect towards international trade patterns. As especially developing nations are subject to 

segmented capital markets and are limited in their access to liquidity, FDIs are able to support and 

integrate these markets so that their access to financial measures can be simplified (Mody, 2004). 

Apart from that, spillover effects arising from a firm perspective can be useful for the economy 

as a whole. It is hoped that FDIs into developing nations go hand in hand with rising income levels 

since foreign firms might offer higher salaries and local producers would need to raise their wages 

too in order to stay competitive. However, the full unfolding of this remains to be observed (Alfaro 

et al., 2003). 

 



3. FDIs in sub-Saharan Africa 
 

 14 

Nonetheless, the economic growth that a host country hopes to achieve from FDIs depends to a 

large extent on the circumstances in the country itself (Forte & Moura, 2013). Hereby, especially 

“absorptive capacities” determine the effectiveness of the invested funds. Absorptive capacity 

describes the capability to identify current information, incorporate these and finally employ them 

in an adequate way (Cohen & Levinthal, 1990). This means that the success of an FDI on a 

country’s economy is contingent on several factors in the host country that facilitate the retention 

of the FDI flows into the country and maintaining the benefits of them. These absorptive 

capacities target especially governmental policies that help to promote FDI inflows. Such FDI 

inflows are only effective if the country has a certain standard of human capital and technology 

to really make use of these investments (Borensztein, De Gregorio, & Lee, 1998). 

 

Therefore, there are a number of aspects which could be considered for a successful FDI 

framework. Among others, these determining factors are competent and qualified governmental 

institutions, a liable administration, infrastructural features as well as a regulatory framework 

which can help to incorporate FDI flows successfully into the country (UNCTAD, 2015a). 

 

 

3. FDIs in sub-Saharan Africa 
 
Despite recent decreases, observations of FDI flows worldwide show a clear upwards trend since 

1990. FDI inflows into SSA1 have outperformed this growth. Nevertheless, the region still 

obtained only around 2 per cent of the total worldwide FDI streams in 2017 (UNCTAD, 2018, 

2019). It therefore remains a large challenge for the continent to reduce the overall poverty by e.g. 

creating more jobs through structural transformation. Nevertheless, the signing of the African 

Continental Free Trade Area (AfCFTA) agreement which establishes a single customs union, 

leaves the region with positive prospects for stronger future FDI flows (UNCTAD, 2018, 2019). 

                                                
1 According to the World Bank, sub-Saharan Africa (SSA) includes the following 48 countries: Angola, Benin, 

Botswana, Burkina Faso, Burundi, Cabo Verde, Cameroon, Central African Republic, Chad, Comoros, Republic of 

Congo, Democratic Republic of the Congo, Côte d’Ivoire, Equatorial Guinea, Eritrea, Eswatini, Ethiopia, Gabon, 

Gambia, Ghana, Guinea, Guinea-Bissau, Kenya, Lesotho, Liberia, Madagascar, Malawi, Mali, Mauritania, Mauritius, 

Mozambique, Namibia, Niger, Nigeria, Rwanda, São Tomé and Príncipe, Senegal, Seychelles, Sierra Leone, Somalia, 

South Africa, South Sudan, Sudan, Tanzania, Togo, Uganda, Zambia, Zimbabwe (World Bank Group, 2019) 
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Thus, the following section will present recent developments of worldwide FDI flows into SSA. 

It will further explain the low worldwide share of total FDI flows, introduce the sectors in which 

MNEs invest in this region, and state success factors as well as criticism of inward FDIs into SSA. 

 

 

3.1. Development of worldwide FDI Inflows into sub-Saharan Africa 

The purpose of this paragraph is to give an overview of the worldwide FDI inflows coming into 

SSA by highlighting the most significant occurrences in the region. Therefore, Figure 1 shows the 

total FDI inflows into the SSA region from 2008 to 2017.  

 

 
Figure 1: Worldwide FDI inflows to SSA (in million US$) (Source: (UNCTAD, 2014b, 2018)) 

 

Despite declines in 2010 and 2012, a clear upwards trend of FDIs is observable. The large decline 

in 2010 was due to the worldwide financial crisis in 2007/08 that unfolded its impact in lower 

than expected FDIs all over the world in the subsequent years. More specifically, the decline in 

SSA was mainly due to the fall in commodity prices and the contraction of global demand 

(UNCTAD, 2010). The growing FDI inflows until 2013 can be largely explained by the continents 

good economic performance that led to a rise in investments in the manufacturing and service 

sector. Furthermore, investments into the exploration and exploitation of natural resources as well 

as the increasing FDIs from Chinese investors contributed strongly to the growing inflows 

(UNCTAD, 2013). The growth in the following years can be attributed to international and 

regional market-seeking investments as well as investments in infrastructure. These were led by 

expectations for a growth in the African population and economy which attracted FDIs into 

consumer-oriented industries (UNCTAD, 2014b, 2016). 

36.124 37.063
30.458

39.515
36.226 38.838 40.401

44.377
39.359

28.501

0
5.000

10.000
15.000
20.000
25.000
30.000
35.000
40.000
45.000
50.000

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017



3. FDIs in sub-Saharan Africa 
 

 16 

Recent declines in FDI flows were due to weak oil prices and harmful ongoing macroeconomic 

effects from the commodity bust in the three largest oil producers of the continent, Nigeria, 

Angola and Republic of Congo. South Africa, historically one of the largest FDI recipients in 

SSA, obtained comparably low inflows in the last two years due to a weak economic performance 

(UNCTAD, 2017, 2018). Additionally, Ghana overtook Nigeria as the largest FDI recipient with 

$3,3 billion inward FDI flows in 2018. Furthermore, countries that are more diversified exporters 

are able to attract rather stable FDI inflows. For example, Ethiopia still receives – despite a 24 per 

cent decrease to $3,1 billion in 2017 – the largest FDI amount in East Africa with investments in 

mineral extraction, petroleum, renewable energy, real estate and manufacturing (UNCTAD, 

2018).  

 

 

3.2. Explanations of the historically low FDI Share of sub-Saharan Africa 

The recent development of FDI flows into SSA shows that the flows are far away from growing 

at a stable rate. This will – if current fluctuations continue in a similar manner – prevent the region 

from increasing its low global FDI share in the long-term. One reason for this low share in total 

FDI flows that SSA experienced and continues to do so can be found in the unstable political 

environments in many countries. Several armed conflicts and civil wars especially for 

independence from colonial powers and the associated high risk were not conducive for FDI 

decisions of foreign investors. Furthermore, in the past decades the efforts of achieving regional 

integration and economic dynamism were very low since several SSA countries were not actively 

engaging in joint activities. This resulted in national markets remaining at their small size and 

rather slow growth rates for individual countries (Odenthal, 2001). 

 

Another aspect that explains the low FDI shares in the region is that many SSA countries were 

enforcing hostile policies related to the development of their private sectors in the past. 

Considering that FDIs are mainly provided to companies that operate in the private sector, many 

MNEs were discouraged from investing into these domestic markets. Only in the late 1990s 

governments in SSA countries started to introduce more large-scale programs which attracted 

more FDIs along with policies that supported privatization. However, many policymakers still 

believed that privatization could lead to an “economic recolonization” which led to only a few 
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countries opening up by fostering policies that would promote FDIs (Harsch, 2000; Liberatori & 

Pigato, 2000). 

 

Furthermore, FDIs were impeded by poor infrastructure facilities especially in terms of power 

supply, transport and in the telecommunication sector. In particular efficiency-seeking FDIs in 

labor-intensive industries such as textile and clothing were concerned. The main advantage for 

such FDIs are the low labor costs which are aggravated by an inefficient infrastructure as well as 

by bureaucratic barriers that obstruct a constant and fast access to distant countries overseas 

(Odenthal, 2001). 

 

 

3.3. Sectors of FDIs in sub-Saharan Africa 

Despite the low global FDI share of SSA and the identified reasons for this, there are three sectors 

in which foreign MNEs invest in SSA. These are the primary sector, the manufacturing sector and 

the services sector. The primary sector most importantly includes mining, quarrying and 

petroleum. On the other hand, the manufacturing sector includes textiles, clothing, leather, food, 

tobacco, electronics, coke, petroleum products, nuclear fuel, chemicals and chemical products, 

machinery, motor vehicles and other transport equipment. Lastly, the service sector includes 

electricity, gas, water, construction, transport, storage as well as financial, insurance and business 

services (UNCTAD, 2018). 

 

In 2012, the services sector was the sector having received the largest FDI amount in SSA with 

45 per cent of total inward FDI stock. Figure 2 shows the distribution among the three sectors in 

SSA in 2012 which comprises the most current exhaustive data published on a sectoral level. The 

major force that drove this distribution was South Africa whose stock of manufacturing FDIs had 

shrunk relative to the FDIs in the service sector. It is important to notice that growth in other 

countries and industries was the major reason for the large inflows in South Africa’s service sector 

since investors wanted to use South Africa as base country from which they can expand regionally 

(UNCTAD, 2015b). 
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Figure 2: SSA’s distribution of FDI stock by sector in 2012 (in %) (Source: (UNCTAD, 2015b)) 

The large majority of FDIs into SSA are greenfield FDIs which are FDIs where the investing 

company builds the new operations abroad from scratch. Hereby, the choice of sectors for such 

FDIs is typically aligned with either a strong need for a high rate of return or with a comparative 

advantage of the host country. As a result, the energy industry including oil, gas and mining is the 

largest industry in SSA from which resource-rich countries like Nigeria and Angola profit. From 

2009 to 2013, Ghana and Nigeria received the majority of FDIs for the food, beverage and tobacco 

industry with 3.7 billion US dollars. Nigeria, Kenya, Mozambique and Angola received the most 

FDI greenfield projects in the construction industry with around 500 million US dollars each. The 

information and communication technology (ICT) and electronics industry also obtained 

substantial investments. At the same time there were hardly any greenfield FDIs into SSA in the 

financial services, retail, tourism and the creative industry reported (World Bank, 2014). 

 

Despite the lower FDIs into SSA in 2016, the investment diversification into the different sectors 

increased. FDIs went beyond resource-extracting motives. Mostly infrastructure projects in real 

estate, hospitality, construction, transport, logistics, but also energy projects including coal, oil 

and natural gas attracted more than two-thirds of FDI inflows (Ernst & Young, 2017). In 2017, 

the trend of infrastructure projects continued. The number of projects in the real estate, hospitality 

and construction industries more than doubled from 45 to 105 projects coming to a large extend 

from hotel chains that want to benefit from the fast-growing tourism industry. Additionally, the 

manufacturing sector attracted the highest number of FDI projects within the last decade. Ethiopia 

for example received 38 new investment projects and emerged as a new textile manufacturing hub 

(Ernst & Young, 2018). 
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3.4. Success Factors of inward FDIs into sub-Saharan Africa  

As described, FDIs into SSA are scarce and low compared to other developing regions. However, 

policymakers have acknowledged the underlying issues and have started to implement measures 

to support and foster FDI flows into the SSA region (Odenthal, 2001). Therefore, there are several 

factors that have made FDIs into some countries a successful and effective measure. 

 

Especially when it comes to policies that manifest a country’s openness towards FDIs, there have 

been several studies on governmental regulations in SSA. They are concerned with the question 

which degree of openness leads to the desired level of inward FDIs. Historically, governments in 

SSA were rather closed towards foreign investors and were therefore lacking in foreign funds. 

Yet, by setting up amended and modernized FDI standards, more than 20 SSA nations were slowly 

starting to open up to investment inflows from abroad since 1988. However, this was later than 

most countries in other regions and continents (Bennell, 1990).  

 

Since then, fiscal policies have played a major role in attracting FDI flows. Hereby, it was 

analysed that for countries in SSA especially tax holidays have proven to be an important measure 

when attracting new investors. This serves the purpose of enabling foreign investors to repatriate 

their profits. In turn, it is argued that too many incentives implemented to attract FDIs can have 

the exact opposite effect and instead drive potential investors away (Cleeve, 2008). 

 

Even though national SSA governments have already implemented a number of actions similar to 

developed nations to open up towards FDIs, the effect is not the same as observed in those 

industrialized countries. For example, the impact of a well-developed infrastructure as well as 

higher return rates on FDI inflows is lower for countries in SSA compared to developed countries. 

Also, the openness to trade that promotes higher financial streams into developed countries to a 

large extent, transforms into more FDIs to SSA countries only to a lower extent (Asiedu, 2002). 

 

Although several researchers have found that SSA countries attract FDIs specifically in the 

primary sector and due to their natural resource endowment, it is noted that the individual nations 

are very different from one another in both their resource endowments and their policy 
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frameworks surrounding FDIs. As a result, a successful model cannot be replicated and has been 

distinct from nation to nation in the past (Odenthal, 2001). 

 

To tackle the lack of economic integration within the continent, an agreement that sets up a 

common African market, the African Continental Free Trade Area (AfCFTA), was signed in 2018 

(UNCTAD, 2018). The objective of this contract is to establish a single customs union with the 

free movement of persons, goods, services and investments to enhance trade through a better 

access to markets and a more efficient resource allocation. With regards to FDIs this agreement 

shall lure more investors into the region via market-seeking FDIs which are facilitated through 

the integration of markets and the stimulation of banking systems and consumer lending 

(Akeyewale, 2019; UNCTAD, 2018). However due to its recency, the full unfolding of the impact 

of the AfCFTA agreement remains to be observed. 

 

 

3.5. Criticism on FDIs into sub-Saharan Africa 

FDIs in SSA have been growing over the decades when just looking at the absolute numbers. 

However, considering the small and decreasing share of FDI inflows, one can observe some issues 

that have arisen at the same time. 

 

One of these issues concerns the distributions of FDIs in SSA. It can be observed that only a small 

number of countries constitute the majority of FDI inflows into the region. In the World 

Investment Report 2018 it is stated that the three biggest recipients of FDI inflows in SSA make 

up around 36 per cent of the total inflows into the region (UNCTAD, 2018). Consequently, an 

imbalance in FDI inflows is caused between the nations and the gap in technological and 

economic development widens.  

 

Additionally, scholars have provided mixed results when testing for displacement of local 

investments due to FDIs in the SSA region. Ndikumana and Verick (2008) as well as Agosin and 

Machado (2005) present results that suggest that FDIs into SSA have generally increased domestic 

investments and state that FDIs particularly crowded in private investments. They further support 

the view that FDIs in SSA have a positive impact on growth by increasing domestic capital 
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accumulation. On the other hand, Adams (2009) identified a net crowding out effect of FDIs on 

local investments in SSA. However, he relativizes his result with the explanation that FDIs have 

a negative effect on domestic investments in the current year, simply because market shares of 

local investors erode. Yet, this effect is often reversed in the following years when FDIs can unfold 

their positive effects on local investors which profit from backward linkages to previous FDIs. As 

a result, one can conclude that the criticism of FDIs crowding out local investments cannot be 

upheld for the SSA region in general. 

 

 

4. Relations between SSA and its biggest FDI investors 
 

Although SSA is often stereotyped as rather neglectable, the region has always played a 

significant role when it comes to international politics and global events. “The slave trade, the 

scramble for Africa and the subsequent colonial period, the proxy wars of the Cold War; and the 

significant importance of the continent’s natural resources” show the significance of Africa within 

the political and global economy in the history (Taylor, 2010, p. 1). 

 

For many decades, companies from Europe and the US have been SSA’s largest FDI investors 

(UNCTAD, 2018). Their relationship has been built over decades and centuries of shared history. 

Africa’s relationship with China can also be dated back to the 15th century when first trade 

relations were established (Renard, 2011). However, with regards to investments, Chinese 

investors have just begun to largely increase their FDIs into SSA over the last ten years and have 

thus passed South African investors in the size of investments. In 2017, investors from China held 

with around 40 billion US dollars the third largest FDI stock in the region behind European and 

American investors (China Africa Research Initiative, 2019; UNCTAD, 2018). Thus, this thesis 

focuses on FDIs coming from these three investing nations/regions. 

 

Accordingly, the following sections will outline the historical development between SSA and its 

three largest investor groups coming from Europe, the US and China and describe the largest 

destinations of the granted FDI flows. Although this thesis puts its main focus on the SSA region, 

this particular section deals with the relations of the African continent as a whole. This is due to 
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the fact that trade agreements and political conventions are rather completed with the entirety of 

Africa instead of just SSA as a subregion. 

 

 

4.1. Europe-Africa Relations 

4.1.1. Historical Development of Europe-Africa Relations towards FDIs 

European-African relations have a long and extensive history. Especially due to the role of 

colonialism that had far reaching consequences for the African continent as well as its link to 

European nations, Europe continues to be one of the biggest trading partners for SSA (Taylor, 

2010). Although all of the following treaties and declarations do not stand in direct connection to 

FDIs, they are part of the general climate of cooperation and bilateral business relations between 

the European countries and SSA nations. 

 

The signing of the Lomé Convention in 1975 can be taken as a starting point. It explains the 

current set up of the FDI landscape in SSA and looks into more recent developments in the 

economic partnership between Europe and Africa which started after the majority of African states 

gained independence. The Lomé Convention signals the start of improved North-South 

relationships that establishes an interdependence between the two regions of Europe and the APC 

countries (African, Caribbean and Pacific countries). By granting the APC states access to the 

European markets, securing financial subsidies for the developing states as well as creating 

collective institutions for the institutional and technological partnership, the Lomé Convention 

targeted political and economic integration of both regions (Gruhn, 1976). Therefore, some 

scholars have seen the Lomé Convention as a step in the right direction towards a higher degree 

of cooperation with Europe paying higher compensations to participating countries. However, it 

is argued that the signing of the Lomé convention was not eradicating poverty but rather only 

enhanced domestic commercialism (Galtung, 1976).  

 

Yet, since the Lomé Convention’s agreements ceased in 2000, the contracts needed to be 

renegotiated. With the Cotonou Agreement ratified in June 2000, the EU and ACP states came to 

a new arrangement that concentrated especially on reducing poverty in the ACP nations, 

incorporating a human rights aspect for the first time in such an agreement (Hurt, 2003). 



4. Relations between SSA and its biggest FDI investors 
 

 23 

Furthermore, with regards to trade, the EU and ACP countries agreed upon reciprocal 

commitments even though for less developed countries the non-reciprocity from the Lomé 

Convention still holds. Apart from that, mutual duties and an inclusion of more sectors of society 

are to ensure a successful outcome by 2020, the official end of the Cotonou Agreement (Babarinde 

& Faber, 2003).  

 

Additionally to these agreements, individual EPAs are used to outline specific arrangements 

between two parties with the goal being that EPAs should be as much alike as possible in order 

to guarantee a fair and non-divisive treatment of all involved actors (Arts, 2003). The negotiations 

for the EPAs between the EU and the individual SSA nations however are ambitious due to the 

great difference across nations in the region. Therefore, only careful planning from both sides can 

have a positive effect on commerce and wages in SSA (Hinkle & Newfarmer, 2005).  

 

Furthermore, to align the European and African cooperation, a Joint Africa-EU strategy (JAES) 

was initiated in 2007 in order to set specific targets and a guideline for future goals. The JAES 

again builds upon a focus on mutual objectives of the African Union (AU) and the EU such as 

strengthening economic partnerships and a sustainable development (European Commission, 

2019a). Since 2007, several actions plans have been adopted and at the 5th AU-EU summit in 

2017, the most recent focus areas were named as education and science, peace and security as 

well as migration and mobility (European Commission, 2019c). The EU therefore promised to 

invest 44 billion Euros for sustainable causes in Africa (Ernst & Young, 2018). 

 

4.1.2. Destinations of European FDIs in SSA 

Investors from Europe together established 327 FDI projects in all of Africa in 2017 and thus 

remain as leading investors with 45 per cent of shares in total African FDI projects. After a drop 

in 2016, only Western Europe initiated 17 per cent more projects in 2017 (Ernst & Young, 2018). 

Table 1 presents an overview of the ten SSA countries that obtained the highest stock of European 

FDIs between 2013 and 2017. Additionally, figure A1 in appendix A graphically displays the 

regional distribution of European FDI stocks in SSA in 2017. 

 



4. Relations between SSA and its biggest FDI investors 
 

 24 

Table 1: Host countries with largest stock of European outward FDI in SSA, 2013-2017 (in million US$) 

Country 2013 2014 2015 2016 2017 
       South Africa 81.102 72.540 104.560 73.739 71.774 
       Nigeria 37.228 40.544 55.903 45.407 43.938 
       Angola 46.088 49.097 34.457 32.877 28.306 
       Mauritius 19.984 24.777 21.834 20.561 27.824 
       Republic of Congo 4.556 4.644 5.788 7.634 9.393 
       Mauritania 256 930 1.184 3.451 4.174 
       Côte d'Ivoire 3.961 4.472 4.144 3.805 4.038 
       Senegal 3.097 2.727 2.990 2.696 2.822 
       Mozambique 2.016 2.261 2.793 2.491 2.255 
       Ghana 2.753 3.213 5.271 2.669 2.052 

Source: (Eurostat, 2019) 

South Africa obtains the largest FDI stock coming from the Europe. This is not unexpected 

however, since South Africa has a higher GDP and income level than most of the other SSA 

countries. Additionally to a quite developed and large economy, South Africa has the fourth 

highest “Ease of Doing Business” rank in SSA (The World Bank Group, 2019c). These factors as 

well as South Africa’s advantageous geographical location enable investors to use South Africa 

as a base country from which they can expand into other regions of SSA (UNCTAD, 2015b). 

 

Many of the other top recipients of FDIs are resource rich countries. Countries such as Nigeria, 

Angola, Republic of Congo, Côte d’Ivoire and Ghana are large oil producers whereas 

Mozambique, Mauritania and Senegal possess gas. This suggests that FDIs into those countries 

are often shaped by a natural resource seeking component. Nevertheless, FDIs also go to the 

manufacturing and service sector; often into telecommunication, energy, transport and 

construction projects or financial services. Mauritius stands out by attracting FDIs mainly for 

tourism and real estate projects. Furthermore, with rank 20 of the worldwide comparison it is the 

country with the highest “Ease of Doing Business” score in SSA (Banco Santander, 2019; The 

World Bank Group, 2019c). It seems however, that “Ease of Doing Business” and strong 

governance are not the main drivers for the outward FDIs from European investors. Many of the 

top ten countries such as Congo, Angola, Mauritania, Nigeria or Mozambique do not only obtain 

a low “Ease of Doing Business” rank worldwide but also when comparing them with other SSA 

countries. 
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4.2. America-Africa Relations 

4.2.1. Historical Development of America-Africa Relations towards FDIs 
 
European-African relations are far more deep-rooted through colonial times, whereas American 

relations with Africa are not as thorough as they have begun more recently. A turning point that 

affects the relationship until today was after the Cold War during which Africa was used as a stage 

for several proxy wars. At that time America lost most of its interest in Africa since American 

leaders believed that the continent had lost most of its strategic value. For example, nine out of a 

total of 21 American foreign aid missions which were closed down until 1999 were located in 

Africa. Additionally, the return on investment in Africa had fallen from 31 per cent in 1960 to 

around two per cent by 1980. In line with this development, the total share of FDI inflows in the 

SSA region decreased from around twelve per cent in 1985 to below three per cent during the 

years immediately after the Cold War (Callaghy, 1994). 

 

As a measure against the presented problems in SSA, the US declared two main policy goals in 

2000. Firstly, they wanted to integrate Africa into the global economy through conflict resolution, 

economic growth and development as well as promotion of democracy. Secondly, they wanted to 

combat transnational security threats, including weapon proliferation, crime, narcotics, disease, 

terrorism, and environmental degradation (Rice, 2000). 

 

In line with these goals, the US also introduced the unilateral trade preference program “African 

Growth and Opportunity Act” (AGOA) in 2000. The aim is to support SSA countries in their 

continuing efforts to build free markets and open their economies, similar to the Cotonou 

Agreement signed in the same year. Additionally, the act provides reforming SSA countries with 

the most liberal access to the US market that a country without a bilateral Free Trade Agreement 

with the US can have. Therefore, the main goal is to encourage export-led growth and economic 

development in the SSA region through trade but also through FDIs. The majority of observers 

agreed on the success of AGOA which is why the AGOA legislation was extended in 2015 by 

further ten years making it valid until today (Agoa.info, 2019; Williams, 2015). However, critics 

have stated that AGOA mainly benefits the interests of MNEs while showing little consideration 

for the significance to maintain the ownership of Africa in its own hands (Taylor, 2010). 
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A further change in the relationship between SSA und the US can be marked by the terror attacks 

of 9/11. Especially after the attacks, the US had a growing interest to minimize their dependence 

on the Middle East, and therefore wanted to reduce oil imports coming from there. Besides plans 

to invest more in new energy technologies, the US found an increased strategic national interest 

in oil from SSA (Rothschild & Emmanuel, 2005). However, the extended investments in oil 

imports especially from West Africa came with several challenges for American policymakers 

since countries such as Equatorial Guinea, São Tomé and Príncipe, and Chad became emergent, 

yet rather unstable oil producers for the US (Taylor, 2010). Nevertheless, oil remains the top duty-

free product of US imports from AGOA countries. For example oil accounted for 68 per cent of 

all imports in 2014 and for 56 percent in 2016 (Cavallo, 2016; Williams, 2015).  

 

4.2.2. Destinations of American FDIs in SSA 

When comparing investors on a country level, the US remains the largest investor in Africa with 

a share of 18 per cent in total African FDI projects in 2017. After two years of declining FDI 

project numbers, US companies launched 130 projects in 2017 as compared to 91 in 2016. This 

increase was mainly driven by projects in the real estate, hospitality and construction industries. 

Investments were greatly influenced by the AGOA which grants around 6.400 products from 40 

African countries duty-free access to the US market. US enterprises seem to be still interested in 

extending their presence across the continent even though under the current US President Donald 

Trump, Africa seems to have a lower priority for the US (Ernst & Young, 2018). 

Table 2: Host countries with largest stock of American outward FDI in SSA, 2013-2017 (in million US$) 

Country 2013 2014 2015 2016 2017 
Mauritius 7.165 8.533 8.319 9.678 10.424 
South Africa 6.457 7.346 6.926 6.659 7.334 
Nigeria 5.066 4.884 5.872 4.349 5.774 
Ghana 3.140 2.848 1.735 1.982 1.698 
Tanzania 206 1.181 1.219 1.345 1.383 
Liberia 996 845 1.006 1.029 874 
Angola 1.214 1.903 358 646 780 
Equatorial Guinea 3.978 (D) 579 508 654 
Kenya 412 451 392 438 405 
Mozambique 660 1.074 (D) 473 398 

Source: (Bureau of Economic Analysis (BEA), 2019) 
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Table 2 presents an overview of the ten SSA countries that obtained the highest stock of American 

FDIs between 2013 and 2017. Additionally, figure A2 in appendix A graphically displays the 

regional distribution of American FDI stocks in SSA in 2017. 

Many of the countries in which Europe had the highest FDI stock also obtained the highest FDI 

stock coming from US investors. The argumentation for investments into those countries is the 

same as for Europe. South Africa as a more developed country compared to the remaining SSA 

countries can function as a geographical hub from which regional expansion is possible. The 

resource rich countries Nigeria, Ghana, Angola and Mozambique obtain large investments in the 

oil and gas sector but are also able to attract FDIs to the service sector in real estate, energy, 

construction, telecommunication and transport projects (Banco Santander, 2019). 

 

Additionally, Tanzania, Liberia, Equatorial Guinea and Kenya attracted large FDIs in recent years 

leading to large FDI stocks coming from the US. However, one can see that compared to the top 

three countries’ FDI stocks, the stocks in these countries are already much lower.  

 

Tanzania is equipped with natural resources such as coal, gas and uranium. Additionally, its 

service sector is growing driven by projects in infrastructure, telecommunication and banking 

(Bureau of Economic and Business Affairs, 2015). Liberia’s inward FDIs are rather diversified 

into iron, ore, rubber, palm oil, timber banking and telecommunications. Additionally, real estate, 

construction, and transport projects become increasingly attractive (Bureau of Economic and 

Business Affairs, 2017). FDIs in Equatorial Guinea were largely made in the oil sector. The 

fishing and forestry sector were also able to attract FDIs (Banco Santander, 2019). Kenya mainly 

attracted large telecommunication projects. Other sectors that obtained large FDIs were projects 

in transport, banking and tourism (Nordea, 2019d). 

 

 

4.3. China-Africa Relations 

4.3.1. Historical Development of China-Africa Relations towards FDIs 

The present relations between Africa and China can be dated back to the Bandung Conference. 

Held in Indonesia in 1955, it was the first large-scale Asian-African Conference. The goal of the 
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conference was the promotion of Afro-Asian cultural and economic cooperation. Shortly after the 

conference, China entered the first formal diplomatic relationship in Africa with Egypt in May 

1956 (Cheung, De Haan, Qian, & Yu, 2012; Lumumba-Kasongo, 2015). 

 

Even though the initial economic relation between Africa and China was dictated by ideology and 

political issues, China established relationships with 14 newly independent African countries 

within 1960 to 1965 (Fernando, 2007). At this time the aim was to cultivate and maintain ties with 

the African countries by providing them with economic support but also by disseminating the 

Chinese ideology (Yu, 1988). Additionally, China assisted in erecting several buildings and 

landmarks during that period which symbolized the new independence of the countries and 

marked a statement against the colonization (Anshan, 2007). 

 

The span from 1979 until 1982 however marked a different approach to the ties of China and 

Africa. It was decided to rather concentrate on diplomatic relationships that would entail 

economic developments instead of assisting purely monetarily through aid (Anshan, 2007). 

Through this, the four principles of China’s foreign policy (“equality and mutual benefits”, 

“emphasis on practical results”, “diversity in form” and “common development”) marked the 

basis for the new economic relations (Ubi, 2014, p. 246). The 1990s denoted the further 

establishment of diplomatic relations with more African countries (Fernando, 2007). 

 

In 2000, the same year as the Cotonou Agreement and the AGOA were adopted, the Forum on 

China-Africa Cooperation (FOCAC) was established in Beijing at the first Ministerial 

Conference. Within the first meeting, the forum committed to a plan to support China-African 

investments and trade. The most important aims were to cancel debts of African countries to 

China, to increase Chinese development aid for Africa and to actively make investments in Africa 

attractive for well-established Chinese companies for example by granting special funds (Anshan 

et al., 2012). 

 

Within the second, third and fourth FOCAC in 2003, 2006 and 2009, the forum concretized their 

plans by the decision to open up the Chinese market. China granted free tariff access for some 

commodity exports from African countries and set up the China-Africa Development Fund 

(CADF) to reach $5 billion funding to encourage Chinese enterprises to invest in Africa. They 
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further agreed inter alia to provide African countries with preferential loans and credits, to train 

African professionals in different occupations, to send 100 agricultural experts to Africa and to 

build 30 hospitals. The FOCAC also decided to provide African nations with medication and 

medical equipment at a total value of RMB 800 million and to build 30 malaria prevention and 

treatments centres in all over Africa. Furthermore, projects contracted with Chinese companies 

experienced an upswing including the building of highways, roads, bridges, water conservancies, 

power plants, housing and offices as well as schools (Anshan et al., 2012; Cheung et al., 2012). 

 

Nonetheless, there are still significant differences when comparing an SSA nation’s position 

towards China. While for example South Africa and Ethiopia as large host countries for FDIs 

have a clear and open position towards Chinese investments integrated into their legislations, 

Nigerian relations have not always been on the path of growth. Also, Tanzania’s generally more 

disadvantageous current business environment for foreign investors has made Chinese FDI flows 

stagnant or even declining during the last years (Yuan Sun, Jayaram, & Kassiri, 2017). 

 

Although several relations between China and African countries already exist since the 1950s, the 

FOCAC demonstrates the quite recent and fast expansion of economic relationships starting in 

2000. Until 2010, China had built formal diplomatic relationships with 49 out of the 54 African 

countries. Moreover, it has foreign direct investments in all of those countries, however varying 

largely in their size. Since the development of these relationships was happening relatively 

quickly, the rest of the world is still processing the fact that China is now a strong economic 

partner for Africa that provides a large export market, capital as well as debt relief. Critics believe 

that China’s investments in Africa are purely motivated by the procurement of natural resources 

possessed by African countries in order to meet the domestic demand triggered by China’s fast 

economic growth (Cheung et al., 2012). 

 

4.3.2. Destinations of Chinese FDIs in SSA 

Table 3 presents an overview of the ten SSA countries that obtained the highest stock of Chinese 

FDIs between 2013 and 2017. Additionally, figure A3 in appendix A graphically displays the 

regional distribution of Chinese FDI stocks in SSA in 2017. 
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Table 3: Host countries with largest stock of Chinese outward FDI in SSA, 2013-2017 (in million US$) 

Country 2013 2014 2015 2016 2017 
South Africa 4.400 5.954 4.723 6.501 7.473 
Congo, Dem. Rep. 1.092 2.169 3.239 3.515 3.884 
Zambia 2.164 2.272 2.338 2.687 2.963 
Nigeria 2.146 2.323 2.377 2.542 2.862 
Angola 1.635 1.214 1.268 1.633 2.260 
Ethiopia 772 915 1.130 2.001 1.976 
Zimbabwe 1.521 1.696 1.799 1.839 1.748 
Ghana 835 1.057 1.274 1.958 1.575 
Kenya 636 854 1.099 1.103 1.543 
Tanzania 716 885 1.139 1.192 1.280 

Source: (China Africa Research Initiative, 2019) 

When putting these numbers into perspective with the FDI stocks held in SSA by European and 

American investors, Chinese FDI stocks in the region are still relatively low. However, Chinese 

FDIs into SSA have been growing at an unprecedented pace as in 2017 China already represents 

the fourth biggest source of FDIs by projects (behind the US, UK and France) with 54 projects 

being initiated. Furthermore, although its FDI share of new projects into the continent lies at 8 per 

cent in 2017, China is creating more jobs through its FDI projects than other countries on average. 

This in turn constitutes 15 per cent of total jobs created through new FDIs, more than any other 

country (Ernst & Young, 2018).  

FDI growth rates of Chinese investors in Africa have been the highest of all source countries with 

an average of 25 per cent from 2010 to 2014. In SSA, especially Angola, South Africa and 

Ethiopia stand out, with average annual growth rates of its FDI stock of 89 per cent, 59 per cent 

and 52 per cent from 2004 to 2014 (Yuan Sun et al., 2017). Also, Nigeria has been a large recipient 

of FDIs from Chinese companies, especially for the construction of two railway lines, from Lagos 

to Kano and Calabar, that would provide an easier access to oil and enhance oil investments as 

well as helping in maintaining peace in the regions. Other large railway projects have been 

undertaken in Ethiopia, Zambia and Kenya, while China also invested heavily into the energy 

sector (Sow, 2018). More recently however, FDIs into Africa have slowed down with a decrease 

of 18 per cent in new projects in 2017 mainly due to a weakening of the Chinese economy (Ernst 

& Young, 2018). 
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As stated in Figure 3, the Ministry of Commerce of the People’s Republic of China (MOFCOM), 

UNCTAD and the Chinese statistical yearbook display that construction and mining make up 

more than half of China’s total FDI stock in Africa. Hereby, the construction sector includes 

infrastructural projects while mining covers the investments into commodities and natural 

resources. 

 

  
Figure 3: Chinese FDI stock in Africa by sector in 2016 (in %) (Source: (China Africa Research 

Initiative, 2019)) 

The FOCAC which opened up several investment opportunities has furthermore identified three 

urban areas in SSA that represent the hubs of FDI attractiveness. Lagos in Nigeria (Western 

Africa), Johannesburg in South Africa (Southern Africa) and Nairobi in Kenya (Eastern Africa) 

all provide a decent level of infrastructure, human capital, customer base as well as a mix of 

businesses that make them stand out in capturing FDIs. Apart from that, they form the base of 

FDI flows into the country or even continental area (Hakeenah, 2019). 

 

Chinese investments are also more evenly distributed to its destinations than the FDIs from 

European or American investors. It further seems that FDIs are closely related to trade patterns, 

i.e. South Africa is China’s biggest trading partner in SSA and also obtains the largest FDI stock 

from Chinese investors (World Bank Group, 2004). 
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5. The largest FDI host Countries in SSA 
 

The countries of SSA are highly diverse in a magnitude of areas, e.g. their size, economy, past 

exposure to FDIs as well as political and social factors. In order to better understand how the SSA 

economies are built up, we shed light on three selected countries that represent different economic 

situations and are different in size, too. In 2017, these were the three largest host countries of FDIs 

in SSA: Ethiopia, Nigeria and Ghana. Within the last years, the countries were continuously 

included in the list of nations that receive the largest amount of FDI flows (UNCTAD, 2014b, 

2015b, 2016, 2017, 2018). Furthermore, due to the higher number of FDI projects and amounts 

received in the past, a better data availability for the three countries gives an insightful picture of 

how FDIs in SSA can unfold. Hence, the following section will present these three host countries 

in terms of their economy and policies towards FDIs as a representative for the different nations 

in the SSA region. 

 

 

5.1. Ethiopia 

The federal democratic republic of Ethiopia with its 105 million inhabitants is the second most 

populous country in SSA. As a result, the country also has the second largest labor force. Its low-

income economy is dominated by the large service and agricultural sectors and until today 

strongly depends on international aid (Banco Santander, 2019). 

 

Over the past decade, Ethiopia’s economy experienced a strong growth of around ten per cent on 

average which was mainly driven by agricultural production and services. The service sector 

accounts for the largest part of the GDP with around 42 per cent. The manufacturing sector 

accounts for 22 per cent, whereas the agricultural sector contributes around 36 per cent of 

Ethiopia’s GDP. As a result, meteorological conditions have a huge influence on the economic 

expansion. Additionally, deforestations, land degradation and land transfers to MNEs impose a 

threat on the potential of the agricultural sector (Nordea, 2019a). 

 

The government of Ethiopia is involved in the economy to a considerable extent. The government 

has for example financed a major dam project in 2017 and devalued the local currency Birr by 15 
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per cent in order to increase exports and to end the continuous lack of foreign currency in the 

country. However, inflation in Ethiopia is currently more sustained with an inflation rate of 8,1 

per cent in 2017 and 7,3 per cent in 2016 respectively. The government has furthermore largely 

invested in the improvement of the country’s infrastructure including electricity production and 

transport network. Nevertheless, there are still significant problems to be solved. The life 

expectancy at birth is only 64 years and the average number of years of schooling is 2,4. The GDP 

per capita is still one of the lowest in the world although it has doubled over the past decade 

(Nordea, 2019a). 

 

The government of Ethiopia has committed to several economic and liberalization reforms with 

regards to investments in the country. However, it still continues to enforce interventionist policies 

that protect the public sector and remains in control over large areas of the service sector. For 

example, the government holds total control of the financial sector as well as the monopoly in the 

telecommunications market (Nordea, 2019a). Nevertheless, with 3,6 billion US dollar Ethiopia is 

the country that hosted the most FDI inflows in all of SSA in 2017. With almost 4,0 billion US 

dollar in 2016, Ethiopia attracted more FDI inflows than ever before. Although Ethiopia only has 

the 8th largest economy in Africa, it belongs to the fastest-growing economies in SSA besides 

Côte d’Ivoire. The incline of FDI inflows came from both traditional and non-traditional partners 

and was largely dedicated to investments in infrastructure and manufacturing projects. For 

example, the large fashion supplier PVH from the US and the Chinese Jiangsu Sunshine Group 

built factories in Ethiopia in 2017. Additionally, companies from China and Turkey announced 

further FDIs in the automotive and small-scale manufacturing industry. According to the 

UNCTAD, Ethiopia was able to attract these new FDIs due to its improvements in infrastructure 

and advances in industrialization in the past years. Another reason for the increased FDI inflows 

can be found in a new policy, the “Bole Lemi Industrial Zone” Directive, from 2013. The policy 

was developed to support companies such as textile manufacturers, pharmaceutical makers and 

agro-processors to manufacture and sell value added goods. Furthermore, FDI inflows to Ethiopia 

benefit from its diversified economy (UNCTAD, 2017, 2018). 

 

Besides the Bole Lemi Industrial Zone, the country introduced an overall Industrial Park Program 

that tries to incentivize FDIs into manufacturing and other developers even further. The industrial 

parks are supposed to create a more business friendly environment for the foreign investors. The 
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benefits for foreign investors are hereby among others tax exemptions of up to 15 years, no export 

restrictions and the possibility of a 100 per cent foreign ownership (Ethiopian Investment 

Commission, 2018). 

 

China sticks out as an investor in Ethiopia due to its substantial increase of FDIs over the last ten 

years. It has mostly invested into the textile, construction, telecommunications and power 

generation industries. Currently, the top three investor countries in Ethiopia are Saudi Arabia, 

China and the US (Nordea, 2019a). 

 

 

5.2. Nigeria 

The federal republic of Nigeria is with its 191 million inhabitants Africa’s most populous country 

in SSA. As a result, the low-income country has the largest labor force and the largest economy 

in SSA. It is currently the second largest receiver of international aid and the fifth largest exporter 

of petroleum worldwide (Banco Santander, 2019). 

 

Between 2010 and 2014 the economy grew yearly by five per cent on average and by 2,4 per cent 

in 2015. However, in 2016 Nigeria experienced a negative growth rate of 1,6 per cent which was 

due to low oil prices as well as a sabotage of oil infrastructures in the Niger Delta. In 2017, the 

economy recovered slightly due to an increase in oil production with a GDP growth of 0,8 per 

cent. Nigeria’s economy depends largely on revenues coming from its oil production and is 

therefore prone to fluctuations of the prices and production levels of crude oil. Nigeria has also 

become a main exporter of natural gas. The agricultural sector including yam, corn, rice, millet 

and livestock farming accounts for 21 per cent of the country’s GDP and employs over 36 per 

cent of the workforce as reported at the end of 2016. The service sector, particularly the financial, 

retail and telecommunications sector, contributes around 56 per cent of the country’s GDP. The 

industrial sector accounts for around 22 per cent of the GDP (Nordea, 2019c). 

 

The government of Nigeria is currently working on measures in order to help the economy recover 

from the downturn in 2016. It has for example introduced an exchange rate which is determined 

by a poll of authorized bankers. Furthermore, the government implements a stricter monetary 
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policy and provides attractive returns on government securities. Although within the last years, 

inflation was rather high with a rate of 15,4 per cent in 2017, it is down from 18,5 per cent in 

2016. Furthermore, the government has committed to the “Economic Recovery & Growth Plan 

2017-2020” that is supposed to tackle issues in several different economic areas such as the poor 

infrastructure, the transport systems, the corruption, the energy supply, the judiciary and banking 

system and the high inflation. However, debt services consume 60 per cent of state revenues which 

restricts the programme and reforms were delayed due to an illness of President Buhari who was 

re-elected in early 2019 (Nordea, 2019c). 

 

Security in Nigeria is a further serious issue. Especially the north of the country has suffered from 

attacks of Boko Haram, a radical Islamist terrorist organization. Additionally, the militants 

responsible for the attacks on the oil infrastructure in the Niger Delta in 2016, threaten to commit 

new attacks. Another challenge remains in the demographic explosion which is accelerated by the 

fact that over 50 per cent of Nigeria’s inhabitants currently live below the poverty line. This 

situation is exacerbated by high levels of inequality, a high mortality of infants and epidemic 

illnesses such as tuberculosis and HIV which spread out without a chance to contain them 

(Nordea, 2019c). 

 

Nigeria is one of the countries with the most promising economy for growth in SSA. Its strengths 

lay in the many natural resources, the for investors favorable tax system, as well as the low labor 

costs. The country attracts several investors in different industries such as energy, real estate and 

hydrocarbon. However, due the political instability, poor infrastructure, high corruption and low 

transparency, Nigeria cannot unfold its whole potential. With 3,5 billion US dollar, Nigeria 

followed Ethiopia as the country that hosted the second most FDI inflows in all of SSA in 2017. 

In 2016, the country was able to attract 4,4 billion US dollar. Although this number was the highest 

in SSA, Nigeria was already able to attract FDIs of almost the double amount in earlier years 

(Nordea, 2019c; UNCTAD, 2017, 2018). 
 

In 1995, the Nigerian government opened for the first time almost all sectors for FDIs by allowing 

foreign ownership of up to 100 per cent. It also created the “Nigerian Investment Promotion 

Commission” whose task is to encourage investments and assist investors in Nigeria. Domestic 

and foreign investors are treated equally to a large extent. Quite recently in 2017, Nigeria 
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published a list of 27 creative industries like e-commerce services, software development or 

mortgage backed securities schemes to which the country grants a “Pioneer Status” (UNCTAD, 

2018). The status comes with certain incentives such as tax holidays over a specified time period. 

Additionally, Nigeria was able to attract US companies like Uber and Facebook as market-seeking 

technology inflows. Efficiency-seeking FDIs into the automotive, textile and aerospace sectors 

came largely from Chinese investors. Currently, investors from the US, China and several 

European countries such as the United Kingdom, the Netherlands and France are the top investors 

in Nigeria (Nordea, 2019c; UNCTAD, 2018). 

 

 

5.3. Ghana 

The constitutional democratic republic of Ghana is with its 29 million inhabitants a medium sized 

country when comparing it to the population of other SSA countries. The politically stable country 

has recently developed to a middle-income economy and it depends on its exports of gold, oil and 

cocoa and as Ethiopia and Nigeria on foreign international aid (Banco Santander, 2019). 

 

Between 2013 and 2015 Ghana’s economy experienced a downturn due to low prices for Ghana’s 

major exports, gold, oil and cocoa. However, the GDP grew by 5,9 per cent in 2017 and 3,5 per 

cent in 2016. This was due to the strong performance of the service sector that employs around 

45 per cent of Ghana’s labor force and accounts with around 52 per cent for the largest part of the 

country’s GDP. The telecommunications sector experienced a strong growth due to the launch of 

mobile payments in cooperation with the banking sector and an increasing number of mobile 

phone users. The industrial sector accounts for around 31 per cent of the GDP. It includes inter 

alia mining, light manufacturing, food processing and lumbering. Moreover, Ghana’s automotive 

industry is quite elaborated, and cars are exported to other African countries. Revenues from the 

agricultural sector contribute around 20 per cent of the GDP. Depending on the region, different 

crops are cultivated. Among others they include coffee, palm oil, cocoa, corn, yam, millet, cotton, 

tobacco and livestock farming (Nordea, 2019b). 

 

Ghana’s economy faced strong issues due to a drop of commodity prices in the last years. This 

led to a need for domestic and external debt in order to finance the increases in wages, subsidies 
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and interest charges. As a result, inflation was within a double-digit range since 2013. However, 

it went down to 12,4 per cent in 2017 from 17,5 per cent in 2016 due to a recent increase in 

commodity prices associated with the increase of oil and gas production. The government has 

furthermore introduced a diversification strategy for the energy sector due to recurring power 

outages. It has built nuclear plants, a new wind power plant and increased the share of renewable 

energy in the country’s energy supply. In order to enhance export opportunities with western 

countries, Ghana signed the EPA with Europe in 2016. However, the country is still challenged 

by a high rate of unemployment as well as unequal access to quality nutrition and drinking water. 

(Nordea, 2019b). 

 

FDIs into Ghana generally face favorable conditions. It can be described as one of the most 

democratic countries in SSA and has benefits such as a strong agricultural production, several 

natural resources, a stable government and a low-cost labor force. The government offers tax 

incentives for foreign investors and since 2000 constantly works on a facilitation of the intricate 

and long procedures for investors. In 2017, Ghana was with 3,3 billion US dollar the third largest 

host country for FDI flows in all over SSA. In 2016, the country was able to attract 3,5 billion US 

dollar and the invested amount has been relatively stable at over 3 billion US dollar within the 

last 8 years. The sectors that attracted the most FDIs within the last years are mining and oil 

exploration (Nordea, 2019b; UNCTAD, 2018). 

 

In recent years, Ghana has furthermore established itself as a rather open economy for FDIs. In 

2013 for example, the government founded the “Ghana Investment Promotion Center” whose 

object is to promote, encourage, facilitate and enhance the investment environment in Ghana and 

develop the economy through investments (Ghana Investment Promotion Centre, 2019). Ghana 

furthermore hosts the annual “Ghana Investment Summit” for foreign investors through which 

the country wants to position itself as a hub to West Africa. Nevertheless, poor infrastructure, 

high levels of bureaucracy, an unskilled labor force, low levels of productivity, steady power 

outages and water access issues are factors that keep FDIs to flourish to an even larger extent 

(Nordea, 2019b). 

 

The investment into a large gas field coming from the Italian company Eni encouraged FDIs in 

Ghana. In 2017, Eni contributed to the largest FDI in the history of Ghana by acquiring a 44 per 
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cent stake in the project. The Dutch company Vitol Group invested in a stake of 36 per cent 

whereas the Ghana National Petroleum Corporation kept 20 per cent as domestic investment. In 

the same year, the highest number of investment projects registered in Ghana came from China. 

The ranking in number of investments was followed by projects coming from India and the United 

Kingdom (Nordea, 2019b). 

 
 

6. Empirical Evidence of FDI Determinants 
 

 
In this section we will present literature that has provided empirical evidence of FDI determinants 

and that has influenced this analysis. There are several empirical studies that have investigated 

the determinants of FDIs. Although the focus of the investigated studies differs in countries, time 

periods and factors included, most of them use cross-country panel data and perform regression 

analyses in order to identify the factors that support the attraction of FDIs. In accordance with the 

presented studies, we will afterwards position this thesis within the topic of FDI determinants. 

 

 

6.1. Empirical Literature of FDI Determinants 

In a study comparable to ours, Asiedu (2002) investigated whether there are differences in factors 

that affect FDIs in developing countries as compared to SSA countries. She used ordinary least 

square (OLS) estimations on a panel data set including data from 1988 to 1997. The results of the 

analysis stated that SSA countries in fact differ from other developing countries regarding the 

determinants of FDIs. Improved infrastructure and a higher return on investment had no influence 

on FDIs to SSA countries but to non-SSA countries. Trade openness supported FDI flows to both 

SSA and non-SSA countries, however, with a weaker positive effect for SSA countries. 

In a further paper, Asiedu (2006) conducted a fixed-effects panel data analysis of 22 SSA 

countries within the time period of 1984 to 2000. Hereby, the focus was on the impact of natural 

resources, market size, infrastructure, government policies, institutions, political instability and 

corruption on FDIs to the selected host countries. The results revealed that a large natural resource 

endowment, a large market size, a developed infrastructure, an efficient legal system as well as a 
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low inflation and good investment frameworks enhance the attraction of FDIs. On the other hand, 

political instability and corruption deter FDIs. 

Chakrabarti (2001) was one of the first ones to acknowledge the lack of consensus of other 

empirical studies that identified factors that determine FDIs. He therefore used a sensitivity 

analysis of cross-country regressions in order to determine which FDI factors of previous studies 

are robust and which might change when the information set is changed slightly. He also identified 

market size of the host country as a main determinant of FDI decisions. However, he stated that 

previously identified determinants of FDI like trade openness, wages, exchange rates, taxes and 

GDP growth are very sensitive to small variations in the analysis setup. 

 

Nunnenkamp (2002) studied the determinants of FDIs in developing countries in general and 

hereby focused on the aspect whether globalization has influenced the determinants. The results 

were drawn from an empirical analysis of survey data on investment conditions in 28 developing 

countries. He found that the traditional market-related determinants such as GDP, population, 

GDP per capita and GDP growth are still the leading factor in determining FDI decisions. 

Additionally, local skills of the workers have become more important. Less traditional factors 

such as trade openness, complementary production and cost factors are still important for FDI 

decision, yet they were rather uninfluenced by globalization. 

 

Busse and Hefeker (2007) investigated the connection among political risk, institutions and FDIs. 

Therefore, they investigated FDIs to 83 developing countries during the period from 1984 to 2003 

and identified factors that influenced the activities of MNEs. Their results showed that 

determinants of FDIs towards the selected countries were government stability, corruption, 

internal and external conflict, ethnic tensions, democratic accountability of the host government, 

law and order and quality of bureaucracy. 

 

Vijayakumar, Sridharan and Rao (2010) on the other hand examined the specific determinants of 

FDIs to BRICS countries which include Brazil, Russia, India, China and South Africa. The study 

consisted of a panel data analysis for the time period from 1975 to 2007. The results revealed 

market size, infrastructure, labor cost, gross capital formation and currency value as determinants 

of FDI flows to BRICS countries. The variables for economic stability, the host country’s growth 
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prospects which were measured by the inflation rate and the industrial production, and the trade 

openness revealed insignificant results. 

 

In another study, Buckley et al. (2010) used the typology of Dunning’s eclectic paradigm and put 

their focus on the determinants of FDIs coming from Chinese MNEs. They investigated the time 

period of 1984-2001 within a panel data analysis of Chinese FDIs to 49 host countries. Their 

findings revealed that Chinese FDIs are attracted by high political risk levels, cultural proximity, 

high exports and imports, high inflation and great market size. Geographic proximity of the host 

country to China attracted FDIs during the period from 1984 to 1991 whereas natural resource 

endowments were associated with Chinese FDIs during the period from 1992 to 2001. The authors 

further identified that exchange rate, patents and market openness of the host countries do not 

influence Chinese FDI decisions.  

 

Similar to Buckley et al. (2010), Kolstad and Wiig (2012) investigated the determinants of 

Chinese FDI flows. They examined panel data of 104 FDI host countries spread over the world 

with an OLS regression analysis during the time period from 2003 to 2006. Hereby, it was found 

that Chinese FDIs are determined by a large market size and by the combination of a large natural 

resource endowment with poor institutions in the host country. Additionally, the authors divided 

their data sample in OECD and non-OECD countries as FDI recipients. With this separation they 

were able to discover that the large market size determinant was related to OECD countries, so 

rather developed countries. On the other hand, the large natural resource endowment paired with 

poor institutions was a determinant that held for the non-OECD countries, i.e. developing 

countries such as countries in SSA. 

 

Contrastingly, Liargovas and Skandalis (2012) took a more narrow approach to determinants of 

FDIs by focusing on the importance of trade openness for attracting FDI flows. They investigated 

a sample size of 36 developing countries in Latin America, Asia, Africa, CIS (Commonwealth of 

Independent States) and Eastern Europe during the time period from 1990 to 2008. Hereby, they 

measured the trade openness of the host countries along eight different variables and found that 

in the long run trade openness is a determinant that supports the attraction of FDI inflows in these 

developing countries. 
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Complementary to Liargovas and Skandalis (2012), Corcoran and Gillanders (2015) focused on 

one aspect that might have an effect on FDIs. They investigated the impact of a country’s business 

regulatory environment on the attraction of FDIs. In order to account for the costs that a firm 

might face when operating in a foreign country, they used the Ease of Doing Business ranking 

published by the World Bank as a measure. They were able to conclude the following results: The 

Ease of Doing Business rank was significant within their empirical FDI model for the time period 

from 2004 to 2009. This significance was mainly driven by one component of the ranking, namely 

the Ease of Trading Across Borders. Additionally, the authors found that the significance only 

held for middle income countries but not for the poorest countries worldwide in SSA and not for 

OECD countries. 

 

Although these studies differ in the time period and countries observed, one can see, that there are 

various factors that determine FDI flows worldwide. Due to the different results of the mentioned 

papers, we have decided to take an exploratory approach in our analysis. This implies that we will 

not formulate and justify hypotheses which we will test within our analysis since this might limit 

our focus to a factor that is not the most crucial one in determining the FDI flows to SSA. Instead, 

we will test different variables and their influence on FDI flows in order to identify the factors 

that actually determine the FDI flows to SSA countries coming from investors from Europe, the 

US and China, the three largest investing nations/regions in SSA. 

 

 

6.2. Positioning of this Thesis in the Literature 

As presented in the previous section, several studies exist that have examined the determinants of 

FDIs by focusing on different host countries, time periods and factors. However, most of the 

studies do not focus on particular investing countries within their analyses and as a result do also 

not consider that different investing countries might be attracted by various FDI determinants. 

Only Kolstad and Wiig (2012) as well as Buckley et al. (2010) focus on the special case of FDI 

flows from Chinese investors. Additionally, when a paper examined FDI flows to SSA countries, 

there is often a limitation to only a few countries in the region from which overall results were 

drawn. 
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Hence, this thesis differentiates itself from previous literature by including all SSA countries in 

the analysis. In addition to that, we do not only focus on the three largest investing nations/regions 

in SSA, but we also acknowledge that different investors might have various influencing factors 

that determine their FDI decisions. We therefore also compare the different investors’ 

determinants of FDI flows. With this approach, this thesis attempts to provide a holistic view of 

FDI determinants in SSA which includes the world’s poorest countries. 

 

 

7. Methods and Data 
 

The following section describes the type of the conducted analysis as well as the used data. First, 

this thesis gives an introduction to the used model. Thereafter, it justifies the choice of the FDI 

host countries as well as the three investor nations/regions and explains how the list of explanatory 

and control variables arises. These variables are further described in more detail. Furthermore, 

this thesis presents the data limitations and manipulations. Thenceforth, the used methods of the 

model are described in line with the tests conducted to find the appropriate model for our analysis. 

Additionally, we outline general robustness issues and explain how we have dealt with them. The 

descriptive statistics then give an overview of the data set. Finally, we briefly explain the approach 

of the conducted regression analysis.  

 

 

7.1. Model 

In line with the previously presented literature and theory, the model for the analysis is based on 

independent variables that are expected to impact FDI flows, the dependent variable. The 

independent variables form three different categories. The first category consists of the economic 

variables, trade openness, Ease of Doing Business, mobile cellular subscriptions and inflation.  

The second category consists of the political variables, corruption, regulatory quality and political 

stability. Lastly, the third category consists of the control variables in the analysis which are gross 

domestic product (GDP), gross national income (GNI) per capita and the natural resource rent. 

All variables are country-specific. We therefore propose our estimation model as follows: 
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In the formula and the related analysis i denotes the host country of the FDIs and t denotes the 

year. Additionally, .	 is a parameter corresponding to the population mean, a( is an individual 

specific error component that does not vary over time and e(,*;0 is a random error component that 

reflects factors that may vary over time and that were not included in the model. The different β 

are the respective coefficients of the independent explanatory variables whereas XY denotes the 

respective coefficients of the control variables where the index j is the counter of the three control 

variables. The independent variables are expected to affect the FDI flows, the dependent variable, 

within the subsequent year which is why the independent variables are incorporated with a time 

lag as indicated by the indices t-1. 

 

All computations were conducted in the Stata software, version Stata/SE 15.1. 

 

7.2. Data 

The data used was collected from several different databases and institutions which will be 

specified within the explanation of each variable. 

 

7.2.1. Description of selected host and investing Countries of FDIs 

This thesis acknowledges the size of SSA with its 48 countries as well as the large differences 

that define the countries of the region. Previous researchers have often picked a subset of countries 

in SSA due to data availability issues (Asiedu, 2002, 2006). We however, include all SSA 

countries in our analysis and only omit data points for a year if there is no data available. Hereby, 

we include all differences in the economies of these countries and thus ensure a comprehensive 
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perspective when analyzing the FDI flows coming from European, American and Chinese 

investors. The representation of the overall SSA economy and the acknowledgment of the overall 

setup of the countries in SSA allows our results to be understood and interpreted for the whole 

region. Therefore, the results do not suffer from limitations in their explanatory power for some 

SSA countries that were excluded in previous papers. 

 

As mentioned in section 4, for several decades European and American investors have been the 

investor groups granting the largest FDI amounts to SSA. A quite recent development, however, 

is the increase of Chinese FDIs into SSA and therefore, the positioning of Chinese investors as 

the third largest FDI investor group in the region. This is why this thesis analyses the FDI outflows 

coming from these three investor groups. The most reliable database available as well as the 

diversified perspective coming from these different investors ensure the utility and relevance of 

the analysis. 

 

7.2.2. Description of dependent Variables: European, American & Chinese FDIs 

The annually aggregated FDI flow to a certain SSA country is the dependent variable in this 

analysis. Therefore, the FDI flows are country-specific for each year. The reasons to prefer FDI 

flows over FDI stocks are twofold. First of all, the path dependency of FDI flows is expected to 

be less than the one of FDI stocks. This is why variations in the relevant determinants of FDIs to 

the host countries will presumably have a larger impact on FDI flows than on FDI stocks 

(Nunnenkamp, 2002). Second of all, as can be seen in section 6.1., previous empirical literature 

on FDI determinants has largely used FDI flows in order to identify determinants of FDI flows. 

Therefore, by using flows, we are able to make more accurate statements when comparing our 

results to previous findings. 

 

The dependent variable is examined for the three largest FDI investor groups in SSA, coming 

from Europe, the US and China. Therefore, we use outward FDIs coming from these three investor 

groups to the individual SSA countries over the time period from 2006 until 2017. The data 

availability of some variables as well as the recently changed investment behaviour of Chinese 

investors regarding FDI decisions to SSA countries constrain the length of the sample period. As 
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a result, we set the time frame during which Chinese investors became more active in the SSA 

countries and for which data for all variables is available as sample period. 

 

The data for these variables comes from several different sources. The FDI flows for European 

and American investors between 2007 and 2012 are derived from the UNCTAD database for 

bilateral FDI flows (UNCTAD, 2014a). After 2012 however, UNCTAD has not published any 

bilateral FDI flows which is why the data for European and American outward FDI flows between 

2013 and 2017 is derived from the Eurostat database (Eurostat, 2019). Outward FDI flows coming 

from China were released by the China Africa Research Initiative for all years (China Africa 

Research Initiative, 2019). All FDI flows used as the dependent variable are stated in current US 

dollar. 

 

7.2.3. Description of independent explanatory Variables 

The choice of the independent explanatory variables is based on the specified theoretical 

foundations of FDIs, factors used by researchers in related analyses as well as factors that the 

UNCTAD mentioned in the yearly published World Investment Reports (Asiedu, 2002; 

Nunnenkamp, 2002; UNCTAD, 2015b, 2016, 2017, 2018; Vijayakumar et al., 2010). Figure 4 

specifies the conceptual framework we used for this analysis. Table 4 indicates additionally to the 

dependent variables explained in the previous section, the independent and control variables as 

well as the data sources of all chosen variables. All variables are country-specific and therefore 

this analysis is also conducted on the country level.  

 
 
 
 
 
 
 
 

 
 
 

 
Figure 4: Conceptual framework of our analysis 
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Table 4: Dependent, independent and control variables used in analysis 

Variables Proxy Source 

Dependent variables   

European outward FDI flows Annual FDI outflow from Europe Eurostat database, UNCTAD 
American outward FDI flows Annual FDI outflow from the US Eurostat database, UNCTAD 
Chinese outward FDI flows Annual FDI outflow from China China Africa Research Initiative  
   

Independent variables   

Economic measures   

Trade Openness (% of GDP) Ratio of total exports and imports divided by 
GDP World Bank World Development Indicators 

Ease of Doing Business Ease of Doing Business Rank World Bank World Development Indicators 
Mobile Subscriptions (%) Mobile Subscriptions per 100 inhabitants World Bank Database 
Inflation (%) Inflation, GDP deflator (annual %) World Bank World Development Indicators 
 
Political measures   

Corruption  Corruption Perception Index Rank  World Bank Worldwide Governance Indicators 
Regulatory Quality Regulatory Quality Rank World Bank Worldwide Governance Indicators 
Political Stability Political Stability Rank World Bank Worldwide Governance Indicators 
 
Control Variables 

  

GDP  Host country GDP  World Bank World Development Indicators 
GNI per Capita (current US$) Gross national income per capita World Bank World Development Indicators 
Natural Resource Rent 
(% of GDP) 

Ratio of sum of oil, gas, coal, mineral and 
forest rents divided by GDP  World Bank World Development Indicators 

 
 
7.2.3.1. Economic Measures 

We have chosen the four factors trade openness, Ease of Doing Business, mobile cellular 

subscriptions and inflation as indicators for the economic reliability of the SSA countries. These 

variables are selected as independent explanatory variables since the governments of the SSA 

countries have the opportunity to actively influence these factors for the better. 

 

Trade openness 

When incorporating trade openness of the host countries as a determinant that might affect FDI 

inflows it is often assumed that countries more open to trade also attract higher FDIs. Indeed, 

several studies have proven this relationship between the two variables (e.g. Liargovas & 

Skandalis, 2012). However, there is also a growing number of literatures that criticizes this point 

of view. Aizenman and Noy (2006) for example describe that the effect of trade openness also 
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depends on the type of FDI. They state that more trade openness will most likely lead to more 

vertical FDIs since this type also encourages more trade. On the other hand, more trade openness 

will most likely not attract horizontal FDIs which are often market-seeking in nature and would 

thus substitute trade. Another important argument that arises from this observation is that trade 

openness and FDI flows are related in a bi-directional way which means that trade openness not 

only has an influence on FDIs but also vice versa. 
 

Despite the differing views of researchers on how the relationship between trade openness and 

FDI inflow really is, the majority is convinced that there is in fact a relation between the two 

factors. This is why we too include trade openness as one variable in our analysis. Although we 

acknowledge the bi-directional influence of the two variables, we still focus on their relationship 

only in one direction namely the influence that trade openness might have on FDI flows. This is 

ensured by the included one-year time lag in the analysis. The trade openness as a percentage of 

the GDP is a World Development Indicator and is published by the World Bank. The proxy of 

trade openness is calculated as the sum of imports and exports (of goods and services in a country) 

as share of the country’s GDP (The World Bank Group, 2019f). 

 

Ease of Doing Business 

The “Ease of Doing Business” index is published yearly by the World Bank. It was originally 

established to determine the extent to which the regulatory environment of a country is facilitative 

for the operation of a business in 190 countries worldwide. The factors included in the index are: 

(1) starting a business; (2) dealing with construction permits; (3) getting electricity; (4) registering 

property; (5) getting credit; (6) protecting minority investors; (7) paying taxes; (8) trading across 

borders; (9) enforcing contracts; and (10) resolving insolvency (The World Bank Group, 2019c). 

These factors address issues that might influence the decisions of MNEs to invest in a foreign 

country and one would therefore assume a positive relationship between the Ease of Doing 

Business rank of a host country and its FDI inflows. Since the Ease of Doing Business rank is an 

inverse scale where a better rank (i.e. a higher Ease of Doing Business score) is manifested 

through a lower number, we expect the coefficient in the analysis to be negative. 

 

Several studies have investigated this relationship between the Ease of Doing Business index and 

FDI flows. Again, the investigation of different researchers yielded different results. For example, 



7. Methods and Data 

 48 

Morris and Aziz (2011) were able to prove a generally positive relationship between the two 

variables when looking at SSA and Asian countries. Corcoran and Gillanders (2015) also found 

a positive relationship between the variables on average, however, their results did not hold for 

SSA, one the world’s poorest regions, where no relationship could be verified. Following the 

example of the mentioned researchers and the identified discrepancies, we have included the Ease 

of Doing Business rank of the FDI host countries as one measure in our analysis. We see an 

advantage in using the Ease of Doing Business rank as a variable since it in itself already accounts 

for different factors that might have an influence on FDI inflows to host countries.  

 

Mobile cellular subscriptions 

We included mobile cellular subscriptions as a variable in order to include an infrastructural 

perspective of the countries’ economies. The infrastructural advancement of developing countries 

such as all SSA countries included in our analysis is important since infrastructure enhances the 

productivity of investments, e.g. through decreasing transportation and communication costs. As 

a result, infrastructural enhancement can lead to a promotion of FDI flows. Hereby, it is not 

sufficient to only include the infrastructural measure based on availability but also reliability has 

to be ensured (Asiedu, 2002). Unfortunately, it is difficult to obtain data on the reliability of 

infrastructure, especially for SSA countries. Therefore, Asiedu (2002, 2006) included the number 

of telephones per 1.000 inhabitants in a country as best measure available. However, we include 

mobile cellular subscriptions per 100 inhabitants as a more current variable since mobile phones 

have often replaced landlines in the last ten years which also coincides with the timeframe of the 

increasing investments of Chinese companies in SSA countries. 

 

The mobile cellular telephone subscriptions include the subscriptions to a public mobile telephone 

service which offers voice communication. We obtained the numbers from the World Bank 

database (The World Bank Group, 2019b).  

 

Inflation 

Inflation is often used as a measure that indicates the macroeconomic stability in a country. High 

inflation rates in a host country increase transaction costs and the risk premium for FDIs. This 

accompanying higher uncertainty for MNEs can make long-term planning difficult for the 

corporations. In turn, this may result in lower investments in the host country. Lower inflation 
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rates on the other hand, are expected to be linked to several adequate policies which ensure fiscal 

and monetary stability. Since MNEs generally prefer countries with a stable economy, several 

researchers proved that a low inflation rate will be positively related with the attraction of more 

FDIs in a host country (i.e. Busse & Hefeker, 2007). 

 

To test this notion, we include the inflation rate as one measure in our analysis. The inflation rate 

is a World Development Indicator and is published by the World Bank. We use the GDP deflator 

as measure of the general price inflation. GDP deflator is the ratio of nominal GDP to real GDP, 

multiplied by 100 (The World Bank Group, 2019a). 

 

7.2.3.2. Political Measures 

We have chosen three variables, corruption, regulatory quality and political stability, as indicators 

for the political reliability for FDI inflows into the SSA countries. As the economic variables, 

these variables are also selected as independent explanatory variables since the governments of 

the SSA countries can actively influence these factors in order to improve the country’s political 

situation. 

 

Corruption 

Corruption can take on different forms. It generally appears in the form that corrupt government 

employees are bribed by individuals or companies in order to receive certain favors such as 

licenses, permits, tax assessments or a special treatment by the police. When looking at corruption 

from a theoretical viewpoint it is generally seen as having a negative effect on profitability of 

investment projects thereby increasing the cost of doing business. Thus, one would expect that a 

higher level of corruption in an FDI host country is one determinant that makes a location less 

attractive to invest in. However, results from previous researchers that have investigated the 

relation between these two variables are mixed. While some found evidence that there is in fact a 

negative correlation between corruption levels and FDI inflows, others did not observe a 

significant relationship between the two (Al-Sadig, 2009). 

 

We believe that the mixed results come from the fact that there are differences in the preferences 

of investors when picking a host country for their FDIs. Therefore, we have included corruption 



7. Methods and Data 

 50 

as one variable in our analysis. The level of corruption in a country is measured by the corruption 

perception index. The index is published by the global civil society organization “Transparency 

International” which releases a yearly ranking that measures the corruption level of all countries 

worldwide. The corruption perception index ranks countries based on aggregated “data from a 

number of different sources that provide perceptions by business people and country experts of 

the level of corruption in the public sector“ (Transparency International, 2017). As with the Ease 

of Doing Business rank, a better rank in the corruption perception index is shown through a lower 

number. We therefore expect the coefficient to be negative in our regressions as less corruption 

is likely to have a positive effect on FDI flows. 

 

Regulatory quality 

The quality of regulations in an FDI host country is a possible determinant of FDI flows coming 

from the three largest investor groups in SSA. Several researchers have acknowledged the 

importance of a functioning and stable government to attract more inward FDIs. For example, 

Wint and Williams (2009) have investigated the general role of governmental actions like policy 

implementations in attracting new FDIs. Asiedu (2006) acknowledged that improving the policy 

environment will support the attraction of FDIs. She additionally found out that this is especially 

important for small countries and countries that obtain only little natural resource endowments. 

 

The “regulatory quality” rank is published by the World Bank as part of the Worldwide 

Governance Indicators. The regulatory quality “reflects perceptions of the ability of the 

government to formulate and implement sound policies and regulations that permit and promote 

private sector development” (The World Bank Group, 2019i). The rank indicated is a percentile 

rank among all countries where the range is from 0 (lowest rank) to 100 (highest rank). Hence, a 

low rank indicates a low regulatory quality. 

 

Political stability 

The lack of political stability in SSA countries is a problem that has been existing for decades. 

Especially since the 1960s when most of the SSA countries became independent. Therefore, it 

can be assumed that political stability of an SSA country has an impact on its FDIs which would 

coincide with the low FDI inflows into the SSA countries when comparing them to other more 
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politically stable countries. Some researchers have found that there is no relationship between 

FDI flows and political stability. On the other hand, others have identified that the absence of 

political stability – i.e. political instability – is a risk factor for FDIs that leads to an inverse 

relationship between the two variables (Asiedu, 2002; Nunnenkamp, 2002). 

 

We believe that the differing results stem from the fact that not all investors act in the same way 

and have therefore included political stability in this analysis as one measure to test. The “political 

stability and absence of violence/terrorism” rank of a country is also published by the World Bank 

as part of the Worldwide Governance Indicators. The rank “measures perceptions of the likelihood 

of political instability and/or politically-motivated violence, including terrorism” (The World 

Bank Group, 2019i). The rank indicated is a percentile rank among all countries where the range 

is from 0 (lowest rank) to 100 (highest rank). Hence, a low rank indicates a high political 

instability. 

 

7.2.3.3. Control Variables 

The three factors, GDP, GNI per capita and natural resource rents of the SSA countries, serve as 

control variables in our analysis. These variables were selected as control variables since the 

countries, their governments and policymakers have hardly any influence on directly changing 

these indicators. 

 

GDP 

Although the majority of scholars believes in a positive relationship of GDP and FDI, there still 

exist some differing views on how they are related. While it is often argued that FDI flows 

influence GDP growth, it is found that there are differences between countries and often a bi-

directional relation is observable (Chowdhury & Mavrotas, 2006). We acknowledge the bi-

directional causality of GDP and FDI but will concentrate on the effect that the GDP has on the 

FDI flows. This goes hand in hand with the market-seeking motives of FDIs where firms look for 

a bigger potential customer base represented by a higher GDP. It is therefore implied that a higher 

GDP indicates greater economic strength and attracts more FDI investors. 
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We include the GDP as a control variable in our analysis as it is assumed to be one of the more 

familiar standards used in the comparison of market sizes and since the government of a country 

can only to a very limited extent have an influence on the country’s GDP. The GDP is computed 

as the sum of all produced goods and services in the country less the sum of goods and services 

utilized in the production. In order to ensure comparability among the countries, the GDP is stated 

in current US dollar instead of a conversion at the market exchange rate (Gunnion, 2016). GDP 

is a World Development Indicator released by the World Bank.  

 

Gross National Income (GNI) per capita 

Asiedu (2002) has argued that market size is not an appropriate determinant for FDIs of 

developing countries due to the low-income levels of the inhabitants. In response to this argument 

and additionally to the GDP, we have incorporated the GNI per capita of the SSA countries as a 

control variable. This measure is chosen to also illustrate the income from abroad that a country 

receives opposed to the purely domestic production that the GDP includes. It can thus serve as an 

indicator of the quality of life of a citizen in a country since it reflects the average income 

(Bondarenko, 2019). However, even though the country might be well-earning on average 

according to this statistical measure, this might not represent the vast majority of the population 

adequately. Especially in developing countries such as most countries in SSA, there is a strong 

wealth inequality since most of the population lives in the poorest conditions whereas a minority 

is affluent. Therefore, the GNI per capita should only be seen as a rough indicator of the wealth 

of a nation since the affluence might be spread very unevenly (The World Bank Group, 2019h). 

 

The GNI per capita is a World Development Indicator released by the World Bank and just as the 

GDP, it is chosen as a control variable due to the limited influence a country’s government has 

on this factor. Here, the GNI per capita is calculated according to the Atlas method. This means 

that when the specific GNI per capita value is converted from the local currency into current US 

dollar, an Atlas conversion factor is used to acknowledge fluctuations in the exchange rates 

between the currencies. This is especially important in countries with a higher inflation rate as the 

Atlas method tries to eliminate changes in exchange rate caused by inflation (The World Bank 

Group, 2019d). The adjustment to current US dollar is ensuring the comparability between 

nations. 
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Natural resource rents 

As described in section 2.2.2. natural resource-seeking motives describe one motivation for FDIs. 

When investors are resource-seeking they either want to exploit a resource that is not available in 

their home country or they want to acquire it due to a higher quality or lower costs in the FDI host 

country (Dunning, 1998). Several researchers have discussed this motive for FDIs. In the case of 

developing countries, which include all SSA countries, it is often believed that FDIs are mainly 

driven by the availability of natural resources in that country (Asiedu, 2002). Kolstad and Wiig 

(2012) for example found that China often invests in African countries with poor institutions but 

many natural resources. As a result, a positive relationship between natural resource rents and 

FDI flows is assumed. 

 

In order to incorporate the findings of previous literature, we also included a variable that serves 

as a proxy for the motive of MNEs which invest to exploit natural resources. We have thus 

included total natural resource rent (as share of GDP) as one control variable in our analysis. Since 

the natural resource endowment is a given factor in a country, there is again no influence of the 

government on this factor possible. As previously mentioned measures, the natural resource rent 

of a country is also a World Development Indicator published by the World Bank. It is calculated 

as the sum of oil, natural gas, coal (hard and soft), mineral and forest rents divided by the GDP of 

the country (The World Bank Group, 2019e). 

 

7.2.4. Data Limitations 

The data for both European and American investors used in the analysis stems from official 

sources such as UNCTAD reports on bilateral FDI flows and stocks as well as the Eurostat 

database. This is due to the fact that UNCTAD provides data for bilateral FDI flows only until 

2012. Hereby, UNCTAD uses the values that are being reported from the central banks of the 

SSA countries. However, when it comes to bilateral FDI flows, the investing country often reports 

different values than the country that receives the investments. This is mainly due to regional 

differences in the definitions of which elements are counted as FDI flows. Moreover, other 

deficiencies in documenting numbers on reinvested earnings, investments into subsidiaries by 

foreign parent companies, ventures of special purpose entities and others influence the different 

values reported (Gouel, Guimbard, & Laborde, 2012). 
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However, this issue of different values in both reporting nations is even greater in its extent for 

Chinese outward FDIs. Eurostat does not provide any data for Chinese investors. Furthermore, 

Chinese economic data reported by the government itself is considered to be rather unreliable 

although having improved its credibility in recent years (Owyang & Shell, 2017). Due to this, the 

China Africa Research Initiative of the Josh Hopkins School of Advanced International Studies 

compiles Chinese data from the “Statistical Yearbooks” and the “Statistical Bulletins of China’s 

Outward Foreign Direct Investment” in order to give a more accurate picture of the investment 

flows. Yet again, when comparing those numbers to the ones reported by the African countries 

there remains quite a significant difference (China Africa Research Initiative, 2019). 

 

In order to maximize comparability, we minimized the usage of different sources. Additionally, 

only the most credible and reputational sources were considered. Therefore, for the two Western 

investors, UNCTAD and Eurostat databases are taken into account, whereas the Chinese FDI flow 

data is coming from the China Africa Research Initiative. 

 

On a different note, a number of FDI flows into some countries are confidential or simply not 

available. This is especially the case for the American FDIs as a significant number of FDI flows 

is not presented on a bilateral basis. One of the reasons why an FDI flow is confidential is for 

example when only a single project was assembled in a country in a certain year. In turn, this 

would lead to a direct availability of data about a single investor and a specific project which 

authorities forbid to disclose (Deutsche Bundesbank, 2019). Hence, this also limits our analysis 

as for some years data will be left out. However, it can be argued that a single project in a 

respective year does not have too much explanatory power and is therefore not affecting our model 

significantly. 

 

Furthermore, South Sudan only gained independence from Sudan in 2011 so that data for this 

country is rather limited with first values for our variables being only available in 2012 or 2013 

(BBC News, 2018). Thus, Sudan values before the independence encompass the two states. 

 

Lastly, some SSA countries are not included into some rankings as they barely release any data. 

This is for example the case for Somalia where many of the independent variables are not 

available, e.g. the Ease of Doing Business rank or data on GDP and trade openness in earlier 
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years. The country is constantly ranked as having the highest corruption worldwide and other 

indicators suggest that the current state of the nation is not well. Apart from having almost no FDI 

flows in any year from any investor, the missing independent variables forced us to erase these 

rows of data for Somalia. 

 

7.2.5. Data Manipulation 

In order to use the collected data for our analysis, some data adjustments and manipulations were 

necessary. 

 

First of all, we calculated the logarithm of the FDI flow, GDP and GNI per capita variables. The 

logarithmic transformation was crucial in order to eliminate outlier observations from our data set 

by decreasing the variability of data. As will be seen in the descriptive statistics in section 7.3.4. 

especially these three variables fluctuated to a very large extent compared to all other variables. 

Thus, the logarithmic transformation also helps to make the data more interpretable. 

 

As described in the previous section, we furthermore were limited to some extent since several 

data points of FDI flows are confidential or not available. Especially for FDI flows from the 

American investors this constituted a recurring problem. This issue includes also values where 

there was 0 published as FDI flow. For these data points we were not able to distinguish whether 

the data was confidential or whether there was really no FDI flow in that year coming to the SSA 

country. Therefore, if FDI flows were confidential or 0 we had to leave these data points out of 

the analysis. Nevertheless, we used all available and non-confidential data from the official 

sources. Additionally, it is worth noticing that Stata automatically excludes all data points where 

an observation for one variable is missing. 

 

Furthermore, several negative values for FDI flows into SSA countries were observed in the 

selected years. According to the world bank “FDI flows with a negative sign indicate that at least 

one of the three components of FDI (equity capital, reinvested earnings or intra-company loans) 

is negative and not offset by positive amounts of the remaining components. These are instances 

of reverse investment or disinvestment”. As a result, negative flows have a real economic meaning 

(The World Bank Group, 2019g). We recognize this and have therefore included the negative FDI 
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flows in our initial data set but have excluded them from our regression analysis. We are 

convinced that this is appropriate since the reasons for disinvestment are sometimes very 

company-specific. They often have tactical and internal reasons rather than strategic and 

organizational ones as investments and do not necessarily have to be related to the circumstances 

in the FDI host country (Boddewyn, 1983). However, even if the circumstances in the host country 

are the crucial factor for a company to disinvest, there might be different determinants of the 

disinvestment decision compared to the ones of the investment decision. Furthermore, at the time 

where a disinvestment decision is made, a company has already taken the initial investment 

decision in the past which constitutes the focus of this analysis. Due to these reasons and the scope 

of our analysis, we have excluded the negative FDI flows or disinvestments to not bias the results. 

 

The Ease of Doing Business ranks as well as the corruption ranks, regulatory quality ranks, and 

political stability ranks are not changed in any way but are used as published. The variables, trade 

openness, mobile cellular subscriptions, inflation, and natural resource rent, are published as 

percentages and we also used these numbers unchanged. 

 

7.3. Methods 

The empirical model of this thesis is based on a panel data estimation. The following section will 

describe the chosen model and its application within the analysis. 

 

7.3.1. Panel Data 

We use a panel data regression analysis in order to understand the factors that determine FDI 

flows from the three largest investor groups to SSA countries. Panel data regression analysis is 

the appropriate method for our analysis since it allows several dimensions of data. This is in our 

case data collected for different countries and different factors for each country over a number of 

years, i.e. our independent variables. A panel data analysis further allows to conduct conclusive 

empirical research even if there are limitations in the time frame of the data which in our case is 

the limitation from 2006 to 2017 (Verbeek, 2008).  

 

Although panel data analysis was originally mainly used at a microeconomic level, it has become 

a practice to also use it on a macroeconomic level by pooling a time series of countries and factors 
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and analyse them simultaneously. As a result, panel data combines time-series and cross-sectional 

data. A further advantage deriving from this is that panel data allows the identification of certain 

parameters or questions, without the requirement to make restrictive assumptions. Furthermore, 

panel data makes it for example possible to analyse changes on a country level (Verbeek, 2008). 

By using panel data, we can further construe and verify more complex models than compared to 

only using times-series or cross-sectional data separately (Hsiao, 2003).  

 

Additionally, a panel data analysis allows to alleviate and sometimes to eliminate one of the major 

problems in econometric analyses. Since it utilizes information on the intertemporal dynamics as 

well as on the individuality of the entities or in our case countries, panel data analysis can control 

in a more natural way for effects of omitted (mismeasured or unobserved) variables (Hsiao, 2003). 

 

As stated above, the FDI flows for some countries and years that come from the three investor 

groups are not available due to confidentiality. Thus, our data set is an unbalanced panel data set. 

 

7.3.2. Linear Panel Data Models 

In general terms the formula for a linear regression model can be written as follows: 

O(* = 	a+ [(*\ ∗ b	 + e(*	     (7.1) 

Hereby, the index i (i = 1,…, N) denotes the country for which the data point is observed whereas 

the index t (t = 1,…, N) indicates the time period/year for which the data point is observed. The 

coefficient of the independent explanatory variable β measures the partial effects of [(*\ , the K-

dimensional vector of the explanatory variables, on O(*, the dependent variable. In a more precise 

model, β would be denoted as βit. However, in many empirical analyses there is the standard 

assumption that β is constant for all countries i and years t which is why the indices are omitted. 

The error term e(* accounts for factors that have an effect on O(* but are unobserved, e(* changes 

over time and for different countries (Verbeek, 2008; Wooldridge, 2013). 

 

In a panel data analysis such as the one we conduct, the observations cover the same countries 

over a certain time period. It is therefore often inappropriate to assume that there is no correlation 

among the error terms of different years observed. This is however one assumption of the ordinary 
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least squares (OLS) regression model. This is why using an OLS model on a panel data analysis 

like ours is often not appropriate (Wooldridge, 2013). 

 

7.3.2.1. Fixed Effects Model 

The fixed effects model constitutes a linear regression model where the intercept terms differ over 

individual units. The fixed effects estimator solves the problem of unobservable heterogeneity by 

transforming the model in a way that excludes cross-section variation. 

The model can be written as follows: 

O(* = 	a( + [(*\ ∗ b	 + C(*,												C(*~''&(0, à
<)   (7.2) 

If a( is treated as N fixed unknown parameters, the model is referred to as the standard fixed 

effects model. Here it is usually assumed that all [(* are independent of all idiosyncratic error 

terms C(* and that C(*	is independent and identically distributed over the years and countries of 

the data set. The fixed effects model removes the unobserved effect a(	prior to estimation by using 

a transformation. Additionally, time-constant explanatory variables are also removed along with 

a(  (Verbeek, 2008; Wooldridge, 2013). 

 

7.3.2.2. Random Effects Model 

In regression analyses, it is often assumed that all factors that have an effect on the dependent 

variable, but that are not included as regressors, can be adequately summarized by a random error 

term. Thus, the assumption is that the random factors a( are independently and identically 

distributed over individuals, or in our case the countries, included in the analysis. This approach 

assumes that the intercept terms differ over individual units (in our analysis: countries) but that 

they are distributed with mean µ	and variance `c<. 

The random effects model can therefore be written as follows: 

O(* = 	µ	 + 	[(*\ ∗ b	 + a( + e
(*
									a(	~''&(0, `c<)				d(*~''&(0, è

<)  (7.3) 

Here a( + e
(*  is an error term that is comprised of two components. The individual specific 

component a( does not vary over time and the remainder component e(* is assumed to be 

uncorrelated over time. This means that every correlation of the error terms over time is attributed 

to the individual effects a(. Both components are assumed to be mutually independent and 

independent of [(* (Verbeek, 2008). 
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7.3.2.3. Breusch-Pagan Lagrangian Multiplier Test 

The Breusch-Pagan Lagrangian multiplier test can be applied in order to decide whether to use 

the OLS regression model or the random effects model for a regression analysis. The null 

hypothesis of the test states that OLS regression effects is the preferred model which is the case 

when the error variances are all equal. The alternative hypothesis states that random effects model 

is the appropriate model which is the case when the error variances are a multiplicative function 

of at least one variable. If the null hypothesis is rejected, then the random effects estimator is 

consistent, and thus, the random effects model should be used. (Verbeek, 2008). 

 

We have conducted the Breusch-Pagan Lagrangian multiplier test in Stata. The test result is 

presented in table B 1 in appendix B. As expected from the explanations in section 7.3.2., the 

result revealed that we have to reject the null hypothesis when using our data set. Thus, the random 

effects model is the preferred model for our regression analysis when compared to the OLS model.  

 

7.3.2.4. Hausman Test 

In a further step, the Durbin–Wu–Hausman test (often referred to as Hausman test) can be applied 

in order to decide whether to use the fixed effects model or the random effects model for a 

regression analysis. The null hypothesis of the test states that random effects is the preferred 

model which is the case when [(* and a( are uncorrelated. The alternative hypothesis states that 

the fixed effects model is the appropriate model which is the case when [(* and a(  are correlated. 

The test compares two estimators: The fixed effects estimator fghi is consistent under both the 

null and the alternative hypothesis, so independent of the questions whether xit and αi are 

correlated. The random effects estimator fgji is consistent only under the null hypothesis, so when 

xit and αi are correlated. When there is a significant difference between the two estimators, so 

fghi −	fgji ≠ 0, then it is unlikely that the null hypothesis will hold. If the null hypothesis is 

rejected, then the random effects estimator is not consistent, and the fixed effects estimator should 

be used (Verbeek, 2008). 

 

We have conducted the Hausman test in Stata for our data set. The test result is presented in table 

B 2 in appendix B and it revealed that we have to accept the null hypothesis. This means that the 
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random effects model is the preferred model for our data set when comparing it to the fixed effects 

model. 

 

7.3.3. Robustness 

As described in section 7.1., the independent variables are expected to affect the FDI flows, the 

dependent variable, within the subsequent year since FDI decisions are made on the basis of 

available – hence historical – data. In order to account for this observation, we have included a 

one-year time lag between the dependent and the independent variables which also supports our 

results regarding robustness. Factors that might influence the robustness of our panel data analysis 

are endogeneity and heteroscedasticity of regressors. 
 

7.3.3.1. Endogeneity 

The term endogeneity describes the situation where an explanatory variable is correlated with the 

error term. Thus, such a variable is an endogenous explanatory variable which can lead to 

inconsistent coefficient estimators. The most important reasons for endogeneity can be found in 

simultaneity, multicollinearity, omitted variables or measurement errors (Verbeek, 2008). 

 

Simultaneity 

Simultaneity occurs when the dependent variable A and independent variable B are jointly 

connected with each other. As a result, A causes B but B also causes A (Verbeek, 2008).  

 

As stated in section 7.2.3.1. and 7.2.3.3. there is a bi-directional connection between the variables 

trade openness and FDI flows as well as GDP and FDI flows. In order to resolve this issue, we 

have included a one-year time lag between the dependent and independent variables. Due to the 

year delay, it is impossible to have simultaneity. For example, the trade openness in year 1 might 

have an effect on the FDIs in the following year 2. However, it is impossible that the FDIs in year 

2 affect the trade openness of the previous year 1. This holds for all our independent variables. 

 

Multicollinearity  

Multicollinearity occurs when two or more explanatory variables in the model are highly 

correlated, meaning that there is an approximate linear relationship among them. This poses a 
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problem since the high correlation makes it difficult to identify the individual impact one variable 

has. Unreliable regression estimates would be the consequence (Verbeek, 2008).  

 

In our analysis we have included an interaction term between trade openness and natural resource 

rent which makes it more likely that multicollinearity is in fact an issue. The correlation matrix 

(table 6 in section 7.3.4.) shows that there exists in fact an extreme correlation between natural 

resource rent and the interaction term of 0,935. However, according to Verbeek (2008), a large 

number of observations as well as sufficient variation in the correlated variables can also help to 

get sensible results. In all our analyses we examine between 100 and 800 observations and also a 

certain variation in the data. Furthermore, we have included different variations of our model in 

order to check our results for robustness. If variables were in fact highly correlated, they are 

exchanged as part of the robustness tests and are not included simultaneously in the analyses. 

 

Thus, the generally moderate variable correlations in combination with the different robustness 

checks and the large data set ensure that our results are reliable without multicollinearity being an 

issue. 

 

Omitted Variables 

Omitted variables are variables that are not included in the analysis but that are relevant 

explanatory variables for the dependent variable. As a result, the quantity of the variables on the 

right-hand side of the equation is larger than assumed. A bias due to omitted variables can also 

occur when there are any unobservable omitted factors not included in the model which are 

correlated with at least one explanatory variable. This issue is also referred to as “unobserved 

heterogeneity” and can cause the model to give incorrect importance to differences in the included 

explanatory variables (Verbeek, 2008). 

 

As with any model, it is important to consider whether an important variable might have been 

omitted in our model. We hereby acknowledge that a statistical model cannot act as a substitute 

for a thought-out research design that includes all variables with a substantive meaning. Hence, 

we have conducted thorough research after which we were able to identify the variables specified 

in section 7.2.3. as the relevant ones for our analysis. Additionally, as explained in section 7.3.1., 
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panel data analyses like ours reduce the issue of omitted variables since they utilize information 

on the intertemporal dynamics as well as on the individuality of the countries. 

 

Measurement Error 

A measurement error occurs when a variable cannot be measured absolutely accurate for example 

due to misreporting. If a measurement error of a variable exists, then the coefficient estimators of 

the regression results might be inconsistent (Verbeek, 2008). 

 

As stated in section 7.2.4., different countries report FDI flows based on different assumptions 

and especially Chinese FDI reports have to be used and interpreted with caution. Nevertheless, 

all data we used stems from official and the most credible institutions such as Eurostat, UNCTAD, 

the World Bank or national banks which is why concrete measurement errors cannot be verified 

for our variables. 

 

7.3.3.2. Heteroscedasticity 

For standard error component models such as the one displayed in equation (7.1), there is the 

general assumption that the variance of the error term e(*  is constant over time and unit (in our 

analysis: countries) meaning that homoscedasticity is present. However, this assumption might be 

too restrictive for panel data. In this case, the cross-sectional units may be varying in size and 

therefore also display different variation. If homoscedasticity is assumed although 

heteroscedasticity is present, the regression results will show consistent estimates of the regression 

coefficients. However, the estimates will not be efficient. Additionally, the standard errors will be 

biased (Baltagi, 2005). 

 

In order to account for the limitations of the regression results given that heteroscedasticity is 

present, we tested for heteroscedasticity within Stata using the Breusch–Pagan/Cook–Weisberg 

test. The result is displayed in table B 3 in appendix B. It is revealed that within our data set, 

heteroscedasticity is in fact present. We have therefore implemented robust standard errors in all 

analyses in order to ensure that our results are not biased due to heteroscedasticity. 
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7.3.4. Descriptive Statistics 

Descriptive statistics are used in order to compile and define the data and data ranges that are 

utilised in the sample. Hereby, no further assumptions are made from the sample, but rather mere 

quantitative computations are carried out (Hebl, n.d.). We apply descriptive statistics in order to 

give a first overview of the data set and to obtain a general idea about ranges, means as well as 

deviations. Table 5 presents the descriptive statistics of our analysis and reveals that we have a 

diverse data set with great variations in the different variables. 

 
Table 5: Descriptive statistics 

Variables Observations Mean Std. Dev.  Min Max 
Dependent variables      
European Outward FDI Flows 444 267,2732 1.756,7280 -11.431,73 24.551,13 
American Outward FDI Flows 203 120,4176 538,8090 -1.122,247 5.003,00 
Chinese Outward FDI Flows 441 66,8170 260,0153 -814,91 4.807,86 
 
Independent variables      
Economic measures      
Trade Openness 494 0,7721 0,3773 0,1910 3,1135 
Ease of Doing Business 499 136,9459 40,9956 17 189 
Mobile Subscriptions 522 0,5555 0,3750 0,0110 1,6228 
Inflation 506 0,0814 0,1607 -0,2969 2,7335 
 
Political measures      
Corruption 509 115,4558 39,8875 29 182 
Regulatory Quality  519 28,6997 18,5544 0,4739 83,6539 
Political Stability 516 33,7201 22,4931 0,4762 93,75 
 
Control variables      
GDP 512 3,04E+10 7,58E+10 4.264,0110 5,68E+11 
GNI per Capita 505 2.134,614 2.904,258 150 14.130 
Natural Resource Rents 513 0,1454 0,1311 0,0000 0,6012 

 

FDI flows 

The number of observations for American FDI flows differs significantly from the number of 

flows available for Chinese and European outward FDIs. There are 203 American FDI flow 

observations attainable compared to the 444 or 441 for European and Chinese FDI flows 
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respectively. This is due to the high number of confidential values for American investors that are 

not available to the public and that cannot be obtained in any other way from a reliable data source. 

 

When comparing the three investor groups’ yearly FDI flows with each other, it can be observed 

that flows from the European investors are on average the highest with 267 million US dollar per 

year while Chinese FDI’s come in at almost 67 million US dollar which is about half of the 120 

million US dollar that American investors grant to a certain country on average. This underlines 

the fact that although Chinese FDI flows into the SSA region might be growing, average outward 

flows over the past eleven years indicate a smaller overall proportion of inward FDI flows to SSA. 

 

Both minimum and maximum values for European investments in SSA are represented by FDIs 

into South Africa. The maximum in 2014 and the minimum in 2015 are both by far the biggest 

and smallest values among the complete FDI flow data we use in this thesis and represent outliers. 

Also, for Chinese FDI flows both the maximum and minimum amount goes to South Africa, while 

both extreme values from American investors went to Nigeria. 

 

Trade openness 

The highest values in trade openness are mainly achieved by economically rather small nations 

like the Seychelles or Liberia. This highlights a very high dependency on trade openness as the 

value of imports and exports is around two to three times the amount of the GDP.  

 

Ease of Doing Business 

The very diverse scale of SSA countries and their differences is represented in the Ease of Doing 

Business rank. Mauritius is the country that is constantly listed as the one with the best Ease of 

Doing Business score in SSA. On a global scale it achieved rank 17 in 2010 which equips 

Mauritius with the best conditions in the region for foreign businesses that want to start operations. 

Since Somalia is not included in the ranking, Chad occupied in 2014 the very last spot in the 

ranking at number 189, whereas Eritrea took over in 2015 and 2016 as the country with the worst 

Ease of Doing Business rank. 
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Mobile subscriptions 

The percentage range of the people who own a mobile cellular subscription varies greatly. 

Although generally, it can be said that the newer the data, the more mobile phone subscriptions 

there are, a clear difference between countries and their penetration of mobile services can be 

observed. While the minimum values of around one per cent are from Ethiopia and Eritrea in 2006 

and 2007, South Africa and the Seychelles show the most mobile cellular subscription rates with 

around 160 per cent in 2015 and 2016. 

 

Inflation 

For national inflation rates on the other hand, such a clear trend with historical growth rates cannot 

be detected. An absolute outlier is the inflation rate of South Sudan in 2016 with almost 273 per 

cent. Hereafter, the highest inflation rates are observed in Guinea and Zimbabwe with 100,6 and 

95,4 per cent respectively. The other end of the scale however, is even showing a deflation. With 

a negative inflation rate of almost 30 per cent in 2015 in the Republic of Congo, the state was 

subject to the heaviest deflation of the SSA region. 

 

Corruption and regulatory quality 

For the political measures on the other hand, corruption ranks, and regulatory quality scores 

suggest an overall poor performance of SSA countries when being compared globally. Hereby, 

Botswana has consistently been ranked as the least corrupt country in SSA with the 29th global 

spot, while Somalia places last in all years at rank 182. Regarding the regulatory quality rank, 

Mauritius outperforms the rest of the SSA countries with Somalia and Eritrea scoring last in this 

regard. With 100 being the highest attainable score for regulatory quality, the average score of 

28,7 for SSA does not present overall favourable regulatory factors for the region. 

 

Political Stability 

The political stability of a country also includes the absence of terrorism and violence so that a 

country with a low score is exposed to the highest level of such threats in the region. Interestingly, 

the highest scores are rather being achieved in the southern tip of the continent with Botswana 

and Namibia both occupying the top spots in SSA throughout the years and representing the 

highest historical scores with 93,75 and 88,63 out of 100. Nonetheless, in recent years, Mauritius 

has improved its political stability and is therefore now the top-ranked country in SSA. Relatively 
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unsurprising is that Somalia and Sudan are ranked very poorly with 0,48 and 0,95 as worst 

obtained ranks due to their constant exposure to wars and civil wars. 

 

GDP 

GDP represents the market size in a relatively comprehensive manner which allows a 

straightforward comparison between countries. Interestingly, the biggest GDP amount in Nigeria 

in 2014 is more than 4.200 times the GDP amount in  São Tomé und Príncipe in 2006 representing 

the very diverse scale of economies this thesis is looking at. 

 

GNI per capita 

The GNI per capita paints a similar picture of the diversity among the nations in SSA. With an 

average of 2.134 US dollars per year for the overall region this is roughly represented by the 

numbers of Nigeria in 2010 or Sudan in 2016. The lowest GNI values are found in Burundi and 

Ethiopia starting from 150 US dollars. High-earning countries are the Seychelles as well as 

surprisingly Equatorial Guinea. Equatorial Guinea holds the maximum value of 14.130 US dollar 

and therefore should represent the wealthiest nation in SSA. However, as mentioned as a general 

problem with the GNI per capita, the wealth inequality is especially high in Equatorial Guinea. 

Therefore, the high GNI does not represent the situation appropriately since most of the population 

lives below the conditions of less-earning neighbouring countries (Bekele, 2017). 

 

Natural resource rents 

Rounding off the control variables is the natural resource rent that is lowest in Mauritius and 

highest in the Republic of Congo and Angola with around 60 per cent of the countries’ GDP 

coming from natural resources. Therefore, countries with a high natural resource rent depend 

economically on the extraction and cultivation of natural resources. However, the average country 

in the SSA region derives only around 14,5 per cent of their GDP from natural resources. 

 

Additionally to these descriptive statistics, the correlation matrix including all FDI flows from 

European, American and Chinese investors as displayed in Table 6 illustrates how the dependent, 

independent and control variables as well as the interaction term correlate with each other.
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Table 6: Correlation matrix for complete data set including European, American and Chinese FDI flows to SSA 

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) 

(1) FDI Flows (ln) 1,000            

(2) GDP (ln) 0,573 1,000           

(3) GNI per Capita (ln) 0,259 0,304 1,000          

(4) Natural Resource Rents (%) 0,123 0,003 -0,092 1,000         

(5) Trade Openness (%) -0,005 -0,370 0,446 0,258 1,000        

(6) Ease of Doing Business -0,197 -0,211 -0,504 0,442 -0,133 1,000       

(7) Mobile Subscriptions (%) 0,207 0,139 0,669 -0,208 0,314 -0,389 1,000      

(8) Inflation (%) -0,021 0,088 -0,144 0,071 -0,116 -0,061 -0,182 1,000     

(9) Corruption -0,010 0,100 -0,445 0,439 -0,295 0,740 -0,511 0,077 1,000    

(10) Regulatory Quality 0,134 0,146 0,439 -0,530 0,078 -0,835 0,478 -0,065 -0,809 1,000   

(11) Political Stability -0,070 -0,206 0,572 -0,291 0,445 -0,591 0,409 -0,079 -0,742 0,641 1,000  

(12) Trade Openness* Natural Resource Rents 0,104 -0,083 0,015 0,935 0,470 0,366 -0,105 0,020 0,312 -0,433 -0,146 1,000 
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7.3.5. Approach of the Regression Analysis  

After conducting the Breusch-Pagan Lagrangian multiplier test and the Hausman test, we 

identified the random effects estimation as the appropriate model for our analysis. Further, due to 

heteroscedasticity being present in our dataset, robust standard errors are used. In our analysis, 

model 1 displays the baseline model which is the random effects model including the control 

variables specified in section 7.2.3. In Model 2, we then include the independent economic 

variables. Afterwards, model 3 adds the control variables as well as the independent economic 

and political variables. Model 4 includes additionally to the variables of model 3 an interaction 

term between trade openness and the natural resource rent. The main regression is first conducted 

with a data set including the FDIs from all three investor nations/regions. Afterwards, this data 

set is splitted and the three investor groups are analysed separately. Thereafter, the results of the 

individual investors are compared and discussed. 

 

To ensure the robustness of this analysis, several robustness tests will be carried out afterwards. 

 

Firstly, we conduct our analysis including the four models again when splitting the data sets 

according to the top ten countries that possess the highest FDI stocks as of 2017 coming from 

European, American and Chinese investors and the remaining countries with lower FDI stocks 

from the three investor groups.  

 

Secondly, we exchange the interaction term between trade openness and natural resource rent with 

an interaction between regulatory quality and natural resource rent. We include this interaction 

term since previous researchers have shed light on a possible linked effect of these two 

explanatory variables on FDI flows. Kolstad and Wiig (2012) who investigated Chinese FDIs for 

example argue that more institutions – for which this thesis uses the regulatory quality of an SSA 

country as proxy – may increase productivity and reduce risks for investing MNEs. The authors 

find that the relation between “good” and “bad” institutions and a country’s natural resource 

endowment is significant when investigating Chinese FDI flows since Chinese MNEs typically 

invest into countries with a high natural resource endowment and bad institutions. 
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Thirdly, the variable government effectiveness is included in the analysis replacing the regulatory 

quality. These variables are interchanged and not included at the same time due to their high 

correlation of 0,910 (see appendix D). Thus, as explained above, multicollinearity is prevented. 

Additionally, the interaction term is changed to incorporate the newly introduced government 

effectiveness and the natural resource rent. As with the regulatory quality, government 

effectiveness is also a Worldwide Governance Indicator published by the World Bank. The 

government effectiveness rank “reflects perceptions of the quality of public services, the quality 

of the civil service and the degree of its independence from political pressures, the quality of 

policy formulation and implementation, and the credibility of the government's commitment to 

such policies” (The World Bank Group, 2019i). The rank indicated is a percentile rank among all 

countries where the range is from 0 (lowest rank) to 100 (highest rank). Hence, a low rank 

indicates a high government ineffectiveness.  

 

Fourthly, we replace the corruption perception index as proxy for corruption with the Worldwide 

Governance Indicator “control of corruption” as ranks of the SSA countries. This factor “reflects 

perceptions of the extent to which public power is exercised for private gain, including both petty 

and grand forms of corruption, as well as "capture" of the state by elites and private interests” 

(The World Bank Group, 2019i). As for all Governance Indicators, the ranks are allocated from 

0 to 100 (lowest to highest rank) and data is published by the World Bank. Similar to regulatory 

quality and government effectiveness, the corruption perception index and control of corruption 

ranks are highly correlated with a correlation coefficient of -0,941 (see appendix D) and therefore 

not included simultaneously to prevent multicollinearity. The negative coefficient can be 

explained with the setup of the variables. Whereas the corruption perception index indicates more 

corruption in a host country the higher the number of its rank, a higher control of corruption score 

indicates less corruption in a host country; thence, the inverse relationship. 
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8. Results of the Regression Analysis 
 
Within this section, we will present the results of our regression analysis. Hereby, we will assess 

the question what factors determine the FDIs from European, American and Chinese investors to 

SSA. We will furthermore investigate which similarities and differences in these factors can be 

identified for the three investor nations/regions. In order to answer these questions, we apply the 

model described in section 7.1. to the collected data set as described in section 7.2.  

 

As indicated by the the test results of the Breusch-Pagan Lagrangian Multiplier and the Hausman 

test, the applicable estimation method in this study is the random effects model. We therefore use 

this model in order to explore the relationship between our dependent, explanatory and control 

variables and analyse the impact of these time-varying variables. Furthermore, robust standard 

errors are utilised in order to do justice to the heteroscedasticity present in our data set. 

 

 

8.1. Determinants of FDIs to SSA 

The main results of the regression analysis when investigating total FDI flows coming from 

European, American and Chinese investors collectively are presented in table 7. Hereby, the 

complete data set analyses 46 out of the 48 SSA countries. The two missing countries are Somalia 

and South Sudan which were not included as there was data missing for at least one factor in each 

year of our observation period.  

 

8.1.1. Overview of Results for FDI Determinants 

Within model 1 we regress the three control variables GDP, GNI per capita and natural resource 

rent. Hereby, the coefficients of GDP and GNI per capita prove to be statistically significant. 

While the coefficient of GDP is significant at a 1%-level, the GNI per capita coefficient shows a 

5%-level significance. Additionally, both variables exhibit a positive coefficient, meaning that a 

higher GDP and a higher GNI per capita both lead to higher FDI flows. Therefore, the results of 

model 1 for both of these factors are in line with our expectations.  
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Table 7: Result of regression analysis for complete data set 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  0,94633*** 
(0,09853) 

1,01754*** 
(0,10059) 

1,00984*** 
(0,10624) 

1,01770*** 
(0,10573) 

GNI per Capita 0,33177** 
(0,13350) 

-0,29207* 
(0,16299) 

-0,23246 
(0,17906) 

-0,23542 
(0,17928) 

Natural Resource Rents 0,50740 
(0,70339) 

0,53242 
(0,82686) 

0,61047 
(0,89340) 

3,37946* 
(1,86754) 

Trade Openness  1,00215*** 
(0,38416) 

1,01033*** 
(0,38854) 

1,37738*** 
(0,42536) 

Ease of Doing Business  -0,00183 
(0,00274) 

-0,00125 
(0,00332) 

-0,00041 
(0,00335) 

Mobile Subscriptions  0.99138*** 
(0.28205) 

0,89578*** 
(0,27280) 

0,89432*** 
(0,27155) 

Inflation  -1,29052** 
(0,57266) 

-1,21740** 
(0,56442) 

-1,15360** 
(0,56383) 

Corruption   -0,00316 
(0,00387) 

-0,00268 
(0,00387) 

Regulatory Quality   -0,00013 
(0,01192) 

0,00201 
(0,01191) 

Political Stability   -0,00534 
(0,00748) 

-0,00545 
(0,00747) 

Trade Openness*Natural Resource Rents   -2,69999* 
(1,57640) 

Constant -21,05311*** 
(2,10249) 

-19,27251*** 
(2,38006) 

-19,01463*** 
(2,41273) 

-19,76224*** 
(2,48858) 

 
    

Number of countries 47 46 46 46 
Number of observations 807 777 769 769 
Overall R-squared 0,3412 0,3897 0,3920 0,3898 

Note:  Robust standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
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In model 2 on the other hand, the four independent economic variables trade openness, Ease of 

Doing Business, mobile cellular subscriptions and the inflation rate are added to the first model. 

The coefficient of GDP remains positive and significant, whereas the GNI per capita is now only 

showing significance on a 10%-level and also changed the sign of the coefficient to a negative 

one. Apart from that, the coefficients of trade openness and the mobile cellular subscription rate 

are significant at a 1%-level and inflation is significant at a 5%-level. These three economic 

variables have a coefficient that is in line with our expectations as trade openness and mobile 

subscriptions have a positive impact on FDI flows and a higher inflation would negatively 

influence FDI inflows into SSA. 

 

When the three political measures are appended in model 3, results do not change significantly 

apart from the GNI variable sliding above the 10%-significance threshold and hence becoming 

insignificant. The coefficients of the variables roughly stay the same and only change minorly. 

Additionally, no significant influence can be observed from the three political variables. 

 

Finally, the interaction term between trade openness and the natural resource rent is added in the 

fourth model. Again, the coefficients of GDP, trade openness and mobile subscription rates 

remain significant at a 1%-level and have a positive sign. Also, the coefficient of inflation 

continues to be negative and significant at a 5%-level. The coefficient of the interaction term as 

well as the one of natural resource rent that forms part of the former, are significant at a 10%-

level. Interestingly, whereas both the natural resource rent as well as the trade openness are 

positively influencing FDI flows into SSA, the coefficient of the interaction term has a negative 

sign. The highest coefficient of factors that lower FDIs comes from the inflation rate where a 1 

per cent increase in inflation rate encompasses a 1,2 per cent decrease in FDI flows. 

 

Additionally, the coefficient of the constant is negative and significant within all four models. 

Although this is not feasible in reality, this in turn implies that with all other factors being zero, 

investors would disinvest from SSA. 
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8.1.2. Interpretation and Discussion of Results of FDI Determinants in SSA Countries 

8.1.2.1. Control Variables 

GDP 

The significance of the GDP in all four models suggests that FDIs into SSA countries are generally 

market-seeking. A possible explanation for this is that the consumer expenditure in SSA is 

growing rapidly. One reason for this is the quickly growing population in SSA which is expected 

to reach more than 1.3 billion consumers by 2030. As a result, SSA’s national economies are the 

fastest-growing worldwide with growth rates of five to six per cent as compared to the global 

average of two to three percent (Hatch, Becker, & Van Zyl, 2011). Thus, the increased purchasing 

power of the citizens in SSA countries sends a strong signal to foreign MNEs which become more 

attracted to invest mainly in horizontal FDIs. Although the GDP is a factor that governments 

cannot influence and hence represents a control variable in this analysis, we still included a short 

interpretation of this measure in order to present a full picture of important FDI determinants. 

 

GNI per capita 

The results for the GNI per capita in our complete dataset are very mixed. As the coefficients 

show a declining significance the more factors are added to the model, it proves that in an overall 

framework the GNI per capita is not a robust factor to explain FDI inflows from the three investor 

nations/regions. Interestingly though, the coefficients in models 1 and 2 that show a 5%- and 10%-

level significance respectively, have different signs as well. However, the non-robustness of the 

GNI per capita and its utilization as a control variable do not set the basis for a further investigation 

at this point. 

 

Natural resource rents 

This control variable possesses a positive sign for the coefficients in all four models. Nevertheless, 

the natural resource rent does not prove to be significant in models 1, 2 and 3. This is in contrast 

to our expectations and the findings of Asiedu (2006) who describes that the higher the natural 

resource endowment of a country the more FDIs it draws in. Our analysis, however, does not 

confirm that the investing behaviour is triggered by natural resource-seeking motives. A possible 

explanation for this is that only a few countries in SSA actually attract FDIs due to their natural 

resource endowment, whereas for the majority other factors such as market-seeking motives 



8. Results of the Regression Analysis 

 74 

dominate thus resulting in an insignificant coefficient. However, when including the interaction 

term between trade openness and natural resource rents in model 4 the results reveal a significance 

of the natural resource rent. This is also why we included a short interpretation of this variable 

although it only serves as control variable in this analysis. We will explain and interpret the 

changes when including the interaction term in section 8.1.2.4. 

 

8.1.2.2. Economic Variables 

Trade openness 

Trade openness proves to be significant within all models where it is included. Hence, it can be 

inferred that investors are encouraged to invest into countries in SSA through trade openness since  

investors can retain the benefit of established trade connections in their projects.  

 

A potential interpretation of the significance of the trade openness measure is that the investors 

seek for a vertical linkage of operations with the FDI host country due to efficiency-seeking 

motives. As a result, the host country would accommodate a certain production stage of a good 

produced by the investor through the FDIs. Thus, increasing operations in the host country go 

hand in hand with a higher demand for intermediary goods from the investing MNE abroad. This 

in turn leads to more trade between the two countries involved, accompanied by a higher trade 

openness of the host country. Furthermore, the investing company might be able to increase the 

visibility of its products in the host country through the FDIs and can therefore also export more 

end products to the host country. Hence, the investors might also follow market-seeking motives 

in this case. This argumentation is in line with the one from Aizenman and Noy (2006) who stated 

that more trade will lead to more vertical FDIs since this type encourages more trade. Therefore, 

the number of exports and imports will rise and hence the trade openness goes up, too. These 

results however show that it might be too simplified to look at trade openness and FDIs only in a 

one-directional way as there seems to be a self-reinforcing and bi-directional effect between the 

two. This observation is again similar to the one of Aizenman and Noy (2006). 

 

Ease of Doing Business 

The Ease of Doing Business could not be identified as a factor that determines FDIs into countries 

in SSA in any of the four models. Nonetheless, the Ease of Doing Business coefficient has a 
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negative sign in all models where it was included which would be in line with our expectations 

from section 7.2.3.1. Yet, as all models do not represent significant values for the rank, foreign 

direct investors seem to not pay particular attention to simpler business processes and are not 

greatly influenced by changes in the operational development.  

 

This result for FDI flows into SSA countries is in line with the findings of Jayasuriya (2011). 

Here, no significant relationship was found between the Ease of Doing Business rank and the FDI 

inflows in developing markets either. The author describes that this might be due to the fact that 

improvements in the ranking may not lead to enhanced experiences of all types of firms and that 

the policy implementation might be far away from the policy enforcement.  

 

Mobile subscriptions 

Mobile subscriptions as proxy for the infrastructural development proves to be a determinant in 

promoting FDIs to SSA countries. This result confirms our previous expectations which stated 

that infrastructural advancement promotes FDI flows. 

 

An explanation for this is that an enhanced infrastructure in an SSA country increases the 

productivity of investments. Hereby, an improved transport and communication infrastructure 

will allow the countries in SSA to better participate on the global production networks by 

decreasing transportation costs for goods. Therefore, the productivity of a firm is increased in line 

with the improvement of other economic measures such as a higher employment and a higher 

return on investments such as FDIs. Additionally, especially in the case of telecommunication as 

infrastructural measure there is a network effect apparent. The value of having a mobile phone 

increases with a higher number of users and therefore the positive effect on FDIs will be enhanced, 

too (Estache & Fay, 2007) . 

 

Inflation 

The results for inflation show negative and significant coefficients in all models. Therefore, 

inflation is a factor that determines the FDI decisions of the included investors. The negative 

relationship states that SSA countries with higher inflation rates will receive less FDIs which is 

in accordance with our previously formulated expectations. This result delivers strong evidence 

that companies generally grant significantly less investments towards an SSA country if the 
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inflation rates increases since they fear the concomitant uncertainty and increasing transaction 

costs. Moreover, they seem to value security of the exchange rates with other currencies and 

believe that a low inflation rate in an SSA country goes hand in hand with adequate policies 

ensuring fiscal and monetary stability (Busse & Hefeker, 2007). 

 

8.1.2.3. Political Variables 

Corruption 

The results for the corruption variable as a determinant of FDIs show negative coefficients. They 

are therefore in accordance with our expectations which stated that a higher corruption level in a 

host country will lead to lower FDIs. Nevertheless, the coefficients are not significant in any of 

the models. As a result, investors seem to be generally not influenced by the levels of corruption 

in countries they want to invest in. 

 

A possible explanation for this investor behaviour is that it is not sufficient to consider the level 

of corruption in an SSA country but that investors additionally factor in the nature of the 

corruption when making FDI decisions. This argumentation was first formulated by Campos, Lien 

and Pradhan (2001). The researchers stated that more predictable corruption regimes which grant 

favors to those that are seeking for them will have less negative impact on the attraction of 

investment than less predictable regimes. Corruption levels in SSA countries are quite high on 

average as compared to the rest of the world and corruption is in general systematic and well 

organized since it has been existing for several decades. Warf (2017, p. 21) even identifies that in 

many African countries “grand corruption may be institutionalized as wholesale, well-organized 

kleptocracies designed to enrich a small elite at the expense of the public.” Hence, we conclude 

that the predictability of corruption is high in SSA countries. The argumentation of the researchers 

can thus be applied to the sample of SSA countries investigated in this analysis and might explain 

the insignificant results regarding corruption as a potential factor influencing FDI decisions. 

 

Regulatory quality 

Regulatory quality does not prove to be a significant factor for FDIs to SSA countries. Therefore, 

when generally wanting to attract new investors, the ability to introduce reasonable policies does 

not seem to play a major role for countries in SSA. 
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A possible explanation for this result could be that only establishing and implementing policies is 

not sufficient in order to attract investors. A more important criterion seems to be whether the 

policies are actually enforced within the FDI host country and can therefore be relied upon. 

 

Political stability 

Similar to the two political variables before, political stability does also not prove to be a 

determinant of FDI decisions made by the three large investor nations/regions into SSA countries 

on average. This result is unforeseen as we expected there to be a positive relationship between 

the level of political stability and FDI inflows into the respective SSA countries since the political 

stability would provide a safer environment for the foreign firms to operate in. 

 

Considering all of these results, no significant relations between any of the political variables and 

FDI inflows into SSA can be detected. This is not in line with our expected results. Nevertheless, 

in the progression of this analysis when splitting the total dataset into the subsets by individual 

investor sources, we gain more insights on the potential relevance of political factors. Thus, the 

role of the political factors should not be neglected as of now. Since for different investing regions 

the prioritization of political factors might be skewed in the overall dataset, an individual analysis 

will paint a clearer picture on those.  

 

8.1.2.4. Interaction Term 

After adding the interaction term between trade openness and natural resource rent in model 4, 

we arrive at a negative and significant coefficient for this term. In addition to the positive and 

significant coefficient of the trade openness, the natural resource rent coefficient becomes 

significant as well. This result also shows that it was premature to neglect the joint influence of 

trade openness and natural resources on investors’ FDI decisions. As a matter of fact, it 

demonstrates that the effect that trade openness has on FDIs depends on the natural resource 

abundance of the host country and vice versa. 

 

Through the negative coefficient of the interaction term, we can observe that the effect of available 

natural resources on FDIs decreases with an increase in trade openness in a host country. A 

potential justification for this is that the more natural resources an SSA country possesses, the less 
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FDIs are desired so that the host country can extract and profit from the available natural resources 

themselves by trading them. This interpretation is based on the understanding of Kolstad and Wiig 

(2012) who investigated the determinants of Chinese FDIs. 

 

Moreover, as a representative for the natural resource sector, the majority of oil companies are 

state-owned enterprises and control the greater part of the fossil fuel reserves (Extractive 

Industries Transparency Initiative, 2019). Thence, the possibilities for investors to invest into 

these business areas are limited as the states themselves will probably not let their protected 

industries fall into the hands of foreign investors. This implies, that the SSA states will rather 

export their natural resources themselves which will lead to an increase in trade openness. 

 

Apart from that, the sign of the overall effect of trade openness on FDIs depends on the natural 

resource endowment in a host country. When calculating the derivative of the FDI equation from 

section 7.1. one can see that the direct effect of trade openness on FDIs is 1,377 whereas the 

indirect effect as displayed in the interaction term is -2,699 times the natural resource endowment. 

Thus, the overall effect of trade openness is 0 when the factor for natural resource rents is 

(1,377/2,699). This also indicates that the overall effect of the trade openness is negative when 

the natural resource rent is higher than (1,377/2,699) and the overall effect is positive when the 

natural resource rent is lower than (1,377/2,699). The same holds (with a threshold of 

(3,379/2,699)) when looking at the overall effect of natural resource endowment on FDIs which 

also depends on trade openness of a host country. 

 

 

8.2. Determinants of European, American and Chinese FDIs to SSA countries 

8.2.1. Overview of Results for European FDI Determinants 

The main results of the regression analysis when investigating European FDI flows to SSA are 

presented in table C 1 in appendix C. Hereby, the complete European data set analyses 45 out of 

the 48 SSA countries. The three missing countries are São Tomé and Príncipe, Somalia and South 

Sudan which were not included as there was data missing for at least one of the factors in each 

year of our observation period. 
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Within model 1 we again regress the three control variables, GDP, GNI per capita and natural 

resource rent. Compared to the case of all three investors put together, only the coefficient of GDP 

proves to be significant in the European case at a 1%-level. The other two control variables also 

possess positive but insignificant coefficients. Therefore, the sign of the coefficients is again in 

line with the expected outcome presented in section 7.2.3. 

 

When adding the economic measures in model 2, the results look slightly different. Even though 

the GDP coefficient remains positive and significant, now also the coefficient of GNI per capita 

is positive at a 1%-level. Interestingly, the coefficient of the GNI is negative, contrary to the first 

model and contrary to the expectations for this factor. All economic measures except for the 

inflation rate are statistically significant in model 2, with the Ease of Doing Business rank and the 

mobile cellular subscriptions rate being significant at a 5%-level. Trade openness displays a 1% 

statistical significance of its coefficient. Moreover, trade openness as well as mobile subscriptions 

show a positive coefficient with only the Ease of Doing Business having a negative sign. Again, 

this is conforming to our predicted outcomes. 

 

After computing the additional influence of the political variables on the other factors in model 3, 

no major changes in significance levels are observable apart from the coefficient of the Ease of 

Doing Business ranking becoming insignificant. The coefficient of corruption is just about to 

cross the 10%-threshold for significance and is therefore worth mentioning to have somewhat of 

an effect. Otherwise, all signs of the coefficients remain as before, too, with no significance being 

detected for the political measures. 

 

Model 4 with the interaction term paints a relatively similar picture as model 3 as the interaction 

term itself is not significant and hence, does not play a major role in interfering with FDI flows 

coming from Europe. Again, the corruption coefficient is with a significance of 0,104 just about 

to cross the 10%-threshold for significance. Within model 4, the trade openness has the highest 

coefficient that is significant and positive. More concretely, a 1 per cent increase in the trade 

openness goes hand in hand with a 1,4 per cent increase in FDI flows. 

 

Just as in the overall regression, the constant displays a negative and significant coefficient in all 

four models. 
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8.2.2. Overview of Results for American FDI Determinants 

The main results of the regression analysis when evaluating American FDI flows to SSA are 

presented in table C 2 in appendix C. Hereby, the model setup is the same as for the data set 

including all and only European FDI flows to SSA. 

 

In this data set 30 out of the 48 SSA countries are analysed. The 18 missing countries are Burkina 

Faso, Burundi, Central African Republic, Chad, Comoros, Eritrea, Eswatini, Ethiopia, Gambia, 

Guinea-Bissau, Lesotho, Mali, Niger, São Tomé and Príncipe, Sierra Leone, Somalia, South 

Sudan and Sudan which were not included as there was data missing for at least one of the factors 

in each year of our observation period. When comparing the data situation of the American data 

set to the two other analyses of the subsets, one can see that there are many missing values and as 

a result less countries are included. However, we collected all available and published data from 

official sources ensuring the best quality of the analysis possible. 

 
The regression for model 1 shows a significance to some extent for all of our control variables. 

Further, all coefficients are positive. Contrary to all previously tested models in the overall data 

set as well as the European subset, GDP misses the 10% significance level slightly in model 1. 

 

However, in model 2 the coefficient of the GDP bounces back to its 1%-level of significance. 

While the GNI per capita coefficient remains positive and significant, the natural resource rent 

coefficient turns negative but also insignificant. The added economic variables all display 

significant coefficients apart from the Ease of Doing Business variable. In line with our 

expectations, trade openness affects FDI flows positively in the case of American investors while 

a higher inflation rate causes FDI flows to decrease. Strikingly, the mobile cellular subscriptions 

variable has a negative coefficient that is significant at the 5%-level. This is surprising since we 

expected FDI flows to go up when the host country can provide a better infrastructure. 

 

Model 3 shows that the American investors seem to be influenced in their investment decisions 

by political factors since they are all significant. Neither the complete data set with all three 

investors nor the European investors individually were showing significant levels for any political 

factor in model 3. Apart from that, all three coefficients for the political variables show a negative 

sign. For corruption this is the presumed outcome whereas a negative coefficient for regulatory 
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quality and political stability is contrary to what we expected. Since a higher score in the 

regulatory quality and in the political stability demonstrate a higher ability to introduce effective 

policies and a more stable environment without violence and terrorism, it was believed that these 

coefficients will have a positive sign. Lastly, apart from inflation losing its significance, no other 

factor either becomes significant, loses its status of significance or changes the sign of its 

coefficient. 

 

Introducing the additional interaction term in model 4 does not change the overall outcome when 

comparing it to model 3. Apart from some changes in the significance levels, no coefficient that 

is significant changes its sign and all coefficients remain in a similar scope. Hereby, the trade 

openness has again the highest coefficient which is positive and significant. This is similar to the 

result observed for European investors. On the other hand, surprisingly the mobile subscription 

rate is the factor that lowers FDIs into the SSA region if the variable itself increases. 

 

As in both sections before, the constant is highly significant and negative in all cases except for 

model 1 where significance is down to the 10%-level. Therefore, American investors would 

disinvest in SSA in the unlikely if not impossible case of all other factors being zero. 

 

However, as our sample size for American investors is significantly lower than the data sets for 

European and Chinese investors, it needs to be highlighted that our results might need to be taken 

with a certain caution. The smaller sample size could skew the results and may not provide as 

adequate as an overview as the regressions of the European and Chinese FDI flows. 

 

8.2.3. Overview of Results for Chinese FDI Determinants 

The main results of the regression analysis when investigating Chinese FDI flows to SSA are 

presented in table C 3 in appendix C. Hereby, the model setup is the same as for the three previous 

data sets. In this data set 45 out of the 48 SSA countries are analysed. The three missing countries 

are São Tomé and Príncipe, Somalia and Eswatini which were not included as there was data 

missing for at least one of the factors in each year of our observation period.  
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The results for model 1 in this regression reveal that just as for the European data set, only the 

GDP proves to be significant at a 1%-level with a positive coefficient. This is again reinforcing 

that a higher GDP attracting more FDIs is also true for Chinese investors. The coefficients of the 

other two control variables are also positive but insignificant. Therefore, the signs of the 

coefficients are again as previously expected. 

 

When adding the economic measures in model 2, the results look slightly different. The GDP 

coefficient remains positive and significant, and additionally the coefficient of GNI per capita 

becomes significant at a 5%-level. As in the European case, the coefficient of the GNI is negative, 

contrary to the first model and contrary to the expectations for this factor. The economic measures 

for mobile subscription and the inflation rate are statistically significant in model 2 at a 10%-level 

and a 5%-level. Both signs of the coefficients are as previously expected meaning that more 

mobile subscriptions increase the level of FDIs whereas a higher inflation rate will decrease the 

attraction of them. 

 

After additionally including the political variables in model 3, there are no major changes in 

significance levels observable, just as in the European case. Furthermore, all signs of the 

significant coefficients remain as before, and no significance can be observed for any of the 

political measures. 

 

When adding the interaction term between trade openness and natural resource rents in model 4, 

the results stay very similar as compared to model 3. Additionally, the interaction term itself is 

significant at a 1%-level with a negative coefficient. It therefore plays a major role in interfering 

with Chinese FDI decisions. Additionally, the two variables that are included in the interaction 

term become significant, too. Whereas the positive coefficient of natural resource rents now 

displays a significance at the 1% level, the positive coefficient of trade openness just slightly 

misses the 10%-threshold for significance. Therefore, leaving out the interaction term in the 

Chinese case would limit the results. 

 

Contrary to the findings of European and American investors, trade openness does not have the 

highest coefficient in model 4 and a positive change in this variable therefore does not result in 

such a drastic positive impact on FDI growth as in the previous cases. Moreover, the Chinese 
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scenario does not show significant levels below the 10 per cent threshold for the coefficient of 

trade openness. For Chinese investors the highest significant coefficient is the natural resource 

rent. However, the overall effect of the natural resource rent in model 4 is also determined by the 

trade openness due to the interactional effect of both factors. Therefore, an individual 

representation of the specific effect of the natural resource rent on FDI flows into SSA should not 

be made. The inflation rate on the other hand, can be inspected individually and shows the highest 

negative and significant coefficient for Chinese investors in model 4. Here, a 1 per cent increase 

in the inflation rate of an SSA country results in a 1,4 per cent decrease of FDIs. 

 

Just as in all previous regressions, the coefficient of the constant is negative and significant in all 

four models. 

 

 

8.3. Comparison and Discussion of Individual Investor’s FDI Determinants 
 
8.3.1. Control Variables 

GDP 

The significance of the coefficient of the GDP is apparent for all three investors individually and 

throughout all models tested in this regression. This proves that European, American as well as 

Chinese investors are also individually attracted to invest in SSA countries due to consumer-

oriented and thus market-seeking motives. Such investments will be mainly horizontal FDIs since 

MNEs can duplicate their current offerings in a new market and thus increase their customer base. 

This gives an interesting insight even though it is not the main focus of this analysis since GDP 

is a control variable in this analysis and factor that policymakers and governments of the SSA 

countries can hardly influence. 

 

GNI per capita 

As described in the previous analysis that looked at all investors, the results for GNI per capita 

are very mixed and therefore hard to interpret. Thus, a closer look into the individual investor’s 

results gives us a clearer picture of the differences in investor priorities. While the coefficient of 

the GNI per capita is positive and significant in the case of American investors, the same notion 

as with the GDP is confirmed that American FDIs are market-seeking. However, the data sets 
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looking at European and Chinese FDI flows show a negative and significant coefficient which 

could indicate a higher aversiveness of the investors towards higher earning countries as FDIs 

rather go into countries where the wages are low. Thus, when combining these different 

viewpoints, the overall data set showed a negative but insignificant coefficient. Nevertheless, this 

is again an incidental finding and therefore not dispositive in this analysis. 

 

Natural resource rents 

Opposed to our previous expectations, the natural resource rent of an SSA country does generally 

not have an impact on the investment decisions of neither, European, American nor Chinese 

companies. Therefore, it seems that none of the three investors are pursuing natural resource-

seeking motives in general when investing in the SSA countries. Since previous studies have 

found a significant relationship between the natural resource endowment in an SSA country and 

its FDI attraction, we explain our differing results as follows. As explained above, we have in our 

analysis included all countries of the SSA region. Contrary to this, for example Asiedu (2006) 

who found that large natural resource endowments promote FDIs only included 22 countries of 

the SSA region in her analysis. We therefore believe that there are some countries in SSA which 

attract FDIs due to their rich natural resource abundance. However, this does not hold for all 

countries in SSA. This is underlined by the rather low average of the natural resource rents which 

was 14,5 per cent when looking at all SSA countries. The results from Asiedu might be therefore 

biased due to the sample selection of SSA countries. Apart from that, it might be that investors 

shifted their investment focus since the analysis of Asiedu was conducted in 2006. As part of a 

diversification strategy and falling commodity prices since then, investors could have decided to 

rather invest into other sectors than the ones exploiting natural resources which would explain the 

insignificance of the coefficient in our sample. Still, since the natural resource endowment cannot 

be influenced by the government of a country, this is not the main focus of this analysis but rather 

an interesting secondary finding. 

 

Additionally, in the case of Chinese corporations which invest in SSA countries, the interaction 

term between trade and natural resource rents shows that it is too restrictive to only look at the 

natural resource endowment of a country individually. In fact, one has to investigate the trade 

openness and the natural resource rents of the SSA countries together in order to properly interpret 

the determinants of Chinese FDIs which we will do in section 8.3.4. in more detail. 
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8.3.2. Economic Variables 

Trade openness 

When looking at the trade openness measure for the three investors individually, we found that 

the results on the overall data set were triggered by European and American investors. The 

individual analyses showed that European as well as American companies are attracted by more 

trade openness of a host country when investing in the SSA region. Thence, trade openness proves 

to be a determinant of their FDI decisions and the same argumentation for this result as for the 

result in the complete data set holds.  

 

The results for Chinese investors do not attain the same findings as the ones for European and 

American investors. In this case, trade openness does not prove to be a robust and significant 

determinant of FDI decisions made. Only when including the interaction term trade openness 

becomes a significant measure. We will discuss this finding further in section 8.3.4. 

 

Ease of Doing Business 

As in the regression including all three investors, we are generally not able to identify the Ease of 

Doing Business rank as a determinant of FDI decisions into SSA countries when investigating the 

three investor nations/regions individually. Nevertheless, all coefficients in the three regressions 

were negative or very close to zero which is in line with our previous expectations stating that a 

worse Ease of Doing Business ranking would lead to lower FDIs. Even though we find a 

significance for the Ease of Doing Business in model 2 for the European investor case, it does not 

prove to be robust as with the addition of political factors, the significance disappears. Therefore, 

the insignificance of the coefficients shows that neither European, American nor Chinese 

investors are particularly attracted to invest larger amounts if an SSA country simplifies its 

business environment and the processes attached to it. This is an interesting finding since one of 

the purposes of the Ease of Doing Business Index is to influence the business decisions of large 

companies which it does not seem to fulfil in the case of FDI decisions into SSA countries (The 

World Bank Group, 2019c).  

 

As explained above, these findings are in line with the ones of Jayasuriya (2011) who was also 

not able to prove a higher attraction of FDIs due to a better Ease of Doing Business score for 84 



8. Results of the Regression Analysis 

 86 

countries worldwide which he selected due to data availability. He explained his results with the 

fact that a policy implementation might not equal the actual policy enforcement in which 

companies are primarily interested and which is not included as a factor in the Ease of Doing 

Business rank. Additionally to his explanations, we gain an understanding of these results when 

considering the novelty of the Ease of Doing Business ranking which was only established in 

2006. Therefore, the Ease of Doing Business rank was newly established in the same year as the 

observations in our data sets start. As a result, it might be too early to see an effect of the Ease of 

Doing Business rank of an SSA country on the decision-making processes of international 

investors since it takes time to build trust in and rely upon such a newly established ranking when 

deciding about FDIs. 

 

Mobile subscriptions 

As expected from the results from the complete data set, the mobile subscriptions as proxy for the 

infrastructural development also prove to be a determinant in promoting FDIs to SSA countries 

when examining the three investors separately. Surprisingly, only in the cases of European and 

Chinese investors the infrastructural enhancement actually promotes the attraction of FDIs as 

stated by the positive and significant mobile subscription coefficients for these two data sets. In 

the case of American investors, however, the significant coefficients display negative signs 

meaning that more infrastructural development will actually prevent them from investing larger 

amounts into countries in SSA and instead repulse FDIs. 

 

The results for European and Chinese investors are again in line with our previous expectations 

and results. The investors seem to be attracted by the enhanced infrastructure since it can lead to 

improvements in investment returns and the general economic situation for the investors in the 

SSA host countries. Additionally, transportation and communication costs are reduced. 

 

The results for American investors however are contrary to this notion. A possible explanation 

for this is that American investors are actually deterred by an increased infrastructure network 

because they fear to lose their competitive advantage in a host country if transport and 

communication infrastructure is available to everyone including all potentially new investors. The 

generally raised productivity of all firms and the accompanying higher returns on investments 

might attract more investors, thereby leading to more competition for the most profitable 
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investments. This might influence American investors to prefer to have less infrastructure 

available when deciding about their FDI destinations. 

 

Inflation 

The inflation rate of our analysed SSA countries does not exhibit any relevant significance for 

European investors. American investors on the other hand show only a significant influence of 

the variable in model 2 so that we can assume that the factor is not robust and therefore does not 

play a major part in our overall analysis of the American investors.  

 

Therefore, the inflation rate only proves to be a significant determinant of FDI decisions made by 

Chinese investors. This also shows that the negative and significant coefficients in the analysis 

including all investors was only driven by the preferences of Chinese investors who value a lower 

inflation rate in their FDI decision making. This result reveals that Chinese companies are the 

only ones who value a better exchange rate security in line with the more adequate monetary and 

fiscal stability when comparing them to European and American companies. 

 

8.3.3. Political Variables 

Corruption 

The coefficients for corruption in the European and American setting are all negative and 

therefore move in the foreseen direction. For the data set including American FDI flows the 

coefficients are significant on the 5%-level whereas the results for European FDI flows show the 

significance only slightly above the 10%-level and are thus still considered to be significant. Thus, 

European as well as American investors generally value less corrupt governments and feel that 

their funds are better protected in a less fraudulent environment. This is also in accordance with 

Habib and Zurawicki (2002) who state that investors generally step away from more corrupt 

countries due to its riskiness, the costs associated with a corrupt government, i.e. paying bribes, 

and the difficulty of handling the unpredictability of corrupt leaders. 

 

Nevertheless, the results regarding corruption in a host country show different outcomes when 

investigating Chinese investors. Here, the coefficients for corruption are marginally positive 

which is contrary to our initial assumptions stating that a higher corruption level will lead to lower 
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FDIs in a host country. However, the coefficients are not significant in any model. As a result, 

Chinese investors are generally not influenced by the levels of corruption in SSA when making 

investment decisions. This finding is in accordance with the one of Chen, Dollar and Tang (2018) 

who discovered that Chinese investors are indifferent towards the corruption levels in a host 

country. Martin (2019) worded this more strongly by stating that “China doesn't care about how 

business is done as long as it is China's business.“ Although this statement puts this 

circumstance quite bluntly, it underlines the general notion regarding cooperations of Chinese 

companies.  

 

These findings also explain the results from the investigation including the joint FDI flows 

from all three investors. It seems that the influence of Chinese investors is very strong for this 

measure leading to an insignificant influence of corruption on FDI flows on an overall level. 

 

Regulatory quality 

As in the case of the complete data set, regulatory quality is no determinant of FDI decisions to 

SSA countries made by European and Chinese investors. Therefore, policy implementation again 

does not seem to be sufficient, but investors are rather looking for actual policy enforcement. 

 

In the case of American investors on the other hand, regulatory quality proves to be a determinant 

of FDI flows towards SSA countries. However, the negative coefficients within models 3 and 4 

are contrary to our previous expectations which assumed that a higher regulatory quality would 

attract more FDIs. American investors therefore seem to be slightly deterred by a higher 

regulatory quality in the host countries. A possible explanation could be that American investors 

are concerned that a higher regulatory quality can restrict their business operations in the host 

country. They might assume that a less regulated market enables them to operate more 

autonomously. 

 

Additionally, the US is especially known for valuing free market economies like their own. This 

includes that the government generally imposes as few restrictions as possible and has thus a low 

regulatory influence (Cooley & Laciak, 2018). It is therefore not too far-fetched to assume that 

American investors value this approach also when investing in foreign countries which is in line 

with the results regarding regulatory quality as determinant of American FDI decisions. 
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Political stability 

Similar to the findings regarding regulatory quality, political stability cannot be identified as FDI 

determinant for European and Chinese investors. 

 

Contrary to the two other investors investigated, American investors seem to be influenced by the 

political stability and the absence of violence and terror in an SSA country in their FDI decisions. 

However, as for regulatory quality, they seem to prefer a lower political stability in order to 

increase their investments in an SSA host country. This result is again surprising since companies 

are generally encouraged to invest in countries where they are confident about the future and 

where they are certain that it is hard to undermine businesses by political instability and thus 

unexpected changes in the economy (Goldsmith, 1987). However, the World Bank argues that 

political stability is often achieved by oppressing dissenting opponents and by having a political 

party in place that is not re-elected due to dictatorial structures. As a result, the political stability 

that is achieved is part of a double-edged sword. While political stability and the accompanying 

tranquil environment in a country constitute a desired status, a political stability achieved through 

oppressing opponents may still quickly lead to nepotism, inequality and legal impunity of some 

citizens (Hussain, 2014). This is a possible explanation of the motivation of American investors 

in granting more funds to countries with a lower political stability.  

 

Additionally, this explanation can also to some extent explain the non-significant results for 

European and Chinese investors. The companies might also see advantages as well as 

disadvantages of having political stability in an SSA country and therefore discard this criterion 

from their decision making. 

 

8.3.4. Interaction Term 

The interaction term between trade and natural resource rents which we included in model 4 does 

not significantly influence the FDI flows of European and American investors.  

 

However, in this case, Chinese investors distinguish themselves from the other investors 

examined. Looking at the Chinese data set clarifies that it was too restrictive to exclude the 

interaction term in the previous models. After adding the interaction term between trade openness 
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and natural resource rent, we again arrive at a negative and significant coefficient for this term. 

Additionally, the positive coefficients of the individual variables trade openness and natural 

resource rent become significant. Thus, the effect that trade openness has on Chinese FDIs 

depends on the natural resource abundance of the host country. Through the negative coefficient, 

we can observe that the effect of available natural resources on FDIs coming from Chinese 

companies decreases with an increase in trade openness in a host country. Apart from that, this 

shows that the results from the complete data set where the interaction term coefficient was 

significant, was mainly driven by Chinese investors. 

 

As in the case of the complete data set, the direction of the overall effect of the trade openness on 

Chinese FDIs depends on the natural resource endowment in a host country. The derivative of the 

FDI equation from section 7.1. shows that the direct effect of trade openness on Chinese FDIs is 

1,111 and the additional indirect effect is -5,028 times the natural resource endowment. Thus, the 

overall effect of trade openness is 0 when the factor for natural resource rents is (1,111/5,028). 

This also indicates that the overall effect of the trade openness is negative when the natural 

resource rent is higher than (1,111/5,028) and the overall effect is positive when the natural 

resource rent is lower than (1,111/5,028). The same holds (with a threshold of (6,408/5,028)) 

when looking at the overall effect of the natural resource endowment which also depends on the 

trade openness in a host country. 

 

 

8.4. Robustness of this Analysis 

In order to test these described results for robustness, we have conducted several robustness tests. 

As explained in section 7.3.5., we first conduct our analysis including the four models again when 

splitting the data sets according to the top ten countries that obtained the highest FDI stocks as of 

2017 coming from European, American and Chinese investors and the remaining countries with 

lower FDI stocks from the same investors (see appendix E for results). Secondly, we replace the 

interaction term between trade openness and natural resource rent with the interaction between 

regulatory quality and natural resource rent (see appendix F for results). Thirdly, the variable 

“government effectiveness” is included in the analysis as a replacement for regulatory quality. 

Due to their high correlation of 0,910 and the accompanying risk of multicollinearity, these 
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variables were not included at the same time. In addition to that, the interaction term is changed 

to incorporate the newly introduced government effectiveness and the natural resource rent (see 

appendix G for results). Thereafter, we replace the corruption perception index as proxy for 

corruption with the Worldwide Governance Indicator “control of corruption” as ranks of the SSA 

countries. Again, the high correlation of these two variables and the risk of multicollinearity 

prevented us from incorporating them both simultaneously (see appendix H for results). 

 

8.4.1. Split Samples 

Within the split sample robustness test, we split our four data sets according to the top ten 

countries that obtained the highest FDI stocks as of 2017 coming from the selected investors and 

the remaining countries with lower FDI stocks. When conducting the regressions for the two 

different types of host nations, clear differences can be observed. However, as the combination of 

the two split samples leads again to the four overall data sets analysed before, this first robustness 

check also serves as a measure to tie back the results and see the source of where certain 

significance levels arise. 

 

8.4.1.1. Split Sample of all Investors 

When splitting the complete dataset that includes all FDI flows from the three investor 

nations/regions into the top 10 recipient countries and the remaining nations, FDI stock data for 

2017 from the three investor countries and regions are summed up to derive the 10 most invested 

in SSA countries. The ten SSA countries with the most FDI stock from European, American and 

Chinese investors that are analysed in table E 1 in appendix E are Angola, Côte d’Ivoire, 

Democratic Republic of the Congo, Ghana, Nigeria, Mauritania, Mauritius, Republic of Congo, 

South Africa and Zambia. The results for the remainder of the SSA countries are displayed in 

table E 2. However, as again some data is missing, confidential or simply not available, two 

countries are not included in the split sample. These are South Sudan and Somalia. 

 

Interestingly, it is revealed that the significant economic variables trade openness, mobile 

subscriptions and inflation in the total data set analysed in section 8.1. can be directly attributed 

to either the countries that received more FDIs in the past or to the countries that received only 

few FDIs. Hereby, the inflation rate is negatively influencing FDI flows if the country received 
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more FDIs in the past. This signifies that in established FDI destinations a high inflation can still 

drive investors away as the market does not seem to provide a stable business environment and a 

current abstinence from new investments is visible. On the other hand, the variables trade 

openness and mobile subscriptions are determinants for the investors if the country has not been 

subject to extensive past investments as shown in table E 2. This is likely to be an indicator that 

European, American and Chinese investors together base their overall investment decisions into 

new countries on existing trade links that would provide external connections with other countries. 

Additionally, a higher rate of mobile subscriptions – the proxy for infrastructure – attracts more 

FDIs which indicates that better infrastructural means allow the investing party to have smoother 

operations in the country. Since the coefficients for mobile subscriptions and trade openness are 

higher in the split sample in table E 2 than on the total basis displayed in table 7, it can be derived 

that these two variables are taken as basis for investment decisions when past experiences in a 

country are sparse.  

 

When also taking the political variables into account, no data set that includes the three investing 

parties shows any significance. This is in line with our results from table 7 where none of the 

political factors was driving FDI flows on a total basis. 

 

The interaction term between trade openness and the natural resource rent of a country in model 

4 shows a significant and negative coefficient when only the top 10 countries by FDI stock are 

included. Therefore, it also holds under the assumption that if a country already received high FDI 

amounts, the effect of a high natural resource rent on FDI flows will go down if a host country is 

at the same time very open to trade. It therefore seems that countries with high FDI stocks want 

to protect their natural resource sector and therefore FDIs are discouraged to some extent under 

these premises as their development is further progressed already. 

 

8.4.1.2. Split Sample of European Investors 

The ten countries with the most FDI stock from European investors that are analysed in table E 3 

in appendix E are Angola, Côte d’Ivoire, Ghana, Mauritania, Mauritius, Mozambique, Nigeria, 

Republic of Congo, South Africa, and Senegal. The results for the remaining SSA countries which 

obtained less FDI stock through money coming from Europe are displayed in table E 4. Again, as 
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some data is missing, due to confidentiality or unavailability there are three countries missing in 

models 2, 3 and 4. These are São Tomé and Príncipe, South Sudan and Somalia. 

 

When examining the results for the European data set split into the top ten FDI stock recipient 

countries and the remaining countries, the results from section 8.3. can only sometimes be 

explicitly attributed to one of the two country groups. This is in contrast to the case of all investors 

taken together. The results for trade openness, Ease of Doing Business and mobile subscription 

as displayed in table E 4 show that these variables influence European investors only when 

investing in countries that received few FDIs in the past. Therefore, trade openness and mobile 

subscriptions of an FDI host country play as before a more important role when an investor has 

less stake in a country through previous FDIs and therefore obtained less experiences in this host 

country. The result of the significant Ease of Doing Business coefficient obtained in model 2 

stems also from investors who seem to be influenced by the Ease of Doing Business rank of a 

host country when no large FDIs have been granted in the past. Nevertheless, this result is as in 

the main analysis not robust since the significance disappears when the political measures are 

added to the analysis. 

 

Furthermore, European investors are influenced by the inflation rate of an FDI host country in 

which they have large FDI stocks. This shows that when investors have a high stake in a country 

through large FDIs, they are in fact worried about this invested money and future investments if 

the inflation rate goes up. This proves that it is not entirely true that only Chinese investors value 

a better exchange rate security and more adequate monetary as well as fiscal stability in an FDI 

host country as the results of the main analyses suggested. In a direct contrast, no relation between 

the inflation rate and European FDI flows was found when countries did not receive high FDI 

stocks in the past. 

 

The significance of the coefficient of corruption cannot only be attributed to the top ten but also 

to the remaining FDI host countries. Thus, when splitting the data set, both subsets show 

significant results for the corruption variable. Hereby, the positive coefficients in the regression 

shown in tables E 3 and the negative coefficients E 4 prove that European investors are in fact 

always influenced by the level of corruption when making FDI decisions. Yet, when large FDI 

amounts have been granted in the past, European investors seem to actually value higher 
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corruption levels. As explained before, this could potentially be the case since corruption in SSA 

countries is rather predictable. Thence, investors can estimate the results of certain corrupt actions 

and are therefore able to deal with them more properly. On the other hand, when having less stakes 

through past FDI flows, the investors value the lower riskiness and feel more protected in less 

corrupt countries. Furthermore, when looking at the top ten FDI stock countries in table E 3, it 

can be observed that European investors are in fact positively influenced by a higher political 

stability to invest larger amounts. It was therefore premature to neglect any influence of political 

stability on FDI decisions as assumed in the European data set including all SSA countries. 

 

Additionally, in the case of European investors which invested large FDI flows in the past leading 

to a high FDI stock, we can observe that investors were influenced by the interaction of the trade 

openness and the natural resource rents in these high FDI stock countries. This finding is in line 

with the findings of the split sample regression including all investors at once. Although European 

investors were not influenced by this interaction in the main analysis as displayed in table C 1, 

we can now see that this is only partially true and European investors are in fact influenced when 

investing in the top ten countries (see table E 3). Hereby, the same argumentation as for the split 

sample including all investors holds. 

 

8.4.1.3. Split Sample of American Investors 

The ten countries with the most FDI stock from American investors that are analysed in table E 5 

in appendix E are Angola, Equatorial Guinea, Ghana, Kenya, Liberia, Mauritius, Mozambique, 

Nigeria, South Africa, and Tanzania. The missing countries in the American data set including all 

remaining countries displayed in table E 6 are Burkina Faso, Burundi, Central African Republic, 

Chad, Comoros, Eritrea, Eswatini, Ethiopia, Gambia, Guinea-Bissau, Lesotho, Mali, Niger, São 

Tomé and Príncipe, Sierra Leone, Somalia, South Sudan, and Sudan. As can be seen in the case 

of FDIs coming from American investors, data availability is inferior compared to the other two 

investor nations/regions leading to several countries where no data was published at all. 

 

Table C 2 in appendix C displays the significant determinants of American FDI decisions to all 

SSA countries which were trade openness, mobile subscriptions, corruption, regulatory quality 

and political stability. As table E 5 confirms, the significance of the coefficients of mobile 
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subscriptions and corruption stems solely from American investors who are influenced by these 

factors when investing in the top 10 FDI stock countries in which they have invested larger 

amounts in the past, too.  

 

As in the main regression, the negative coefficient of mobile subscriptions shows the surprising 

result that more infrastructure – as displayed through mobile subscriptions as proxy - will actually 

diminish American FDIs. Since this factor is only a determinant for American investors when 

investing in countries where they have also invested larger amounts in the past, this seems to 

confirm the potential explanation that American investors are frightened to lose their competitive 

advantage in a host country if transport and communication infrastructure is available to everyone. 

Additionally, American investors are more concerned about lower levels of corruption if they 

already have a larger stake in an SSA host country. 

 

On the other hand, political stability and the absence of violence and terror as a determinant of 

American FDI decisions influences investors only when granting FDIs to countries that have not 

received large amounts in the past. However, as in the main regression, American investors seem 

to be encouraged to invest larger amounts when such a host country has a lower political stability. 

 

Trade openness and regulatory quality as determinants of American FDI decisions cannot be 

clearly attributed to the top ten FDI stock countries or the remaining countries but investors 

decisions depend on both subsets of countries to some extent. 

 

Furthermore, similar to the case of the split samples of all and only European investors, also 

American investors are influenced by the interaction of trade openness and the natural resource 

rents when investing in their top ten FDI stock countries. Again, although American investors 

were not influenced by this interaction in the main analysis as displayed in table C 2, we can – as 

in the case of European investors – observe that it was premature to deny any influence that this 

interaction might have on American investors. In fact, the negative coefficient shows again if an 

SSA country already received high FDI amounts in the past leading to a high FDI stock, the effect 

that a high natural resource rent has on the FDI flows will go down if a host country is at the same 

time very open to trade.  
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8.4.1.4. Split Sample of Chinese Investors 

The ten countries with the most FDI stock from Chinese investors that are analysed in table E 7 

in appendix E are Angola, Democratic Republic of the Congo, Ethiopia, Ghana, Kenya, Nigeria, 

South Africa, Tanzania, Zambia and Zimbabwe. In table E 8 the remaining countries from SSA 

with lower FDI stocks coming from Chinese investors are analysed. Hereby, there are three 

missing countries which are not included due to data unavailability. These are Eswatini, São Tomé 

and Príncipe, and Somalia. 

 

The significant determinants of Chinese FDI decisions as displayed in table C 3 in appendix C for 

all nations are the mobile subscriptions, inflation and when including the interaction between trade 

openness and natural resource rent, natural resource rent and the interaction term itself. Hereby, 

the positive and significant coefficients for mobile subscriptions which could be identified in the 

main regression analysis can be found in both split sample subsets for Chinese investors. 

Therefore, infrastructural enhancement promotes the attraction of FDIs coming from Chinese 

companies towards all host countries in SSA independent of the FDI amounts obtained in the past. 

 

Furthermore, inflation as a determinant of Chinese FDI decisions can clearly be attributed to 

countries that have received little FDIs in the past. As a result, Chinese investors are worried about 

the security of the exchange rate and an adequate monetary stability only when having less 

experiences with a host country since less FDI amounts were granted in the past. 

 

The results for the top ten FDI stock recipient countries as displayed in table E 7 additionally 

reveal negative and significant coefficients for Ease of Doing Business and regulatory quality in 

model 3. However, since these significances disappear once the interaction term is added in model 

4, we disregard these results as these factors are not robust in the overall analysis. 

 

As in all previous split sample analyses, also in the case of Chinese investors it can be observed 

that the interaction between trade openness and natural resource rent influences the investors only 

when they have large FDI stocks in the host countries. Opposed to the results of European and 

American investors, the result regarding the Chinese investors in table E 7 were strong enough to 

also be displayed in the overall analysis including all Chinese FDIs at once as displayed in table 
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C 3 in appendix C. As a potential explanation, it can again be assumed that the negative coefficient 

of the interaction term occurs due to the fact that countries with high FDI stocks might protect 

their natural resource sector more when they are more open to trade. As a result, they discourage 

FDIs which are attracted due to the abundance of natural resources. 

 

8.4.2. Further Robustness Tests 

New interaction term between regulatory quality and natural resource rents 

When replacing the interaction term between trade openness and natural resource rent in model 4 

with the interaction term between regulatory quality and natural resource rent, the tables from 

appendix F attest the results of the main regressions. In this context, no significant changes can 

be observed in the regression analyses when looking at European and American investors 

separately (see tables F 2 and F 3). 

 

Only in the case of all investors together (see table F 1) and Chinese investors alone (see table F 

4) it can be noted that the interaction term which was significant in the main specification is no 

longer significant. In line with this is also the natural resource rent coefficient that becomes 

insignificant within these two regressions. However, since the interaction term is the variable that 

has been changed, this result is not surprising and does not diminish the robustness of the previous 

analyses. Moreover, the new interaction term does not show significant results in any of the four 

regression analyses. This proves that it was appropriate to neglect the interaction between 

regulatory quality and natural resources in the main regression analyses before. 

 

Exchange of regulatory quality with government effectiveness 

After this, we exchange the variable regulatory quality with the variable government effectiveness 

and also exchange the interaction term components in model 4 by including government 

effectiveness and natural resource rents. The results of this robustness test are presented in 

appendix G. Similar to the previous robustness test, only a few significant differences can be 

identified. Government effectiveness does not prove to be a variable with a significant influence 

on an investor’s decision making regarding FDIs in any of the four cases (see tables G 1 to G 4). 

It was thus correct to neglect it beforehand. As earlier, the interaction term that is now between 
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government effectiveness and natural resource rents does not prove to be significant in any of the 

regression analyses and it is therefore again adequate to neglect it in the main specification. 

 

A minor change occurs in the European and American data set (see tables G 2 and G 3) where the 

coefficient for the corruption variable changes. The corruption coefficient was significant in the 

American data set and slightly above the significance level of 0,1 in the main regressions for 

European investors but now becomes completely insignificant for these two investors. This proves 

that corruption is no robust determinant of European and American FDI decisions. Nevertheless, 

the results from the main specification already led to this conclusion. 

 

Exchange of corruption perception index with control of corruption 

As a final robustness test, we included the variable control of corruption, a Worldwide 

Governance indicator, instead of the countries’ corruption ranking according to the corruption 

perception index. Here, the results displayed in appendix H show that control of corruption is no 

variable of significant influence on FDI decisions for any of the investors and it was thus again 

accurate to neglect this variable in the main regressions (see tables H 1 to H 4). The non-

significance is not surprising since the previous robustness test already revealed that also 

corruption when measured through the corruption perception index is no robust variable. 

 

In this robustness test for American investors (see table H 3), the coefficient for mobile 

subscription is no longer significant in model 3 but slides slightly above the significance level of 

0,1. Nevertheless, it again becomes significant when including the interaction term in model 4, 

similar to the main regression results. Since model 4 includes all relevant variables, these results 

are the most meaningful and show that the results regarding mobile subscriptions can still be 

classified as robust. We additionally found that inflation was a significant determinant of 

American FDI decisions when including control of corruption. However, since inflation did not 

prove to be a significant variable in the main regression, we disregard this result as not robust. All 

remaining significances remain as before, and the results can therefore be classified as robust. 
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9. Summary of Results 

 
In order to summarize the results of the four main regression analyses and the robustness tests, 

we have presented all findings in table 8. The green font displays that the variables had a 

significant and positive influence on the FDI decisions towards the SSA countries of the 

associated investors. The red font displays that the variables had a significant and negative 

influence on the FDI decisions of the associated investors. The black font shows the variables that 

were found to be significant but that could not be identified to be robust to small changes in the 

analyses. 

 
Table 8: Summary of significant regression results 

 Investors 
Variables All European American Chinese 

GDP  positive positive positive positive 

GNI per Capita  negative positive negative 

Natural Resource Rents positive 
(Model 4) 

  positive 
(Model 4) 

Trade Openness positive positive positive positive 
(Model 4) 

Ease of Doing Business  
   

Mobile Subscriptions positive positive negative positive 

Inflation negative   negative 

Corruption  negative negative  

Regulatory Quality   negative  

Political Stability   negative  

Trade Openness* 
Natural Resource Rents negative   negative 

Constant negative negative negative negative 
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The robustness tests described in more detail in the previous section reveal that our regression 

results in the main specification in section 8.2. and in appendix C are relatively robust. Even 

though slight changes in significance levels are observed in all four investor cases when 

exchanging independent variables or the interaction term, it is only the corruption perception 

index that does not exhibit robustness and becomes insignificant in the European and American 

case in several scenarios. 

 

While some similarities can be detected, our regression results do in fact uncover different 

investment approaches among European, American and Chinese investors. With regards to our 

control variables, the GDP always affects FDI flows into SSA positively. This is the only variable 

that appears the same in all of our four investor cases. The GNI has a different effect on each 

investor individually.  

 

While European investors base their FDIs on a higher trade openness and a better infrastructure 

of a country, American investors additionally pay attention to the political environment as well. 

Hereby however, a higher regulatory quality and political stability in the respective SSA countries 

actually deter American FDIs and contrastingly to European investors, a better infrastructure 

impacts FDI flows negatively. 

 

Chinese investors on the other hand base their FDI flows on some different determinants. Though 

a developed infrastructure is enhancing FDI flows just as for European investors, Chinese 

investors also pay attention to the inflation rate and seem to value exchange rate security. 

Additionally, when it comes to trade openness and natural resource rent, Chinese investors 

acknowledge the interrelation between these factors and the positive influence of natural resource 

rent on Chinese FDI flows is lowered if the trade openness is high in the respective SSA country. 

This is in direct contrast to European and American investors. Otherwise, political factors do not 

partake in any decisive power of Chinese investment decisions. 

 

Considering all of our available data, the determinants of the three investment origins together are 

all economical and non-political. The interaction between trade openness and the natural resource 

rent of an SSA country is acknowledged and inflation rates as well as infrastructural measures are 

part of the influential components of an investment decision. More FDI flows are observed when 



10.   Discussion and Policy Implications 

 101 

inflation is low, and the infrastructural development is high. Additionally, the control variables 

revealed that FDI flows to SSA countries are determined by market-seeking motives. 

 

Interestingly, we also observed that the interaction term was significant in all four cases when 

only the top 10 countries by FDI stock were considered. Again, as explained earlier, it can 

therefore be concluded that countries that received relatively more FDI flows in the past are keen 

to protect their natural resource sector. 

 

10. Discussion and Policy Implications 

 
Through the results from the regression analyses, several policy implications can be derived for 

SSA countries. These policies enable them to create a strategy for the enhancement of FDI inflows 

and a possible increase of their global FDI share. 

 

We found that FDI flows do not only depend on the market size (i.e. on the GDP of a country) 

but that also other factors do have an influential effect on investment decisions from European, 

American and Chinese investors. Therefore, there is no restriction to solely larger economies in 

SSA to increase their yearly inflows as part of market-seeking and often horizontal FDIs, but also 

smaller countries are able promote inward FDIs.  

 

Economic Measures 

Trade openness was found to be a major determinant in attracting FDI flows into SSA, especially 

for European and American investors. Hence, introducing policies to advance the trade openness 

such as free trade agreements could boost FDI flows. Especially with regards to European and 

American investors it could be a significant benefit for SSA countries to introduce incentives that 

stimulate trade and the international exchange of goods. This recommendation results since these 

two investors value the trade openness of an SSA country as well as the international 

connectedness and relationships. This analysis identified that trade openness promoted FDI flows 

particularly when the country has not received a lot of FDIs in the past. Thus, a well-established 

trade network of a country in SSA can serve as an indicator and a certain type of security for the 

investors since goods can leave the country and the investors can do commerce. 
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Therefore, free trade agreements as well as agreements for the economic cooperation of different 

nations are a step in the right direction to promote FDIs into SSA countries. Hereby, it is likely 

that the AGOA as well as Europe’s EPAs already helped to commence closer collaborations and 

increase the trade openness and therefore FDIs in several SSA countries. We further conclude that 

a higher trade openness will primarily attract vertical FDIs from investors that relocate certain 

production steps to a country in SSA due to efficiency-seeking motives. As a result of a greater 

trade openness, the intermediary products are then transported more easily into and out of the 

country. Further, the countries in SSA could even take Ethiopia as an example where export 

restrictions were lifted completely, and goods are able to freely leave the country. By introducing 

such a measure, trade openness and as a result efficiency-seeking FDIs can be increased even 

further. Yet, contrary to what other scholars found, trade openness on its own is no determinant 

factor of Chinese investment decisions in our sample. Therefore, the proposed measures will have 

less impact in attracting more Chinese FDIs. 

 

Surprisingly and contrary to the findings of previous researchers, we did not identify natural 

resource rent as a salient factor influencing FDI decision makers coming from either of the three 

examined regions/countries. Therefore, solely resource-seeking motives were not found in our 

sample. However, when considering an SSA country’s trade openness interaction with the natural 

resource rent it became apparent that this interactional factor evolves into a determinant for 

European, American and Chinese investors when investing into their respective top ten FDI stock 

countries. Hereby, it can be inferred that only at a later point in time when an SSA country 

received a certain amount of FDIs already, the host country can implement policies that protect 

the natural resources of a country from foreign investors. Hence, smaller FDI recipients can use 

this example and introduce policies that restrict overseas investors using the natural resources in 

the country and rather export and sell the raw materials themselves only as soon as the SSA 

countries have achieved a certain level of FDI stocks. Nonetheless, it could prove to be reasonable 

to not restrict foreign investors in certain branches in the beginning but instead focus on building 

relationships with these investors. Afterwards, when these have been established and investors 

are lured into the country, further FDIs into the natural resource sector could be restricted so that 

the exploitation of natural resources by foreign investors can be limited. 

 



10.   Discussion and Policy Implications 

 103 

This might also be useful as part of a diversification strategy in SSA countries. If the nation has a 

high natural resource rent and does depend heavily on a specific resource, a diversification into 

other industrial or service sectors could be helpful. To not enhance the dependency on commodity 

prices even more, the country could then introduce policies that incentivise investments into other 

areas of the economy. Hereby, the SSA countries could follow the example of Nigeria and also 

grant a special status to certain industries for which they would like to attract more investors. This 

special status could come with certain tax exemptions when investing into the desired industries 

(e.g. IT or financial services). 

 

Although the Ease of Doing Business rank only showed a partial significance in the case of 

European investors, it could still be advisable to enhance the individual factors that make up the 

Ease of Doing Business report. Since the report utilises ten different variables to compute the 

overall score that all affect the smooth operations of an MNE in a country and that facilitate 

business, an improvement in these factors could benefit the SSA countries anyway. Especially, 

the start of the operations in a new country also play a part in the calculation of the score. In order 

to attain permits faster and easier, increasing the bureaucratic efficiency could be a first step into 

this facilitation. Furthermore, building up investment centres that advise foreign investors on 

domestic business procedures could be implemented. Similar to the Ghana Investment Promotion 

Centre or the Ethiopian Investment Commission which are implemented in two of the states that 

received the most FDIs in 2017, such advising institutions would project a more welcoming and 

helpful image of the investment destinations. Yet, as stated before, the countries should not only 

focus on improving the ranking through new policies or promotion centers that facilitate the 

operation of a foreign business. The more important factor is that policies are actually enforced 

so that foreign companies build trust in the ranking and thus, might start to identify the Ease of 

Doing Business rank as a determinant in their decision making. 

 

For the complete data set including all investors, we found that a better infrastructure represented 

by the mobile subscription rate promotes the flow of FDIs. Therefore, the SSA countries should 

promote the expansion of the infrastructure. Thus, it could be useful to seek for foreign investors 

that want to build up infrastructural projects cooperatively. In that way, the SSA country could 

make a bidirectional use of both factors, FDI flows and infrastructure development. Building up 

infrastructure with foreign partners would bring in more FDIs while the infrastructure is enhanced 
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at the same time. With superior infrastructure levels, the country would then be able to attract 

even more FDIs. However, we detected that American investors rather disinvest from SSA 

countries when higher infrastructural levels are achieved. Consequently, if the country has 

received more FDIs from American investors than from any other investor group in the past, it 

might be worth considering another strategy since it could be unlikely that the American investors 

will provide financial means in the cooperative build-up of infrastructural projects. However, as 

noted earlier our counterintuitive findings concerning American investors might be in connection 

with the small sample size. Therefore, a further investigation on how infrastructural indicators 

influence American FDI flows into SSA is advisable. 

 

Interestingly, when looking at investments into all SSA countries without splitting the sample by 

FDI stock, only Chinese investors were influenced in their investment decisions by the inflation 

rate of a country. In the past, a higher inflation rate caused FDI flows to deter. Therefore, the SSA 

countries are advised to keep their inflation rates as low as possible and the central banks should 

seek to keep their monetary policy intact. Apart from that, to ensure foreign exchange rate 

securities for investors, foreign business owners could be allowed to earn their profits in hard 

currencies such as the US Dollar or Euro. This would minimize an MNE’s exposure to risks 

associated with instable currency rates and could in turn increase FDI flows through better 

monetary security provided to the investors. This policy implication is also recommended for SSA 

countries that already received higher FDIs in the past from European investors. 

 

Political Measures 

The results of our main analysis could not identify any of the political factors to be robust 

determinants that positively influence FDI decisions made by the three investors. Apart from that, 

American investors even seem to be deterred by a higher regulatory quality as well as a higher 

political stability in the respective SSA countries. Yet, when looking at the subset analyses, the 

results revealed that European investors start to pay attention to political stability once the stock 

of FDIs has increased in a host country. This shows that the governments and officials in the SSA 

countries should still continue to improve the given political situation in their countries. In order 

to achieve this, governments should fight corruption by incentivizing officials to comply with 

rules and by punishing infringements. They should further improve the regulatory quality while 

not only implementing new policies but also enforcing them. Additionally, they are advised to 
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increase the political stability through democratically established governments that take actions 

against violence and terrorism. 

 

In general, it can be noticed that one reason for a factor not being an influential determinant for 

European, American or Chinese investors is that the chosen variables only identify the 

implementation of for example certain policies. However, for investors to rely on policies or 

regulations, it is not sufficient to solely implement them. Moreover, the enforcement of the 

policies has to come to the fore so that investors start to build trust in the business environments 

of the host countries. Governments and policy makers should therefore concentrate on sending 

strong signals to investors that all policies and regulations implemented are actually enforced. 

 

 

11. Limitations and further Research 

 
11.1. Limitations 

Just as in any study, several limitations for this master’s thesis can be by identified. 

 

Firstly, the data collection revealed several issues. For all three investor groups, we experienced 

that not all data regarding the dependent variable FDI flows was available for all countries in SSA. 

In the case of European and Chinese FDI flows only some data points for individual years and 

countries are missing due to data availability issues or zero values. However, American FDI flows 

displayed considerably more missing values due to confidentiality or simply non-availability 

reducing the FDI flow data by 324 values in total. Additionally, some data for the different 

independent variables was missing for the selected time period of 2006 to 2017. These missing or 

confidential data points for the different variables reduced the size of our four data sets to various 

degrees. Nevertheless, this issue applies to several studies which examined determinants of FDIs 

in SSA countries in the past. 

 

Secondly, there are issues with the validity of the bilateral FDI flow data. These arise since 

bilateral FDI flows can be obtained from both countries that are part of the FDI flows. The FDI 

flows can therefore be reported as inward (as the receiving country) or outward flows (as the 
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investing country). Hereby, it is often the case that the investing country reports different values 

than the country that receives the investments. Regional differences in the definitions on what 

counts as an FDI flow can be mentioned as one reason for this. Additionally, other deficiencies in 

documenting numbers on reinvested earnings, investments into subsidiaries by foreign parent 

companies or ventures of special purpose entities can lead to differences between the reporting 

entities (Gouel et al., 2012). 

 

In order to limit this issue to its minimum, we have obtained the data for the FDI flows from 

Eurostat and UNCTAD as official sources. Yet, Eurostat does not provide data for Chinese FDIs 

and UNCTAD only provides data to a limited extent (Eurostat, 2019; UNCTAD, 2014a). This is 

why we have obtained outward FDI flow data for Chinese investors from the China Africa 

Research Initiative of the Josh Hopkins School of Advanced International Studies which compiles 

Chinese data from the “Statistical Yearbooks” and the “Statistical Bulletins of China’s Outward 

Foreign Direct Investment” (China Africa Research Initiative, 2019). However, despite 

improvements in the past, there still exists criticism on the reliability of economic data reported 

by the Chinese government (Owyang & Shell, 2017).  

 

Thirdly, besides the issues with data actually used in this analysis, we encountered additional 

issues with the obtainment of data on a less aggregated level. Data for bilateral FDI flows is 

currently only available on the SSA country level or on a sector level. Yet, bilateral FDI data that 

combines these two views is not available. The level of investments granted to a specific sector 

while specifying the SSA host country at the same time is hence not available to the public. 

Hereby, only some projects for which data was published by the investors can be accessed but no 

reliable data collection including all investments in an SSA country on a sector level is available 

(Ezemenari, Tiruneh, & Wamboye, 2016). With bilateral FDI data on a more disaggregated level, 

the analysis could identify additional differences in the motivations of MNEs which invest into 

different sectors. The missing data therefore limits the explanatory power of the selected 

independent variables only to the country level. A more granular level would leave room to 

analyse and interpret the determinants of FDIs to SSA countries more accurately on a sector level. 

 

Fourthly, the analysis was limited by the time period from 2006 to 2017 due to data availability 

of bilateral FDI flows coming from China. Additionally, the Ease of Doing Business index was 
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first published in 2006. The explanatory power of this thesis can therefore only be extended over 

this time frame. Yet, since especially Chinese FDIs have increased largely during this time, the 

determinants might change during the next years once more FDI stocks have been built in different 

SSA countries. However, under the premise of Chinese FDIs only taking off in recent years, the 

conducted analysis is still considered as a best possible approach. 

 

Lastly, it is important to keep in mind that all chosen independent variables are proxies that 

represent only parts of the real situation in the respective SSA countries. Mobile subscriptions as 

variable is one example of an independent variable that stands as a proxy for infrastructure but 

that does not reflect all aspects of infrastructure that exist in a country. However, especially in 

this case the data availability for infrastructural aspects in SSA countries was another issue that 

was considered when choosing the mobile subscription rate. Furthermore, the chosen variables 

can only reflect which policies and regulations are implemented in an SSA country. Yet, the 

variables do not capture the extent to which these policies and regulations are actually supervised 

and enforced by the respective governments. Nevertheless, the chosen variables are the most 

appropriate to reflect the situation in the SSA countries and are as close to reality as possible in a 

model like ours. 

 

 

11.2. Further Research 

Due to these limitations, especially referring to the data utilized and being available, future 

research should concentrate on minimizing and finally solving these data gaps. To paint a more 

detailed picture and tie back FDI determinants more concretely, an analysis on a bilateral and 

sectoral basis at the same time should be performed. More specific results could be derived 

through a direct conclusion on which type of FDI was observed and hence implications from these 

results could be more accurate to foster FDI development and point them towards individual 

industries and countries.  

 

Second, an inclusion of negative FDI flows into the analysis could also lead to a broader 

knowledge on why disinvestments happen. SSA countries could use these explanations in order 

to direct their policies and to avoid disinvestments in the future. Also, adding negative FDI flows 
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would give another perspective on why these disinvestments happen in direct contrast to the 

determinants of the FDI investments.  

 

Thirdly, once more data on bilateral FDI flow data is available, future research could investigate 

differences between the investors selected in this analysis while splitting the European data set 

into the individual European countries. Such an analysis would thus be able to examine also 

differences in the determinants of FDI decisions within the single countries of Europe. Moreover, 

future analyses could add the perspective of other investors coming from different nations which 

invest in the SSA region but that have invested smaller amounts in the past years. Thereby, new 

comparisons of the FDI determinants into countries in the SSA region could be identified. 

 

Fourthly, after some time has passed, future research could conduct an analysis similar to this one 

but with a larger data set over a longer time period. Thereby, the results would be extended over 

this longer time period and would thus gain additional robustness. The results might even change 

if the investing behaviour of one of the three investor groups adjusts in the next years. 

 

Lastly, due to the scope of our analysis, this thesis puts the focus on determinants of FDIs into 

SSA and as a result, the effects FDIs unfold in a host country are not directly observed. Thus, the 

impact of FDI inflows on the population as well as on the economy of a state is not visible by the 

means of our indicators. Therefore, further research could expand this focus by incorporating not 

only determinants but also effects of FDIs. 

 

To summarize, the recommendations for future research are to investigate the determinants of 

FDIs into the SSA region on a more disaggregated country and sector level as well as over a 

longer time period once data becomes available. Additionally, a further analysis could include 

negative FDI flows in order to identify determinants of disinvestments as well. Moreover, other 

investor countries could be included in such an analysis to illustrate more comparisons among 

different investing nations. 
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12. Conclusion 

The goal of this thesis was to examine the determinants that influence European, American and 

Chinese investors to grant FDIs to countries in SSA by using empirical evidence from 48 

countries. Additionally, the aim was to identify similarities and differences in the determinants of 

the FDI decisions of these three investor groups. 

 

The relevance of this analysis arose from the increasing FDI flows coming from Chinese investors 

to countries in SSA making them the third biggest investor group right after traditional investing 

partners from Europe and the US. However, despite a positive outlook for Africa’s growth and 

transformation opportunities as well as several international partnership agreements, the share of 

SSA countries on global FDI flows remains critically low. Thus, this thesis contributes to this 

issue by identifying factors which influence FDI decision makers coming from large investing 

nations/regions and which can provide guidance to policymakers of the SSA countries in order to 

attract more investors. 

 

In order to achieve this, we conducted a panel data analysis which investigated the effect of the 

economic factors trade openness, Ease of Doing Business, mobile subscriptions and inflation, as 

well as the political factors corruption, regulatory quality and political stability on FDIs into SSA 

countries. 

 

The main results of the econometric analysis indicate that the investors are – when investigated 

collectively – positively influenced by the trade openness and the infrastructural development as 

indicated by the mobile subscriptions within an SSA country. A higher inflation in an FDI host 

country in the SSA region negatively influences FDI decisions. When additionally considering 

the interactional effect between a country’s trade openness and its natural resource rent, we 

identified that the effect of available natural resources on FDIs decreases with an increase in trade 

openness in a host country. 

 

Hence, some policy implications are derived so that the SSA countries are able to make use out 

of these determinant factors and create a strategy for the attraction of FDIs. In order to do the 

importance of trade openness justice, further free trade agreements and the enforcement of those 
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are recommended in addition to other measures that should promote the trade openness of a 

country. Furthermore, investing into the improvement of infrastructure collectively with the 

investors themselves could promote a bidirectional augmentation of FDI inflows and 

infrastructural development of an SSA country. Based on our results and with regards to the 

interrelationship between trade openness and the natural resource rent in SSA countries, only 

countries with an established FDI stock should implement policies that protect their natural 

resources so that profits can be gained by domestic shareholders. 

 

Additionally, the three investors pursue market-seeking motives as indicated by the influence of 

the GDP on FDIs to SSA countries. Yet, since the market size cannot be influenced directly by 

policymakers, this is not the main focus of this analysis. 

 

The second objective of this study was to examine similarities and differences between the three 

investor groups. European investors base their FDI decisions on a higher trade openness and a 

better infrastructure whereas American investors additionally pay attention to the political 

environment as well. Unexpectedly however, a higher regulatory quality and a higher political 

stability actually deter American FDIs to countries in SSA. Moreover, contrastingly to European 

investors, a better infrastructure impacts American FDI flows negatively according to our results. 

Nonetheless, due to the limitations of our analysis, future research should be conducted to further 

investigate the validity of these determinants. 

 

Chinese investors distinguish themselves from the other two examined investor groups since a 

couple of miscellaneous determinants of FDI flows could be identified. As in the case of European 

investors, a developed infrastructure is enhancing FDI flows from Chinese investors to SSA 

countries. However, Chinese investors also pay attention to the inflation rate and invest less when 

a devaluation of the local currency takes place. Therefore, policies that secure Chinese investors 

from exchange rate fluctuations are a measure to attract more Chinese investment. Additionally, 

when considering the interaction of trade openness and natural resource rents, Chinese investors 

acknowledge the interrelation between these factors and the positive influence of natural resource 

rents on Chinese FDI flows is lowered if the trade openness is high. Finally, political factors do 

not have a share in the decision making of Chinese investors – comparable to the case of European 

investors. 
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In sum, this thesis distinguishes itself from previous analyses by incorporating a holistic as well 

as a comparative approach to identify determinants of FDI flows towards countries in SSA. It 

thereby contributes to the already established literature that explores FDIs in the SSA region. 

Although the analysis was subject to several limitations, the discovered findings as well as the 

formulated implications lay the groundwork to support policymakers in the different SSA 

countries to foster the positive development of FDI flows. The enhancement can be accomplished 

since policymakers directly know which investor country/region is attracted by the implemented 

regulations. As a result, the global share of FDI flows into the SSA region can be increased and 

the countries’ individual development factors can be strengthened. This does not only benefit 

international investors but also and more importantly the SSA countries and their inhabitants. 
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14. Appendices 
 
14.1.  Appendix A: Graphical representation of FDI stocks in SSA countries 
 
 
Figure A 1: European FDI stocks in SSA in 2017 – regional distribution 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Own presentation of data from Eurostat (2019) with Tableau 
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Figure A 2: American FDI stocks in SSA in 2017 – regional distribution 
 

 
 
Source: Own presentation of data from Bureau of Economic Analysis (2019) with Tableau 
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Figure A 3: Chinese FDI stocks in SSA in 2017 – regional distribution 
 

 
 
Source: Own presentation of data from China Africa Research Initiative (2019) with 

Tableau 
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14.2. Appendix B: Tests for regression analysis 
 
Table B 1: Complete data set results of Breusch-Pagan Lagrangian Multiplier Test 

 
 
 
Table B 2: Complete data set results of Hausman Test
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Table B 3: Results of heteroscedasticity test of complete data set 
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14.3. Appendix C: Results of regression analysis 
 
Table C 1: Result of regression analysis of Europe data set 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  0,89440*** 
(0,11891) 

1,08745*** 
(0,13356) 

1,17502*** 
(0,13392) 

1,17086*** 
(0,13607) 

GNI per Capita 0,20887 
(0,19538) 

-0,61810*** 
(0,22575) 

-0,74392*** 
(0,20142) 

-0,74743*** 
(0,20472) 

Natural Resource Rents 0,33839 
(1,07243) 

-0,06093 
(1,10075) 

0,55256 
(1,03019) 

-1,40888 
(2,69721) 

Trade Openness  1,73974*** 
(0,42855) 

1,63734*** 
(0,41612) 

1,39731*** 
(0,45286) 

Ease of Doing Business  -0,00835** 
(0,00370) 

-0,00228 
(0,00430) 

-0,00286 
(0,00437) 

Mobile Subscriptions  0,95993** 
(0,39501) 

0,87118** 
(0,37624) 

0,87446** 
(0,38045) 

Inflation  -0,75568 
(0,81892) 

-0,75769 
(0,82938) 

-0,78868 
(0,81941) 

Corruption   -0,00839a 
(0,00531) 

-0,00862a 
(0,00531) 

Regulatory Quality   0,00285 
(0,01454) 

0,00183 
(0,01445) 

Political Stability   0,00901 
(0,00909) 

0,00892 
(0,00909) 

Trade Openness*Natural Resource Rents   1,91236 
(2,09479) 

Constant -18,18073*** 
(2,70659) 

-17,43882*** 
(3,49917) 

-18,77966*** 
(3,46361) 

-18,28391*** 
(3,67966) 

 
    

Number of countries 46 45 45 45 
Number of observations 306 295 291 291 
Overall R-squared 0,3463 0,4618 0,4786 0,4844 

Note:  Robust standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
 a denotes p < 0,115   
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Table C 2: Result of regression analysis of US data set 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  0,41171a 
(0,25647) 

0,90039*** 
(0,21524) 

0,82364*** 
(0,26012) 

0,84099*** 
(0,25656) 

GNI per Capita 0,57819** 
(0,25186) 

0,53771** 
(0,26743) 

0,87255*** 
(0,28023) 

0,84104*** 
(0,27938) 

Natural Resource Rents 1,77763* 
(0,96165) 

-0,19588 
(1,36232) 

-1,52098 
(1,26747) 

1,70546 
(2,22561) 

Trade Openness  1,86023*** 
(0,52824) 

2,01142*** 
(0,69565) 

2,61045*** 
(0,91549) 

Ease of Doing Business  0,00049 
(0,00377) 

-0,00570 
(0,00537) 

-0,00420 
(0,00583) 

Mobile Subscriptions  -1,11611** 
(0,47550) 

-1,04406*** 
(0,36837) 

-1,04784*** 
(0,36839) 

Inflation  -3,04757** 
(1,20646) 

-1,799585 
(1,15328) 

-1,64742 
(1,10960) 

Corruption   -0,01601** 
(0,00809) 

-0,01450* 
(0,00826) 

Regulatory Quality   -0,03951* 
(0,02084) 

-0,03363a 
(0,02115) 

Political Stability   -0,03784** 
(0,01481) 

-0,03845*** 
(0,01456) 

Trade Openness*Natural Resource Rents   -3,12866 
(2,13702) 

Constant -10,88423* 
(5,96308) 

-22,37845*** 
(5,17906) 

-17,69757*** 
(5,56473) 

-18.,96292*** 
(5,76896) 

 
    

Number of countries 31 30 30 30 
Number of observations 115 110 108 108 
Overall R-squared 0,4306 0,5112 0,5888 0,6030 

Note:  Robust standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
 a denotes p < 0,113   
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Table C 3: Result of regression analysis of China data set 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  1,20307*** 
(0,13544) 

1,11165*** 
(0,15358) 

1,07206*** 
(0,16072) 

1,09141*** 
(0,15775) 

GNI per Capita 0,11853 
(0,16044) 

-0,45510** 
(0,20022) 

-0,44480** 
(0,20773) 

-0,45106** 
(0,21265) 

Natural Resource Rents 0,51785 
(1,05150) 

1,25297 
(1,24846) 

1,16024 
(1,37588) 

6,40811*** 
(2,33336) 

Trade Openness  0,32056 
(0,61498) 

0,49603 
(0,65015) 

1,11128a 
(0,68594) 

Ease of Doing Business  0,00000 
(0,00398) 

-0,00405 
(0,00528) 

-0,00257 
(0,00511) 

Mobile Subscriptions  1,53236*** 
(0,40609) 

1,63363*** 
(0,41324) 

1,63103*** 
(0,41083) 

Inflation  -1,56031** 
(0,73465) 

-1,50040** 
(0,73265) 

-1,41074* 
(0,73938) 

Corruption   0,00591 
(0,00559) 

0,00625 
(0.00566) 

Regulatory Quality   -0,00061 
(0,01576) 

0,00280 
(0,01642) 

Political Stability   -0,00266 
(0,00992) 

-0,00273 
(0,00971) 

Trade Openness*Natural Resource Rents   -5,02835*** 
(1,78578) 

Constant -25,99050*** 
(2,92359) 

-20,93689*** 
(3,54143) 

-20,29914*** 
(3,36811) 

-21,67582*** 
(3,34728) 

 
    

Number of countries 46 45 45 45 
Number of observations 386 372 370 370 
Overall R-squared 0,4073 0,4180 0,4400 0,4424 

Note:  Robust standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
 a denotes p < 0,106   
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14.4. Appendix D: Correlation matrix including all variables 
 

 

 Table D 1: Correlation matrix including all variables used in the robustness test 

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16) 

(1)    FDI Flow (ln) 1,000                
(2)    GDP (ln) 0,573 1,000               
(3)    GNI per Capita (ln) 0,258 0,304 1,000              
(4)    Natural Resource Rents (%) 0,121 0,002 -0,101 1,000             
(5)    Trade Openness (%) -0,006 -0,371 0,445 0,256 1,000            
(6)    Ease of Doing Business -0,198 -0,211 -0,512 0,441 -0,135 1,000           
(7)    Mobile Subscriptions (%) 0,207 0,139 0,676 -0,207 0,315 -0,389 1,000          
(8)    Inflation (%) -0,019 0,089 -0,140 0,074 -0,115 -0,059 -0,183 1,000         
(9)    Corruption -0,012 0,100 -0,457 0,437 -0,298 0,740 -0,511 0,080 1,000        
(10)  Corruption Control -0,050 -0,135 0,426 -0,508 0,285 -0,754 0,437 -0,050 -0,941 1,000       
(11)  Regulatory Quality 0,136 0,148 0,451 -0,528 0,081 -0,835 0,478 -0,068 -0,808 0,803 1,000      
(12)  Government Effectiveness 0,088 0,079 0,534 -0,577 0,205 -0,839 0,490 -0,038 -0,860 0,889 0,910 1,000     
(13)  Political Stability -0,071 -0,207 0,572 -0,295 0,444 -0,593 0,410 -0,077 -0,746 0,745 0,645 0.705 1,000    
(14)  Trade Openness * 

Natural Resource Rents 0,103 -0,084 0,007 0,935 0,469 0,365 -0,104 0,023 0,309 -0,370 -0,431 -0,452 -0,149 1,000   
(15)  Regulatory Quality * 

Natural Resource Rents 0,167 0,145 -0,022 0,630 0,047 0,015 0,030 0,083 -0,036 -0,080 0,040 -0,127 -0,010 0,531 1,000  
(16)  Government Effectiveness * 

Natural Resource Rents 0,206 0,250 0,056 0,455 0,008 -0,131 0,085 0,124 -0,165 0,100 0,141 0,106 0,091 0,386 0,862 1,000 
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14.5. Appendix E: Robustness tests with split samples 
 
 
Table E 1: Result of regression analysis of Top 10 FDI stock countries of all investors 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  0,70133*** 
(0,17123) 

0,77861*** 
(0,21694) 

0,79754*** 
(0,23639) 

0,81101*** 
(0,23863) 

GNI per Capita 0,68590** 
(0,27134) 

0,21158 
(0,28754) 

0,17146 
(0,39309) 

0,24001 
(0,38221) 

Natural Resource Rents -0,37983 
(1,09126) 

0,36476 
(1,31735) 

0,28973 
(1,50196) 

4,73739* 
(2,65781) 

Trade Openness  0,02498 
(0,83238) 

0,01511 
(0,75900) 

0,81063 
(0,79794) 

Ease of Doing Business  -0,00468 
(0,00381) 

-0,00556 
(0,00700) 

-0,00104 
(0,00683) 

Mobile Subscriptions  0,50157 
(0,47638) 

0,54838 
(0,51576) 

0,51917 
(0,50139) 

Inflation  -2,30279*** 
(0,83025) 

-2,33860*** 
(0,85935) 

-2,07527** 
(0,88867) 

Corruption  
 

0,00136 
(0,00975) 

-0,00035 
(0,00962) 

Regulatory Quality   -0,00318 
(0,02158) 

0,00391 
(0,02126) 

Political Stability   0,00427 
(0,01366) 

0,00315 
(0,01355) 

Trade Openness*Natural 
Resource Rents 

   -4,13226** 
(1,88345) 

Constant -17,25209*** 
(4,65060) 

-15,31603*** 
(5,14980) 

-15,5607*** 
(5,68035) 

-17,76000*** 
(5,72149)  

 
    

Number of countries 10 10 10 10 
Number of observations 227 227 227 227 
Overall R-squared 0,3481 0,3599 0,3665 0,3668 

Note:  Standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
    

 



14.  Appendices 

 132 

Table E 2: Result of regression analysis of remaining FDI stock countries of all investors 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  0,90776*** 
(0,13162) 

0,92447*** 
(0,12649) 

0,93556*** 
(0,13953) 

0,94222*** 
(0,14383) 

GNI per Capita 0,21216 
(0,15328) 

-0,44571** 
(0,18141) 

-0,37999* 
(0,20015) 

-0,38305* 
(0,20006) 

Natural Resource Rents 1,30088 
(0,98422) 

1,04647 
(1,03812) 

1,17751 
(1,07318) 

2,05053 
(2,92927) 

Trade Openness  1,16476** 
(0,44973) 

1,17848** 
(0,45698) 

1,28610** 
(0,51604) 

Ease of Doing Business  0,00134 
(0,00328) 

0,00129 
(0,00393) 

0,00135 
(0,00393) 

Mobile Subscriptions  1,19095*** 
(0,33595) 

1,06985*** 
(0,32137) 

1,06474*** 
(0,32324) 

Inflation  -0,87476 
(0,69231) 

-0,76935 
(0,66864) 

-0,75336 
(0,66167) 

Corruption   -0,00383 
(0,00419) 

-0,00367 
(0,00413) 

Regulatory Quality   -0,00277 
(0,01419) 

-0,00251 
(0,01411) 

Political Stability   -0,00629 
(0,00869) 

-0,00624 
(0,00870) 

Trade Openness*Natural Resource Rents   -0,86429 
(2,47374) 

Constant -19,56021*** 
(2,83363) 

-16,97539*** 
(2,92707) 

-16,90612*** 
(2,94720) 

-17,17383*** 
(3,17330) 

 
    

Number of countries 37 36 36 36 
Number of observations 580 550 542 542 
Overall R-squared 0,1721 0,2400 0,2485 0,2474 

Note:  Standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
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Table E 3: Result of regression analysis of Top 10 FDI stock countries of European investors 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  0,81628*** 
(0,16330) 

1,08076*** 
(0,20716) 

1,36768*** 
(0,14199) 

1,33205*** 
(0,11651) 

GNI per Capita 0,74128*** 
(0,26060) 

0,44209* 
(0,23251) 

0,02572 
(0,14236) 

0,02957 
(0,13587) 

Natural Resource Rents -0,92872 
(1,24539) 

-0,11801 
(1,65143) 

0,69934 
(1,96114) 

-4,29028** 
(1,89237) 

Trade Openness  1,14930 
(1,00795) 

1,64480* 
(0,90429) 

0,72014 
(0,75755) 

Ease of Doing Business  -0,00106 
(0,00422) 

-0,00123 
(0,00398) 

-0,00395 
(0,00355) 

Mobile Subscriptions  -0,02882 
(0,51381) 

0,10332 
(0,57636) 

0,00731 
(0,50856) 

Inflation  -2,93553* 
(1,61930) 

-3,77136*** 
(1,41004) 

-3,65948*** 
(1,35425) 

Corruption   0,01600a 
(0,01021) 

0,02092** 
(0,00902) 

Regulatory Quality   0,01361 
(0,02231) 

0,01769 
(0,02126) 

Political Stability   0,03352*** 
(0,01265) 

0,03389*** 
(0,01145) 

Trade Openness*Natural Resource Rents   -4,55042*** 
(0,87150) 

Constant -19,39295*** 
(4,71047) 

-24,29826*** 
(5,93393) 

-32,06352*** 
(3.76455) 

-30,66422*** 
(2,49924) 

 
    

Number of countries 10 10 10 10 
Number of observations 83 83 83 83 
Overall R-squared 0,5830 0,6586 0,7201 0,7282 

Note:  Standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
 a denotes p < 0,118   
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Table E 4: Result of regression analysis of remaining FDI stock countries of European investors 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  0,66785*** 
(0,16607) 

0,81673*** 
(0,16180) 

0,91640*** 
(0,13534) 

0,90338*** 
(0,13919) 

GNI per Capita 0,03313 
(0,19671) 

-0,83112*** 
(0,22713) 

-0,92702*** 
(0,21175) 

-0,92882*** 
(0,21206) 

Natural Resource Rents 1,14538 
(1,58337) 

0,77597 
(1,45289) 

1,61428 
(1,22699) 

-1,40883 
(3,75448) 

Trade Openness  1,67712*** 
(0,52873) 

1,31074** 
(0,52052) 

0,94804* 
(0,56271) 

Ease of Doing Business  -0,01042*** 
(0,00373) 

-0,00348 
(0,00522) 

-0,00376 
(0,00520) 

Mobile Subscriptions  1,23758*** 
(0,44987) 

1,05859** 
(0,43909) 

1,07455** 
(0,44713) 

Inflation  0,06849 
(0,74016) 

0,15581 
(0,73640) 

0,12741 
(0,73012) 

Corruption   -0,01410** 
(0,00599) 

-0,01438** 
(0,00596) 

Regulatory Quality   -0,00365 
(0,01632) 

-0,00404 
(0,01626) 

Political Stability   0,00819 
(0,01111) 

0,00789 
(0,01105) 

Trade Openness*Natural Resource Rents   3,05795 
(3,04341) 

Constant -12,15685*** 
(3,95721) 

-9,96513*** 
(3,67991) 

-10,82724*** 
(3,12994) 

-10,07451*** 
(3,38046) 

 
    

Number of countries 36 35 35 35 
Number of observations 223 212 208 208 
Overall R-squared 0,1018  0,2561 0,2918 0,3025 

Note:  Standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
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Table E 5: Result of regression analysis of Top 10 FDI stock countries of American investors 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  0,27354 
(0,23599) 

0,55997** 
(0,24099) 

0,58392* 
(0,32968) 

0,64143** 
(0,28617) 

GNI per Capita 0,45273 
(0,29327) 

0,56050** 
(0,28023) 

0,80532** 
(0,35768) 

0,73072* 
(0,38098) 

Natural Resource Rents 0,80555 
(1,12959) 

-0,09913 
(1,47166) 

-1,35965 
(1,79691) 

6,54194 
(4,77343) 

Trade Openness  0,77678 
(0,81747) 

0,72789 
(1,24005) 

3.,26469* 
(1,72368) 

Ease of Doing Business  -0,00066 
(0,00560) 

0,00551 
(0,01085) 

0,00949 
(0,01215) 

Mobile Subscriptions  -1,12164* 
(0,67635) 

-1,44108*** 
(0,44534) 

-1,08822** 
(0,51879) 

Inflation  -2,92189** 
(1,26882) 

-1,72814 
(1,50500) 

-0,89453 
(1,35336) 

Corruption   -0,03546*** 
(0,00908) 

-0,03388*** 
(0,00825) 

Regulatory Quality   -0,04161 
(0,03184) 

-0,03417 
(0,03059) 

Political Stability   -0,00938 
(0,01769) 

-0,02196 
(0,02163) 

Trade Openness*Natural Resource Rents   -8,80148** 
(4,49110) 

Constant -5,18437 
(5,95455) 

-12,45008* 
(7,23999) 

-9,37170* 
(5,43175) 

-12,88025*** 
(4,44972) 

 
    

Number of countries 10 10 10 10 
Number of observations 61 59 58 58 
Overall R-squared 0,3165 0,3492 0,5347 0,5747 

Note:  Standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
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Table E 6: Result of regression analysis of remaining FDI stock countries of American investors 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  -0,01309 
(0,35495) 

0,14515 
(0,39857) 

-0,00399 
(0,39979) 

-0,00606 
(0,40075) 

GNI per Capita 0,59923** 
(0,28206) 

0,02667 
(0,41935) 

0,96477*** 
(0,35761) 

0,93371** 
(0,37177) 

Natural Resource Rents 5,26580** 
(2,08492) 

3,61099 
(2,25896) 

0,84253 
(2,04983) 

3,99334 
(5,23761) 

Trade Openness  1,28285* 
(0,77190) 

0,74100 
(0,86467) 

0,96716 
(0,90053) 

Ease of Doing Business  0,00135 
(0,00448) 

-0,00905* 
(0,00538) 

-0,00817 
(0,00581) 

Mobile Subscriptions  0,47130 
(0,60703) 

0,70945 
(0,83400) 

0,67613 
(0,82935) 

Inflation  -3,64627 
(3,76028) 

1,51320 
(4,60745) 

0,65565 
(4,87732) 

Corruption   -0,00008 
(0,01687) 

-0,00072 
(0,01824) 

Regulatory Quality   -0,02944 
(0,02533) 

-0,02819 
(0,02706) 

Political Stability   -0,05317** 
(0,02579) 

-0,05175* 
(0,02900) 

Trade Openness*Natural Resource Rents   -2,92349 
(4,89273) 

Constant -2,37130 
(7,69883) 

-3,08844 
(10,08326) 

-1,36115 
(9,40354) 

-1,45574 
(9,55765) 

 
    

Number of countries 21 20 20 20 
Number of observations 54 51 50 50 
Overall R-squared 0,2608 0,3921 0,5811 0,5849 

Note:  Standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
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Table E 7: Result of regression analysis of Top 10 FDI stock countries of Chinese investors 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  0,29700 
(0,24995) 

0,13634 
(0,26195) 

0,50463 
(0,34354) 

0,52893 
(0,34663) 

GNI per Capita 0,47631 
(0,34876) 

-0,03705 
(0,32891) 

-0,51300 
(0,46787) 

-0,40377 
(0,42437) 

Natural Resource Rents 0,08297 
(2,66326) 

2,69530 
(2,26125) 

1,66029 
(1,85858) 

10,32744*** 
(3,03154) 

Trade Openness  -1,07668 
(0,88705) 

-0,67514 
(0,71578) 

1,77813 
(1,24415) 

Ease of Doing Business  -0,00045 
(0,00398) 

-0,01171** 
(0,00528) 

-0,00666 
(0,00633) 

Mobile Subscriptions  1,48555** 
(0,62367) 

1,80163** 
(0,76516) 

1,65951** 
(0,74761) 

Inflation  -1,44878 
(1,18262) 

-1,76858 
(1,13673) 

-1,53881 
(1,28115) 

Corruption   0,00598 
(0,00791) 

0,00835 
(0,00908) 

Regulatory Quality   -0,03483*** 
(0,01050) 

-0,02285 
(0,01475) 

Political Stability   0,02193 
(0,01581) 

0,02130 
(0,01458) 

Trade Openness*Natural Resource Rents   -11,81082*** 
(4,14576) 

Constant -5,99308 
(4,67968) 

1,29294 
(5,26163) 

-3,54840 
(6,64048) 

-7,69520 
(7,38560) 

 
    

Number of countries 10 10 10 10 
Number of observations 101 96 96 96 
Overall R-squared 0,1550 0,2399 0,3085 0,3626 

Note:  Standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
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Table E 8: Result of regression analysis of remaining FDI stock countries of Chinese investors 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  1,27409*** 
(0,15080) 

1,05920*** 
(0,22100) 

0,91251*** 
(0,23663) 

0,94041*** 
(0,23417) 

GNI per Capita 0,14499 
(0,18672) 

-0,30838 
(0,22865) 

-0,15853 
(0,23435) 

-0,17612 
(0,24579) 

Natural Resource Rents 0,72334 
(1,09880) 

1,36128 
(1,28262) 

1,35772 
(1,46604) 

4,30724 
(3,50428) 

Trade Openness  0,28142 
(0,68222) 

0,48342 
(0,73601) 

0,78639 
(0,81639) 

Ease of Doing Business  0,00265 
(0,00457) 

0,00212 
(0,00636) 

0,00235 
(0,00633) 

Mobile Subscriptions  1,58724*** 
(0,46092) 

1,48508*** 
(0,44573) 

1,48749*** 
(0,44470) 

Inflation  -2,36049** 
(1,00738) 

-2,21279** 
(1,03790) 

-2,14386** 
(1,03470) 

Corruption   0,00829 
(0,00741) 

0,00821 
(0,00735) 

Regulatory Quality   0,02380 
(0,02029) 

0,02407 
(0,02055) 

Political Stability   -0,01205 
(0,00973) 

-0,01170 
(0,00981) 

Trade Openness*Natural Resource Rents   -2,67292 
(2,42255) 

Constant -27,83360*** 
(3,04908) 

-21,24148*** 
(4,77554) 

-20,22791*** 
(4,66808) 

-21,12067*** 
(4,69705) 

 
    

Number of countries 36 35 35 35 
Number of observations 285 276 274 274 
Overall R-squared 0,2757 0,2852 0,3114 0,3107 

Note:  Standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
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14.6. Appendix F: Robustness tests with new interaction term 
 
 
Table F 1: Results of regression analysis of all investors with new interaction term 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  0,94633*** 
(0,09853) 

1,01754*** 
(0,10059) 

1,00984*** 
(0,10624) 

1,01244*** 
(0,10568) 

GNI per Capita 0,33177 
(0,13350) 

-0,29207* 
(0,16299) 

-0,23246 
(0,17906) 

-0,23927 
(0,17874) 

Natural Resource Rents 0,50740 
(0,70339) 

0,53242 
(0,82686) 

0,61047 
(0,89340) 

0,94775 
(1,45000) 

Trade Openness  1,00215*** 
(0,38416) 

1,01033*** 
(0,38854) 

0,99171** 
(0,39681) 

Ease of Doing Business  -0,00183 
(0,00274) 

-0,00125 
(0,00332) 

-0,00121 
(0,00334) 

Mobile Subscriptions  0,99138*** 
(0,28205) 

0,89578*** 
(0,27280) 

0,89812*** 
(0,27323) 

Inflation  -1,29052** 
(0,57266) 

-1,21740** 
(0,56442) 

-1,22708** 
(0,57090) 

Corruption   -0,00316 
(0,00387) 

-0,00333 
(0,00390) 

Regulatory Quality   -0,00013 
(0,01192) 

0,00123 
(0,01372) 

Political Stability   -0,00534 
(0,00748) 

-0,00531 
(0,00748) 

Regulatory Quality*Natural Resource Rents   -0,01667 
(0,05469) 

Constant -21,05311*** 
(2,10249) 

-19,27251*** 
(2,38006) 

-19,01463*** 
(2,41273) 

-19,03675*** 
(2,41387) 

 
    

Number of countries 46 45 45 45 
Number of observations 807 777 769 769 
Overall R-squared 0,3412 0,3897 0,3920 0,3930 

Note:  Robust standard errors in parantheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
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Table F 2: Results of regression analysis of European investors with new interaction term 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  0,89440*** 
(0,11891) 

1,08745*** 
(0,13356) 

1,17502*** 
(0,13392) 

1,17649*** 
(0,13863) 

GNI per Capita 0,20887 
(0,19538) 

-0,61810*** 
(0,22575) 

-0,74392*** 
(0,20142) 

-0,74892*** 
(0,20833) 

Natural Resource Rents 0,33839 
(1,07243) 

-0,06093 
(1,10075) 

0,55256 
(1,03019) 

0,74131 
(1,76874) 

Trade Openness  1,73974*** 
(0,42855) 

1,63734*** 
(0,41612) 

1,62857*** 
(0,41669) 

Ease of Doing Business  -0,00835** 
(0,00370) 

-0,00228 
(0,00430) 

-0,00228 
(0,00429) 

Mobile Subscriptions  0,95993** 
(0,39501) 

0,87118** 
(0,37624) 

0,87451** 
(0,38412) 

Inflation  -0,75568 
(0,81892) 

-0,75769 
(0,82938) 

-0,76126 
(0,85200) 

Corruption   -0,00839a 
(0,00531) 

-0,00851a 
(0,00521) 

Regulatory Quality   0,00285 
(0,01454) 

0,00356 
(0,01574) 

Political Stability   0,00901 
(0,00909) 

0,00903 
(0,00915) 

Regulatory Quality*Natural Resource Rents   -0,00929 
(0,09120) 

Constant -18,18073*** 
(2,70659) 

-17,43882*** 
(3,49917) 

-18,77966*** 
(3,46361) 

-18,77940*** 
(3,48292) 

 
    

Number of countries 46 45 45 45 
Number of observations 306 295 291 291 
Overall R-squared 0,3463 0,4618 0,4786 0,4795 

Note:  Standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
 a denotes p <0,115   
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Table F 3: Results of regression analysis of American investors with new interaction term 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  0,41171a 
(0,25647) 

0,90039*** 
(0,21524) 

0,82364*** 
(0,26012) 

0,82927*** 
(0,25753) 

GNI per Capita 0,57819** 
(0,25186) 

0,53771** 
(0,26743) 

0,87255*** 
(0,28023) 

0,85296*** 
(0,27025) 

Natural Resource Rents 1,77763* 
(0,96165) 

-0,19588 
(1,36232) 

-1,52098 
(1,26747) 

-0,44401 
(2,49696) 

Trade Openness  1,86023*** 
(0,52824) 

2,01142*** 
(0,69565) 

1,84850** 
(0,81859) 

Ease of Doing Business  0,00049 
(0,00377) 

-0,00570 
(0,00537) 

-0,00565 
(0,00537) 

Mobile Subscriptions  -1,11611** 
(0,47550) 

-1,04406*** 
(0,36837) 

-1,04537*** 
(0,35814) 

Inflation  -3,04757** 
(1,20646) 

-1,79959 
(1,15328) 

-1,85946 
(1,18814) 

Corruption   -0,01601** 
(0,00809) 

-0,01689** 
(0,00802) 

Regulatory Quality   -0,03951* 
(0,02084) 

-0,03736* 
(0,02182) 

Political Stability   -0,03784** 
(0,01481) 

-0,03653** 
(0,01537) 

Regulatory Quality*Natural Resource Rents   -0,04808 
(0,08184) 

Constant -10,88423* 
(5,96308) 

-22,37845*** 
(5,17906) 

-17,69757*** 
(5,56473) 

-17,58513*** 
(5,64036) 

     

Number of countries 31 30 30 30 
Number of observations 115 110 108 108 
Overall R-squared 0,4306 0,5112 0,5888 0,5866 

Note:  Robust standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
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Table F 4: Results of regression analysis of Chinese investors with new interaction term 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  1,20307*** 
(0,13544) 

1,11165*** 
(0,15358) 

1,07206*** 
(0,16072) 

1,07560*** 
(0,15833) 

GNI per Capita 0,11853 
(0,16044) 

-0,45510** 
(0,20022) 

-0,44480** 
(0,20773) 

-0,45731** 
(0,19413) 

Natural Resource Rents 0,51785 
(1,05150) 

1,25297 
(1,24846) 

1,16024 
(1,37588) 

2,04879 
(2,01764) 

Trade Openness  0,32056 
(0,61498) 

0,4960308 
(0,65015) 

0,44084 
(0,65909) 

Ease of Doing Business  0,00000 
(0,00398) 

-0,00405 
(0,00538) 

-0,00376 
(0,00535) 

Mobile Subscriptions  1,53236*** 
(0,40609) 

1,63363*** 
(0,41324) 

1,64137*** 
(0,41279) 

Inflation  -1,56031** 
(0,73465) 

-1,50040** 
(0,73265) 

-1,52149** 
(0,73183) 

Corruption   0,00591 
(0,00559) 

0,00551 
(0,00563) 

Regulatory Quality   -0,00061 
(0,01576) 

0,00364 
(0,01845) 

Political Stability   -0,00266 
(0,00992) 

-0,00286 
(0,00998) 

Regulatory Quality*Natural Resource Rents   -0,04459 
(0,06968) 

Constant -25,99050*** 
(2,92359) 

-20,93689*** 
(3,54143) 

-20,29914*** 
(3,36811) 

-20,35404*** 
(3,37171) 

 
    

Number of countries 46 45 45 45 
Number of observations 386 372 370 370 
Overall R-squared 0,4073 0,418 0,4400 0,4412 

Note:  Standard errors in parantheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
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14.7. Appendix G: Robustness tests with government effectiveness as new 
variable in exchange for regulatory quality  

 
 
Table G 1: Results of regression analysis of all investors with government effectiveness 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  0,94633*** 
(0,09853) 

1,01754*** 
(0,10059) 

1,00924*** 
(0,10406) 

1,01688*** 
(0,10414) 

GNI per Capita 0,33177** 
(0,1335) 

-0,29207* 
(0,16299) 

-0,23226 
(0,18396) 

-0,24529 
(0,18204) 

Natural Resource Rents 0,50740 
(0,70339) 

0,53242 
(0,82686) 

0,61480 
(0,94293) 

0,90377 
(1,25811) 

Trade Openness  1,00215*** 
(0,38416) 

1,00938** 
(0,39424) 

0,99089** 
(0,40199) 

Ease of Doing Business 
 

-0,00183 
(0,00274) 

-0,00122 
(0,00315) 

-0,00123 
(0,00316) 

Mobile Subscriptions  0,99138*** 
(0,28205) 

0,89536*** 
(0,28346) 

0,89763*** 
(0,28380) 

Inflation  -1,29052** 
(0,57266) 

-1,21744** 
(0,56618) 

-1,23270** 
(0,57016) 

Corruption   -0,00312 
(0,00408) 

-0,00317 
(0,00409) 

Government Effectiveness  
 

0,00011 
(0,01034) 

0,00161 
(0,01172) 

Political Stability   -0,00539 
(0,00700) 

-0,00522 
(0,00702) 

Government Effectiveness*Natural Resource Rents  -0,02075 
(0,05924) 

Constant -21,05311*** 
(2,10249) 

-1927251*** 
(2,38006) 

-19,01576*** 
(2,42608) 

-19,11643*** 
(2,43568) 

 
 

 
  

Number of countries 46 46 45 45 
Number of observations 807 777 769 769 
Overall R-squared 0,3412 0,3897 0,3930 0,3920 

Note:  Robust standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   

 



14.  Appendices 

 144 

Table G 2: Results of regression analysis of European investors with government effectiveness 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  0,89440*** 
(0,11891) 

1,08745*** 
(0,13356) 

1,17875*** 
(0,12558) 

1,18637*** 
(0,13730) 

GNI per Capita 0,20887 
(0,19538) 

-0,61810*** 
(0,22575) 

-0,75143*** 
(0,20262) 

-0,76659*** 
(0,21558) 

Natural Resource Rents 0,33839 
(1,07243) 

-0,06093 
(1,10075) 

0,59239 
(1,13807) 

0,86554 
(1,42436) 

Trade Openness  1,73974*** 
(0,42855) 

1,62561*** 
(0,42312) 

1,60795*** 
(0,42789) 

Ease of Doing Business  -0,00835** 
(0,00370) 

-0,00253 
(0,00404) 

-0,00258 
(0,00407) 

Mobile Subscriptions  0,95993** 
(0,39501) 

0,88570** 
(0,37075) 

0,89353** 
(0,37876) 

Inflation  -0,75568 
(0,81892) 

-0,77019 
(0,82165) 

-0,77747 
(0,83900) 

Corruption   -0,00844 
(0,00567) 

-0,00860 
(0,00551) 

Government Effectiveness   0,00165 
(0,01282) 

0,00290 
(0,01517) 

Political Stability   0,00931 
(0,00876) 

0,00952 
(0,00901) 

Government Effectiveness*Natural Resource Rents  -0,02091 
(0,09239) 

Constant -18,18073*** 
(2,70659) 

-17,43882*** 
(3,49917) 

-18,74708*** 
(3,48481) 

-18,8091*** 
(3,59887) 

 
    

Number of countries 46 45 45 45 
Number of observations 306 295 291 291 
Overall R-squared 0,3463 0,4618 0,4779 0,4784 

Note:  Robust standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
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Table G 3: Results of regression analysis of American investors with government effectiveness 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  0,41171a 
(0,25647) 

0,90039*** 
(0,21524) 

0,71509*** 
(0,23715) 

0,73588*** 
(0,23556) 

GNI per Capita 0,57819** 
(0,25186) 

0,53771** 
(0,26743) 

1,00569*** 
(0,25753) 

0,97154*** 
(0,25078) 

Natural Resource Rents 1,77763* 
(0,96165) 

-0,19588 
(1,36232) 

-1,16626 
(1,67371) 

-0,38320 
(2,146382) 

Trade Openness  1,86023*** 
(0,52824) 

2,06732*** 
(0,68782) 

1,98403*** 
(0,72308) 

Ease of Doing Business  0,00049 
(0,00377) 

-0,00094 
(0,00592) 

-0,00091 
(0,00595) 

Mobile Subscriptions  -1,11611** 
(0,47550) 

-1,29790*** 
(0,32903) 

-1,32158*** 
(0,34165) 

Inflation  -3,04757** 
(1,20646) 

-1,61901 
(1,20498) 

-1,68502 
(1,28052) 

Corruption   -0,01200a 
(0,00743) 

-0,01212a 
(0,00738) 

Government Effectiveness   -0,01174 
(0,01621) 

-0,00816 
(0,01720) 

Political Stability   -0,04398*** 
(0,01468) 

-0,04273*** 
(0,01582) 

Government Effectiveness*Natural Resource Rents  -0,04810 
(0,09615) 

Constant -10,88423* 
(5,96308) 

-22,37845*** 
(5,17906) 

-17,84362*** 
(5,75192) 

-18,13469*** 
(5,78210) 

 
    

Number of countries 31 30 30 30 
Number of observations 115 110 108 108 
Overall R-squared 0,4306 0,5112 0,5975 0,5972 

Note:  Robust standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
 a denotes p < 0,107   
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Table G 4: Results of regression analysis of Chinese investors with government effectiveness 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  1,20307*** 
(0,13544) 

1,11165*** 
(0,15358) 

1,07301*** 
(0,16364) 

1,08711*** 
(0,15791) 

GNI per Capita 0,11853 
(0,16044) 

-0,45510** 
(0,20022) 

-0,43448** 
(0,19773) 

-0,45609** 
(0,17958) 

Natural Resource Rents 0,51785 
(1,05150) 

1,25297 
(1,24846) 

1,11557 
(1,49850) 

1,69730 
(2,00317) 

Trade Openness  0,32056 
(0,61498) 

0,475816 
(0,65459) 

0,42575 
(0,66903) 

Ease of Doing Business  0,00000 
(0,00398) 

-0,00371 
(0,00491) 

-0,00357 
(0,00494) 

Mobile Subscriptions  1,53236*** 
(0,40609) 

1,62761*** 
(0,41560) 

1,63761*** 
(0,41594) 

Inflation  -1,56031** 
(0,73465) 

-1,49353** 
(0,73814) 

-1,51971** 
(0,73479) 

Corruption   0,00569 
(0,00631) 

0,00551 
(0,00635) 

Government Effectiveness   -0,00026 
(0,01737) 

0,00295 
(0,01924) 

Political Stability   -0,00297 
(0,00925) 

-0,00282 
(0,00918) 

Government Effectiveness*Natural Resource Rents  -0,04184 
(0,08197) 

Constant -25,99050*** 
(2,92359) 

-20,93689*** 
(3,54143) 

-20,39211*** 
(3,47744) 

-20,60197*** 
(3,44438) 

     

Number of countries 46 45 45 45 
Number of observations 386 372 370 370 
Overall R-squared 0,4073 0,418 0,4381 0,4391 

Note:  Robust standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
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14.8. Appendix H: Robustness tests with corruption control as new variable 
in exchange for corruption 

 
 
Table H 1: Results of regression analysis of all investors with corruption control 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  0,94633*** 
(0,09853) 

1,01754*** 
(0,10059) 

1,01024*** 
(0,11072) 

1,01935*** 
(0,11029) 

GNI per Capita 0,33177** 
(0,13350) 

-0,29207* 
(0,16299) 

-0,24634 
(0,17683) 

-0,24685 
(0,17737) 

Natural Resource Rents 0,50740 
(0,70339) 

0,53242 
(0,82686) 

0,68443 
(0,94000) 

3,46330* 
(1,91488) 

Trade Openness  1,00215*** 
(0,38416) 

1,01851*** 
(0,38710) 

1,37958*** 
(0,41828) 

Ease of Doing Business  -0,00183 
(0,00274) 

-0,00140 
(0,00335) 

-0,00048 
(0,00339) 

Mobile Subscriptions  0,99138*** 
(0,28205) 

0,93833*** 
(0,27224) 

0,92986*** 
(0,27101) 

Inflation  -1,29052** 
(0,57266) 

-1,23077** 
(0,57420) 

-1,16966** 
(0,57360) 

Corruption Control   0,00410 
(0,00901) 

0,00400 
(0,00908) 

Regulatory Quality   0,00129 
(0,01214) 

0,00299 
(0,01209) 

Political Stability   -0,00505 
(0,00728) 

-0,00529 
(0,00726) 

Trade Openness*Natural Resource Rents  
 

-2,70337* 
(1,57427) 

Constant -21,05311*** 
(2,10249) 

-19,27251*** 
(2,38006) 

-19,49002*** 
(2,41193) 

-20,21111*** 
(2,48448) 

 
    

Number of countries 46 45 45 45 
Number of observations 807 777 771 771 
Overall R-squared 0,3412 0,3897 0,3906 0,3886 

Note:  Robust standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
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Table H 2: Results of regression analysis of European investors with corruption control 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  0,89440*** 
(0,11891) 

1,08745*** 
(0,13356) 

1,16820*** 
(0,14715) 

1,16304*** 
(0,15003) 

GNI per Capita 0,20887  
(0,19538) 

-0,61810*** 
(0,22575) 

-0,79377*** 
(0,21093) 

-0,79396*** 
(0,21316) 

Natural Resource Rents 0,33839 
(1,07243) 

-0,06093 
(1,10075) 

0,49277 
(1,13008) 

-1,29138 
(2,87953) 

Trade Openness  1,73974*** 
(0,42855) 

1,71004*** 
(0,41985) 

1,49324*** 
(0,43689) 

Ease of Doing Business  -0,00835** 
(0,00370) 

-0,00319 
(0,00440) 

-0,00372 
(0,00452) 

Mobile Subscriptions  0,95993** 
(0,39501) 

0,97040** 
(0,39355) 

0,97205** 
(0,39694) 

Inflation  -0,75568 
(0,81892) 

-0,78413 
(0,85210) 

-0,81856 
(0,84234) 

Corruption Control   0,00342 
(0,01297) 

0,00333 
(0,01279) 

Regulatory Quality   0,00999 
(0,01538) 

0,00939 
(0,01504) 

Political Stability   0,01205 
(0,00859) 

0,01197 
(0,00856) 

Trade Openness*Natural Resource Rents  
 

1,73356 
(2,09869) 

Constant -18,18073*** 
(2,70659) 

-17,43882*** 
(3,49917) 

-19,63504*** 
(3,66282) 

-19,20291*** 
(3,90678) 

 
    

Number of countries 46 45 45 45 
Number of observations 306 295 295 295 
Overall R-squared 0,3463 0,4618 0,4825 0,4883 

Note:  Robust standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
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Table H 3: Results of regression analysis of American investors with corruption control 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  0,41171a 
(0,25647) 

0,90039*** 
(0,21524) 

0,74562*** 
(0,26374) 

0,78141*** 
(0,26283) 

GNI per Capita 0,57819** 
(0,25186) 

0,53771** 
(0,26743) 

0,85534*** 
(0,26705) 

0,81531*** 
(0,26648) 

Natural Resource Rents 1,77763* 
(0,96165) 

-0,19588 
(1,36232) 

-1,20125 
(1,29699) 

2,725963 
(2,09428) 

Trade Openness  1,86023*** 
(0,52824) 

1,84842*** 
(0,67097) 

2,61062*** 
(0,85047) 

Ease of Doing Business  0,00049 
(0,00377) 

-0,00801 
(0,00553) 

-0,00586 
(0,00597) 

Mobile Subscriptions  -1,11611** 
(0,47550) 

-0,73442 
(0,47980) 

-0,77422* 
(0,46710) 

Inflation  -3,04757** 
(1,20646) 

-2,27007** 
(1,14379) 

-2,01476* 
(1,05566) 

Corruption Control   0,01170 
(0,01825) 

0,01075 
(0,01779) 

Regulatory Quality   -0,03197a 
(0,01949) 

-0,02580 
(0,01922) 

Political Stability   -0,03380** 
(0,01465) 

-0,03492** 
(0,01415) 

Trade Openness*Natural Resource Rents  
 

-3,82721** 
(1,87958) 

Constant -10,88423* 
(5,96308) 

-22,37845*** 
(5,17906) 

-18,07655*** 
(6,46730) 

-19,71692*** 
(6,66338) 

 
    

Number of countries 31 30 30 30 
Number of observations 115 110 110 110 
Overall R-squared 0,4306 0,5112 0,5723 0,5918 

Note:  Robust standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   
 a denotes p < 0,113   
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Table H 4: Results of regression analysis of Chinese investors with corruption control 

Variables Model 1 Model 2 Model 3 Model 4 

GDP  1,20307*** 
(0,13544) 

1,11165*** 
(0,15358) 

1,06548*** 
(0,15854) 

1,08793*** 
(0,15541) 

GNI per Capita 0,11853 
(0,16044) 

-0,45510** 
(0,20022) 

-0,40383* 
(0,22015) 

-0,41124* 
(0,22665) 

Natural Resource Rents 0,51785 
(1,05150) 

1,25297 
(1,24846) 

1,10155 
(1,41193) 

6,34062** 
(2,48560) 

Trade Openness  0,32056 
(0,61498) 

0,42823 
(0,63440) 

1,03044 
(0,65961) 

Ease of Doing Business  0,00000 
(0,00398) 

-0,00314 
(0,00545) 

-0,00153 
(0,00536) 

Mobile Subscriptions  1,53236*** 
(0,40609) 

1,55066*** 
(0,40837) 

1,54417*** 
(0,40813) 

Inflation  -1,56031** 
(0,73465) 

-1,54252** 
(0,73960) 

-1,45284* 
(0,74736) 

Corruption Control   -0,00428 
(0,01126) 

-0,00367 
(0,01157) 

Regulatory Quality   -0,00375 
(0,01568) 

-0,00085 
(0,01619) 

Political Stability   -0,00429 
(0,00987) 

-0,00455 
(0,00962) 

Trade Openness*Natural Resource Rents   -4,98798*** 
(1,77424) 

Constant -25,99050*** 
(2,92359) 

-20,93689*** 
(3,54143) 

-19,48066*** 
(3,26686) 

-20,88934*** 
(3,23003) 

 
    

Number of countries 46 45 45 45 
Number of observations 386 372 372 372 
Overall R-squared 0,4073 0,418 0,4303 0,4328 

Note:  Robust standard errors in parentheses   
 * p < 0,1, ** p < 0,05, *** p < 0,01   

 


