
 
  

Copenhagen Business School 

Cand.merc. International Business 

Master Thesis  

Date of submission: May 15th, 2020 

Michela Bertini - 125453 

Francesco Bruno Pan -124780 

Supervisor: Bersant Hobdari 

Number of real pages and characters: 112/254694 

Number of pages (including references, appendices & front page): 148  

 

 

Private Equity in African Emerging countries 
A country-level perspective 



 1 

Abstract 

This thesis investigates which African Emerging country has the best business environment to 

attract the Private Equity activity, using the predicted number of Private Equity completed deals 

as a proxy for attractiveness. In particular, after having reviewed the existing literature, this paper 

focuses on finding, through a deductive approach, the variables that can better predict PE 

activities in these countries. Through the use of a Random Effect Model, the significance of the 

variables is tested, and the results are employed to predict which country is lately the best in terms 

of attractiveness. A solely econometric analysis raises the risk of overlooking some aspects that 

might significantly affect the attractiveness; therefore, the results are confirmed through the use 

of the PIE framework, which enables to analyse in-depth the Political, Institutional and 

Economics aspects of the countries. As a result of this analysis, the thesis does not only confirm 

that South Africa is the most attractive nation in the African Emerging Markets context, but it is 

able to highlight the country-specific aspects that make it stand out. In conclusion, our paper 

provides a new research approach and fill the existing literature gap that is present for the Private 

Equity Investments in African Emerging Markets. Finally, the results about drivers and 

determinants can be used on the investors and governments decision-making processes. 
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1.  Introduction 

1.1 Background 

Over the years, Private Equity has grown from being relatively unknown to be one of the most 

attractive investment asset class in the global financial markets (Bernoth & Colavecchio, 2014). 

To give an overview of this exponential growth, it is worth to look at the US market, which is the 

biggest and more advanced one. In the period that goes from 1980 to 1995, US Private Equity 

funds raised $148 billion; this value became $668 billion over the following eight years. However, 

both these amounts were overshadowed by a boom period between 2005 and 2008, when Private 

Equity funds attracted an inflow of capital worth $794 billion (Harris et al., 2014). This 

impressive growth followed similar patterns in the other Western countries, while the Emerging 

Markets remained marginally involved in this new asset class boom due to their higher riskiness 

(Campbell, 2009).  

The inflow of capital was due to the exceptionally high returns that the Private Equity firms were 

able to deliver. Still, lately, the increase in competition is harming and deteriorating their 

performances (Bain & Company, 2019). In order to stop this decline, Private Equity investors are 

turning their attention to Emerging Markets, where they are under-allocated, and they could 

increase their returns (Oberli, 2014).  

One of the markets that have lately attract the investors’ attention is Africa, where the 

opportunities for Private Equity funds have grown, both in scale and quality, and where it has 

been reached a more stable environment, with an encouraging macroeconomic performance 

(Deloitte, 2019; AVCA, 2020a). Therefore, the region is becoming a world hotspot, since it 

presents opportunities for managers that want to diversify their portfolio. 

Overall, African countries are opening to the worldwide economy, thanks to liberalization and 

pro-business policies. Although there are many risks in investing in this continent, there are a lot 

of opportunities. The economic environment is strengthening, and commodity prices are 

recovering, the political situation is stabilizing, and governments are taking the needed measures 

to develop infrastructure and markets; these are some factors that are contributing to an optimistic 
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economic outlook for Africa. Furthermore, the number of investments is growing together with 

the economy, and strong exit opportunities are forecasted for the next years (AVCA, 2019, 2020b; 

Deloitte, 2019). For instance, the total value of African Private Equity fundraising grew from 

$1.9 billion in 2014 to $3.8 billion in 2019 (AVCA, 2020a). 

In these countries, where the Private Equity market is still in its infancy, there is a lack of 

information about the industry performance and, therefore, investors need to consider other 

factors to allocate their money (Balboa & Marti, 2003). A solution to overcome this shortage of 

data is to rely on the macro and country-level drivers and determinants that influence the Private 

Equity activity (Balboa & Marti, 2003; Oberli, 2014). However, the literature about this topic is 

limited, scarce and lack of a general consensus, especially for Emerging Markets (Bernoth & 

Colavecchio, 2014; Oberli, 2014).  

1.2 Research questions & Thesis structure 

The aim of this thesis is, in the first place, to fill in the existing literature gap and determine the 

most relevant drivers and determinants that in the African Emerging Markets shape a country’s 

attractiveness for Private Equity activity. The attractiveness for the industry is, in this regard, 

proxied by the number of completed deals in a country, since, as claimed by Groh et al. (2018), 

investors concentrate their operations on the country with the most favourable environment. Once 

this task is completed, the findings are used to identify the country on the continent that appears 

lately to be the most favourable for this type of investments.  

Specifically, this paper answers the following research question: 

Which African Emerging country presents, both quantitatively and qualitatively, the most 

attractive business environment for the Private Equity activity? 

In order to have a holistic and reliable approach to respond to the research question, the thesis 

covers two research sub-questions: 
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o What are the statistically significant country-level drivers and determinants of PE 

activity in Africa and which country appears to be the most attractive according to 

these findings? 

o Does a qualitative approach, complementary to the quantitative one, confirm the 

same country as the most favourable to Private Equity activity? 

Following a deductive approach, this paper starts by contextualizing our research through an 

explanation of the characteristics and peculiarities of the Private Equity industry and how it 

operates. Building on this background, a literature review helps to identify the drivers and 

determinants that lead to a flourishing Private Equity market. From this revision, several 

variables appear to be relevant for the industry; thus, they are analysed in the context of African 

Emerging Markets. With the support of the Bayesian Information Criteria, the factors that are 

able to better predict the variability of the African Private Equity activity are identified. 

Consequently, their causal relations and significance are determined through a Random Effect 

model, applied on a panel dataset which takes into account information about 53 African 

countries and a time span of 10 years (2008-2018). The statistical model helps to both test the 

hypothesis about the variables’ significance and determine their impact. Once the coefficients 

are specified, the model is used, alongside the most recent values, to establish which is the most 

attractive country from the quantitative perspective. However, a solely quantitative answer 

might overlook the internal dynamics, trends and other country-specific characteristics that affect 

the Private Equity activity. Therefore, the PIE framework, a qualitative model, is used to 

complete and confirm the quantitative claim about which country is the most attractive for 

Private Equity.  

1.3 Topic delimitation 

Across the literature, authors are not consistent in the use of the terminology when mentioning 

Private Equity, in fact, some refer to only Leveraged Buyouts segment, while others allude to the 

whole asset class, including Venture Capital and Leveraged Buyout. Since this thesis aims to 

provide an extensive view on the topic for the whole Private Equity industry, we focus on the 

more comprehensive definition, including in the study all the investment segments. For the same 
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reason, since our study aims to identify the most relevant drivers and determinants of the Private 

Equity activity as a whole, those factors are not distinguished between the one that affect General 

Partners or Limited Partners, but they are investigated together. Henceforth, the General Partners 

and Limited Partners will be referred as Private Equity investors. 

Another delimitation concerns the African countries employed in the analysis. Since we are 

specifically investigating the Developing markets, Seychelles were excluded from our sample 

because, according to the World Bank definition, it does not belong to the emerging countries 

group.  

Finally, the paper takes into consideration the time span between 2008-2018 for the econometric 

analysis. This is done to balance the possible bias that could arise from using a smaller time lapse 

that would lead to have inconclusive and weak results, and the missingness of the data for the 

previous periods. 
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2. Literature review 

2.1 Private equity composition 

Over the last 40 years, the Private Equity (PE) market has gone from being relatively unknown 

to be an important asset class in the global financial markets (Bernoth & Colavecchio, 2014), 

with estimated total size, in 2018, of 3 trillion dollars (Doskeland & Stromberg, 2018). 

Specifically, PE market refers to the investments in unlisted firms made by professional investors, 

also called PE funds. These funds, which are managed by PE firms’ managers and funded by 

institutional investors, usually assumes the legal form of a limited partnership with a finite life 

(Doskeland & Stromberg, 2018). 

The two main actors involved in the PE partnership are the General Partners (GPs), PE firm’s 

professionals that raise the fund, and the Limited Partners (LPs), usually institutional investors 

(ex. pension funds, insurance companies, sovereign wealth funds), that provide the capital to fund 

the acquisitions. These two parties give life to a PE fund organized, as stated above, on a limited 

partnership agreement. This type of contract is preferred since it gives several advantages to the 

fund in terms of taxes, and normally it is dissolved after ten years, except in the case of an LPs’ 

approved extension. By the expiration, all the acquired companies are sold through exit 

agreements such as IPO, trade sale or other strategies (Doskeland & Stromberg, 2018). PE 

partners and key employees, which together form the GPs, manage the investment decisions and 

the daily operations supported by the PE firm. While, LPs, after they committed to the fund, 

cannot affect GPs acquisitions choice, unless some covenants of the agreement are violated. 

Recently, LPs started to invest directly in the PE market, avoiding the classic intermediary fund 

structure. They have pursued this strategy in two different ways: co-investments and solo 

investments. The former sees the institutional investors participate alongside the PE fund in a 

portfolio company acquisition; in other words, they engage in parallel investments. In the latter, 

the institutional investor alone purchases companies, taking an active role in all the stages of the 

transaction. The higher demand for this type of direct investment is driven by the fact that 

institutional investors face lower management fees and carried interest and by the subsequent 

solid net returns (Fang et al., 2015). 



 6 

2.1.1 Private Equity market segments and model 

According to the portfolio firm’s age, stage or situation in which the PE fund invest, the Private 

Equity Market can be divided into different segments. The two main PE categories are Venture 

Capital (VC) and Leveraged Buyout (LBO), which are located on the opposite side of an 

imaginary line connecting start-up and mature companies. In fact, the VC refers to investments 

in young, private companies, usually with both negative cash flow and profits, but with high 

growth potential. Typically, VC’s range from seed, start-up investments to expansion and later-

stage ones. On the other hand, LBO consists of investments in mature companies that are made 

through the acquisition (buyout) of shares from the old equity owners, rather than investing funds 

into the company. In this case, the portfolio firm is an already profitable company, and the PE 

professionals believe that it can be turned from good to great or from small to large through 

improvements in the efficiency and through organic growth or acquisitions (Doskeland & 

Stromberg, 2018). In the middle of these two segments, there are Growth Equity, that falls in 

between later-stage VC and Buyout, and it refers to investments in profitable companies with 

high growth potential, and the Balanced, where the PE funds invest in all the different segments. 

Lastly, there is the Distress segment that concern investments in mature unprofitable companies 

with the objective of turning them around and making them profitable (Doskeland & Stromberg, 

2018). 

Despite this detailed description of the different segments, in the literature, the distinction 

between them is somehow ambiguous. In fact, the use of the terminology is not always consistent 

across papers. Kaplan & Stromberg (2009) consider synonyms leveraged buyouts and PE, 

likewise Ljungqvist & Richardson (2003) use PE to refer to buyouts, and VC to indicate early 

stage. Instead, Kaserer & Driller (2009) when mentioning PE mean all the segments: VC, buyout 

capital and mezzanine capital, which is an investment in debt securities. This ambiguity arises 

due to the fact that the terminology is geographically different. As a matter of fact, in Europe, the 

term PE covers both early and buyout stages of investments; thus, VC is also included (Leachman 

et al., 2002). Whereas in the US, PE and VC are kept distinct, the former means the equity 

investments in mature firms and the latter concerns only seed, start-up and expansion investments 

(Jeng & Wells, 2000). In order to avoid any miscomprehension, henceforth, in this thesis, the 
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term PE is used to indicate the whole asset class of unquoted equity capital, hence the investments 

at all stages of a company’s life, adopting a European view.       

Turning the page on the way PE firms operate, the model applied is the same across the different 

market segments. In contrast to the classic investment in public equity, that is based on stock 

picking and buy/sell; the PE managing model requires not only financial skills but also 

operational ones. Briefly, the model starts with the acquisition of a large stake of equity of an 

unlisted company, the so-called portfolio company, then after a limited time of ownership, the 

PE fund exits the investment. It can either pursue an IPO of the portfolio company or sale it to a 

strategic buyer or another PE fund. During the ownership period, which is limited by the fact that 

PE fund partnership lasts only 10-12 years, the PE investor tries to add value to the portfolio firm. 

To increase value in such a short period, there are three different types of “engineering”, or value-

adding strategies, typically used (Doskeland & Stromberg, 2018). 

The first one arises from the fact that the PE investor since it owns a controlling stake in the 

portfolio company and the investment is highly illiquid, is incentivized to monitor, exercise 

control, thus acts as an active investor. There are several benefits resulting from the possibility to 

design the corporate governance structure, for instance, as noted by Kaplan and Stromberg (2004) 

and Gompers et al (2016), PE-backed companies present smaller and more active boards in both 

monitoring and replacing management, as well as they are able to provide more value-adding 

support. Additionally, the management incentives are usually redesigned to be highly sensitive 

to the firm’s performance, so they are more aligned with the owners (Kaplan, 1989). 

Another option is the financial engineering that concerns the portfolio company’s capital 

structure. For the VC, this is aimed to balance the incentives and control between investors and 

founders through specific preferred shares and shareholder agreements (Kaplan & Stromberg, 

2003). While for Buyouts, this approach involves the use of substantial leverage to finance the 

acquisition. This allows the company to obtain both tax reduction, thanks to the deductibility of 

interests, and to reach the thin capitalization structure, which helps to align further the incentives 

of management (Jensen, 1989). However, the large amount of debt, besides these benefits, 

increases the risk of financial distress. 
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The last value-adding strategy is called operational engineering, which is an emerging trend in 

the industry (Gompers et al., 2016; 2017), that allows PE firms to increase portfolio companies’ 

valuation in a less imitable manner. This strategy consists in implementing operational 

improvements like cost-cutting, increase productivity, strategic changes, repositioning of the 

brand, acquisitions (buy-and-built) and management professionalization (Doskeland & 

Stromberg, 2018). To achieve those results, PE firms have an internal team or hire external 

expertise to assist and improve the portfolio firm’ operations in areas such as debt financing, 

human resources, working capital management, lean manufacturing, IT and digitalization, 

purchasing and M&A (Doskeland & Stromberg, 2018). Additionally, these operational 

improvements are feasible because, as noted by Jensen (1989), PE ownership solves the agency 

problems that, for example, permit to managers of public firms to avoid difficult and unpopular 

decisions. Therefore, exploiting this advantage, PE-backed firms invest largely in automation, 

innovation and offshoring production, improving productivity and profitability (Olsson & Tag, 

2017). 

2.1.2 Private Equity Performance 

The success and increase in the capital inflow experienced by the PE industry is mainly driven, 

on theoretical grounds, by the fact that investing in unlisted as well as listed assets help to achieve 

a portfolio similar to the overall market portfolio, which is known to be the most efficient one in 

terms of risk-adjusted return (Doskeland & Stromberg, 2018). From the empirical perspective, 

this increase is driven by the ability of PE to outperform the public markets, as documented by 

Harris et al. (2014). These authors conducted an analysis of the PE performance, using different 

mathematical and statistical methods, specifically the Public Market Equivalent, Internal Rate of 

Return and Total Value to Paid-in-Capital. Overall, their result highlights that on average, the PE 

have, net of fees and accounting for the time value of money and risks, guaranteed higher returns 

to investors compared with public equity. 

Doskeland and Stromberg (2018) investigated what could be the reason behind the difference 

between public and PE returns, and they found four possible explanations. First, PE is an illiquid 

asset class, meaning that its assets are riskier because, since they are not traded on an exchange, 

they cannot be sold quickly to another investor without a large loss in value. Therefore, the PE 



 9 

investor requires a liquidity premium, in other words, it wants a higher expected return or to pay 

a lower price for PE assets compared to similar public equity (Doskeland & Stromberg, 2018).            

Second, the PE investments may give access to an equity that differ from the public equity with 

respect to industry, size, geography and growth opportunities. If these characteristics are related 

to a greater amount of systemic risk in the investment, for which the investors require a risk 

premium, then the expected return will increase (Doskeland & Stromberg, 2018). For instance, 

PE portfolio companies are on average smaller than listed companies, and, as shown by Fama 

and French (1993), smaller firms have had higher historical returns.    

Third, the systemic risk factors that affect PE may not be present in the public markets. In fact, 

assuming that the market is incomplete, it might not be possible for public securities portfolio to 

replicate the return of PE funds (Doskeland & Stromberg, 2018). Therefore, since investing in 

PE gives access to risk factors that are not attainable in public markets, the PE investors require 

additional compensation. 

Final, PE fund could earn an excess risk-adjusted return, or alpha, due to superior investment 

skills and/or access to non-competitive investment opportunities. However, this alpha is unlikely 

to be present in the whole PE market (Doskeland & Stromberg, 2018). 

The last characteristic of the PE performance highlighted in the literature is its cyclicality. As 

stated by Harris et al. (2014), PE performance and capital commitments move counter-cyclically. 

One explanation is that the premium required for investing is fluctuating over time (Doskeland 

& Stromberg, 2018). For instance, if the average cost of illiquidity -premium required- goes 

down, more funds will flow into the PE market. As a result, the larger fund inflows drive up 

competition and transactions prices, leading to a worsening of the future returns. Once low returns 

arise, the investors decrease the capital inflow, driving up again the returns (Harris et al., 2014). 

2.1.3 Private Equity Impact 

This section gathers the empirical evidence of PE ownership’s impact on portfolio companies as 

well as the effect on different stakeholders. Even though the majority of the studies highlight that 
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PE firms improve the portfolio companies on different aspects, the researchers’ view on the topic 

is not always aligned. 

According to Jensen (1989), PE ownership is a superior form of governance that would eclipse 

public corporations, since it combines concentrated active ownership, aligned incentives between 

owners and management, with more heavy use of leverage with a minimal overhead cost. 

Ultimately, this structure solves the generic corporate governance problem, meaning the trade-

off between corporate governance, that favour concentrated ownership and long-term 

engagement, and cost of capital, which calls for dispersed and short-time ownership, liquidity 

(Stromberg, 2012). In fact, investors, by committing part of their capital to PE funds, can enjoy 

the benefits of active control and governance, while they can still have a high degree of 

diversification in their portfolio, lowering the cost of capital as shown by Doskeland and 

Stromberg (2018). 

However, not all the authors share this enthusiastic view; for example, Rasmussen (2008) sees 

PE funds as a major threat to healthy companies and workers’ rights. On the same line, Shleifer 

and Summers (1988) state that PE funds are a major challenge to financial stability and should 

be regulated in order to avoid their possible contribution to future crisis. These criticisms arise 

from the fact that the limited investment horizon gives incentive to focus on short term 

improvements, overlooking long term value-adding operations. Another critique is that the value 

gains are obtained by equity holders at the expenses of other stakeholders, such as employees or 

customers (Shleifer & Summers, 1988). 

Nevertheless, empirical researches have failed to find evidences of these negative impacts of PE. 

On the contrary, literature rejects the critics, in fact, PE-backed firms are shown to be less likely 

to enter formal bankruptcy (Jensen, 1989), and when they default, they restructure faster and are 

more likely to remain independent (Hotchkiss et al., 2014). Moreover, Lerner et al. (2011) state 

that, after a buyout, the value of the long-term investment in innovation increase, while Davis et 

al. (2011) proved that the net job losses at target firms are less than 1%. There are also other 

papers documenting the positive developments in the portfolio company following a PE 

acquisition. For early-stage companies (start-ups) being backed by VC means growing faster, 

shortening the time to market (Hellman & Puri, 2000), innovating more (Mollica & Zingales, 
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2007) and increasing the probability of an IPO (Sorensen, 2007). As further proof, between 1980 

and 2018, the 38% of the IPOs have been achieved by VC-backed companies (Ritter, 2019). 

Looking at the Buyout segment, it can be observed that target firms enhance their profit margins 

(Smith, 1990), increase their productivity, thanks to a faster exit from less productive 

establishments to enter highly productive ones (Davis et al., 2014). Additionally, as shown by 

Acharya et al. (2013), the PE firm involvement leads to a large growth in revenues and operating 

margins in the Buyouts companies, and the Buyout activity is positively related to the 

employment growth in the target’s industry (Bernstein et al., 2017). 

In conclusion, the literature demonstrates that VC and PE have a positive influence on several 

aspects of a firm, including innovation, productivity and employment, which by extension can 

improve an economy (Engel, 2002; Davis et al., 2008). Therefore, governments are making an 

effort to attract more capital inflow into the country (Oino, 2014). Particularly, in developing 

countries, PE activity acts a stimulus for economic expansion, and it is now recognised as an 

important vehicle for these countries’ growth (Oino, 2014). 

2.2 Private Equity Determinants  

In this section, all drivers and determinants of the Private Equity investment activity, studied in 

the literature, are presented. The academic research on this specific topic, especially on Emerging 

Markets and Africa, is scarce (Oberli, 2014). One explanation of this scarcity is that, since PE-

backed firms are non-quoted, finding public and reliable information is anything but easy (Balboa 

& Marti, 2003). Moreover, another explanation is that taking the amount of literature as a direct 

proxy of the interest in the topic, Emerging markets and Africa has only recently attracted the PE 

investors’ attention. Consequently, the majority of research has focused on the US and Europe 

(Sannajust et al., 2015), the most developed and active PE markets (Bain & Company, 2019), 

followed by Asia, Latin America and Central Eastern Europe, where starting from the mid-90s 

there has been a proliferation of investments (Leeds & Sunderland, 2003). The importance of 

identifying relevant macro drivers and determinants is greater especially in countries with a still 

underdeveloped PE market, such as Africa, because there is a lack of historical information on 

the industry’s results, hence the investors have to decide the allocation based on other variables 

(Balboa & Marti, 2003). 
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Part of the research has focused on the factors influencing the amount or number of funds raised 

in a specific country, emphasizing the LPs decision drivers, as in the case of Balboa & Marti 

(2003). Whereas the other majority is centred on identifying the variables that affect the PE’s 

investment location choice. Thus, it investigates more the factors that affect the GPs’ investment 

choice, looking at the volume of investment in a given country. Since our thesis wants to identify 

the determinants and drivers of the PE activity as a whole, the literature review does not overlook 

any of the previous academic researches. In fact, it has been shown that in a country with high 

fundraising, there will also be a significant number of portfolio companies’ acquisitions, since 

these funds are allocated there to gain exposure on that market. 

According to the conceptual framework also applied by Kelly (2012) and Porteba (1989), the PE 

activity, venture or buyout, is driven by both demand and supply factors. The supply results from 

the willingness and ability of investors to provide funds to GPs, combined with the possibility for 

GPs to acquire promising portfolio companies. Whereas, the demand side depends on the quantity 

and quality of investee companies in need of equity financing (Kelly, 2012). Various empirical 

studies have followed this approach to identify the determinants of PE activity (Kelly, 2012; 

Adongo, 2011). 

Determinants that have been studied in economic literature can be broadly classified as related to 

the capital market, and financial, macroeconomic, political and institutional as well as 

environmental and cultural (Oberli, 2014). 

2.2.1 Macroeconomics determinants 

Starting from the review of the macroeconomic factors, the impact of the gross domestic product 

(GDP) growth has been widely analysed. Several papers confirm the significant role played by 

the GDP in attracting PE investments (Oino, 2014) since a growing economy translates into more 

business opportunities (Ndlwana & Botha, 2018). Romain and van Pottelsberghe de la Potterie 

(2004a) find evidence of the positive relationship between PE investments' activity and GDP 

growth; likewise, Bonini and Alkan (2009) come to the same conclusion. Gompers and Lerner 

(1998) add that higher GDP growth implies higher attractive opportunities for entrepreneurs. 

Additionally, Audretsch and Acs (1994) state that economic improvements create a favorable 



 13 

environment also for investors, as confirmed by Gompers et al. (2008). More precisely, through 

the use of panel dataset and causal model, Oberli (2014) notice that economic growth is, even 

more, an essential factor for the early-stage investments. Sannajust et al. (2015) focus their 

research on the post-acquisition and demonstrate that the GDP growth contributes to the value 

creation in the PE transaction. Therefore, the rationales behind PE firm investing in high growing 

economies are two, there are more business opportunities, and the value creation is easier. 

On the other hand, there are also studies that show heterogeneous results. Jeng and Wells (2000) 

with their fixed effect model of panel data show that the GDP growth is not significant in 

determining PE decision. Whereas, Leachman et al. (2002) suggest that, since they found both 

negative and positive coefficients, the impact of the economic expansion might be country-

specific. However, they admit that such an odd result could be related to the different 

methodology and sampling used compared to previous studies; thus, they encourage further 

research to clarify the issue. 

Other macro indicators employed are the inflation rate and currency stability. The former is 

considered a good signal of the overall country's stability (Kelly, 2012). Oino (2014) confirms 

that low inflation is a prerequisite to attract investors, because uncontrolled inflation, as well as 

currency depreciation, can significantly change the investment yields, especially if there is a short 

time horizon as in the PE's case (Campbell, 2009). Moreover, the demographic growth, an already 

recognised macroeconomic fundamental for a country's development, has been emphasised as 

also a spurring element to the capital inflow in the PE industry, especially in emerging markets 

(Gompers et al., 2008). 

As last macroeconomic factor, the unemployment rate has been previously analysed by several 

authors. While it is broadly agreed that inflow of risk capital helps to reduce the out of work 

population, it is less clear if it is also a significant attractive factor (Fisher & Smyth, 2013). Felix 

et al. (2007), in their dynamic study of the European market, find that this rate is negatively 

correlated with the PE investments, and they conclude that either this is due to the fact that the 

availability of workforce does not balance the lack of capital or this rate is in turn correlated to 

the labour market rigidity. On the same page, Meyer (2008) finds a negative correlation between 

unemployment and early-stage investment, which he ascribes to the cyclical nature of PE flow. 
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However, Groh and Wallmeroth (2016), even if they expect the rate to be an indicator of the 

economy's well-being that should attract or discourage PE investments, fail to find a statistical 

significance of it in their comprehensive research on Emerging Markets. 

2.2.2 Financial determinants 

With regard to the financial and capital-related variables, different authors have found several 

determinants with a significant impact on the PE activity, for instance, interest rate, tax rate and 

market capitalization. Firstly, the lack of exit options is one of the main factors discouraging the 

PE investments (NVCA, 2010), due to the illiquidity of this type of investment, where the profits 

can only be obtained through an IPO or sale (Leeds & Sunderland, 2003). Therefore, a deep, 

liquid capital market provides an important exit possibility for PE funds, creating a more 

favorable environment for investors (Kelly, 2012). Several authors recognize a relation between 

PE investment activity and the country's stock market. Using the market capitalization as a proxy 

for the depth and liquidity of the capital markets, Kelly (2012) finds it as a significant determinant 

of PE Buyout investment activity. Likewise, Michelacci and Suarez (2004) find out the 

importance of the stock market activity as a contributing variable to PE investment vivacity. This 

insight is largely confirmed for the whole asset class by other researchers, such as Gompers and 

Lerner (2000) and Schertler (2003). Besides, Black & Gilson (1998) and Jeng and Wells (2000) 

add that also the recent IPO activity or volume is a fundamental driver of the PE investments due 

to the fact that a dynamic stock market is even a more robust signal of the availability of exit 

opportunities. 

However, as highlighted by Leeds and Sunderland (2003), in the Emerging Markets context, other 

exit options such as management buyouts, sales to strategic investors or later-stage financial 

investors are more likely to occur. In fact, in Africa, noticing that the stock exchanges are not 

well developed, Campbell (2009) estimates that only four stock exchanges have the liquidity to 

absorb IPOs in excess of about 100 million dollars. Therefore, he concludes that trade sale is 

among the most commonly used exit route in Africa (Campbell, 2009). Groh and Wallmeroth 

(2016), in their study about early-stage PE investments in emerging markets, confirm this view. 

They illustrate, using the volume of M&A activity as a proxy, that the country's trade sale volume 

has a high significance in determining the capital invested. In the same paper, they also test the 
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significance of the IPOs volume in driving PE activity, but they fail to find support for this claim 

in developing countries. 

As illustrated above, PE investors usually use both the capital supplied by their limited partners 

and the capital obtain through leverage via the debt capital market. Consequently, the level of 

interest rate is demonstrated to be highly influential on the PE's choice (Gompers & Lerner, 1998; 

Bonini & Alkan, 2009). However, the final result of a country's interest rate level on the demand 

and supply of PE is widely debated in the literature. One theory is that the level of interest rates 

has a negative impact on the PE activity because a higher interest rate reduces the attractiveness 

of risky investment (Bonini & Alkan. 2009). On the contrary, Gompers and Lerner (1998) and 

Romain and van Pottelsberghe de la Potterie (2004a) believe that an increase in the interest rates 

make it more expensive for companies to use debt financing, thus raising the demand for PE 

investment. 

Another influential rate, which has been employed in several Emerging markets, like Egypt, to 

attract PE investments in the country, is the tax rate (Ndlwana & Botha, 2018). On this topic, 

several studies have shown the counter-reactionary relationship between the taxation regime and 

PE activity (Oberli, 2014; Adongo, 2011; Hassan, 2010; Bonini & Alkan, 2012; Bernoth & 

Colavecchio, 2014). From the demand side, it is predicted that the higher the capital gain tax, the 

lower the people's willingness to start their own business or undertake a spin-off from an existing 

company (Gompers & Lerner, 1998). While from a supply perspective, the GPs' returns arise 

from capital gains made on exiting an investment, thus the amount of taxes as a high impact on 

their choice (Kelly, 2012). Nevertheless, in another study, Groh and Wallmeroth (2016) find no 

statistical significance for the corporate tax rate, ascribing this to the predominance of other 

determinants, especially in developed markets. 

Lastly, before turning the focus on the institutional and environmental context, the effect of the 

export volume is analysed. This variable has been linked to the entrepreneurship level in a country 

(Cumming et al., 2014), meaning that it has been found that its high level has a positive impact 

on the volume of exports. Therefore, an increase in the goods' outflow is expected to attract an 

inflow of risky capital, even if this link is not supported in the Groh and Wallmeroth (2016) 's 
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research. They believe that in emerging markets, where the export maximization is not a priority, 

the PE investments look for other variables. 

2.2.3 Institutional and political determinants 

A well-developed institutional environment represents one of the necessary conditions to achieve 

a flourishing PE market, as in the case of Poland (Klonowski, 2011). This is confirmed by Bernoth 

and Colavecchio (2014), which highlighted the importance of both the legal and institutional 

environment. In other words, it is required the existence of adequate legal and regulatory 

structures, plus protection of property rights (Desai et al., 2006). In fact, entrepreneurs are willing 

to undertake ventures only when certain about the ability to enjoy their profits. Likewise, GPs 

invest in a portfolio company only when they know that their investment is protected, and LPs 

provides funds if they are safeguarded against misuse (Kelly, 2012). As a matter of fact, La Porta 

et al. (1997, 1998) illustrate that the legal environment determines the size and extent of a country 

capital market and local firms' ability to raise external funding. Even, Cumming et al. (2010a) 

state that the quality of a country legal system matters more than the country's stock market and 

Klonowski (2011) states that foreign direct investors, besides sounds macroeconomic statistics, 

highly appreciate stability and democratic rule. Particularly, these last factors are believed to be 

pivotal in Africa, where there are frequent turmoils, and the country risk is substantial (Campbell, 

2009).                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                    

The first macro distinction that occurs in the literature is between civil and common law countries. 

These are the two main legal traditions; the former has its roots in Ancient Rome, and the latter 

had them in England. According to Shleifer and Vishny (1997) and Shleifer (1997), civil law 

countries have heavier regulation, weaker property rights protection, more corrupt government 

and less political freedom. La Porta et al. (1998, 2006) concludes that common law countries 

provide more investor protection typically. Therefore, English common law countries promote 

the development of financial markets (Leachman et al., 2002). Digging into the PE industry, Oino 

(2014) finds that investors protection is a robust determinant, while Groh (2009) identifies the 

issues related to this as a significant obstacle for the development of emerging PE markets. 
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Precisely, Leachman et al. (2002) highlight that a healthier PE market is achieved in countries 

where property rights, contract enforcement and information flow are granted by institutions. In 

line with this, Demirguc-Kunt and Maksimovic (1998) suggest that where the property rights are 

weak, there are fewer external investments, while Mauro (1995) finds a significant relationship 

between property rights, investments and economic growth. Furthermore, strong protection of the 

intellectual property is necessary to attract early-stage PE investments as it protects PE investment 

rationale (Engel & Keilbach, 2007) and Groh and Lichtenstein (2009a) add that the property right 

is really important in the PE investors allocation decision. As expected, also for emerging 

markets, Oino (2014) demonstrates the positive influence of the property rights index on the PE 

investments in the Asian market. 

The rigidity of the labour market, or the degree of employment protection, affects both the supply 

and demand side of equity finance (Kelly, 2012). From a supply perspective, even though the net 

employment is unchanged in the PE portfolio companies, the change of ownership triggers 

investment in automation, offshoring and tougher bargaining with labour unions (Olsson and Tag, 

2017). All these restructuring activities often require layoff of workers, especially those who 

perform routine or offshorable tasks, to create efficiencies. Therefore, an excessive rigidity of the 

labour market could reduce the attractiveness of a location (Groh, 2009; Jeng & Wells, 2000; 

Black & Gilson, 1998). Looking at the demand side, too high employment protection makes 

hiring and firing extremely difficult, and it can hinder entrepreneurship, which in turn sink the 

demand (Kelly, 2012). In general, as noted by Blanchard (1997), the protection of workers can 

reduce employment and economic growth, since it obstructs the creative destruction cycle. 

Another plague that affects both the supply and demand of PE is the corruption and bribery 

because they endanger the entrepreneurial environment (Adongo, 2011) and directly interfere 

with the enforcement of investors' claims (Groh, 2009). As a matter of fact, Groh and Wallmeroth 

(2016) find that countries with a lower level of corruption and bribery receive a higher PE 

investment and, especially, in emerging markets its effect is even stronger. Likewise, Groh and 

Lichtenstein (2009a) show that the degree of bribery plays an important role when institutional 

investors decide their funds allocation. However, the results of Cumming et al. (2010b) differ in 

this regard; they claim that PE returns are higher in countries with a higher level of corruption; 

thus, these locations should attract a more significant inflow of cash. 
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2.2.4 Environmental determinants  

This last subsection focuses on variables that express the attractiveness of the country context. 

For instance, some cultural traits help PE flourishings, such as the entrepreneurship or risk 

attitude. 

Starting from the last example, Klonowski (2011) recognizes that strong entrepreneurship is one 

of the pillars that allowed the development of the PE market in Poland. This attitude, when 

supported and nourished by institutions, translates in an economic landscape rich of small-

medium firms, which in turn increase the demand for equity financing (Klonowski, 2011). Groh 

(2009) believes that without a sufficient entrepreneurial culture, there will be no demand for risk 

capital. Likewise, Kelly (2012), supported by Lee and Peterson (2000), state that a culture that 

promotes an entrepreneurial environment is essential to create the PE market, especially the early 

stage one. In fact, the level of entrepreneurship is linked with variables that allow a growing 

economic environment, such as the R&D investments and technological opportunities (Romain 

& van Pottelsberghe de la Potterie, 2004b). Leachman et al. (2002) see that the culture, which is 

more inclined to take economic risks, is one of the reasons why the US has the biggest PE market. 

Moreover, Jeng and Wells (2000) explain that the difference in PE depends on the entrepreneurial 

environment, which also results from the entrepreneurship level (Adongo, 2011). 

Kelly (2012) notices that one factor affecting the entrepreneurship is human capital development, 

which depends on the quality of education. Its level not only influences the country environment, 

but it also affects the PE firm and investors decisions. In fact, as shown by Fisher and Smyth 

(2013), since PE funds try to extract value from the portfolio companies, they need talented 

management; thus, they look for high-quality local managers. Similarly, Farag et al. (2004) ´s 

survey on GPs identifies the lack of skilled managers for PE-backed firms as one of the main 

obstacles that inhibit Emerging Markets from growing. Once more, also a survey among LPs 

highlights the importance of management quality of both local GPs and entrepreneurs (Groh & 

Lichtenstein, 2009a). 

The maturity of the PE market itself could attract investors (Groh, 2009). This maturity is 

reflected by the presence of supporting institutions, such as investment banks, M&A boutiques, 



 19 

law firm, auditors and consultant, that are necessary to create deal flow and exit transactions (Jeng 

and Wells, 2000). These agencies are present only in countries where there is sufficient demand 

and, on the other hand, the lack of them could discourage the supply of risk capital. As proof, 

Groh (2009) confirms that investors continue to provide capital when they trust the efficiency of 

the local PE market and its track record, while Chemla (2005) claims that particular regions 

become attractive only if the deal flow is large enough. Briefly, the investment activity of the 

previous period has a positive impact on the following year PE activity (Balboa & Marti, 2003; 

Jeng & Wells, 2000). 

Another element linked with the context is innovation, which can be expressed as R&D 

expenditures. This variable signals the technological opportunities in a country and, since PE 

funds look for viable and innovative investments (Groh, 2009), it has a positive impact on both 

the demand and supply of PE (Gompers & Lerner, 1998). In other words, a country with higher 

levels of innovation ratings attracts more investments (Groh and Wallmeroth, 2016), especially 

early-stage ones, where the PE is more innovation-driven (Kelly, 2012). Megginson (2004) 

claims that R&D culture, especially in universities and national laboratories, lures PE 

investments, whereas, Gompers and Lerner (1998) show that industrial and academic R&D 

expenditures are significantly correlated with PE activity. Likewise, Schertler (2003) finds that 

the number of employees in R&D and the number of patents influences PE activity positively. 

Nevertheless, Mihai (2015), when testing this variable for Romania, an emerging market, was not 

able to demonstrate its significance in influencing PE investments. 

2.3 Private equity and Foreign Direct Investment 

The analysis of drivers and determinants is extended with the literature about Foreign Direct 

Investments (FDI), in fact, PE investments, especially in African Emerging Markets, due to the 

lack of capital, are often pursued by foreign investors (Zephyr, 2020). Thus, the variables 

identified as influential for the FDI could contribute to explain the PE behaviour. FDI are a type 

of investment where a business owns part of a firm based in a foreign country (OECD, 2001). 

Specifically, this type of PE can be seen as a financial foreign direct investment, a subset 

exclusively focuses on investments in private firms with the goal of maximizing returns in short-

time. These PE investments are made with the same processes and rationale of traditional FDI, 
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but with the difference of operating time span length (Sommers, 2012). In this case, the 

production factor that it is exported is capital, which is employed to acquire and nourish an 

extraterritorial business, with the aim to generate value for stakeholders (Agmon & Messica, 

2009).  

2.3.1 Drivers and Determinants FDI 

When companies decide to pursuit outward investments, they are motivated by different reasons, 

drivers and aims for doing so, since they differ in terms of nature and characteristics (Makoni, 

2015). One of the most acknowledged categorizations of the motives behind firm expansions is 

done in 1993 by Dunning, based on the Eclectic paradigm or OLI, a framework that explains 

why, how and where an organization decide to internationalize (Dunning, 1973, 1980). In this 

context, Dunning divided motives for expansion into four different categories (Dunning, 1993). 

Those are Market Seeking, Efficiency Seeking, Resource Seeking and Strategic Asset Seeking. 

Within the framework, the Strategic Asset Seeking category, which refers to the acquisition of 

strategic assets to secure or to gain a strategic competitive position into the market (Dunning, 

1993) is the most relevant for PE investments, due to their operation model. This is due to the 

fact that PE funds are continually searching for alternative asset classes to provide diversification 

and boost financial performances (Lossen, 2007).  

Starting from Dunning’s drivers, the European Central Bank recognizes a well institutions quality 

and macroeconomic stability, as influential variables (Carril-Caccia & Pavlova, 2018). The 

former determines the cost of doing business and transactional costs in general. Moreover, MNEs 

tend to avoid nations with institutional instability, due to the fact that there could be a higher 

expropriation risk and unexpected modification in the legal framework. Likewise, organizations 

are inclined to avoid places where the level of bureaucracy is high since this implies an additional 

direct cost of conducting business. Contrarily, MNEs evaluate in a positive way rule and private 

property rights compliance, since those can influence positively the ease of doing business, like 

the access to financial helps, and trade regulations (Carril-Caccia & Pavlova, 2018). Usually, as 

noted by Balasubramanyam (2002), a stable macroeconomic environment is accompanied by a 

stable political situation. 



 21 

Bénassy‐Quéré et al. (2007) conducted a panel data regression to estimate the effect of institutions 

as a determinant of FDI. The results point out that the quality of institutions is a major 

attractiveness factor for investors. In particular, those variables are the taxonomy system, 

corruption level, the law governing contracts and property rights as well as justice effectiveness 

(Bénassy‐Quéré et al., 2007). 

Location-specific determinants, like trade policies, have a fundamental effect on a country inflow 

of investments. From a business perspective, the location is not only perceived as a single national 

country, but it can comprehend a whole region. If the area presents trade agreements, it creates 

broader markets, and it can boost the number of FDI (Cho, 2003; Asiedu, 2006). 

Specifically for Africa, Asiedu investigates the determinant of FDI. The study reveals that sizable 

domestic markets, low inflation, availability of the natural resource, quality infrastructure, 

effective legal framework and good investment policies attract FDI. On the other hand, corruption 

and political turmoil have a reverse result (Asiedu, 2006). 

2.4 Risks of Private Equity investment in Emerging Markets 

Considering that Africa presents some threatening peculiarities, the risk factors that typically 

endanger PE returns are presented. Risks are defined as “the uncertainty of future outcome(s)” 

(Olsson, 2002, pag.5). Emerging markets are still considered uncertain because of their turbulent 

nature and unpredictable changes. In 2012, the International Finance Corporation (IFC), a World 

Bank agency, declared that private equity risks in EM, in relation with more developed markets, 

are not substantial as they were in the past (IFC, 2012). Yet, risks still exist, and this requires 

managers to be well aware of those and vigilantly monitor them (Campbell, 2009). This insecurity 

is primarily driven by political and economic factors (Olsson, 2002). 

In general, political risks are decreasing since the past years, thanks to an improvement in the rule 

of law, resulting in more democratic political elections (Campbell, 2009). However, political 

uncertainty and social conflicts continue to be a downside factor that can deter PE investments in 

Africa. Those risks are likely to occur when there has already been instability in the history of a 

country, or there is the likelihood that drastic change will happen due to delicate situation, such 
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as new elections or regional turmoil. This insecurity is also driven by insurrection, threat or actual 

conflicts, religious diatribe, disputes between local tribal or oppressive regime (ibid). The 

political situation can also constrain the growth of a whole regional economy and impede global 

development support efforts. Additionally, politics can also discourage PE investments due to its 

direct influence on the legislative framework. In fact, in EM, countries might lack adequate 

protection procedures for foreign firms and well-defined rules that manage the deals (Hooke, 

2001). For example, legal contracts are beneficial only if they are enforced, but unstable 

regulations and laws can make them invalid. Furthermore, in order to ensure strong performance, 

PE need to take into consideration the additional costs that laws have on the sector and the 

obligations that they have to fulfil to guarantee robust compliance (Shah, 2017). However, 

regulation compliance is more difficult in Emerging Markets due to a lack of transparency in 

practice and a high level of corruption (Henisz & Zelner, 2010). The regulatory risks can also 

have a significant effect on operations and the financial rate of return. For instance, many African 

governments created rules to constrain the foreign ownership of local companies to boost their 

domestic economic position (Bain & Company, 2017). Risks can also result from cultural 

differences, which results in a unique business environment. It is not uncommon to have a 

systematic problem of bribery or corruption of officers; these types of informal activities can 

sometimes result in 50% of a country’s GDP (Hooke, 2001). 

Financial and political uncertainty are interconnected, since government policies can directly 

influence the economy in general, strengthening or weakening macroeconomic factors (Olsson, 

2002). In general, macroeconomic aspects have a substantial influence on countries and firms’ 

economic performance. For example, currency risks and inflation can cause several problems as 

slow economic growth and drive down investments yield (Campbell, 2009). Nevertheless, from 

2014, the sharp drop of key commodity prices has affected negatively several African countries 

that still depend on natural resources export (Bain & Company, 2017). In this context, Campbell 

(2009) articulates that typically Africa has a higher perceived risk in respect to the actual one and 

investing throughout the region requires risks tolerance and adequate assessment of the business 

operating environment. One of the most critical macroeconomic threat for PE is the liquidity risk 

since the investment horizon is short term. PE are affected by both market liquidity and financing 

liquidity risks. The liquidity of credit markets impacts less the PE investments since occasionally 
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their debts are refinanced, while if the market liquidity is poor, it can be hard to either buy or sell 

a firm. Funding risk is connected with the inability to pay firm obligations, and therefore, the 

incapacity of investors to redeem their investments. The relation between market liquidity and 

PE returns is reflected in final PE performance (Franzoni et al., 2012). In conclusion, PE need to 

monitor macroeconomics trends and forecasts closely.  

Bain & Company (2017) states that PE investors are facing several issues in Africa since there 

are a limited number of appealing assets and diverse operational challenges compared to 

developed countries. It is worth to consider that many companies are managed by their original 

founders or by families, which could result on management afraid to give control to a new 

investor and, therefore, result on fewer companies willing to create relationships with external 

investors (Bain & Company, 2017). In the African context, another risk is the limited talent pool, 

lack of management capabilities and skills. This is a factor that has to be considered when 

assessing which countries is worth to invest in (Bain & Company, 2017). 

Considering the above review, several factors emerge as possible drivers and determinants of the 

PE activity. The section 2.2 highlights that GDP growth, inflation rate, currency risk, 

demographic growth, unemployment rate, labour market rigidity, interest rate, tax rate, market 

capitalization, number of IPO, number of M&A, export volume, legal and regulatory system and 

connected rights, corruption’s levels, entrepreneurial culture, innovation’s levels, human capital 

development. The sections related to FDI determinants and risks, besides confirming the 

importance of some of the above-mentioned factors, add some other such as regional trade 

agreements, political and institutional stability. Through this thesis, we will test the hypothesis of 

which of these variables are relevant and statistically significant in the African Emerging Market 

context.  
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3. Methodology  

3.1 Philosophy of Science & Research Design 

Saunders et al. (2009) developed a universal framework with the aim to represent all the layers 

underlying the research methodology, called the research "onion" (see Figure 1). This onion has 

six strata, where each of them postulates a specific feature of the approach that research can take 

and limits the scope of the analysis. This framework guided us to determine the methodological 

methods of this thesis, which is also shaped by the problem area and research questions (Kuhn, 

1962). 

 

Figure 1 Research Onion  

by Saunders et al. (2009) 
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3.1.1 Research Philosophy 

The research philosophy develops around three features, which differ in their underpinning 

research assumptions. All these philosophies need to be taken into consideration to develop a 

research strategy, and also to choose the following methods to create a valid and reliable study.  

Saunders et al. (2009) define ontology as the investigation of the nature of reality and how social 

entities are perceived in a research. This thesis will develop around an objective ontological 

reality, which entails that there is a single reality, a single most attractive country. This choice 

was driven by the fact that in the current setting, where the country's attractiveness is the social 

phenomenon investigated and the PE investors represent our social actors, the social phenomenon 

is external and uninfluenced by the social actors' perceptions, fears or hopes. In order to keep an 

objective view on the phenomenon, the data employed in the analysis are measurable and, or not 

influenced by the subjective perspectives.  

Epistemology deals with which type of knowledge is considered valid and acceptable. Regarding 

business studies, epistemology has four branches: realism, interpretivism, positivism and 

pragmatism (Saunders et al., 2009). In this regard, the thesis builds on pragmatism 

epistemological perspective. This philosophy asserts that a single method of analysis does not 

lead to an acceptable knowledge, but the integration of different methods helps to interpret the 

data and lead to a holistic understanding of the phenomena (Saunders et al., 2009). Since our 

thesis aims to identify the most attractive country for PE, there is the need to have a 

comprehensive perspective on the social phenomenon to answer the research question unbiasedly. 

Thus, adopting a research philosophy that relies on a combination of both qualitative and 

quantitative data results more appropriate.  

Lastly, axiology considers the researcher role and judge its values within the investigation 

method. The role that the researcher's values have in every stage of the analysis is pivotal to the 

success and reliability of the final outcome (Saunders et al., 2009). Since our thesis aims to answer 

the research question in an objective and unbiased way, the analysis is undertaken in a value-free 

method, where our own values do not play any role. Also, in the qualitative analysis, the point 

of view is objective due to the fact that our beliefs do not affect the interpretation of data 
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3.1.2 Research Approach 

Every research needs to be backed up with the use of theory. This requirement creates a question 

about the type of research design that needs to be used and the consequent decision on how to 

approach the study. Recalling the research onion, the typical approach used for the research can 

take the form of inductive or deductive (Saunders et al., 2009). 

While the induction approach aims to create new theories based on data, the deductive design lies 

on a strong logic, in fact, the research has some predefined premises or hypothesis, and the 

conclusion is logically developed through the test of those (Saunders et al., 2009). 

This thesis follows a deductive approach because building on the theory and the results of the 

hypothesis testing about the causal relationship between drivers, determinants and the PE activity, 

it intends to identify the African country that has the most attractive business environment for 

PE. Another reason why this method is preferred is that, since the nature of the paper is mainly 

statistical driven, it employs a quantitative dataset (Saunders et al., 2009). In fact, the qualitative 

part is used only to underpin the quantitative results.  

3.1.3 Research Design 

The following step is to define the research purpose. Saunders et al. (2009) define three different 

classifications on this matter: exploratory, descriptive and explanatory. This thesis has a 

descripto-explanatory purpose since, in order to answer the research sub-questions, two 

different approaches to the study are needed. In fact, the first part is developed through an 

investigation of the causal relationship between a set of variables, while the second is used to 

shed light and describe the situation more completely. In the specific, this research purpose also 

allows the use of a different type of data to support the study, which applies to the scope of our 

research sub-questions (Saunders et al., 2009).  

Once the research purpose is established, it is possible to choose the research strategy. This thesis 

uses an archival research strategy. Since the paper focuses on the investigation of the most 

attractive business environment, it is necessary to collect both country-level and macroeconomic 

data that cannot feasibly be obtained directly. This strategy uses records and documents of other 
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sources, which, as in our case, can also be collected online. The archival strategy also allows to 

focus on the past changes happened over time to answer the research question (Saunders et al., 

2009).  

Finally, the research method can be decided. As previously said, the research question seeks to 

find a complete and comprehensive answer; thus, both qualitative and quantitative data are 

employed, analysed and combined. The combination of these types of data and procedures 

implies the use of a mixed-models research approach. In this research method, as request by this 

thesis’ research question, the quantitative data can be converted into narrative that can be analysed 

qualitatively to complete and confirm the one approach’s result (Saunders et al., 2009). The 

following sections presents, following the thesis’ flow, the data that are employed in the analysis 

and how they are analysed.  

3.2 Sample and Data 

In this section, we present the data used in the quantitative analysis and their sources. All the 

variables analysed, which are retrieved from the literature review, are the ones suspected to affect 

the PE activity. 

All the employed data can be assigned to the secondary data category. In contrast to the primary 

data, which are collected by the authors for the specific purpose of addressing the research 

problem, this category refers to any relevant data that have been already gathered for other 

purposes (Malhotra, 2014). Since it was not feasible to collect directly the data required for the 

purpose of this thesis, we resort to secondary data, as also suggested by Malhotra (2014). 

Nonetheless, the collected data were critically evaluated in terms of specification, accuracy, 

nature and dependability to ensure the reliability of our dataset. Specifically, most of the 

information comes from reputable organizations, such as the World Bank (WB) and the 

International Monetary Fund (IMF), which guarantee not only dependability but also high quality.  

As a first step, since the focus on the paper is on the African emerging markets, the development 

status of the 54 countries in the continent is analysed. According to the World Bank (2018a), the 

countries can be categorized based on their GNI per capita. Currently, the cut-off point between 

Emerging, and Developed markets lays at 12,055 USD in terms of GNI per capita. This measure, 



 28 

which is the gross national income divided by the midyear population and accounting for 

fluctuations in the exchange rate and prices, led to the exclusion of Seychelles from our analysis.  

Afterwards, the data about our dependent variable, the number of private equity investments per 

country, are collected. The information is retrieved from Zephyr (2020), a database that contains 

information about PE deals, IPOs, merger and acquisition, and other types of transactions. The 

results have been compared with Preqin (2020), a database that provides financial data about 

similar investment activities, to check for consistency and to avoid potential biases. All the 

completed deals that took place in one of the African Emerging markets, and that involves Private 

Equity firms, both VC and LBO, on the buyer side are considered. Even though usually the PE 

model requires the acquisition of the majority of stake in the target company, in Africa PE firms 

tend to buy minority stakes (less than 50%) in companies (AVCA, 2016) due, for example, to the 

developing nature of the market. For this reason, all the deals type, regardless of the ownership 

percentage involved in the trade, are included in our analysis.  

The time frame of the analysis focuses on the decade 2008-2018, in order to return a fresh outlook 

about the market and to avoid the paucity of data on the previous years. The data lacks for both 

PE activity, which was almost irrelevant at the beginning of the century and mostly directed to 

South Africa (Appia-Kubi, 2013), and for the independent variables, such as World Bank’s 

Indexes, which start to be recorded only lately. Therefore, the selected period allows to perform 

the most detailed and meaningful analysis, both in terms of available data and applicability of the 

results. Additionally, the PE African market is fast-growing and ever-changing (AVCA, 2016); 

thus, data from the 1990s would not have been relevant for the purpose of the thesis. 

In accordance with the literature review’s findings, twenty-four different independent variables 

have been selected for the statistical analysis, in order to assess their relevance in the African 

emerging markets. All the data included are retrieved for each of the 53 countries and for the 

period between 2008 and 2018; thus, it forms a panel dataset that, as seen in previous researches 

(Jeng & Wells, 2000; Oberli, 2014), is usually the employed one. The drivers have been divided 

into five classes (macroeconomic, financial, institutional, environmental and FDI) and also this 

section follows the same framework.  
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3.2.1 Macroeconomic variables 

The first variable highlighted as relevant was the GDP growth (annual %) (Romain and van 

Pottelsberghe de la Potterie, 2004a; Bonini and Alkan, 2009), and its value was retrieved from 

the World Bank (World Bank, 2019a). Besides the growth rate, also the GDP (current US $) was 

taken from the WB database (World Bank, 2019a). This variable was included because, since in 

Africa, there are a lot of underdeveloped fast-growing countries, it might be more important the 

overall development and size of the economy rather than its annual growth. For example, as 

previously highlighted, the PE firms need a surrounding environment rich of M&A boutiques, 

consultants, law firms that are in turn available only in markets with enough demand for their 

services. Looking at the location of the consulting firms, this view is confirmed, since two-thirds 

of the consulting market deals occur in the most developed part (Source Global Research, 2016). 

The GDP variable is expressed as a logarithm of the GDP volume in order to reduce its absolute 

size, without change its meaning, and to convert the exponential (compounded growth) trend into 

a linear trend, explainable with a linear model (Nau, 2019).   

In order to check for the country’s macroeconomic stability, two variables are included, the 

inflation rate and the currency risk, as suggested by Kelly (2012). The evolution of the inflation 

rate was downloaded from the WB data-bank as annual percentage change on consumer prices 

(World Bank, 2019a). While the currency risk or volatility, since there is not a specific index that 

measures it, was calculated starting from the official exchange rate (LCU per US$, period 

average), retrieved from the WB (World Bank, 2019a). Once we had the amount of local currency 

needed to acquire 1 dollar, we calculated the percentage difference between each consecutive 

year in absolute value. Whenever the percentage change is high, it means that between a year and 

the previous one there was high volatility in the amount of local currency needed to buy US 

dollars, implying greater currency risk. 

Finally, the unemployment rate data were included in the analysis, since several authors advocate 

its significance (Felix et al., 2007; Meyer, 2008). This rate, of which its effects on the PE activity 

are highly debated, is retrieved from both the WB and IMF, to ensure consistency and fill in the 

missing values (World Bank, 2019a; IMF, 2020a).  
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3.2.2 Financial variables 

As previously highlighted, one of the most important considerations made by PE firms before 

investing is the availability of exit options; thus, the number of IPO and M&A deals for each 

country are taken into account (Groh & Wallmeroth, 2016; Black & Gilson, 1998; Jeng & Wells, 

2000). Additionally, investors consider the maturity of the PE market; in this regards the M&A 

volume is used as a proxy. In fact, PE in Africa usually exit through trade sale; hence, a higher 

number of merger and acquisition signals to investors a well-established and mature market 

(Groh, 2009). In order to test these claims in our setting, data about all the completed IPOs and 

M&A deals that took place in the 53 African countries between 2008 and 2018 were extracted 

from Zephyr (2020). In Africa, most of the PE deals are below $50 million in equity value and 

largely unleveraged (AVCA, 2016). Therefore, our dataset includes all the deals because, as 

shown by the historical development, their total value is less of a concern in Africa.  

Secondly, we included all the market capitalization of the African Stock Exchanges because a 

highly liquid market is believed to create, generally, a favourable environment for PE investors 

(Kelly, 2012). In the continent, the capital market is dominated by a few large stock exchanges 

and, overall, there are 28 stock exchanges, of which two are regionals (Schiereck et al., 2018). 

However, there is not a comprehensive database that includes the market capitalization of each 

stock exchange. Nevertheless, the African Securities Exchange Association (ASEA), an 

important institution that supervises the continent financial market, includes and gather 

information for 25 securities exchanges. Therefore, the information was extracted from the ASEA 

(2020) reports and, whenever not available, from the annual reports and websites of the respective 

stock exchange (SGBV, 2020; BVMAC, 2020; MSM, 2020) following Schiereck et al. (2018)’s 

approach.  

Additionally, we also examined the interest rate, as it is believed to be highly influential for the 

PE’s choice, as shown by several authors such as Gompers and Lerner (1998) and Bonini and 

Alkan (2009). This information (real interest rate) was retrieved from the WB website which 

combines data from the IMF and International Financial Statistics databases (World Bank, 

2019a). The rate expresses the lending interest rate adjusted for inflation, which is measured by 

the GDP deflator. 
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Another variable under study is the tax rate, which is supposed to be highly influential in the 

investors’ choice (Ndlwana & Botha, 2018). Its level is suspected to affect both the demand and 

supply of PE with a countercyclical effect (Oberli, 2014; Adongo, 2011). Therefore, the level of 

corporate tax rate per country is provided by KPMG, that annually check its developments 

(KPMG, 2020a).  

As last variable of this macro group, we took the export volume expressed as a percentage of the 

GDP, since the results around this variable in emerging markets are highly debated (Groh & 

Wallmeroth, 2016). Also, in this case, the information was retrieved from the WB database 

(World Bank, 2019a).  

3.2.3 Institutional variables 

A well-established legal system that is able to safeguard the rights is shown as pivotal by various 

researches (Leachman et al., 2002; Oino, 2014). In order to understand whether this is relevant 

for Africa as well, indexes that signal the enforcement of property rights, protection of investors 

and intellectual properties were included in the data set, following the approach of Oberli (2014), 

which used WB indexes to account for the country legal rights strength. The Global 

Competitiveness Index (GCI), developed by the World Economic Forum (WB Group), reports a 

score between 1 and 7 for Property Rights, Strength of Investor Protection and Intellectual 

Property Protection for each country, with a higher score indicating better conditions (WEF, 

2018). Since they measure different pillars of law strength, and they might all have a different 

impact on the PE activity, they are all included in our dataset. 

Additionally, also the degree of employment protection is suspected to influence the PE activity 

(Kelly, 2012; Groh, 2009). Hence, still retrieving from the GCI, the Labour Market Efficiency 

(LME) pillar is added to the data set (WEF, 2018). This index expresses the flexibility in hiring 

and firing practices and the efficiency in using talent with the higher value (1-7), meaning a more 

efficient labour market (WEF, 2016). The same approach was used by Kelly (2012), which relied 

on a similar index developed by the OECD, however, for the Africa that measure is not available, 

thus considering their high degree of similarity, the LME is believed to be a reliable substitute. 
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As a final variable of this macro group, following among the others the work of Adongo (2011) 

and Groh and Wallmeroth (2016), we added the corruption and bribery, which are suspected of 

harming the PE activity. These variables are measured with the Perceived Corruption Index of 

Transparency International (TI), which records each year how corrupt a country’s public sector 

is (TI, 2019a). 

3.2.4 Environmental variables  

From the last area covered in the literature review, four variables emerged as relevant and, hence, 

should also be investigated in the African setting. Firstly, the literacy rate was extracted from the 

WB database (World Bank, 2019a), as a proxy for the human capital development, that is 

necessary to provide valuable managers to the PE-backed firms and GPs (Fisher & Smyth, 2013; 

Farag et al., 2004; Groh & Lichtenstein, 2009a). This rate, even though it was taken to overcome 

the missing observations of the more specific tertiary education rate, measures a necessary first 

step that has to be taken to reach a university degree. Furthermore, in Africa the illiterate 

population is still one of the highest worldwide (World Bank, 2019a); thus, the literacy rate could 

be sufficient to signal which country has the higher availability of talented managers.  

Subsequently, innovation is considered, since different authors highlighted that R&D 

expenditures as a percentage of the GDP are positively related to PE (Gompers & Lerner, 1998). 

However, these data are not available for all the African countries. In order to overcome this 

issue, the Innovation pillar of the GCI, which measure a country’s capability to innovate, is 

adopted (WEF, 2018). 

The entrepreneurship culture is another variable that in several studies, such as Schertler (2003) 

and Klonowski (2011), results important to attract PE investment. Since there is not a clear 

measure for this qualitative trait, the number of patents registered to the World Intellectual 

Property Organization provides a valuable proxy (WIPO, 2020). In fact, where there is a more 

entrepreneurial culture, the innovation also increases, as shown by Beugelsdijk (2007), and the 

patents are a good indicator of innovation, as suggested by Kortum and Lerner (2000), since they 

reveal a country’s actual creation and dissemination of knowledge in productive activities (CAF, 

2019). 
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3.2.5 FDI variables 

As the PE investment are akin to Financial Foreign Direct Investments (Sommers, 2012), also 

some new variables were derived from that theoretical background. Particularly, besides factors 

that are already in the dataset, several authors highlighted the relevance of the regional trade 

agreements that could increase the sizable domestic market (Asiedu, 2006; Cho, 2003). 

Therefore, all the regional trade agreements, retrieved from the World Trade Organization (2020), 

are incorporated for the analysis. The list includes both agreements that are still active and others 

that expired within the time frame considered for the analysis.  

Additionally, also the demographic growth is one of the ingredients for a country’s economic 

growth. This is due to the fact that with high growth, the dependency ratio drops, increasing the 

availability of the human capital (labour supply) needed for enhancing a country’s 

competitiveness (Kokko, 2015). Hence, the annual population growth, measured by the WB, is 

added to the data for our analysis (World Bank, 2019a). 

Finally, the last two variables that are incorporated for our analysis concern the countries’ 

political and institutional stability. Even though the previous researches about PE did not 

highlight too much these factors as influential, FDI’s literature explains that these variables have 

to be considered before any other, as unstable context harm business operations (Asiedu, 2006; 

Balasubramanyam, 2002). This difference in the literature could arise due to the fact that the 

majority of the PE research is based in developed countries, where democracy and institutions 

are less of a concern. In order to test their significance in Africa, we reported in our dataset the 

Economist Intelligence Unit (EIU) Democracy Index and the WB index about Political Stability 

(EIU, 2020a; World Bank, 2019b). The Democracy Index ranks countries from authoritarian 

regimes to full democracies, and, since appropriate institutions develop only when based on 

democratic values (Kpundeh, 1992), this index helps to distinguish countries also according to 

their institutional quality. On the other hand, the Political Stability Index evaluates the likelihood 

of political instability and/or politically motivated violence, including terrorism, in a country. 

In conclusion, twenty-four variables are included in the dataset as possible drivers and 

determinants of the PE activity. These variables represent all the factors claimed as influential by 
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the previous researches. Therefore, it can be affirmed that at least from a theoretical standpoint, 

there should not be any omitted variable. This claim is later checked statistically through the use 

of a specific test. Throughout this thesis, this dataset, the relative statistical analysis, and the tests 

will be performed using STATA.  

3.3 Bayesian Information Criteria  

As previously shown, there are twenty-four independent variables in our dataset. However, this 

outstanding number of predictors is far from optimal. In fact, a model that contains too many 

regressors suffers from several problems. First of all, inevitably, many of the predictors will be 

correlated with each other, rising a multicollinearity issue, thus making harder to identify 

important effects, and causing biases in effect size and parameter estimates (Yu, 2016; Brewer & 

Butler, 2017). Additionally, in this context, the problem of overfitting may arise; this occurs when 

the parsimony principle is violated, meaning that the model includes more terms than necessary 

(Hawkins, 2004). Ideally, if a regression model with two independent variables is sufficient to 

explain the dependent one, then no more variables should be added. The ultimate consequence of 

overfitting could be that the model fits well the data just because of the high number of predictors, 

known as noise variables, and it cannot be validated in other datasets (Zhang, 2014). 

In order to avoid these issues, since the purpose of the thesis is also to give a generalizable model, 

we reduce the number of variables. There are several methods that could help in this selection; 

nevertheless, we use the Bayesian Information Criteria (BIC), firstly proposed by Schwarz 

(1978). Briefly, the BIC is a criterion for model selection among a finite number of models, which 

is based on the likelihood function and, opposite to the Akaike Information Criteria (AIC) 

method, it penalizes more the use of additional parameters in the model. Specifically, BIC, which 

measures the model goodness of fit with the data (Sober, 2002), identifies the “true model”, if it 

is among the candidates, or the “quasi true model” otherwise, and it is consistent, in other words, 

when there is a true model, the probability of selecting it is always close to 1 (Yang, 2003). 

Moreover, the theory suggests that BIC is the favourable method when looking for an explanatory 

model, so when the researcher is investigating causal relations (Shmueli, 2010), as in our case. 

Therefore, we chose to perform the BIC analysis because this method is the most suitable for this 

thesis’ objectives.  
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3.4 Ramsey Test 

Once the type of regression analysis that should be used in this dataset is specified, the Ramsey 

Regression Equation Specification Error Test will be performed in order to determine whether 

the model is correctly specified statistically. This test, which has as null hypothesis that the model 

is correctly specified and thus, there are no omitted variables, check if non-linear combinations 

of fitted values have any power in explaining the dependent variable (Ramsey, 1969; 1974). 

Hence, whether this is the case, the model should be rebuilt. However, since the calculation differs 

across different regression analysis, such as Fixed or Random Effect model, it cannot be executed 

before the model’s choice. 

3.5 Data Quality - Missing Data 

As in many studies, also in this thesis’ dataset, the problem of missing data arises. This issue 

appears when there is not a variable’s data value for the observation of interest (Kang, 2013). Its 

consequences could be severe, if not handled correctly, and could bias the research’s conclusions. 

In fact, this missingness reduces statistical power, meaning the likelihood that the test will reject 

the null hypothesis when it is false (Kang, 2013). Additionally, it could lead to a bias in the 

parameters’ estimation and could reduce the sample’s representativeness (Kang, 2013).  

In order to deal with missing values, there are several strategies, as shown by Schafer and Graham 

(2002), but the first step is always to prevent this problem by planning the study and collect data 

carefully. In our case, the data sources were selected based on their reliability and their 

completeness, in fact, this thesis’ dataset relies on data from the trustworthy international 

organizations, such as WB and IMF, that collect data for all world’s countries. 

Nonetheless, some missing data were present anyway in the dataset. Hence, the next step was to 

identify the type of missing data because each group should be treated differently. They can be 

divided into three categories based on the reasons for their missingness: missing at random 

(MCAR), when the missingness does not depend on either observed data and unobserved one, so 

the likelihood that a data is missing is equal across observations (Schafer & Graham, 2002). 

Missing at random (MAR) occurs when missingness might be due to observed data, but not to 
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unobserved data, in other words, the likelihood of being missing arise from non-missing data 

(Schafer & Graham, 2002). Finally, missing not at random (MNAR) means that missingness 

depends on the unobserved data or its value (Schafer & Graham, 2002). 

In the dataset used in this thesis, the problem of missing data arises for some of the variables. 

These lacks are treated differently according to the most coherent way and considering the reason 

why they arise.  

The first imputation method usually presented in the literature, which is also used by default by 

several statistical software, as STATA, is the listwise deletion. This method, which eliminates all 

the observations with one or more missing values, has the advantage to be convenient, while it is 

potentially wasteful since it reduces the dataset usable later in the analysis (van Bureen, 2018). 

Specifically, whether the missingness is MCAR, it produces unbiased estimates (ibid). Instead, 

whenever there is MAR or MNAR, listwise deletion could bias the estimates of means, 

coefficients and correlation (ibid).  

However, there are conditions that allow listwise deletion to be used for all the missingness types, 

without any significant consequence, and it can even provide better estimates than other advanced 

techniques (ibid). Firstly, when the loss of observations is small, as in our case where the missing 

values for these variables are just a few, the biases and loss of statistical power are both negligible 

(Graham, 2009) and the method could be quite effective (Schafer & Graham, 2002). Secondly, 

Allison (2014) underlines that, even if the data are missing not at random, this method can 

produce unbiased estimates, especially when the missing values are on predictor variables in the 

regression analysis. In these cases, this method may give better results than, for example, the 

Maximum Likelihood (ML) method or multiple imputation. The same view is shared by van 

Bureen (2018), which states that, if the probability of being missing does not depend on the 

regression outcome (Y), the listwise deletion outperforms multiple imputations. Under this 

condition, also White and Carlin (2010) simulation confirm the superiority of the listwise 

deletion. Therefore, considering all these claims and our variables, the listwise deletion could be 

applied without any major concern about the risk to bias our results. Specifically, it was employed 

to resolve the issue for GDP growth, lnGDP, Inflation, Exports, Market Capitalization, 

Demographic Growth and Patents. In fact, the missing observations are just a few, for instance, 
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for Demographic Growth, there are only two missing values, and the missingness does not depend 

on the dependent variable (PE activity).  

On the other hand, the WB indexes elaborated by the WEF, Innovation, Investor Protection, 

Property Rights, Labour Market Efficiency, Political Stability and IP protection Indexes, and the 

one elaborated by other institutions such as the Corruption and the Democracy Index, missed 

many more observations; thus, the listwise deletion would have led to unreliable results. In order 

to avoid this, another substitution method was applied. As underlined by the WB (2018), in the 

case of its indexes, some countries may fail to provide the data because they lack the necessary 

statistical capacity in that period. This statistical capacity is linked to the GDP, meaning that the 

higher a country’s GDP, the higher its ability to provide data about its socioeconomic 

environment (Lokshin et al., 2019). Therefore, these data’s missingness can be ascribed to the 

MAR category, in fact, the likelihood of having missing WB indexes is higher in some countries, 

specifically the one with lower GDP. The approach selected to deal with these missing data is the 

mean substitution, using regional values. This method is used by the WB Group itself to handle 

missing values for the Global Competitiveness Index, substituting the empty cell with an income 

regional’s mean (WEF, 2018). This technique that can be applied to every missingness’ category 

replaces missing observations with the average of that observed data for other entities (Kang, 

2013), in our case countries. The theoretical assumption behind this method is that the mean can 

be considered a reasonable estimate for randomly selected observations from a normal 

distribution (Kang, 2013). Another advantage of the mean substitution is that it helps to maintain 

the original sample size (de Goeij et al., 2013), however, there are several possible drawbacks. 

When the characteristics of the missing countries are extremely different from the one with 

available values, the mean substitution could lead to biased results (de Goeij et al., 2013). 

Additionally, the variance obtained could be biased downwards and could underestimate the 

errors (Kang, 2013). Nonetheless, in Africa, the regions present several similarities that lead to 

the conclusion that the differences within a region are not extreme, thus reducing the risk of biased 

results. In fact, the countries within a region usually share the same history, but also legal and 

socio-political system due to their past as colonies, as in the case of West Africa. Moreover, they 

experience the same culture, consequence of the common origins, for example, in Central Africa. 

Usually, they are also economically related, in fact, they have common regional economic 
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institutions and agreements, such as Stock Exchange (ex. BRVM), currency (ex. CFA franc) and 

several RTA. Finally, comparing a country’s GCI with the other countries’ values within that 

region, the variability is shown to be limited, sustaining our previous claim. Therefore, having 

covered the risk of biased results, we applied a regional mean substitution to handle the missing 

data for the Indexes, creating a robust dataset. 

3.6 Econometric approach  

Taking into consideration that this thesis employs a longitudinal/panel dataset and the purpose of 

the analysis is to understand the effect that the selected variables have on Private Equity 

investments, a model that takes into consideration causal relationships is selected. Causal models 

are based on mathematical functions that permit to extrapolate inferences and understand the 

properties of the relations between the variables through the formulation of hypothesis. The 

causal model studies test how specific features are interconnected with each other inside a given 

system. The assessment and investigation of these interaction form theories about that model. 

Therefore, causality models can be applied to both predict and explain such relations (Barlas & 

Carpenter, 1990). Following the previous researches on Private Equity of Jeng and Wells (2000), 

Felix et al. (2007) and Oberli (2014), our analysis will adopt a linear panel data regression model, 

which will allow studying the causal inference between the variables.  

3.6.1 Panel Data regression models  

Panel data model can be defined as a combination of time series and cross-sectional analysis, 

where the model takes into consideration information on both time (t) and space (i) for the 

variables within the dataset (Wooldridge, 2016). As said, the panel data dataset contains two 

dimensions, that in our case are countries, which represent the panel data members, and years, 

which are defined as the time variables. In this econometric approach, the dataset can be defined 

as balanced, if all the panel members have observations for each year, or unbalanced, if at least 

one panel member value is not recorded (Wooldridge, 2016). Our dataset is defined balanced 

regarding the data containing information about years and country, but it is unbalanced on some 

of the independent variables. As seen in the previous section, we tackle the problem of missing 

explanatory variables through substitution methods.  
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Panel data has three primary models that can be applied: Pooled OLS, Fixed Effect (FE) and 

Random Effect (RE). In general, one of the advantages of the panel data models is to manage the 

effect of unobserved heterogeneity in order to be able to derive valid inference on the coefficients 

β. In its nature, panel data models can increase the control on omitted variables, resulting in a 

more accurate and real reflection of the explanatory variables (Xs) impact on the dependent one 

(Y). Additionally, they allow reducing collinearity among the independent variables, increasing 

the degree of freedoms; in other words, more variables can be added to the model (Biørn, 2016). 

In the following paragraphs, these three analysis methods are compared to establish which one 

better fits the purpose of this thesis. 

3.6.2 Pooled OLS 

Since Pooled OLS is based on the linear regression analysis, which is an econometric model that 

explores the causal relationships between variables, a brief explanation of its logic follows. The 

aim of this regression model is to explain the dependent variable as a function of the values of 

the independent variables (Allison, 1998).  

Starting from the classic regression, the linear regression equation takes the form of: 

Y=β0 +β1X +ε 

Where β0 and β1 are the regression coefficients. In specific, β0 is the constant term of the equation, 

i.e. the intercept of the function in a graph so that β0 represents the value of Y when the X is zero. 

β1 represents the slope coefficient of the equation, thus it measures the impact that a unit change 

in X has on Y. The ε is the stochastic error term, which captures the variation of Y that cannot be 

explained by the model. A way of estimating the regression model is Ordinary Least Squares 

(OLS). The aim of this method is to fit the function with the observations, through the 

minimization of the sum of the squared errors from the data (Wooldridge, 2016). 

Following the methods used by Park (2011), this thesis started to investigate the relationship 

between the explanatory variables and the response variable through the application of a 

particular type of linear regression called Pooled OLS, which is formulated in: 
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Yit = α +𝛽𝑋𝑖𝑡 + 𝜖𝑖𝑡  where (ui=0)  

The Pooled OLS assumes that individual effects denoted by ui, which usually appears in panel 

data, are not present between the cross-sectional identities, or there is no time-specific effect, 

implying ui =0. If this assumption holds, the pooled OLS produces an efficient and consistent 

estimation of the parameters (Wooldridge, 2016).  

Moreover, Pooled OLS has a significant limitation that needs to be considered. The regression 

can suffer from misspecification problems if there are any omitted variables, meaning variables 

are not inserted in the model, or their observations are not available. This issue leads to a biased 

estimation of the causal relationship, where the single or multiple omitted variables might be 

correlated both with the dependent and independent variables (Dubin & Rivers, 1989), creating 

endogeneity.  

Given all these characteristics, the Breusch and Pagan Lagrangian multiplier test, known as LM, 

allows deciding from a statistical point of view if the Pooled OLS is an appropriate model. This 

test assists in deciding if the pooled OLS is better than a Random Effect panel model. The null 

hypothesis is that the variance across the different entities is zero; in other words, it tests if there 

is no panel effect (Breusch & Pagan, 1980). If we reject the null hypothesis, the random effect 

model would suit better the analysis.  

3.6.3 Fixed Effect Model 

The Fixed Effect (FE) model investigates the relationship between the explanatory and response 

variables within an entity, such as a country, over time. FE considers that each entity has its own 

proper features so, graphically speaking, each country has its own intercept in the model. 

The FE model assumes that the specific characteristics of the individuals might impact and/or 

bias the dependent variable; hence it allows, by removing these fixed effects, to control for these 

time-invariant unobserved features. Once the fixed effects are controlled for, it is possible to 

compute and compare the slope coefficients between the different countries. Therefore, this 

model enables to measure the independent variables’ net effect on the dependent variable 

(Salkind, 2010).  
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The basic FE model can be expressed as:  

Yit = αi+ 𝛽1𝑋 𝑖𝑡+ uit  for t=1,…, T and i=1,…,N 

Where 𝛼𝑖 is an unobserved time-invariant individual effect and uit is the error term. β1 is the 

coefficient of the regressor, and it indicates how much the dependent variable changes when the 

explanatory variable increases by one unit (Wooldridge, 2016).  However, it is worth to mention 

that, since this model uses control variables to modify context and heterogeneity of variables, it 

gives a simplistic result, which can lead to misleading interpretations (Bell & Jones, 2015). 

This model can be used with unbalanced panel data if the reason behind the lack of observations 

is not correlated with the errors uit. Moreover, it is important that the missing factors are time-

invariant characteristics because, as stated previously, the fixed model overcomes the omitted 

variable bias by removing all the time-invariant components. 

When using the FE model, some assumptions shall be stated. The first is that the time-invariant 

features specific for an entity must not be correlated with the other entities’ individual 

characteristics. Therefore, the error term uit and the 𝛼𝑖 have to be uncorrelated with the errors of 

the other countries. In case this assumption is violated, the RE model results more suitable. The 

second assumption is that the error terms need to be not serially correlated; otherwise, the Random 

Effect model would be advisable (Wooldridge, 2016).  

 3.6.4 Random Effect models 

The Random Effect (RE) model assumes that individuals’ differences are random, contrary to the 

FE. This model is based on three main assumptions. The first is that the error is not correlated 

with the Xs; therefore, there is no endogeneity. The second assumption states that the errors are 

normally distributed, and consequently, in the RE model, all the entities are sampled from a 

normally distributed population. The last assumption is that the time-invariant characteristics, 

which are included in the RE model, are random, and they influence the dependent variable. As 

seen previously, FE excludes this type of variables due to multicollinearity problems, leading to 

a less precise estimation. Therefore, if these assumptions hold, the RE model allows to have an 
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increase in the goodness of the coefficient estimation. Since in this approach the constant term is 

not removed, the error term incorporates both 𝛼𝑖 and uit, resulting in: 

Yit = 𝛽1𝑋𝑖𝑡+ vit           𝑡=1,...,𝑇 and i=1,…,N 

Where 𝜈it = 𝛼𝑖 + uit 

The 𝜈𝑖𝑡 are serially correlated across time due to the fact that 𝛼𝑖 is in the composite error term in 

each period of time. The coefficient β1 represents the effect on Y of one unit increase in X. This 

coefficient is computed in order to describe the average effect of its independent variable, 

controlling for differences among countries and years (Wooldridge, 2016). 

Summarizing, the principal difference between the two models is, when there is uncorrelation 

between 𝛼𝑖 and 𝑋𝑖𝑡, the RE model is most consistent and efficient since it assumes exogeneity. If 

the assumptions hold, the RE model is preferred because it allows to have larger flexibility and 

generalizability. In conclusion, ceteris paribus, if: 

H0: 𝐶𝑜𝑣(𝛼𝑖; 𝑋𝑖𝑡) = 0 (Exogeneity), the RE is the most consistent and efficient model, while FE 

would be consistent but not efficient. 

H0: 𝐶𝑜𝑣(𝛼𝑖; 𝑋𝑖𝑡) ≠ 0 (Endogeneity), the FE model is preferred because consistent and efficient.  

In order to choose the consistent model and test the aforementioned hypothesis, one of the 

methods that can be used is the Hausman specification test. (Wooldridge, 2016).  

3.6.5 Hausman test 

The Hausman test assesses the consistency of an estimator (RE) when compared to an alternative 

estimator (FE). The aim of this test is to identify if there are violations of the RE’s assumptions. 

In other words, it evaluates if the independent variables are not correlated with the unobservable 

effects. The rejection of the null hypothesis determines that the random effect coefficients 

estimates are inconsistent, and thus FE would be preferred (Hausman, 1978). However, this test 

is ‘‘neither necessary nor sufficient’’ to decide the final model to use (Clark & Linzer, 2015). In 

fact, the Hausman test only assesses whether there are similarities between the effects of the two 
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models. If the Random Effect model is correctly specified, it will bring to the same results of FE, 

despite the results provided by the Hausman test (Bell & Jones, 2015). Additionally, the FE model 

might have large standard error and too unreliable estimations when there is a small variation in 

the explanatory variables. Even though the Hausman test recognizes this problem and controls 

for the variance of the variables, when there is units’ correlation (𝛼𝑖, 𝑋𝑖𝑡), the test results might be 

unreliable (Troeger, 2008). A further limitation of this test is that it is valid only if there is 

homoscedasticity (Wooldridge, 2016). 

3.6.6 Prediction 

After having determined the significant predictors and their interpretation, the model and its 

coefficients are used to answer the first sub-question. In fact, the findings of the econometric 

analysis can be used to determine which country appears to have, lately, the best environment for 

PE investors. In order to do that, the most recent variables’ values are entered in the panel data 

model estimated, to determine the number of PE deals per country. In this case, the data used are 

all dated 2018, because data for 2019 were not available for all the countries yet and so the 

prediction would not have been complete.  

The input of these values allows obtaining the predicted value of Y, for 2018. These values 

represent the best guess of the value of Y, considering the significant coefficients and the Xs 

(Bachman & Paternoster, 2016). The prediction allows to highlight and forecast which country, 

according to our model and estimation, is the one that, in 2018, has the drivers and determinants 

levels able to lure the highest number of PE investments, and it is, therefore, the most attractive 

environment for PE investors. Compared to the Yit (observations), these values identify the 

unbiased PE2018 number, in other words considering only business environment level factors. 

3.7 PIE model 

The result of our regression analysis cannot be assumed to be fully conclusive because the 

variables of the model might not be able to capture the whole picture of the investment 

environment. This is due to the fact that, according to their calculation method, they measure only 

certain aspects of a dimension, and the BIC analysis might exclude some significant but less 

statistically relevant factors. In other words, as highlighted by BTI (2020), especially economic 
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and political development, which shape a country’s business environment, elude purely 

quantitative assessment. Therefore, the regression analysis, which is a quantitative approach to 

the research, will be integrated with the PIE (Political-Institutional-Economy) model analysis that 

is built mainly on qualitative data.  

Developed by Niels Mygind in 2007, the PIE model is considered a flexible method to analyse 

qualitative information. In our context, this framework is not only used to confirm and investigate 

the claims resulting from the regression analysis, but it helps to gain a comprehensive view of the 

business environment in a country. Specifically, the combination of the two approaches, 

quantitative and qualitative, overcome the imperfections and limitations that arise from the use 

of a single method. Thus, the combination of the PIE analysis and the statistical assessment not 

only makes our paper more complete (Dunning, 2007; Tashakkori and Teddlie, 1998), but it also 

helps to answer in full to the research question.  

The first advantage of using the Mygind’s framework is that it helps to fully understand aspects 

of a country’s attractiveness that are not captured merely by the quantitative analysis. In fact, in 

the PIE analysis, we take into consideration also trustworthy qualitative data, such as country 

reports from the Economist Intelligence Unit (EIU), World Bank (WB), Bertelsmann Stiftung 

(BTI) and MarketLine, that are collected through the use of methods like interviews and surveys 

(Saunders et al., 2009). For example, the assessment on the quality of the institutions or the social 

group relationship is captured from different business sources and analysis, since they could not 

be expressed solely by a number. Secondly, generally, an analysis performed through the use of 

a framework adapts better to the context, and it gives a clearer view on a country’s policies, 

procedures, and development (Srivastava & Thomson, 2009). 

The PIE is a framework useful to explore and understand how societies and their institutions are 

composed and to have a complete overview and a deeper understanding of the markets' dynamics. 

This type of analysis is therefore essential, especially in the Emerging Markets, for a company, 

or as in our case a PE firm or investor, that wants to decide where it is more worth to invest 

(Mygind, 2007). In the specific, this model will allow to carry out a study of a country from the 

political, institutional, and economy (PIE) perspective. Since these factors are highly 

interconnected, this framework will help to understand how they interact with each other and how 
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they affect the surrounding environment (Mygind, 2007). Other models, such as PESTEL, would 

not be suitable since they are lacking specific definitions of the different factors that they take 

into consideration, and they miss the dynamics between these factors and the institutions’ role 

(Lall, Spatafora & Sommer, 2005). In this thesis, this framework will be applied analyzing the 

same dimensions across countries; thus, the overall result will not be biased by the authors’ 

perceptions. 

The following section presents a theoretical background on the three subcategories that constitute 

this model: Politics, Institutions, and Economy. The political category, which starts from a review 

of the historical background, is usually analyzed through the evaluation of the different social 

groups and through the political processes. Social groups are defined in relation to their access 

and ownership of the economic resources. Often groups that control the critical resources are able 

to convert their economic superiority into power that can influence politics. In fact, some groups 

can also be defined in relation to their ethnicity and culture, and often these distinctions overlap 

with their economic background. In this context, also diverse cultures present in every society 

play a role. These relations between the different groups and ethnicity are the linking point 

between political and informal institutions since a similar background and similar believes might 

lead to similar action, such as voting the same political party.  

On the other hand, the political processes include the study of the political institutions and the 

formal rules that are used to make decisions in the political system, and they are influenced by 

wars, alliances and changes in the relative strength of the different social groups. The complex 

dynamics resulting from technological advancement, modification of institutions, and pression 

from the international society, change the political power structure. Therefore, it is pivotal to 

understand and study these political changes because they might affect changes in both 

institutions and economic policies. In this context, also classical economists, such as Marx, 

Ricardo, and Smith, agreed on the fact that politics is highly connected also with a country’s 

economy since the politicians are accountable to develop the economy through policies and 

actions (Mygind, 2007). Political stability has a very important function in attracting investments. 

Turmoil and turbulent political environment can create losses in businesses, which might be 

subjected to restrictions in operations (Jadhav, 2012).  
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The institutional category is defined as the constraints that shape human connections while 

reducing uncertainty. When the uncertainty is low, it means that the rules are effective, and the 

market appears to be more predictable, and therefore the transaction costs result to be lower 

(Williamson, 1985). Institutions can be divided into formal, which refers to the political and 

economic ones, and informal, that are connected with the society and culture, and control social 

behaviour. In turn, there is also a further categorization of institutions into political and economic. 

In general, formal institutions work better in societies where the collective degree of values is 

high, since the rule of law and its enforcement is higher, in contrast to a more individualistic 

society. On the other side, informal institutions are shaped by a specific culture of a country. 

These unwritten rules are passed through generations by socialization, which creates barriers for 

outsiders if they want to adapt to them. Another important feature of informal institutions is the 

level of social thrust present in the society, known as the degree to which parties are likely to be 

cheated by others or to rather seek moral rules in order to achieve reciprocal benefits. This last 

case shows an example of when social thrust reaches high levels, and it leads to lower transaction 

costs and better conditions to do business (Mygind, 2007). 

Political institutions have their formal division of power dictated by the constitution and other 

country formal rules, in case of a democratic government form. In order to evaluate the political 

institutions, it is crucial to take into consideration the way that government' organs function, how 

they are elected, and the fairness of these processes. On the other hand, economic institutions 

refer to the rules that govern the economy, as well as the property rights' rules and the ownership 

distribution rights between the state, people, and other entities. In the specific, they set the 

framework for the economic policies, which are related to the central bank and all the rules of the 

financial sector. However, it is also important to understand all the factors that influence the 

business environment of a country, rather than just analysing only macroeconomics indicators 

(Mygind, 2007). Overall, institutions play an important role in the investments’ decisions since 

if the institutions are inefficient, they create an environment that is not transparent and not easily 

predictable, thus diminishing the attractivity for investors, both local and international (Jadhav, 

2012).    

In the economic category, the factors analysed can be subdivided into two classes. The firsts are 

the flow variables, which deal with the monetary variables such as GDP, macroeconomic policies 
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and consumption, while the second is the stock variables, which analyse the factors related with 

the human resources such as productivity, and the technological level, economic structure, and 

the natural resources. There is a close connection between growth and resources since the quality 

and availability of the latter defines a country productivity potential. For example, when a nation 

does many investments directed to develop the human and fixed capital of companies and 

infrastructure, it influences in a positive way, the possibility of future growth. One main function 

of the economic system is to develop the circumstances, like the aforementioned, that permit the 

industries to grow. This is made possible by the actions undertaken by the economic institutions. 

It is relevant to mention in this context that the degree of liberalization plays an important role in 

driving the measures that economic institutions take. For example, openness to foreign 

investments or favourable taxation is essential to increase the competitive pressure on companies, 

creating a dynamic market. This is why there is a close link between economic institutions and 

the incentives that can help the competitive production structure. Incentives by institutions can 

take the form as aids to improve and boost entrepreneurship and innovation (Mygind, 2007). 

Overall, the degree of economic development attracts PE investors that look for a country’s rich 

of investment opportunities and a dynamic market (Deloitte, 2019). 
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4. Analysis 

4.1 BIC 

As previously said, in order to find the “true model”, the BIC method is employed. The results 

are shown in Appendix 1. Following this method, which suggests choosing the model with the 

lowest BIC (Linsdey & Shearther, 2015), fifteen variables were excluded from further analysis. 

Specifically, the retained variables are Innovation Index, number of M&A, number of Patents, 

Labour Market Efficiency, Investor Protection Index, number of IPO, Property Rights Index, 

Demographic Growth, and lnGDP.  

4.1.1 Theoretical expectations  

Taking into account the result of the BIC analysis and the suggestions coming from the literature 

review, in this section, the theoretical expectations about the effect of the different predictors are 

presented. Innovation Index and number of Patents are expected to have a positive effect on the 

PE activity, since a strong entrepreneurial environment, rich of innovative and technological 

opportunities, has been shown as a cornerstone to develop a flourishing PE market (Romain & 

van Pottelsberghe de la Potterie, 2004b; Groh, 2009). 

As far as legal rights are involved, meaning both Property Rights Index and Investor Protection 

Index, their effects are expected to be positive. Since, as underlined by, among the others, Oino 

(2014) and Groh (2009), a sound legal environment is essential to attract PE, especially in 

Emerging Markets. 

Furthermore, in several researches, it has been demonstrated that a dynamic environment with a 

high volume of M&A and IPOs attracts PE, since it signals the availability of exit routes (Black 

& Gilson, 1998; Jeng & Wells, 2000; Groh & Wallmeroth, 2016). Therefore, we believe that at a 

higher volume of deals, it will correspond a higher PE activity, thus these variables will have a 

positive impact. 

Demographic Growth is highlighted as one of the necessary ingredients to increase a country's 

growth rate (Kokko, 2015). Hence, also in this context, it is predicted to have a positive influence 



 49 

on the PE activity, since PE firms will be attracted by a country that has increasing 

competitiveness.  

Additionally, also the Labour Market Efficiency index is expected to be positively associated 

with the PE activity. In fact, a higher score represents a more flexible and efficient labour market, 

which is shown to encourage both the demand and the supply side of PE (Kelly, 2012). 

Finally, the GDP, which in this context is assumed to be a proxy of the country’s economic 

development, is forecasted to play a positive role in attracting PE investments. In fact, a higher 

GDP will signal an environment rich of opportunities and with a surrounding environment more 

favourable to PE investments.  

4.2 Econometric analysis 

Following the theoretical background on the econometric approach, we start to analyse the several 

models that can be applied to our panel data. Firstly, we run the Pooled OLS, as shown in 

Appendix 2. As discussed earlier, this model produces efficient estimates if there is no time-

specific effect ui (Wooldridge, 2016). Consequently, we check for this hypothesis through the 

Breusch and Pagan Lagrangian multiplier test. In order to so, we have to first run the Random 

Model Effect (Appendix 3) and afterward check through the LM test (Appendix 4) if this model 

has the specific effect ui. Recalling the previous chapter, the LM null hypothesis is that ui =0. The 

result of the test follows (see Figure 2).  

 

 

Figure 2 Breusch and Pagan Lagrangian multiplier test results 

Own calculation 
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We reject the null hypothesis; thus, there is a panel effect, and an approach that involves a multiple 

linear regression, such as Fixed or Random Effect models, is preferable. Therefore, the following 

step is to compare the RE and FE model; this can be done through the Hausman Test. Firstly, as 

shown in appendix 5 and 6, we run both the Random Effect and Fixed Effect models and store 

their results in order to be able to perform the test. Afterward, having stored the two models, we 

apply the Hausman test (Appendix 7), which produces the following results (see Figure 3).  

 

Figure 3 Hausman Tests results 

 Own calculation 

 

Since we reject the null Hypothesis, the Fixed effect seems to be the preferred model. However, 

as previously said in the Methodology, the Hausman test is not reliable if there is 

heteroskedasticity. Heteroskedasticity is a situation where the variance of μ, the unobserved error, 

is not constant across explanatory variables (Wooldridge, 2016). Therefore, the first step is to 

check if our panel data presents this issue through a graphical representation. In this case, since 

the residuals do not appear completely random, the graph signals the presence of 

heteroskedasticity (see Figure 4). 
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Figure 4 Heteroskedasticity plot  

Source: Own Calculation 

 

Additionally, the modified Wald test, which helps to understand from a statistical point of view 

if the dataset suffers from this problem, is performed. Whether the null hypothesis is rejected, it 

means that the Hausman test is not appropriate and reliable to decide between RE and FE. The 

null hypothesis of the Wald test is that the regression presents homoskedasticity in all the cross-

sectional units (Baum, 2001). In order to perform this test, we have to run again the FE model, 

and afterward we can obtain the results for this test (Appendix 8). As it is shown in figure 5, the 

p-value is 0. 

 

 

Figure 5 Modified Wald Test for Groupwise heteroskedasticity in fixed regression model  

Own Calculation 
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Since we reject the null hypothesis, p-value smaller than 0.05, the test shows the presence of 

heteroscedasticity in the dataset, meaning that the Hausman test is not efficient. 

The heteroscedasticity creates another issue in the panel data model, in fact, since the variance of 

the errors is not constant, the results of the regression might be invalidated or unreliable 

(Wooldridge, 2016). In order to overcome this problem, we will use the robust command on the 

whatever model is selected, which will control for heteroscedasticity. 

As highlighted above, the Hausman statistical test is not sufficient to choose the proper model. 

Therefore, in order to decide which is the most appropriate regression analysis between FE and 

RE, some logical considerations are carried out. Firstly, from a logical and theoretical point of 

view, the random effect model would better fit the type of analysis that we are conducting. This 

due to the fact that the FE model controls for and eliminates the time-invariant variables that have 

not been measured but still affect the dependent variable, for example, ethnicity (Williams, 2015). 

In our case, we believe that these fixed differences are present, for instance, language, and have 

an influence on the response variable, thus in order to not underestimate their impact, the RE is 

more suitable.  

Secondly, the choice between Random and Fixed effect models is also based on the trade-off 

between bias and variance. The Random model might be biased when its assumptions do not 

hold, but it is more efficient than FE when they do. Clark and Lizener (2015) argue that a biased 

Random Effect estimator is preferable than an unbiased FE estimator if the former reduces 

sufficiently the variance compared to the latter. Statistically, biasedness refers to how close to 

reality the coefficient estimates are, while variance concerns the deviation from the sample mean 

of the independent variables. The problem of high variance is that the estimates are more sample-

dependent, meaning oversensitive to the errors. Connecting to the generalizability issue, high 

variance leads to the fact that in different datasets, the model would lead to different estimates. 

The main difference lies in how the FE and RE estimate their coefficients, in fact, the latter 

estimates a parameter for each unit, while the former calculates them though a partial-pooling 

method. In conclusion, the Random Effect might be more biased, but it can reduce the 

coefficients’ estimation variance (Clark and Lizener, 2015). Since our thesis wants to expand the 
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knowledge on the drivers and determinants of PE investments in Emerging markets, our model 

should be able to convey results that could provide insights also in other contexts or time frames. 

The RE model, in contrast to the FE, allows the conclusions to be generalizable to a greater 

number of situations; thus, it is the one that can help us to reach this goal (Borenstein et al., 2010). 

Thirdly, under specific conditions, the RE model is not only the one that guarantees less variance, 

but it also gives more efficient estimate (Clark & Lizener, 2015). Particularly, Clark and Lizener 

(2015) notice that when the independent variable is sluggish, meaning it does not change much 

over time within units (countries), and there is a rather small sample, the RE model produces 

superior coefficients estimates. In our dataset, both these claims hold, in fact, the sample counts 

less than 500 observations, and within each entity the independent variables show little 

variability. 

Briefly, the Hausman statistic test could not lead to the choice of the right model, since it is not 

reliable due to the presence of heteroskedasticity. Therefore, we base the choice of our model on 

more philosophical and statistical analysis. Specifically, we have reason to believe that time-

invariant differences play a role in the dataset that we have. Therefore, the RE model is more 

suitable since it takes into consideration such differences. Furthermore, due to the aim of our 

thesis, the Random Effect model results more appropriate to deliver results that can be 

generalized. Lastly, considering our dataset and its variability, the RE model is expected to 

convey results that are also more efficient. Given all these motivations, the Random Effect model 

(Appendix 9) is the one that will be used in this thesis to investigate whether there is a statistically 

significant causal relations between the nine predictors and the PE activity.  

4.2.1 Random Model results  

Once identified the statistical model that should be applied, the first step to perform, before 

proceeding with the regression analysis, is to check whether the RE model is correctly specified. 

As stated in the previous section, this analysis is done through the Ramsey RESET test. In our 

nine independent variables model, the null hypothesis of correct specification cannot be rejected 

(see Appendix 10), since the p-value is above 0.05. Therefore, our model is correctly specified, 

and thus omitted variables are not a problem that concerns this model.  
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In this section, the results of the quantitative analysis are presented. The Random Effect Model 

does a good job in explaining the variance in PE investments across countries, which is 

fundamental in order to identify the most promising one. In fact, the between R-squared, which 

shows how much of the variance between separate panel units the model explains (Park, 2011), 

is 0.9169. In other words, the model is able to explain about 92% of the variance in the dependent 

variable, the number of PE investments, across countries. Considering the nature of the model, 

which investigates macro dimensions, the between R-squared and the Overall R-squared values 

are largely satisfactory, as suggested by several authors like Hair et al. (2013), since they are 

respectively 92% and 81%.  

The goodness of the Random Effect Model is confirmed by looking at the Wald test. This test, 

which is similar to the F-test, helps to confirm the reliability of the model. In fact, the null 

hypothesis of this test is that all the coefficients in the model are jointly equal to zero, so it assesses 

if none of the independent variables is helpful in explaining the dependent one (Park, 2011). In 

our case, the null hypothesis is rejected, so we can conclude that in our model at least one 

predictor has an impact on the number of PE investments since its coefficient is different from 

zero (Appendix 11). 

Furthermore, the Random Effect Model analysis, with robust standard errors, leads to the 

conclusion that all the explanatory variables included in the analysis are significant, meaning that 

their coefficients are proven to be statistically different from zero.  In other words, it can be stated 

that the statistical analysis confirms the existence of causal relations between the nine predictors 

and the PE activity.  

Nevertheless, a clarification has to be made about the significance level adopted in this analysis. 

In fact, the variables’ p-value, which is the probability of making a type I error, is not always the 

same across our predictors. This error indicates the probability of rejecting the null hypothesis, 

in our case β=0, when it is true. Usually, the acceptable p-value needed to be able to reject the 

null hypothesis confidently, and to be able to confirm that the variables are significant, should be 

smaller than a range that goes from 0.1, 0.05 to 0.01. Specifically, the 0.05 level of significance 

is the one conventionally used, while the other two are also extensively employed by researchers 

(Kim, 2015).  
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In our case, at 10% significance level, we could reject the null hypothesis for all the variables, 

while at the 5%, we would fail to reject it for the Innovation Index. Likewise, at the 1% level, the 

null hypothesis cannot also be rejected for the number of Patents and lnGDP. However, the theory 

does not present a general solution on which significance level should be adopted, but the 

conventional level is only considered a benchmark; thus, it should not be used automatically in 

every regression (Kim, 2015). In our case, since the quantitative model claims will be further 

analysed with a qualitative framework to confirm which country is the most favourable for PE 

investments, rejecting a priori the marginal significant predictor, meaning significant only at 10% 

level, does not lead to any particular benefit for our research. In fact, as suggested by Kim (2015), 

in researches where the consequences of Type I error are not detrimental, contrary to, for instance, 

pharmaceutical studies, it is worth being more flexible regarding the acceptable significance 

levels. Moreover, the Innovation Index coefficient sign reflects the theoretical expectations, 

confirming other authors’ findings, thus suggesting its reliability. Therefore, the 10 % 

significance level is adopted, and all the variables are kept for further analysis, but the Innovation 

Index is henceforward referred to as a weakly significant variable. In conclusion, the drivers and 

determinants included in the “true” model, meaning the one that is able to explain better the 

variance of the PE investment, are all significant. Hence, this confirms the hypothesis derived 

from the theoretical background about the statistical relevance of these predictors. 

4.2.2 Coefficient Analysis 

Acknowledge that all the variables coefficients are significant, in this paragraph, their values are 

interpreted. As highlighted by Torres Reyna (2007), in the case of time-series cross-sectional data 

Random Effect Model, the slope coefficient represents the average effect of the independent 

variable on the dependent one, when the independent variable increases by one unit, controlling 

for the difference across countries and years. 
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Figure 6 Results of the Random Effect Model 

 Own Calculation 

 
Starting from the constant term, in this type of models, its value is not meaningful, thus it cannot 

be interpreted. Turning the focus to the GDP, its sign is positive, and when the logarithm of GDP 

increases by one percent the number of PE completed deals increases by 0.80, all else being 

unchanged. The opposite goes for the Demographic Growth that has a negative impact. 

Specifically, an increase of 1% in the Demographic Growth Rate leads, ceteris paribus, to a 

decrease in the number of PE investments by -0.95. The number of IPO deals has a similar impact 

on the PE activity, where the impact of an additional IPO deal, all else being equal, decreases the 

PE activity of -0.28 units. Following this variable, also the degree of Property Rights protection, 

as measured by the WB Group Index, has a negative influence on our dependent variable. Hence, 

an increase of one unit in the Property Rights Index score decreases the number of PE completed 

deals by -1.69, ceteris paribus. 

The opposite goes for the Patents amount, where the additional patent registered to the WIPO 

leads to an increase of 0.012 in the number of PE investments, all else being unchanged. In the 

case of M&A volume, the sign is positive, thus an additional merger or acquisition deal increases 

on average the dependent variable by 0.12 unit, ceteris paribus.  



 57 

Regarding the last three Indexes developed by the WB Group, they all have a positive impact. 

Specifically, an increase in one unit in the Labour Market Efficiency Index leads to an increase 

of 2.95 units in the PE activity, ceteris paribus, while, all else being equal, an additional point in 

the Investor Protection Index increases the dependent variable by 0.54 units. Finally, if the weakly 

significant variable, the Innovation Index, grows by one unit, it causes the number of PE 

investments to increase by 2.50, ceteris paribus. Generally, these WB Indexes have larger 

coefficients compared to the previously seen predictors, due to the fact that a unit increase in 

these types of variables, which ranges from 1 to 7, is absolutely rare. An increase of that 

magnitude would represent an epochal change, in fact, a country with such an increase would 

move from a developing country to a developed economy score. 

In conclusion, the regression equation determined by our estimation is: 

 

 

 

This model, whether the independent variables are substituted with their values for each country 

in a specific year, can be used to predict the country’s number of deals. The number of deals that 

occur in a country can be used as a proxy to assess its attractiveness and favourability. In fact, PE 

investors, both LPs and GPs, would concentrate their activity, thus investments, in a favourable 

business environment, avoiding risky or suboptimal places. In a nutshell, higher the number of 

completed deals, higher the attractiveness of that country (Groh et al., 2018). 

4.2.3 Ranking 

The estimates of the econometric model are now used to determine which country appears to 

have, lately, the best environment for PE investors. According to this statistical estimation 

(Appendix 12), South Africa is the country with the most favourable business and surrounding 

environment for PE. In fact, the predicted PE completed deals in this country amount to 34, while 

for the second-ranked, Egypt, the predicted deals are only 18. Comparing the first and second 

PE deals= -31.2 + 0.8 lnGDP - 0.95 Demographic Growth - 0.28 IPO - 1.69 Property Rights + 0.01 

Patents +2.95 Labour Market + 0.54 Investor Protection +0.12 M&A +2.5 Innovation 
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country per attractiveness, South Africa emerges as the best due to, firstly, the presence of a more 

dynamic M&A market, secondly, the higher score in the Innovation Index, thirdly, the higher 

Labor Market Efficiency and finally a better Investor Protection. 

Nevertheless, as highlighted previously, a statistical answer to our research question cannot be 

deemed as fully conclusive. In fact, a quantitative evaluation cannot capture all the relevant 

elements because, by definition, it measures only certain aspects and it cannot account for the 

developments and trends. For instance, whether the government is planning expropriation or 

nationalization cannot be conveyed by a number. Therefore, in the next chapter, the PIE model is 

employed to give a complete answer and verify the quantitative part’s claims. Since there are both 

time and space limitations, the analysis is limited to four countries.  

The countries selected for a more detailed analysis of their Political, Institutional and Economic 

environment are the first two countries with the higher predicted PE activity and the last two. In 

this way, we could more easily, on the one hand, highlight the country-level factors that 

discourage PE investors and, on the other hand, identify the factors that make a country more 

attractive than another one. As already said, according to our model, the best two are South Africa 

and Egypt, while the “worst” two are Mauritania and Sao Tome and Principe. 

4.3 PIE Analysis 

For the purpose of our thesis, this analysis gives a holistic perspective, which should be 

considered by PE investors, on the selected African business environments. In particular, the 

framework assesses the difference between the top-two and the bottom-two nations. The 

investigation analyses the same dimensions across countries through a framework to ensure the 

comparison’s objectivity. Those countries, which are predicted to be the best or worst in attracting 

PE activity according to our econometric model, are now investigated to complete the answer to 

the research question. 
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4.3.1 South Africa 

Politics 

Historical and Political Background 

The Republic of South Africa, which is the southernmost country in the Continent, is a nation 

with a long tradition of statehood and strong links with the Western world and surrounding 

countries. The state was formed in 1910 when the separated British and Dutch colonies merged 

into the union of South Africa. As it was for the previous colonial period, also under the new 

government, the power was centred in the hands of the white minority that arrived attracted by 

the discovered precious materials, while the black population was further marginalized. They 

were confined to live in certain suburban areas, their entry to cities was restricted, and their 

ownership of assets was limited. The situation worsens in 1948, when an organized political and 

nationalist movement, Afrikaner, based on ethnic identity and white supremacy, came to power 

and implemented the apartheid. This policy, which aimed to benefit the white Afrikaners, was a 

system of racial segregation (BTI, 2018a). 

South Africa remained a race-based democracy, despite the violent protests, until 1994. In that 

period, the tension between the social groups led to an economic collapse, which encouraged 

politicians, like Mandela, to require the dismantling of the apartheid. The Mandela’s party, 

African National Congress (ANC), won the first multi-racial democratic elections and Mandela 

became president. Its party has won all the following elections, ensuring the country a stable and 

peaceful political situation, even though conflicts within the ruling party have delayed the 

implementation of government programs (BTI, 2018a). 

Since then, the economic development followed a path of continuous growth that led South Africa 

to be the second-largest African economy and a pivotal political player. This growth places South 

Africa into the top 10 advanced emerging markets, and, in 2010, it joined the BRICS group. 

However, the country is still plagued by inequality, poverty and unemployment, which despite 

the improvements, still harm the country’s business environment (BTI, 2018a). 



 60 

The paper presents now the political system in South Africa. It is essential to understand the 

political processes and the social groups within a society because they play a pivotal role in 

influencing the policies. As highlighted by Rodrik (2014), lousy policies are one of the elements 

that slow down the growth in developing countries. Furthermore, PE investors avoid countries 

with internal conflicts or an unfriendly political climate in favour of a stable political environment 

(Deloitte, 2019).  

Social groups  

Firstly, the paper investigates the South African society and whether there are all the elements 

needed to reach a long-term growth. In fact, polarization and social contradictions represent a 

serious threat for investors, since they make unstable and unpredictable a country’s environment 

(Kokko, 2015; Stiglitz, 1996). Specifically, South Africa still struggles with the inheritance of the 

apartheid, and there is a strong polarization between racial and class groups, where the white 

minority still controls the majority of the resources. The Gini Index (63) confirms the country’s 

inequality issues as one of the worst in the world, where the poorest 20% of the population 

accounts for only 4.4% of total consumption, while the richest 20% make up for the 61% (BTI, 

2018a). Nonetheless, since 1994, the government has addressed the issue, and there has been a 

considerable progress in the wellbeing of the majority of the population. As a result, health and 

educational services are now largely available also in the rural and suburban areas (MarketLine, 

2019a) and the Gini coefficient decreased by 10 points in 10 years. Furthermore, the introduction 

of a national minimum wage helps effectively fighting inequalities (MarketLine, 2019a). 

Another division, however, occurs in the area of employment. Contrary to the majority of the 

African countries, the workforce is concentrated mainly in the services (72%), which also 

spearheads South Africa’s economy and industry (23%) sector (Statista, 2019a). This split signals 

a developed economy with multiple opportunities. Notably, the financial and telecommunication 

industry, which are among the preferred PE investors’ target in Africa (AVCA, 2019), are the 

two sectors that mostly contributes to the service output (MarketLine, 2019a). However, the 

unemployment rate has reached alarming levels, 29% (EIU, 2019a). This growth has been caused 

by a substitution of labour in many employment generating sectors and by a weak education 

system (MarketLine, 2019a), unable to provide skilled workforce in critical sectors, which in turn 
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contributes to skew income patterns (BTI, 2018a). This secular problem is at the center of the 

reformist agenda of president Ramaphosa, which was elected in 2019, and its solution is 

fundamental to avoid increasing social tensions (MarketLine, 2019a).   

Political Process  

As highlighted by Odo (2016), PE investors, local and international, need to assess the long-term 

stability of the environment where they invest to avoid the risk of political turmoil or shift that 

might damage their operations. This claimed is also supported by Asiedu (2006), which affirms 

that one of the drivers that attract investors is political stability; thus, the South Africa’s situation 

is investigated. In the African context, South Africa remains among the best countries both in 

terms of political stability and democracy levels, as confirmed by the respective indexes (World 

Bank, 2019b; EIU, 2020a). Its population strongly supports democratic principles and values, 

while violence is mostly absent (BTI, 2018a). In May 2019, president Cyril Ramaphosa and the 

ANC party won the general election with 57,5% of the votes. This result confirms the political 

stability of the country, where since 1994, the elections have always been won by the ANC. 

Therefore, the political scenario is expected to remain unchanged in the medium term 

(MarketLine, 2019a). However, it is the third consecutive general election where the votes of the 

ANC fell, reaching an all-time low, showing that population frustration is on the rise, as the 

government has not been able to solve entirely the country’s issues (EIU, 2019a).  

On the other hand, the interferences by external trade unions and ANC’s internal wings, which in 

the past had weakened the impact of development programs, are now expected to decrease further. 

This will help, in the near future, the president to strengthen his authority and implement the 

necessary reforms (EIU, 2019a). He is expected, in line with previous development plans, to 

endorse policies to achieve a faster and more inclusive growth, through investment in education, 

health care, and improvements to infrastructure, as well as the promotion of a closer regional 

integration (EMIS, 2019). 

Another possible source of instability that, especially in Africa harms the development, is the 

contrast between religious groups. However, in South Africa, the relations between these groups 

have been friendly, and the religious dogmas do not interfere with the state (BTI, 2018a). Finally, 
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South Africa is among the top three African countries and the best compared to BRICS in terms 

of media freedom (O’Donovan, 2018), which is guaranteed along with the freedom of expression 

(BTI, 2018a). 

Surrounding World 

The existence of regional and international relations of a country highly affects the investors’ 

assessment. The regional integration, in particular, attracts PE firms´ attention, since the cross-

border trade boosts the country’s growth and allows operations across the region (Deloitte, 2019). 

South Africa, with the most advanced economy, has become a leader in the political and economic 

matters on the African Continent. From 2020, President Ramaphosa is going to be the chairperson 

of the African Union, suggesting a further expansion of South Africa’s influence and power (EIU, 

2019a). The country also participates to the most important international associations, such as 

WB, IMF, WTO, and regional organizations, such as South African Customs Union (SACU), 

Southern African Development Community (SADC) and Common Market for Eastern and 

Southern Africa (COMESA) (EMIS, 2019). Finally, in the near future, South Africa aims to 

strengthen the relationship with other African trade blocs, for example forming an African 

Continental Free-Trade Area, and with the other members of the BRICS group (EIU, 2019a). 

Institutions 

As observed by Klonowski (2011), a necessary condition to achieve a flourishing PE market is a 

well-developed institutional environment. Especially in developing countries, the risk of facing 

unstable institutions is extremely high (Ramamurti & Doh, 2004). Thus, this paragraph focuses 

on the evaluation of South Africa’s institutions.  

Political Institution 

As seen in the previous paragraph, South Africa is a flawed democracy (EIU Index above 7), and 

it represents a positive exception in the Continent. Generally, this favourable condition has 

historically had a positive impact on the long-term growth of GDP, with an increase of 20% over 

30 years (Rodrik, 2014). South Africa is a parliamentary republic, where the president, which 

depends on the confidence of the two Parliament Houses, is both head of the government and 
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head of the state. All the three powers of the state - executive, legislative, and judiciary - which 

are separated, have to respect the Constitution and, whether they do not, the supreme court has 

the power to stop government actions and acts. Furthermore, the citizens ability to select their 

government, as well as their freedom, are constantly increasing over the last decade. Whereas, 

the quality of public services and policy, which decreased during the previous government, is 

bouncing back after the former president Zuma’s resignation. As far as political institutions are 

involved, South Africa represents a positive exception in the region, ranked in the top 3 in every 

matter (World Bank, 2019b).  

Enforcement - Rule of Law - Corruption 

Corruption is considered a chronic problem in the country that has deterred inward investments 

and undermined the citizens trust in the government (MarketLine, 2019a). Nevertheless, positive 

signals enlighten the hopes for the future, in fact, the former president Zuma was forced to resign 

over corruption charges, and the new president has won the election with the promise to fight it 

(EIU, 2019a). However, if placed in the African context, the Corruption Perception Index score 

is among the best (44/100- where 100 means corruption-free) (TI, 2019a).  

Regarding the judiciary system, South Africa emerges as a highly independent system and of a 

high quality, where the political inferences are absent (MarketLine, 2019a). This lauded 

independence is confirmed by the recent events when the courts ruled against the president Zuma 

and people close to him (EMIS, 2019). Overall, the courts guarantee the same terms and 

conditions to everyone, included foreigners (MarketLine, 2019a). 

Economic Institutions 

South African institutions protect property from arbitrary government interference and 

expropriation without fair compensation, with the ultimate goal of facilitating the acquisition and 

disposition of all property rights. Moreover, South Africa has a well-established IPR law and 

participates to all the international organization that works on IPR enforcement, such as WIPO 

(MarketLine, 2019a). This protection is fundamental to attract early-stage PE investments, where 

they rely on new technologies, as previously highlighted. However, regarding land, which was 

once confiscated by the white minority, the risks are still high since it is an issue profoundly 
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political and emotional for the black community. Cyclically, during the election periods, the topic 

about the redistribution of the land is brought up again, but, according to international observers, 

the threat is not real (MarketLine, 2019a).  

In 2015, president Zuma signed the Promotion of Investment Act, which equalizes the rights of 

foreign and domestic investors (EMIS, 2019). Additionally, almost all the sectors are open and 

could be accessed by all the investors, even though in some strategic industries, the government 

maintains a high control. For instance, in the minerals and petroleum industry, since 2004, the 

private ownership was substituted with a system of licenses controlled by the South African 

government (EMIS, 2019). Nevertheless, private enterprise is encouraged and dominates the 

country’s business environment, while the government attracts inward investment through tax 

simplification, incentives and few restrictions (Nordea, 2020). Compared with African peers, the 

country guarantees better investor protection and score higher in the ease of doing business 

(World Bank Group, 2020a). In conclusion, as highlighted by Kumar (2014), the measures in 

place, along with economic stability, guarantee complete investor protection and make South 

Africa highly attractive. 

Another fundamental element that expresses the degree of state regulation is the taxation system. 

South Africa has a friendly environment with one of the lowest tax compliance costs in Africa 

and with the time to comply, that is also largely below the Continent average. Moreover, the total 

tax rate (profit, labour, other taxes) is estimated at around 28.9%, in contrast to the African 

average of 47.1% (MarketLine, 2019a). Regarding the labour market, the previous mentioned 

NPD government plan aims to increase the labour market flexibility and increase the supply of 

skilled workers, because, even though the Labour Market Efficiency Index shows value among 

the best in the region (WEF, 2018), the labour market is inflexible and dominated by labor unions 

(EMIS, 2019). 

As demonstrated by several authors, a functioning and stable banking system helps the country 

growth and increase PE activity, influencing both supply and demand (Gompers & Lerner, 1998; 

Stiglitz, 1996). South Africa’s banking system is seen as a world-class, with enough capital 

resources and a reliable regulatory and supervisory environment (MarketLine, 2019a). The rate 

of non-performing loans, for instance, is far below the average of similar countries (BTI, 2018a). 
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However, the slowed economic growth and the increasing public debt led to a reduction of the 

country’s credit ratings from Baa2 to a riskier Baa3 (Lower Medium Grade), according to 

Moody’s (World Government Bonds, 2020a). Regarding the public market, Johannesburg Stock 

Exchange (JSE) is the largest stock exchange in the Continent, with 400 listed companies and a 

market capitalization of $183 billions (JSE, 2020). Contrary to the majority of the stock 

exchanges in Africa, JSE has enough liquidity and depth to absorb large IPO and finance 

businesses (JSE, 2020). 

Informal Institution 

In this part, the informal institutions are analysed through the use of the Hofstede’s framework, 

which comprises six categories. This analysis helps to understand the country’s culture, which is 

an important step necessary to have a complete overview since the population’s characteristics, 

such as risk attitude, affect the PE environment (Klonowski, 2011). 

The first category is Power Distance, which evaluates whether members, defined as less powerful, 

accept the hierarchical distribution of power. South Africa has a hierarchical society, where 

centralization is popular, and subordinates expect an autocratic boss able to instruct them 

(Hofstede, 2020a). The second element, Individualism, express if individuals are more concerned 

about themselves and their family rather than feeling part of a greater community. The country is 

considered an individualistic society, meaning that the labour relationships are based on mutual 

advantage, while hiring and promotions are supposed to be based on merit (ibid). Thirdly, the 

index assesses if the society is Feminine, based on support and solidarity, or more Masculine, 

more oriented to achievements, success and heroism. South Africa is shown to be a masculine 

society, whereby the focus is on working, managers are expected to be decisive and assertive, and 

people evaluate equity, competition and performance (ibid). Fourthly, Uncertainty Avoidance is 

analysed that is the degree to which people of a specific culture fell endangered by the ambiguous 

situation and have beliefs and institutions that attempt to avoid these. South Africans do not fear 

ambiguous or unknown situations, such as innovations (ibid). The fifth dimension is the Long-

Term Orientation defines how societies maintain links with their past; meanwhile, they deal with 

the present and future. South Africans have a relatively small propensity to save for the future 

and they focus on achieving quick results, signalling a normative culture (ibid). Lastly, 
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Indulgence examines the extent to which people tend to optimism and have a positive attitude 

and in this regard, South Africa’s society appears to be hopeful (ibid). 

Economy 

In this paragraph, the economic dimensions of South Africa are investigated. This is the most 

important category for investors since a stable and developed market is the necessary rationale 

behind any investment. 

Macroeconomic flows 

South Africa’s economy, which is the most industrialized and diversified in the Continent, grew 

exponential during the first part of the century, with an average growth rate of 4.8%, but recently, 

except for the two years after the financial crisis, the results did not meet the exceptional past 

growth rate. However, the GDP growth is forecasted to recover and adjust to a long-term average 

growth rate of 2,5% (EMIS, 2019). Additionally, the GDP volume amounts to $351 billion in 

2019, which is the second-largest in Africa and signals a variety of business opportunities (EIU, 

2019a; World Bank, 2019a). In fact, South Africa, which can rely on a well-developed 

infrastructure network, is a regional manufacturing hub and, in the medium term, is expected to 

become also a technological hub (MarketLine, 2019a). 

The macroeconomic stability is a prerequisite for growth, as shown in other emerging markets; 

therefore, it is now investigated. South African Reserve Bank is committed to ensure price 

stability; thus, it set a flexible target range for inflation between 3% and 6% that has been 

respected over the years (BTI, 2018a). On the other hand, the national currency, rand, remains 

notorious for its volatility, since it is vulnerable to external factors, such as the shocks in the US 

economy or commodity price volatility (BTI, 2018a). In the following year, a weakening of the 

currency is expected, and this could improve the external balance of the country since it will 

would boost the competitiveness of exports (EMIS, 2019). 

According to the IMF, the public debt to GDP ratio is expected to increase to 55% (IMF, 2020b; 

EIU, 2019a). The public debt almost doubled over the last decade, thus increased the funding 

costs, while the way it was used did not help much the economy (MarketLine, 2019a). This debt 
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was reserved for the bailout of state owned-enterprises, which alters the market competition, and 

for lousy policies (MarketLine, 2019a). Nevertheless, the risk of debt distress is considered low, 

even though structural reforms have to be implemented to decrease the risk and address the 

country’s plagues (poverty, unemployment, inequality) (IMF, 2020b). South Africa is very open 

to international trade, which accounts for 59.4% of its GDP, with a large inflow and outflow of 

goods. The country is also the largest trading partner of the European Union in Africa. However, 

the country runs a persistent, but stable, deficit in the current account, partially compensated by 

the capital inflow, which amounts to $5.4 billion in 2018 and is among the highest in the region 

(World Bank, 2019a). Additionally, the government, aware of the necessity to attract investors, 

is implementing several strategies to boost the FDI volume in order to sustain the country’s 

growth, for example, by promoting Special Economic Zones (EMIS, 2019). 

Economic Resources 

In this final paragraph, an outlook on the main resources of the country is given. South Africa has 

a population of 57 million, with a demographic growth rate of around 1.3% that is expected to 

flatten in the following years (World Bank, 2019a). While the domestic market is sizable, this 

dynamic suggests that the country is stabilizing. A large internal market attracts investors, which 

in Africa invest heavily in the consumer goods sector (AVCA, 2019). The country, as most of the 

African countries, is young with a median age of 28, meaning that a large part of the population 

is in the working period (CIA, 2018). However, the educational system fails to transform this 

high supply into an efficient labour supply; thus, there is a lack of skilled workers. The efforts of 

the government focused on the primary education, this results in an 87% of literacy rate (World 

Bank, 2019a), which is above the Africa average, but only 15% of the population over 15 years 

obtains a post-secondary degree (BTI, 2018a). This skew in the government expenditure was 

highly criticized by students that face increasing university fee, which in turn limits the possibility 

for the lower class. However, it has to be underlined that among the top 10 universities in Africa, 

there are 5 South African universities, which also dominates the top 3 ranking (Times, 2019).  

Regarding the R&D expenditure, the government, being aware of its importance, has largely 

focused on its development. The National Research and Development Strategy, launched in 2004, 

is concentrated on generating and improve innovation, strengthening science, engineering and 
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technology, plus creating an effective surrounding system (MarketLine, 2019a). Nevertheless, 

the spending did not meet the target of 1% of GDP and remains around 0.85% (MarketLine, 

2019a). 

South Africa is rich of mineral resources, which was the main attraction element for the 

Europeans in the 19th century. Still, nowadays, the mining sector remains traditionally one of the 

principal revenues streams in the industrial sector (MarketLine, 2019a). The availability of 

mineral resources is one of the main attractions for international investors in Africa (Asiedu, 

2006). The main exported minerals are precious or industrial metals like platinum, coal, solid 

fuels, gold and iron ores, which largely contribute to the export volume of the country (Santander, 

2020). 

Regarding the PE activity, which could be an attractive factor itself, since it ensures the presence 

of supporting agencies (Groh, 2009), over 2013-2018, Southern Africa is the region where 

occurred the majority of African PE deals. South Africa attracted 70% of these PE deals by value 

(AVCA, 2019) and remains a key investment hub in the region, as it consistently pays out higher 

returns than stock and bonds (Deloitte, 2018). Overall, compared to the surrounding countries, 

South Africa has a well-established and stable PE industry that is also used as a gateway to seize 

opportunities in the whole region (Deloitte, 2018).  

4.3.2 Arab Republic of Egypt  

Politics 

Historical and Political Background 

Known to be one of the ancient civilizations, Egypt is the largest country between the Arab ones, 

and it has always had a crucial role in all the Middle East politics. In the 18th century, the country 

was first occupied by the French, whence they assimilated the legal system, and after by the 

British Empire, from which it gained independence in 1922. The modern Arab Republic of Egypt 

that will be denoted as Egypt was established in 1953 with the final retreat of the British army 

from the region. In more recent times, the country suffered from the so-called "Egyptian crisis" 

that happened during the Arab Spring (MarketLine, 2020). This crisis, started in 2011 with anti-
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government and armed social protests, aimed at fighting police brutality, election and state 

corruption, restrictions on freedom of speech and low wages. After this turmoil, it was instituted 

a republicanism form of government. In 2014, Abdel Fattah el-Sisi, head of Egypt's armed forces, 

came to power, and he will be in charge until 2030 (EIU, 2019b, 2020b).  

Social groups  

Egypt has a population of 98.42 million (World Bank, 2019a), with a very low poverty rate of 

3.2% (following the international poverty line benchmark). This indicator demonstrates the 

compelling state performances over other African nations on the dimensions such as schooling, 

consumption and access to essential utilities (World Bank, 2020a). Looking at the income 

distribution, it is shown to be quite equal across different social groups, and it did not suffer from 

significant changes from 2010. This outcome is based on the analysis of the Gini Index (32), 

which takes into consideration the published data about the household (BTI, 2018b); however, 

the World Bank believes that it might be higher if measures that do not focus only on 

consumptions are taken into consideration (World Bank, 2020b). The situation worsens in the last 

couple of years (2016-2018) with an increase in the poverty rate due to nominal wage growth 

lower than inflation. The country has done several policies to tackle this issue, and in 2019 the 

situation improved (World Bank, 2020a). Nevertheless, even if Egypt has strengthened its social 

security system, the increase in poverty is a serious issue for the overall stability (MarketLine, 

2020).  

Looking at the unemployment data, the level is shown to be slowing diminishing, reaching in 

2019 the level of 11% (Statista, 2019b). Unemployment is higher in the southern part of the 

country, while also in the metropolitan area there is an increasing rate (Arab Republic of Egypt, 

2016; World Bank, 2012). Overall, almost 50 percent of the population is employed in the service 

sector, while the remaining is occupied equally between Agriculture and Industry (Statista, 

2019c). However, more than 24% of women are unemployed, showing a clear division between 

genders. Turning the focus on politics, there are several social turmoils that arose from the 

economic difficulties and worsening of the living conditions that threaten the stability in Egypt 

(EIU, 2019b).  
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Egypt does not have many tensions between different religious groups since 90% of the 

population is Muslim. As often recognized in the African countries, groups with different 

religions might create instability, but this is not the case. It is important to mention that all the 

country’s social groups are granted with the same rights and equal opportunities by the 

constitution, which emphasizes the acceptance of cultural pluralism (BTI, 2018b). 

Political process  

During the 2018 election, which was blamed for being a one-person show, the president el-Sisi 

reached almost 97% of the preferences and was re-elected for the second time. In the previous 

months, many of the other candidates were prosecuted, pulled out or jailed; thus, el-Sisi did not 

have a real opposition. In conclusion, the elections of Sisi were everything but democratic (The 

Guardian, 2018). Because of this, many protests arose to counteract the quiet oppressive manner 

of the government (EIU, 2019b). Al Jazeera collected some popular opinions about el-Sisi, which 

highlighted the fact that Egyptians are willing to sacrifice democracy if this leads to better 

economic status, security and stabilization (Alsaafin, 2018). Despite these protests, the 

government stability will augment the likelihood of success of the state strategic national plan, 

which aim is to better off the social conditions, through a series of economic reforms. It is worth 

to mention that these policies have favoured the growth of the gross domestic product, positioning 

Egypt in the top 3 countries with the highest nominal GDP in the African continent (IMF, 2019b). 

The national plan is also tackling the issues regarding social problems, as the security of food for 

everyone, in order to create more stability for the country. Lastly, the reforms focus on improving 

the conditions of the private sectors, making it more dynamic and stronger (WFP, 2020). 

Surrounding world 

Companies evaluate the location where to invest, taking into consideration not only the country-

specific factors but also the position of a state in the regional setting (Arregle et al., 2013). There 

are several agreements that Egypt is part of, which helps to promote trade and reduce barriers 

among countries, assisting the movement of goods, labor force and funds. In the specific, the 

country has relations with all the Arab community through the Greater Arab Free Trade Area 

(GAFTA), with EU and EFTA countries, and it is part of the Common Market for Eastern and 
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Southern Africa (COMESA) and African Free Trade Zone (AFTZ) which are aimed to strengthen 

countries community. In the world context, Egypt is also part of the General Agreement on Tariffs 

and Trade (GATT). With these agreements, businesses, trade and consumers have many benefits, 

such as lower or no import/export tariff. This has resulted in an increased in both numbers and 

value of exports, especially with the main partners, Italy, Turkey and UAE. The principal products 

that are traded are petroleum, gold and minerals (GAFI, 2019).  

Additionally, the countries taking part in the regional trade agreements are jointly working toward 

the improvements of standards in productions as well as regulations. The government priorities 

for the next years are to focus and develop the relationships with EU, USA and China to secure 

the commercial agreements. Egypt is also seeking to maintain a good relationship with Gulf Arab 

states in order to maximize the economic outcomes deriving from sea route in the Gulf. In this 

context, Egypt, together with Saudi Arabia and UAE, is strengthening the security of the Gulf to 

maintain peace (EIU, 2019b). Finally, Egypt has ratified the participation in the African 

Continental Free-Trade Area to strengthen the cooperation in the African continent (UNECA, 

2016). 

Institutions  

Political Institutions 

Egypt can be defined as an authoritarian regime, even if disguised from democratic elections. The 

president is not only the head of the state, but he also has the power of the Armed forces and the 

Executive Authority (EIU, 2019b). In order to evaluate the political institutions, several 

dimensions, that can foster or harm investments, are assessed. Overall, Egypt does not have an 

active population that participates in the choice of the government, and there is also low 

expression freedom (World Bank, 2019b). This is due to the fact that many groups that try to 

express their dissents against the government are persecuted. Indeed, the probability that 

unconstitutional or violent turmoil will undermine the political setting is quite high. Even if the 

state is trying to address the internal problems, there are some challenges, which undermine the 

political setting (EIU, 2019b). 

Enforcement -Rule of Law- corruption  
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As regards the judiciary system, Egyptian structure is a mix between the Islamic law and 

Napoleonic Code, introduced by Napoleon Bonaparte during the French occupation at the end of 

the 18th century. This legal system, which is considered very similar to the civil law one, is 

founded on well-established codified rules (MarketLine, 2020). The judiciary system is 

politicized, and in particular, this is shown by the high numbers of trials done against the 

government opponents (BTI, 2018b).   

Assessing the regulatory quality of Egypt, it is shown to be quite negative. This means that the 

perceived ability of political intuitions to endorse private sector development is low. Differently, 

the rule of law, meaning the way that rules and contracts are enforced, results on average with the 

other African countries (BTI, 2018b). The same duality is shown, on one side by the weak 

Parliament that does not practice a real opposition and does not debate the laws, and on the other 

side, by the state that wants to improve the social and business environment putting effort on 

implementing the right regulations (BTI, 2018b). 

For what regards corruption, the penal code is clear about the consequences of bribery since the 

authorities punish all the activities and payments directed to public officials. The breach of this 

law leads to incarceration or payment of fines (Talaat, 2016). Overall, corruption has been a 

problem for Egypt, especially during the Arab Spring, and still, nowadays, there is still room for 

improvements since corruption is still highly undermining stability. The Corruption Perception 

Index score 35 out of 100 (TI, 2019a). However, in the last years, the country managed to work 

on this problem, improving the internal conditions. For example, the Administrative Control 

Committee, a state institution that is in charge of investigating corruption cases, has developed a 

four-year anti-corruption strategy (TI, 2019b).  

Economic Institutions  

To get a full overview of the country and to be able to assess its conditions on the attractiveness 

for PE, it is crucial to examine the categories and the degree of state regulation quality (Mygind, 

2007). Overall, even if there is no real democracy, the economy can be defined as quite dynamic 

and liberal, thanks to the many trade agreements undertaken by the state and the recent wave of 

economic liberalization. 
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Besides a sound market competition, protection from expropriation is very important for 

investors. In Egypt, the state might legally take control over private property, if this is done for 

public purposes. However, Egyptian law presents protection from expropriation, but the related 

procedures to request actions against it are expensive as well as long (OECD, 2014). The tax rate 

is flat for businesses at 22.5%, which results in one of the most favorable rates in the whole 

continent (KMPG, 2020b). Additionally, there are several deductions that companies can get, for 

example, all the costs and expenses that are aimed to realize a business are not taxable (PWC, 

2019a). Recently, Egypt also accepted a loan from IMF, which aims to strengthen the economic 

position of the country, through the reduction of obstacles for investors, giving tax incentives to 

make easier the repatriation of the profit (PWC et al., 2017).  

As proved by the Asian Miracle, an effective and stable banking system is essential to achieve 

sustainable growth (Page, 1994). In 2016, the government introduced several economic policies 

to stabilize financial health with the help of the IMF. These reforms generated sustainable growth, 

thus improving the economic situation in the country. Despite these improvements, the debt GDP 

ratio stands at 93% in 2018 (Statista, 2019d), and the quality of its public debt is rated by Moody’s 

as highly speculative (B2) (World Government Bonds, 2020b). Overall, the macroeconomic 

policies had a positive effect in improving the external and internal imbalances, accomplishing 

stabilization and growth and employment recovery, and leading the public debt on a visibly 

declining route (IMF, 2019b).  

Nowadays, the Egyptian banking sector is enjoying liquidity, profitability, and capital. It is 

comprised of 40 banks, where the three biggest one control up to 40% of the market (MarketLine, 

2020). Moody's, the rating agency, stated that the outlook for Egypt's banking system will not 

change in the next 12-18 months since the banks will preserve the high liquidity that will lead to 

expand the economy, helping the generation of more loans for companies (Moody’s, 2020).  

The Egyptian stock exchange (EGX) includes Cairo and Alexandria exchange, which are both 

administered from the same board of directors. Overall, the EGX has a market capital of 44.2 

billion dollars, which is rapidly increasing from 2015, and there are 176 listed companies. To be 

listed, a business needs to issue a minimum of 5 million shares, and the minimum amount that 

needs to be paid in full is around 50 million Egyptian pounds (corresponding to about 3 million 
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dollars). The companies registered on the exchange must implement and follow up constantly on 

the regulations defined by the committee that supervise the exchange (KPMG, 2020c). Regarding 

the value of IPOs in the Egyptian Stock exchange, the trend does not follow a clear path, since it 

has been continuously increasing and decreasing over the year. Overall, in 2018 the total amount 

of IPOs touched 317 million dollars (Statista, 2020a), accounting for the largest number of listing 

in North Africa (PWC, 2019b). 

Turning the focus, Egypt is committed to unlock its potential through policies that entice 

investments, increase efficiency and competitiveness, help the exports and generate jobs. These 

policies are supporting the private sectors, reducing the costs of doing business, and helping 

industries with financial means. In particular, the state has developed regulations that focus on 

clarifying procedures and make more transparent both the processes and relations between state-

owned enterprise, the private sector, and the institutions that manage the sector (IMF, 2019b). 

Additionally, the investment law implemented in 2015 is aimed to provide incentives and to 

remove the barriers for foreign and local investors. This law helps to improve the businesses 

environment competitiveness, reduce bureaucracy, corruption and ease the processes to run a 

business (Backer & Mackenzie, 2016). The results obtained are shown by the improvements in 

the ease of starting a business and protection of minor shareholders, even though the country is 

still far from reaching the development levels of its peers, such as South Africa or Morocco 

(World Bank Group, 2020b).  

Informal institutions 

Using the Hofstede framework, in Egypt, people agree to have a hierarchical order, so that 

everyone has a place in society. Additionally, the country has a collectivistic society, which shows 

a long-term commitment to relationships, which are based on loyalty. In this context, every 

member of the community is very responsible, and the relations are seen as familiar, meaning 

that every person is perceived in moral terms (Hofstede, 2020b). Thirdly, Egypt is shown to be a 

Feminine society, implicating that the culture is based on support and solidarity, where managers 

attempt always to have consensus, and persons value equality and cooperation. In this type of 

culture, compromise and negotiation are the first drivers to solve conflicts (ibid). Regarding 

Uncertainty Avoidance, in the Egyptian society there is a preference to avoid uncertainty through 
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the use of codes and strict rules (ibid). The fifth dimension is the Long-Term Orientation, the 

country culture is defined as normative; in fact, people show respect for their past and traditions. 

Culture is also playing an essential part in the state since the Islamic principles have a crucial role 

in the interaction between people (ibid). Lastly, in Indulgence, Egypt is considered restrained, 

meaning that tends to be pessimistic and cynical. This type of society controls a lot the desires 

and does not emphasize leisure time (ibid).  

Economy 

Macro-economic flow 

With a GDP of 251 billion dollars and a growth of 5.6 % in 2019, Egypt has the third-largest 

economies of Africa, after Nigeria and South Africa. The country is forecasted to grow at least 

5% in the period 2020-2021 (EIU, 2019b). Overall, the growth was driven by several sectors, 

such as gas, tourism, real estate, construction, and retail (IMF, 2019b). Another essential growth 

driver can be found in investments, done both from the stateside and from foreign companies, 

especially China, which lead to favourable outlooks for the next years (EIU, 2019b). In this 

context, economics policies are fundamental to boost economies, investments and trade. The 

country took measures to promote a modernization program for industries and the liberalization 

of foreign equity participation in sectors such as the financial and telecommunication one. 

Additionally, from 2007, Egypt decided to adhere to the OECD “Declaration on International 

Investment and Multinational Enterprises”, where the country is committed on treating equally 

the foreign investors (INSPI, 2015).   

Macroeconomic stability is a fundamental requirement for growth. The official currency of Egypt 

is the Egyptian Pound, which was defined by Bloomberg (2020) as one of the best performers 

among currencies in the world, in 2019. In fact, the Pound rose against the dollar by 16%; this 

appreciation was possible also thanks to the interest rate cut by 350 basis points by the Egyptian 

Central Bank (Bloomberg, 2020).  

Regarding inflation, in 2019, it touched the lowest rate of the last decade (9.2%) after peaking to 

29.5% in 2017 (Statista, 2019e), thanks to the reforms implemented with the help of IMF, that 

reduced the prices of food. In fact, the policies boosted the agriculture sector, and in turn, the 
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prices for this type of goods decreased by 40%. Overall, the inflation rate is forecasted to drop 

further until 2024 (EIU, 2019b). 

The quality of the labour market and workforce appears to be weak, due to the conditions of 

unemployment, especially for new graduates, people that approach the working-age and women. 

However, the country is shown to be improving (WEF, 2019). Firstly, the regulations on hiring 

and firing are flexible, and this does not only apply to the local workforce but also to foreigners, 

creating a dynamic business environment (ibid). Secondly, the country presents high cooperation 

between the employees and high internal labour mobility. Thirdly, another positive factor is the 

resilience of professional management (ibid). 

Stock variables 

This section focuses on human capital, i.e., the workforce’s size and quality, and innovation. 

Firstly, Egypt is expected to have 3.5 million new entrants in the labor market in the next five 

years, in a situation where youth unemployment is high, and there is low participation into labor 

force (IMF, 2019b). However, looking at past years’ data, employment increased at a lower rate 

with respect to the new entrants in the market. Overall, only 40% of the people in the working-

age are employed, and in the specific, female employment is very low, and it continues to 

decrease (ILO, 2018). Furthermore, the informal economy accounts for 30-40% of the total, 

constraining local competitiveness (BTI, 2018b).  

In the review from the WB, Egypt is shown to have several gaps in productivity, which might be 

compensated through the creation of new jobs. Due to the fact that people are the most critical 

asset of a country and more skilled and educated inhabitants are more innovative, productive and 

give a higher contribution to the state development, the WB in collaboration with Egypt, 

developed a project called Takaful and Karama Social Safety Net Program. The package focuses 

on providing healthcare to children and improving their attendance at school in order to create a 

strong and educated future generation. Additionally, the program is aimed to support low-income 

families with economic aids since the country’s growth is driven by bold reforms, which 

increased the disparity between social groups (World Bank, 2019c).  



 77 

Nevertheless, the new workforce is always more educated, with a higher number of people 

studying at universities or holding a technically secondary education, resulting in a literacy rate 

of 71% (World Bank, 2019a). Hopeful prospects arise on jobs in factories and constructions, 

while the most significant growth was in sales and household sectors, which are segments that 

have a high level of informal occupation (ILO, 2018).  

Turning the focus on innovation, a proxy to analyse it is the number of new start-ups and the level 

of expenditure on R&D in a country. The Egypt Venture Investment Report shows an increase of 

26% start-up investments in 2019, with a total value of 95 million dollars, positioning in the first 

place among the MENA countries. In regard to the total number of investors, 52 institutions 

invested in Egyptian start-ups, where almost two-thirds of the total are foreigners. The most active 

sector is Fintech, which accounts for 13% of the total contracts, and it is followed by the e-

commerce sectors at 11%. Anyway, looking in the specific at the total funding for start-ups, the 

delivery and transport sectors are the biggest one, followed by real estate, e-commerce and lastly 

fintech (Magnitt, 2020). The level of expenditure in R&D has been volatile but with a increasing 

trend in the last years (0.72% in 2018) (World Bank, 2019a). However, this still is a too low level 

that might deteriorate the competitiveness of the country if the state does not tackle this issue 

(MarketLine, 2020). 

In terms of private equity activities, Egypt, together with Morocco, dominate the scene in North 

Africa. In fact, the two countries together accounted for 80% in the total value of deal, in the 

period 2010-2016. The key sectors targeted by the investors are consumer goods, manufacturing, 

healthcare and education. However, the turmoil happened lately, had made difficult the activities 

in the country (Dudley, 2016). 

4.3.3 Sao Tome  

Politics 

Historical and Political Background 

The Democratic Republic of São Tomé and Príncipe, henceforward denoted as Sao Tomè or STP, 

is an island-state located in the Gulf of Guinea and regionally is considered part of Central Africa 
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(BBC, 2018). Sao Tomè is the second smallest country in Africa, after Seychelles. Its history is 

relatively recent; in fact, it was discovered and colonized by Portuguese in the 15th century, and 

before of that time, it was uninhabited (ibid). Due to its position, the country had functioned as a 

very important trade centre for Atlantic slaves, from whom was dependent on the cultivation of 

the soil. In the following years, the country experienced many social turmoil, which arose from 

the economic instability during the 19th and 20th centuries. From 1995, Sao Tomè achieved its 

full independence but still remains highly dependent on Portugal (ibid). 

Social Groups 

The population presents different ethnic groups, the Forros, that are the descents of the African 

slaves, the Angolares, descendants of the Angolan slaves, and the Servicais, the immigrants from 

the closed countries such as Angola, Cabo Verde, and Mozambique. There is also a little minority 

of descents from Europeans and Chinese. The different ethnics groups are well integrated with 

each other and do not create turmoil in the country (Encyclopedia Britannica, 2020). 

The population is about 200 thousand people, with 95% of the total lives on the island of Sao 

Tome, and only 5% is on the island of Principe (Encyclopedia Britannica, 2020). Regarding the 

wealth of the country, one-third of the people live daily with less than $ 1.9, meaning in a very 

severe form of poverty, while two-third of the overall population is below the poverty line (World 

Bank, 2019d). Therefore, poverty is still a plague that affects a large portion of the population 

and has implications on the economy, as well as the political, social, institutional, and cultural 

environment. This issue can origin a persistent deterioration in life’s conditions, and it can 

produce situations that are very hard to eliminate in the society, such as the creation of caste. The 

reduction of poverty requires the contribution and participation of the whole society. In order to 

do that, the government of STP has created several reforms trying to mitigate the root causes of 

poverty, especially in the most vulnerable groups, such as women (IMF, 2014). Even if the GNI 

is not equally distributed in the country, Sao Tome performs better than the other countries in the 

region, showing that the state does not suffer from a major form of inequality (UN, 2018).  

Looking at unemployment situation, the country has a diminishing rate, which results in 11.5% 

in 2018 (EIU, 2019c). Even if the number is low, the joblessness issue constrains the socio-
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economic improvements (Afdb, 2018). This is also reflected in the few opportunities for young 

people; in fact, 20% of them result unemployed (Statista, 2019f). The overall situation in STP is 

quite fragile, in fact, the country does not have the necessary institutions to manage immigration 

properly, and the country suffers from economic limitations, which results in a continuous form 

of threats for the society (Afdb, 2018). 

Political Processes 

Sao Tomè is a unitary country with a presidential system of government, and the constitution 

grants the largest proportion of political power to the prime minister. Multiple parties can 

participate freely in the elections, while afterward they can create a government sustained by 

coalitions that are, however, usually fragile and unstable (Afdb, 2018). The prime minister and 

head of state of STP is Jorge Bom Jesus, who was elected in 2018 (EIU, 2019c). The country’s 

constitution provides the prerequisites to have a democratic society. Nevertheless, it needs 

modernization to correct the existing drawbacks, such as the lack of a specific political role 

definition and a precise regulation for deputies (IMF, 2014). 

Surrounding world 

With regard to the trade agreements, Sao Tome signed the African Continental Free Trade Area 

(AfCFTA), and it is part of the Economic Community of Central African States (ECCAS). The 

latter has the goal to promote and strengthen the cooperation of the countries of the central African 

region to realize sustainable economic development in several industries, such as transports, 

natural resources, trade and technology. The goal of this agreement is to boost financial activities 

while fostering peaceful relationships among the member state and contributing to the overall 

continent development (UNECA, 2016). On the international side, the country is seeking the 

WTO membership, which was requested in 2005 (WTO, 2020). 

The country is constrained on the number of resources that can be traded due to its size, as well 

as its geographical location. Europe is the leading trading partner, accounting for about 66% of 

imports and 68% of exports, while in Africa, the principal business ally is Angola (Afdb, 2018). 
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Institutions 

Political Institutions 

Sao Tome e Principe is a democratic republic, which is considered a model of democratic 

alternation in Central Africa. In fact, in October 2018, there was a peaceful transition of power 

between the former ruling party and the new majority (World Bank, 2019d). Overall, since 1990, 

the country, as previously seen, has a multiparty system, where human rights and freedom of 

speech are guaranteed by the constitution. On the other hand, the quality of the public services 

and its independence from political pressure are far from satisfactory (World Bank, 2019b). 

Moreover, the armed force plays a crucial role with several coups attempts, such as in 2003 and 

then in 2009, which undermined the country’s relationship with international partners like IMF 

(CIA, 2020a).  

Enforcement - rule of law - corruption 

Although corruption is lower than in the neighbour countries and the situation is improving, this 

is the only positive voice regarding the law and judiciary system (EIU, 2019c). In fact, the recent 

development confirmed the influential role played by external political parties on the country’s 

judiciary. Therefore, the institutions are forecasted to remain highly politicised and partisan (EIU, 

2019c).  

Furthermore, also the contract enforcement in the country’s judicial system is difficult (CIA, 

2020a). This is a bad news for PE investors that should avoid country where the judicial system 

is not independent and efficient. Even more worrying is the serious accusation against the former 

government. IMF discovered in 2019 that the public debt levels are higher than what was 

previously assessed. This was due to the fact that the former president hid some expenditure and 

debt with commercial banks (EIU, 2019c). This finding led the IMF to downgrade the country’s 

macro stability valuation, which in turn fuelled a debt crisis and doubts about the institutions’ 

reliability (EIU, 2019c).  

Economic Institutions 
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On the island, property rights are protected, and the law allows expropriation only in case of 

national public interest and with appropriate compensation, but their enforcements are long and 

complex. Nonetheless, the government is expected to adhere to all the international law principles 

without undertaking discriminatory expropriation (US Gov, 2016). Additionally, Sao Tome and 

Principe largely relies on foreign direct investments, especially donor-aid, to grow. Thus, 

theoretically there are no restrictions, and every economic sector is open for investors, except for 

a few limited areas (US Gov, 2016). As a matter of fact, recently, the country has moved towards 

an open competition economy, where the private enterprises compete equally against public 

companies. In order to do it, the government has almost entirely eliminated public monopolies in 

farming, banking, airline service, and trade, even though it remains the principal employer (US 

Gov, 2016).  

Despite this improvement, the STP reputation as investment destination was seriously 

undermined in September 2019 when the government terminated the partnership with a European 

airline company without a just cause (EIU, 2019c). Of greater concern is the fact the new chosen 

partner is the Equatorial Guinean national air company, a country that has been in the spotlight 

for suspected human rights violations (EIU, 2019c). Regarding the labour market, the laws appear 

to be excessive, making hiring and firing difficult, while blocking the recruitment of foreign 

skilled employees (US Gov, 2016). Overall, STP in the Ease of Doing Business, which is an 

expert poll assessment that analyse the costs, requirements, and procedures that a private firm has 

to follow, is ranked 170th out of 175th countries (World Bank Group, 2020c). 

As far as the banking system is involved, the STP central bank, Banco Central de São Tomé e 

Príncipe, follows the European Central Bank policies strictly. The main objective of this, in the 

medium term, is to keep the local currency exchange rate (dobra) pegged with the euro (EIU, 

2019c). In the following years, the interest rate is expected to remain unchanged at 9%, while the 

local credit to private sector is limited and expensive; thus, the main economic actors finance 

themselves abroad (US Gov, 2016). The capital market and its functionality, which appears 

favourable for investors, is highly untested due to the lack of FDI since there are few attractive 

investment opportunities (US Gov, 2016). Additionally, also this sector was a monopoly until 

2003; thus, there are only a few private banks, mainly from neighbour African countries. Another 

issue that weakens the banking sector and curtails credit expansion is the high rate of 
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nonperforming loans (25% of total loans in 2018) (Afdb, 2018), which hinder the future loan 

issuing. 

Informal institution 

The culture on the island is highly influenced by its past; hence the trace of the Portuguese and 

African tradition still remains evident today. The society is male-dominated, despite the increase 

in women independence that can now access all the working fields and own their business without 

any limitations (Atlas, 2019). The majority of the population (98.4%) speaks Portuguese and, 

while there are many ethnic groups, as previously said, there is no tension between them (CIA, 

2020a). However, the violent escalation could occur against the government, whether it does not 

deliver the improvements needed and address the country’s challenges (EIU, 2019c). The large 

majority of the population is Catholic or Christian, and the religions peacefully coexist on the 

island (CIA, 2020a). 

Economy 

Macroeconomic flows 

The STP’s economy is fragile, undiversified, and highly vulnerable to exogenous shocks since it 

largely depends on imports (EIU, 2019c). The GDP is relatively small, amounting to $483 million 

in 2019 (EIU, 2019c); thus, the market appears to lack attractive opportunities, considering that 

the average PE deals value in Africa is $7 million (AVCA, 2019). The real GDP growth grew at 

an average rate of 4.5% between 2009 and 2017, with many shocks during the years, but it is now 

flattening at 2.7% due to the reduction of external aids, low tax revenues and government 

overborrowing (World Bank, 2019d; EIU, 2019c). The economy was expected to increase heavily 

thanks to the available oil and gas reserves, but further explorations suggest smaller deposits than 

previously forecasted (US Gov, 2016). 

STP highly depends on imports, as already stated; thus, the global price changes have a huge 

impact on inflation, and the inflation rate is expected to remain stable at 7% in the following years 

(EIU, 2019c). As expected, in proportion to its economy, the country runs a huge deficit in the 

current account that amounts to $73 million. The deficit is forecasted to decrease thanks to the 
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ramping up of tourism and lower import cost for oil. However, it will eventually widen once the 

household earnings increase, as the higher demand could not be fulfilled by the island’s 

production (OxEco, 2019). On the other hand, the exports are mainly dispatched to Europe, and 

50% of them are composed of cocoa (EIU, 2019c). 

On the island, the primary school is mandatory, with a 93% of literacy rate (World Bank, 2019a); 

however, access to higher education institutions is limited, so there is a shortage of skilled 

workers (US Gov, 2016). Moreover, despite the labour legal framework appears to be set, laws 

are poorly enforced due to lack of resources. The main issues resulting from the weak legal 

application are about occupational health, safety standards and child labour, with 15% of the 

children engaged (US Gov, 2016). Nevertheless, the unemployment rate stands at 11.5%, thus it 

is lower than the surrounding countries (EIU, 2019c). 

 Stock variables 

Although several years of outstanding growth, the economic development has delivered a limited 

number of employment opportunities to the state, where women are hit harder from the 

unemployment issue. Normally, when a country is growing, the workforce shift from agriculture 

to higher productivity industries, obtaining better living standards. However, the country did not 

have any structural change in the distribution of employment by sector (Afdb, 2018). 

Additionally, a large proportion of the STP population is employed in the informal sector, which 

is seen as a constraint to achieve better conditions in a country. The government has tried to tackle 

unemployment and informal employment, but the insufficient resources of the state make 

ineffective the implementation of the measures needed (Afdb, 2018). Sao Tome is trying to 

finance the education for the population, in order to better cope with the new challenges required 

by the labour market. The country has achieved better growth in the enrolment rate in secondary 

schools, also reducing the gender gap in this context. However, even if the quantity of students 

grew, the quality of schooling has not improved since the country does not have enough teachers 

and many of them do not hold qualified trainings (UN, 2018). 

Concerning Research and Development, there is no available information. The government is 

focusing primarily on investing in key structural reform to solve the poverty issue and create new 



 84 

jobs’ opportunities (Afdb, 2018). With the help of the World Bank, the country is implementing 

a project to secure and create roads, in order to facilitate trade (World Bank, 2020c). Therefore, 

the expenditure is not directed towards increasing innovation, but rather to secure basic 

infrastructure, public administration, education, and health (IMF, 2014). 

Additionally, there are no reported Private Equity activities. Given the fact of lack of reports and 

the not sizable workforce, which amounts to 67.000 people (World Bank, 2019a), we can 

conclude that there is no activity, and the country cannot be assessed in this regard. 

4.3.4 Mauritania  

Politics 

Historical and Political Background 

Mauritania is a state located in the West African region, and like the neighbour countries, was 

part of the French colony until 1960. From this colonial period, the country did not assimilate any 

rule since the state was always administered under Islamic laws (Handloff, 1987). After 

independence, the country took part in several conflicts and wars, such as the Western Sahara 

War and against the nearby state of Senegal, which created a high instability in the region. Along 

with its history, Mauritania has been characterized by many coup d’états, as a result, the 

presidents were all coming from the army and kept the position of chief in command of the army. 

In the last years, the whole region stability has been threatened by the war in Mali and jihadist 

attacks. This situation is leading the Mauritania state to host many Malian refugees (BTI, 2018c).  

Social groups  

With a population of 4.5 million, Mauritania is one the poorest country in Africa, and it presents 

a vast territory, but with a low density of inhabitants, similar to its neighbours (BTI, 2018c). 

Overall, 16.6% of the population lives in extreme poverty conditions; in particular, incoherent 

regulation and poor-quality governance have both slow down the country’s development and 

impoverish the population living in the rural area. As a matter of fact, this trend is confirmed by 
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looking at the income distribution, where the GINI index shows that inequality is increasing in 

the past years (BTI, 2018c).  

In the country, there is a clear division by cultural heritage, whereby the society is divided into 

three main social groups. The Haratin, or Black Moors, which account for 40% of the population, 

are nomads and the poorest among the groups; they are also subjected to oppression from the 

government (BTI, 2018c). In the past, they were slaves or servants, and their status quo did not 

change through the years, confining them to the lowest layer of the society. Furthermore, there 

are two other main groups, the White Moors and the Black Africans. In general, the former group 

speaks Arabic, while the latter one does not have an Arabic culture (ibid). Among these three 

groups, many tensions explode due to the fact that the central government, which is controlled by 

the White Moors, is not undertaking regulations aimed to reduce the inequalities. However, 

recently, the government’s ability to broadcast its power through the country and to deliver 

fundamental administrative services is advancing, but it differs from the regional areas as well as 

different social segments (ibid). 

Looking at the unemployment status, the rate has been stable at 10% from 2014 (Statista, 2020b). 

There are significant distinctions between rural areas, where unemployment is lower, and the 

urban regions where it is higher. Particularly, the youth, people under 35 years, are more affected 

by this condition since two out of three do not have a job (BIT, 2018c). Overall, the 

unemployment rate in the urban area reaches 20% for the people between 20-29 years, arriving 

at 29% for the group 25-29. This issue, especially for the youth population, can lead to an increase 

in religious radicalism and violence amongst the marginalized groups (ibid). 

Political process  

Mauritania is defined as an Islamic Republic, and Islam is the state religion. In its institutions, 

there is a combination of both Islamic elements and secular fundamentals, such as French precepts 

in the Criminal Code. However, in the constitution, the only source of Law is the Islamic doctrine, 

even if, in order to cope with the requirements of the modern world, alteration of laws is possible 

(BTI, 2018c).  
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Following the step down of the former president, Mohamed Ould Ghazouani became the head of 

the state by winning with 52% of the total vote in 2019, marking the first democratic election in 

the country (World Bank, 2019e). Ghazouani is focusing on undertaking measures to resolve 

social issues, sending a clear inclusion message to the groups that generally have been neglected 

by the previous governments. The president is also putting effort into improving democracy; if 

these promises are not filled, it could create instability in the country. The government created a 

development plan for the years 2019-2022, aimed to decrease food insecurity and reduce 

malnutrition. In order to do so, Mauritania is ensuring the fulfilment of this plan through the 

strengthening of government institutions (WFP, 2018). 

Surrounding world 

Mauritania has signed bilateral trade agreements with the Arab Maghreb Union, as well as some 

other African countries in the same region, and the EU, to have a favourable taxation (US 

department of state, 2018). Additionally, it signed in 2019, with other 53 countries, the African 

Continental Free Trade Area (AfCFTA), to develop a single continent market for trading and to 

make possible the free movement of monetary and human capital. The AfCFTA is anticipated to 

rise the trade in the continent from 13% to 25%, and it is aimed to harmonize and coordinate trade 

liberalization (EIU, 2019d). Finally, the country is also seeking to boost relationships with the 

Arab states and the USA, mainly driven from the fact that they have trade and aid opportunities 

(BTI, 2018c). The country is also focusing on developing a better relationship with China, the 

main trade partner (EIU, 2019d). 

Despite these improvements in international relations, the regional area is highly unstable due to 

the fact that the neighbour Mali is de facto under the control of Islamic terrorist groups allied with 

Al-Qaeda. These warlords are now expanding their influence also in Senegal and Mauritania 

through indiscriminate attacks and kidnappings (CIA, 2020b). 

Institutions  

Political Institutions 
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Mauritania has been working hard to find its identity. The main issue is that some of the social 

groups do not admit the full legitimacy of the state. This is due, in the first place, from the fact 

that the Mauritanian state does not give full recognition to all the citizens based on ethnic, racial, 

linguistic, or status motives (BTI, 2018c).  

The government is elected in a democratic way; however, the president, which enjoys formal and 

informal power, chooses several political authorities, such as the Senate, the national assembly 

and local government representatives. Additionally, the non-elected military institution continues 

to be the focal point of the Mauritanian political system, and it is considered to have a de facto 

veto in the state politics (ibid). 

The freedom of expression has progressed in the last years, but there are still many constraints. 

Formally, the constitution secures the freedom of speech, but many political opponents and 

journalists have been intimidated and incriminated (ibid). 

Enforcement -Rule of Law- corruption  

Overall, democratic institutions formally exist, but they do not work following democratic 

regulations. The juridical system depends on the president’s power, which can appoint the judges 

and chairman respectively of the constitutional and supreme court, and there is no institution that 

can stop such activities. The judiciary is also weakened from informal political influences that 

undermine the system’s independence (BTI, 2018c). Overall, the quality of the legal system 

results quite low, also due to the fact that law enforcement is based on informal relations; thus, it 

appears to be weak. However, even if the judicial system is not strong, it is becoming more 

specialized in economic crimes to create a more robust economy (BTI, 2018c).     

Mauritania is fighting against corruption, trying to give light to the critical cases, but, however, 

these actions are not systematic. As a matter of fact, many government authorities are controlled 

by individuals with important political connections, which make them above the law (BTI, 

2018c). Nevertheless, during the election, the president had as main topic the battle against 

corruption, but actual actions have not taken place yet. It is worth to say that, since the country is 

impoverished, only a small portion of the population, the elite, can afford to corrupt (BTI, 2018c).   
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Economic Institutions  

The Mauritanian state is committed to create a liberal economy and to convince the trade partners 

and investors that they are trying to do so (BTI, 2018c). However, many believe that there are 

still much corruption and informal practice, while oligopolistic propensities remain a dominant 

aspect of the economic environment. Nevertheless, the state is collaborating with many 

international institutions to monitor compliance (ibid). 

The Civil and Commercial code comprises regulation that aims to protect contracts, even if the 

dispute settlement and enforcement are quite challenging (US Department of State, 2018). In fact, 

as previously assessed, the judicial system is weak, unstable, and ineffective in the law 

application. The authorities do not have the necessary training and experience in the commercial 

and financial fields. Additionally, the informal culture plays an important role, and often it trumps 

the law (ibid). Notwithstanding the open policy of the state concerning FDI, some jobs in the key 

industries must be occupied by people holding a Mauritanian nationality. On the other hand, the 

regulations also provide protection of properties; in fact, all the companies are secured from 

nationalization, requisition, and exportation (ibid). Additionally, the government assures that the 

firms are not going to be hit by a change in the tax system or the legal framework for 20 years 

after that the company is registered. While investors can automatically benefit from any 

modification on taxes and imposts if it is more favourable (ibid). The corporate tax rate in the 

country is 25% and 15% for non-residentials businesses (KMPG, 2018). However, small and 

medium enterprises, as well as targeted industries, such as agriculture, raw material processing, 

and tourism have a preferential taxation regime and benefit of the Free Export Zones. 

Additionally, licenses, property, and patents are not taxed, marking an essential reform to enhance 

innovation (US Department of State, 2018). 

The Central Bank of Mauritania (BCM) has as main goal to support the government policies with 

the creation of monetary packages focus on keeping the inflation low, while stimulating the 

production and employment. The effectiveness of these regulations is seriously limited by the 

informal economy. The state presents 15 banks, of which five hold the 60% of the credit and 70% 

of the total deposit (BTI, 2018c). Overall, the financial institutions have a low profitability and 

penetration rate; in fact, a large part of the population such as women and some ethnic groups are 
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excluded from these services. Banks are mainly linked to oligopolistic commercial groups, that 

in turn, are connected to tribal groups; therefore only 20% of the Mauritanian citizens have a bank 

account. In conclusion, the financial sector needs improvement in compliance and supervision, 

since several malpractices have been done, which caused losses for the clients (BTI, 2018c). The 

state does not have a stock exchange.  

Informal institutions 

As previously assessed, social groups are profoundly different between each other, and their 

presence plays an essential role in society. Ethnicity, social status, and the regional characteristics 

affect the position that people have in the socioeconomic pyramid. For example, the Haratin, 

which is considered to a certain extent, a minority, have many barriers, especially in the political 

context, which make it difficult to change the status quo. Also, looking at gender inequality, the 

country results very fragmented from this point of view. Therefore, it can be said that people of 

a specific state can actually be discriminated based on their social and cultural identity (BTI, 

2018c). 

The culture is based on trust, which is an essential constituent in the Mauritanian society, and for 

people that violate it, there are sanctions. Its relevance is confirmed by its fundamental role in 

shaping the relations within the different tribes. This leads to a high-power distance as well as a 

society that is collective in its internal sub-group (BTI, 2018c). 

Overall, in the country, the informal institutions and rules often prevail in the state. For example, 

as already stated, informal political institutions affect the judicial system, through pressions and 

financial incentives (corruption). Similar mechanisms are also present in the economic institution, 

where the informal sector is large and well established; thus, it has the power to influence the acts 

and actions of the formal entities (BTI, 2018c). 

Economy 

Macro-economic flow 
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With a GDP of around 5 billion dollars and a growth average of 3% between 2008 and 2018, 

Mauritania is presented as fragile and weak economy (World Bank, 2019a). In fact, looking at 

the data, the country has not had a stable growth, which dropped significantly in 2016 (World 

Bank, 2019e), due to the rise in commodity price and internal political instability (BTI, 2018c). 

A substantial portion of the GDP comes from remittance from other countries, which accounts 

for 1.2%. One of the main factors that are retaining the country's growth, besides the significant 

proportion of the informal economy, is the political turmoil that are affecting the whole region. 

Regarding this matter, there is the need to have a single authority that will focus on addressing 

problems related to terrorism and conflict (EIU, 2019d).  

Anyway, the outlook for the next years has improved, sustained by favourable conditions for 

trade. The GDP growth is estimated to be around 6 percent in the next years, spurred by constant 

enlargement of the mining sector, the imminent expansion of a large offshore gas plant, and robust 

national demand (IMF, 2019c). Nevertheless, risks remain extremely high due to the international 

slowdown, commodity price instability, and security pressures in the region (IMF, 2019c). 

Regarding the macroeconomic setting, the government is focusing on creating stability, boosting 

the private sector, attracting foreign investments directed to the creation of infrastructures, and 

enhancing policies to tackle unemployment and inequalities problems (BTI, 2018c. The national 

currency is the Ouguiya, which can be exclusively exchanged in the country. The economy is 

very unprotected from the variation of international commodity prices, and this affects both 

exports and imports. Petroleum and food, which are the first significant items to be imported, are 

the primary cause of fluctuation in inflation (ibid). Additionally, the change in commodity prices 

also affects the exports; in fact, when they dropped in 2016, the government had to depreciate the 

nominal currency exchange rate. Besides this event, the Ouguiya has been usually tied to the U.S. 

dollar (ibid). The government has tried to keep moderate the inflation rate through economic 

policies that aim to reduce unemployment and raise the national outputs. The effectiveness of 

these regulations is harmed by the money circulating in the informal activities (EIU, 2019d). 

The economy is bifurcated between the mining sector, public administration, and a small private 

sector. Specifically, the petrol, fishery and mining sectors account for 75% of the revenues of the 

country, but they employ only 3% of the population (BTI, 2018c). On the other side, the urban 
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informal, agriculture and farmer sectors, while contributing only marginally to the country's 

output, account for the biggest proportion of the employment. This skew in the labour force is 

driving down the already underdeveloped social safety (BTI, 2018c).  

Additionally, the labour market is highly dominated by cultural differences, which makes it 

difficult for some ethnic groups to get some specific jobs and change their social status. Most 

importantly, the labour market is very fragmented due to the presence of many informal activities 

(BTI, 2018c). Overall, only 16 percent of the population is employed in a non-informal business, 

making the population highly vulnerable, diminishing the financial inclusion, which in turn harms 

the country's competitiveness (BTI, 2018c). 

Stock variables 

Regarding the labour force, Mauritania has always had a problem with slavery. In 2007, all the 

practices related to this condition had been criminalized. However, slavery is still present in the 

country, even if in a lower form (BTI, 2018c).  

Mauritania has a lack of natural resources, and it suffers from the problem of desertification. 

Therefore, the citizens are forced to seasonally migrate to find better opportunities. This migration 

leads to a large inflow to the capital city, which is becoming overcrowded. However, low 

employment opportunities have increased the volume of the informal economy, which now 

employs around 84% of the "working" population (World Bank, 2017). The country, with the 

help of the International Labour Organization (ILO), has developed several policies to tackle this 

problem; unfortunately, issues are still present (ILO, 2020). In fact, a negative trend arose lately, 

since the job creation is not increasing at the same rate as the employable people. Overall, the 

population is highly non-literate (46,5%) (World Bank, 2019a), in fact, 70% did not have any 

secondary schooling year; and only 5.6% of the total workforce has reached university (BTI, 

2018c). Generally, workers in manufacturing are unskilled, and very few firms offer trainings. 

Companies identify a high degree of difficulty in finding the workforce with the right skills, 

especially regarding IT (World Bank, 2017). 

Concerning Research and Development, the majority of firms do not have a dedicated unit, since 

most of them are either family-owned or SME, so this highlights the fact that the country's 



 92 

economy is at its early stage of development and the firms' focus is on the survival (UN, 2010). 

The fact that the private sector has not yet embraced innovation, it does not provide a direct link 

with the innovation status of country (UN, 2010). However, the state does not present any official 

data about the expenditures on R&D, which makes it difficult to assess the level of innovation of 

Mauritania (BTI, 2018c). This is due to the fact that the policies implemented by the state are 

focus on strengthening the fundamentals and fulfil the population's basic needs, rather than 

expanding the economy (BTI, 2018c). Regarding private equity activities, the country does not 

report any investment. 
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5. Discussion 

5.1 Quantitative discussion- Drivers and Determinants 

In this chapter, the answer to “What are the statistically significant country-level drivers and 

determinants of PE activity in Africa and which country appears to be the most attractive 

according to these findings?”, our first sub-question, is presented. Alongside, a discussion about 

the coherence of our results with the theoretical background, as well as its implications for 

researchers and practitioners, are discussed.  

In order to answer the first sub-question, a quantitative analysis was performed. This analysis 

allowed us to identify which drivers and determinants are the most relevant to shape the 

attractiveness of a country, express as the number of completed deals, for PE investors in the 

African Emerging Markets.  

Using the BIC statistical method, among the twenty-four variables suggested by the literature 

review, nine were identified as the one better able to explain and predict the variance in the PE 

activity across countries and years. These variables were then tested, with a Random Effect 

Model, to statistically determine whether there exists a causal relationship between them and the 

dependent variable, the number of completed PE deals. 

All these nine drivers and determinants were found to be statistically significant. Therefore, the 

value that they assume in each entity influence, in turn, the country's attractiveness for PE 

investors. These variables are GDP volume, Number of IPO, Demographic Growth, Number of 

M&A, Investor Protection, Property Rights, Labour Market Efficiency, Number of Patents, and 

Innovation.  

Overall, the predictors' coefficients respect the theoretical expectation, with six out of nine 

predictors that are consistent with the expectation. Firstly, the impact of GDP is positive, since a 

bigger economy implies the availability of more business opportunities and, generally, better 

conditions. This is in line with the previous literature, even though the authors, when referring to 

the availability of opportunities underline the importance of the GDP growth rate more than the 

GDP volume (Bonini & Alkan, 2009; Gompers & Lerner, 1998). This riddle can be explained by 
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looking at the African emerging markets context. In the period analysed, 2008-2018, the rate of 

improvements has been high in all the countries, with the smallest economies often advancing at 

a faster pace. Therefore, the suggestion that comes from our analysis is that, in Africa, where 

every country is growing economically, it is more important the overall size of an economy than 

its pace of growth.  

Secondly, the variables used to assess the innovation capability and entrepreneurial spirit, namely 

Innovation Index and number of Patents, have both a positive impact on the PE activity. These 

findings support the previous theories, which state that high level of innovation attracts PE 

investors that are looking for viable and innovative investments (Groh & Wallmeroth, 2016), and 

entrepreneurial spirit is a spurring factor for the demand of risky capital (Groh, 2009). 

Regarding the M&A activity, also this predictor is consistent with the theory. Therefore, even in 

Africa, a higher number of M&A attracts investors, which recognize it as a signal of the 

availability of exit routes and of a more dynamic and active market (Groh & Wallmeroth, 2016; 

Groh, 2009), where, for instance, there are already supporting firms. In Africa, PE investors, as 

seen in the literature review, usually invest in unlisted companies (AVCA, 2016). Thus, an active 

M&A market signal, in general, a developed surrounding environment and that the PE industry 

is more dynamic.  

The coefficients of Investor Protection and Labour Market Efficiency, two indexes developed by 

the WB Group, are also aligned with the theoretical expectations (Oino, 2014; Kelly, 2012). 

Therefore, better protection of the investors and a more flexible and efficient labour market have 

a positive impact on the number of completed PE deals in Africa. Firstly, PE investors acquire a 

substantial stake in the portfolio company (Doskeland & Stromberg, 2018). Thus, they need to 

be protected against mismanagement and be able to monitor the acquired firm's operations. 

Secondly, they need a flexible labour market, because as entailed in their operational model, after 

the acquisition, they start to restructure the portfolio companies, also in terms of employees 

(Olsson & Tag, 2017). A flexible market also spurs the demand for PE funds, since a rigid one 

constrains the entrepreneurial spirit in a country (Kelly, 2012) 
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For the last three variables, the results are more puzzling, since their signs do not comply with 

theoretical expectations. As highlighted by Kennedy (2005), there might be multiple reasons 

behind these unforeseen results. One of these could be the omission of variables, but this risk has 

been previously excluded both theoretically and statistically, while another reason might be a 

wrong theoretical specification. In our context, the problem can be ascribed to this category, since 

the expectations were built on a literature review that mainly comes from studies performed in 

Developed countries, while for Africa, as previously seen, the literature is scarce and missing. 

Therefore, the Developing African context might have specific characteristics that lead to results 

that contrast with the mainstream literature.  

The first variable that departs from the theoretical background is the Demographic Growth, which 

has a negative sign. This inconsistency can be explained by looking at the findings of the negative 

impact of a rapid demographic growth, which are relevant in the African context. As noted by the 

World Bank (1984), in contrast with the literature about FDI, in developing countries, a rapid 

population growth, above 2%, acts as a brake on development. In contrast to the demographic 

growth experienced once by today's developed countries, there are peculiarities in the Developing 

countries that burden the economy. As a matter of fact, in developing countries, the growth rates 

are higher, but large-scale emigration is not possible, plus the institutions are not well established. 

This results in an income level that remains low, a slow or flat accumulation of human and 

physical capital with the population relying on mainly on agriculture, which is limited by the 

unusable land (World Bank, 1984). Additionally, especially, in the African context, the 

population growth strains the political institutions and increases pressure on services, and, as a 

consequence, few countries with high demographic growth remain stable (Kamalanathan, 1992). 

The factors of this instability could be the faster urbanization, where large youth population 

moves to overcrowded cities with high expectations, but limited opportunities; the clash between 

diverse and intense ethnic and religious groups that compete for limited resources. In conclusion, 

the negative coefficient of Demographic Growth can be understood by considering a too high 

population growth as a source of instability and brake to development, which the investors would 

avoid. Therefore, when considered the current context, the sign of the variable can be explained.  

The second variable inconsistent with our expectation is the number of IPO, which is shown to 

have a negative impact. Also, this discrepancy can be explained by looking at the African context, 
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since there, the PE firms and stock exchanges are in direct competition. In fact, in countries where 

there is a high IPO volume, which signals an active and dynamic public market, the investors 

could prefer to invest in publicly traded companies. This is due to the fact that investors in this 

way could gain a safer and more transparent exposure to the African markets and its returns, 

avoiding the risks associated with pursuing a PE investment. Additionally, as highlighted by 

Campbell (2009), the IPOs are rarely seen as exit routes by PE firms in Africa; in fact, in 2018, 

only 2% of exits were done through this method (AVCA, 2019). In conclusion, on the one hand, 

the IPO volume is an indifferent factor for PE firms, since they typically adopt other exit options. 

While, on the other hand, the number of IPOs, a proxy for an active stock exchange, has a negative 

impact on the ability to raise PE fund from LPs. In fact, investors might prefer to allocate their 

capitals in a more reliable public market, instead of the PE market, reducing, in turn, the number 

of PE-backed acquisitions.  

Finally, the last variable with a sign opposite to the previous theories is the Property Rights Index. 

Also, this finding has to be put in relation to the African context in order to be understood. In 

fact, especially sub-Saharan countries have long and complicated bureaucratic procedures that 

slow the property transaction and encourage corruption (Toulmin, 2009). For instance, in Ghana, 

which is one of the best scoring countries in this category, registering a land purchase takes many 

visits to multiple different government offices to obtain the appropriate documentation (Toulmin, 

2009). Therefore, the countries with high property rights protection might require absurdly time-

wasting bureaucratic procedures to trade properties, which in turn, instead of encouraging 

investors, discourage them. Especially for the PE investors, which usually own the target 

company just for a short time frame, a complex and time-consuming bureaucracy shortens the 

time available to work on the portfolio company and reduce the opportunities to increase their 

returns. Hence, they could prefer countries with institutions that do not guarantee the same level 

of protection but are faster and enable them to focus on real value creation.  

5.1.1 Implications 

The results, coming from the quantitative statistical model, have several implications for 

researchers, PE managers, and national governments. First of all, this research addresses the lack 

of literature regarding drivers and determinants of PE activity in African Emerging Markets. As 
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highlighted by Oberli (2014) and Bernoth and Colavecchio (2014), there are limited empirical 

studies on the determinants of PE activity in Emerging Markets, and, generally, there is a lack of 

consensus on the drivers of these investments. Their observations were confirmed by our 

literature review that particularly highlighted the scarcity of empirical studies about Africa. 

Therefore, our thesis helps to expand the knowledge about the predictors that influence a 

country’s attractiveness for PE. Firstly, the results show which are the factors better able to predict 

and explain the PE activity in Africa, and how they affect it. Secondly, we found that due to the 

characteristics of the continent, some of the variables, namely IPOs, Property Rights, and 

Demographic Growth, do not respect the mainstream literature. Thus, while for some, we confirm 

the theoretical expectations; for these three, we find and suggest a different effect in Africa 

Emerging Markets.  

As previously said, the findings have implications for practitioners too. In fact, besides expanding 

the academic knowledge on the topic, these results can help managers and governments in their 

decision making. On the one hand, starting from the PE investors, both LPs and GPs, which 

nowadays are more willing to allocate their capital in Emerging Markets to diversify, they do not 

have historical information about the industry's performance in these countries (Balboa & Marti, 

2003; Oberli, 2014). Therefore, they need to rely on other variables to decide where to go. Our 

research, which investigates the factors that shape a country's attractiveness for PE investors, can 

help them to make their decision. The regression model developed can be applied as an 

investment evaluation tool to assess a country’s attractiveness in African Emerging Markets. In 

the years to come, PE investors could focus on the nine variables that we identified to gain a 

perspective on which country has the most attractive environment with the predicted highest PE 

activity. Additionally, when assessing a single state environment’s favourability, they could pay 

particular attention to these variables and analyse them more qualitatively. 

On the other hand, governments in Africa, which now are aware of what are the factors that allow 

a flourishing PE market, could implement policies to improve their environment in order to attract 

PE investors, which in turn are believed to have a positive impact on the country's economy. For 

example, they could implement regulations to protect better the investors, to make the labour 

market less rigid, or to enhance the volume of M&A.  
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5.1.2 Quantitative results 

The findings of this explanatory research are used to answer the quantitative part of the first sub-

question. The estimated coefficient and the latest values of the independent variables are used to 

identify which country has the predicted highest completed PE deals, and, hence, which one is 

the most attractive from a country-level perspective. In fact, intuitively, if investors focus their 

acquisitions in one country, that one is also the one that they find more favourable. Therefore, the 

entity with the predicted highest number of PE deals is also the one that is predicted to have the 

most attractive business environment for PE investors, as also suggested by Groh et al. (2018). 

According to our model and the latest variables' values, the country predicted to be, at least 

quantitatively, the most attractive is South Africa. Its superiority emerges compared to the other 

African Emerging Markets, particularly in some key variables. First of all, in the southern state 

of the continent, investors are guaranteed with the best protection, this is especially important for 

PE firms that need a clear and effective regulation to be able to act fast. Additionally, the M&A 

market is the most active and dynamic by far compared to the other countries, which signals an 

attractive developed surrounding environment. Finally, the impact of the negative effect of the 

Demographic Growth is one of the lowest, because, while in the other countries the population 

growth rate is still high, in South Africa, the rate is flattening, so, as seen above, it is more stable. 

These three elements are the one that allows South Africa to elevate particularly against the other 

African emerging markets. 

5.2 Qualitative discussion 

Our second research question, “Does a qualitative approach, complementary to the quantitative 

one, confirm the same country as the most favourable to Private Equity activity?” focuses on 

confirming the model results, following the literature background, and gives a more 

comprehensive answer. Since the time and space constraints do not allow us to investigate 

quantitatively every country, we decided to focus on the two best and two worst countries. In the 

first part, it is discussed whether South Africa really stands out from the second-ranked, then the 

factors that discouraged the investors from joining the bottom two are considered. In the end, in 

order to answer to the second sub-question, the thesis incorporates the results of these discussions 
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to check whether the discouraging factors are not present in South Africa, and to highlight which 

outstanding dimensions are detected. 

South Africa & Egypt 

In order to confirm the model, a closer comparison between South Africa and Egypt is needed. 

The countries present several similarities, which makes the assessment trickier. In fact, differently 

from the last two countries of our ranking, the economies of these nations are more developed, 

so they appear more attractive, and they both are key players in the African context, as well as 

internationally. Overall, we discuss all the most outstanding differences between South Africa 

and Egypt, leaving out the dimensions where they are very similar and where none of them stand 

out.  

The first difference lies in the political environment. After 1994, South Africa defeated the 

apartheid and weakened the white dominance, creating one of the most stable democracy in the 

Continent, where violence is absent. Although problems of internal differences are still present, 

the social tensions do not harm the country stability, and South Africa has improved the well-

being of the population and create a more equal society (BTI, 2018a). On the other side, Egypt 

has recently had several turmoil, such as the Arab Spring, and it still faces pressures from the 

population, which is fighting against the use of violence by the oppressive government (EIU, 

2019b). This tension also increased to alarming levels during the latest election in 2018, when the 

opponents were pulled out and silenced (The Guardian, 2018). As stated by Campbell (2009), 

social conflicts and political instability discourage PE investors. In this regard, South Africa 

appears to have a more stable environment, while Egypt, since it has a recent history of violent 

turmoil, is more likely to experience drastic changes. 

The differences in state power have significant influences on the enforcement of rules and 

regulations. From one side, South Africa has an independent legal system, where the political or 

institutional pressure does not play any role (MarketLine, 2019a). On the other side, the Egyptian 

judicial system is highly politicized (BTI, 2018b); this is seen as a threatening factor by investors 

(Hooke, 2001). Also, regarding the corruption, even though is high in both countries, the situation 

results better in South Africa, where the Index scores higher and the institutions are taking strong 
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measure to tackle the problem (TI, 2019a; EMIS, 2019). Especially in Emerging Markets, the 

lower level of corruption is deemed to be a favourable factor for the PE industry (Groh and 

Wallmeroth, 2016). 

Another significant dissimilarity lies in the informal institutions of the two countries. While South 

Africa has a low uncertainty avoidance, people do not fear the unknown and innovation 

(Hofstede, 2020a), Egypt is the opposite; in fact, people shy away from changes (Hofstede, 

2020b). PE investments are, by definition, one of the riskiest investments; thus, a society, like the 

South African, that is more prone to take risk might favour the development of the PE industry, 

because of the higher availability of both investors and entrepreneurs (Leachman et al., 2002). 

South Africa and Egypt have both a strong business and financial setting. In the specific, South 

Africa, which is part of the BRICS countries (BTI, 2018a), is about to take the step to become an 

advanced economy. It is not only the most industrialized state, but also it is the second-largest 

economy, after Nigeria, in the continent (EMIS, 2019). Despite its relative advanced state, lately, 

the GDP growth has decreased to a long-term average of 2.5% (EIU, 2019a). On the other hand, 

the growth for Egypt is forecasted to be higher, at 5% per year (EIU, 2019b), but its economy is 

still quite smaller than the South African one ($100 bn), implying a lower number and diversity 

of possible target firms. Both states are creating policies to boost the economic environment and 

enhance competitiveness. 

In South Africa the unemployment is a chronical plague of the country, shown by a 29% rate of 

unemployment, which signals an inefficient labour market (EIU, 2019a), but whose flexibility is 

among the best in the continent (WEF, 2019). Whereas, in Egypt, the unemployment rate is lower 

(11%) (Statista, 2019b), and in the market, the hiring and firing procedures are flexible (WEF, 

2018). However, regarding the skill of the labour force and human capital development, South 

Africa appears to be more advanced since the literacy rate is higher (87%) (World Bank, 2019a), 

and its universities are the best in the Continent (Times, 2019). As far as labour market is 

involved, there is a trade-off between unemployment rate, which its impact is still debated, and 

the employees’ skills, which are a crucial factor for PE (Groh and Wallmeroth, 2016; Farag et al., 

2004). Therefore, South Africa, despite the high unemployment rate, results as more appealing. 
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From 2004, South Africa has arranged a large number of funds to improve the research and 

development, as well as the innovation itself, aiming at becoming a technological hub 

(MarketLine, 2019a). This is shown by the R&D expenses in relation to GDP, which amounts at 

0,85% (World Bank, 2019a). On the other hand, Egypt has a significant number of start-up, but, 

however, a great part of those are financed by foreigners (Magnitt, 2020). It is worth to say that 

the Egyptian state is working hard to finance itself this sector, as shown by the increase in R&D 

expenses (World Bank, 2019a), in order to be able to compete even better on the international 

ground. However, the R&D expenditure amounts to 0,72%, showing that there is still a clear 

difference between the two countries, implying that South Africa has more technological 

opportunities, which attract PE investors (Groh, 2009). 

Mauritania & Sao Tome 

The main points that emerged from the qualitative analysis and made these two countries not 

attractive for investors are pointed out, while also their link with the previous theory is 

investigated.  

First of all, their unstable political situation is one of the causes that lead the country to be 

unattractive; in fact, as highlighted by Klonowski (2011), investors highly appreciate stable and 

democratic countries. Mauritania has several sources of instability, both political and social, that 

harm its business environment. Firstly, Mauritania’s political setting has always been 

characterized by the military's inferences, and they still have nowadays de facto veto rights (BTI, 

2018c), even though the country has just reached the first democratic election in 2019 (World 

Bank, 2019e). Secondly, the uncertainty is augmented by the tensions between the internal social 

groups, and the government itself (BTI, 2018c). Lastly, the geographical position does not help 

Mauritania, which is located in a highly risky region due to the neighbour’s turmoil that affects 

directly the state, such as terrorist in Mali (CIA, 2020b). Similarly, Sao Tome’s stability is shaken 

by the multi-party coalitions that create strong tensions between the political groups and make 

the process of creating legislation longer and more complex (Afdb, 2018). Furthermore, also this 

island has a long history of coup d’état, even though mostly failed, while the social tension is on 

the raise (CIA, 2020a).  
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Secondly, both countries’ regulatory frameworks are not well defined, and there are many 

problems with the enforcement of the laws. These issues, as claimed by Bernoth and Colavecchio 

(2014) and Desai et al. (2006), harm the countries’ attractiveness for PE investors. In Mauritania, 

the informal power prevails the country’s institutions and the public roles in the political and legal 

environment are usually assigned thanks to personal networks. As a consequence, the 

enforcement of rules and regulations is biased, creating a weak institutional environment 

characterized by high forms of corruption and the country has a fragile regulatory setting (BTI, 

2018c). The informal practices and the oligopolistic society present in Mauritania create a 

problematic environment for internal and external investors that need to have specific informal 

connections with the institution to gain sufficient protection (BTI, 2018c). Also, in Sao Tome, 

the overall enforcement of any regulation results to be quite hard and long, and laws are not 

effectively enforced since the country does not have the necessary resources to do so (CIA, 

2020a). The government and institutions actions and acts have not been able to reach acceptable 

levels. Institutions are highly partisan, and their weakness appears clearly by the fact that the 

former president hid crucial information from international regulatory entities (EIU, 2019c).  

Turning the focus on the economic development of the two countries, the situation is far from 

optimal, since both the economies are small and lack of opportunities, with the majority of the 

population living under the poverty line. In fact, both countries have small, fragile economies 

highly vulnerable to external events and depend on donor aids and remittances (EIU, 2019c; BTI, 

2018c). Furthermore, the lack of healthy and trusted financial institutions restrains the economic 

environment and does not effectively support economic and entrepreneurial activities (US Gov, 

2016; BTI, 2018c). Their underdevelopment and missingness spur the fear about the 

unavailability of appealing assets that was suggested by Bain & Company (2017) as one of the 

main issues in Africa.  

Since PE investors after the acquisition restructure the portfolio company to maximize their 

operation model (Olsson & Tag, 2017), they need a flexible labour market, as also claimed by 

Groh (2009), Jeng & Wells (2000) and Black & Gilson (1998). This flexibility is absent in both 

countries. Mauritania’s labour market is underdeveloped, with 84% of workers employed in the 

informal sector, and it is dominated by castes, which limited the labour mobility (World Bank, 
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2017). On the other hand, Sao Tome has, in this regard, too complicated rules determining the 

hiring and firing, as shown by the Ease of Doing Business (World Bank Group, 2020c). 

Although human capital development is pivotal to create an innovative environment and 

entrepreneurial spirit, as claimed by Kelly (2012), the countries do not have the necessary 

infrastructures to provide quality education (UN, 2018; BTI, 2018c). Therefore, as forecasted by 

Groh and Wallmeroth (2016), the PE investors overlook them due to the lack of innovative 

technologies, risk-seeking, and skilled employees. The countries are not focused on these types 

of advanced investments yet since they have first to secure access to basic services and create a 

stable macro environment.  

5.2.1 Qualitative results 

Considering the abovementioned discussion between Sao Tome and Mauritania, the country-level 

factors that scared away investors from these two countries can be highlighted and compared with 

the South Africa's situation and used to confirm the first sub-question answer. 

First of all, STP and Mauritania are young and unstable democracy, where the military army still 

plays a crucial role in the country’s political life. This uncertainty is further augmented by the 

inner social tension and, for Mauritania, terrorist raids. Contrary to this, South Africa, even 

though has some internal tension, is one of the most stable democracy in the continent and, after 

the end of the apartheid, the inequality is decreasing. Therefore, we can conclude that this 

discouraging factor that has been shown to harm the attractiveness does not reach an alarming 

degree in South Africa that overall is stable. Also compared to Egypt, which is a masqueraded 

dictatorship and oppress the opponents of the regime, South Africa, where violence is almost 

absent, results in the most attractive country on this element.  

Another deterring factor that is shown to be dominating in both the worst attractive countries is 

the regulatory framework. In fact, they both suffer from highly politicized and weak judiciary. 

Likewise, Egypt, due to its government nature, has a judicial system highly conditioned and weak. 

Differently, in this matter, South Africa results as well developed and of high-quality, and the 

interferences are not accepted.  
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The rationale behind any investment is the return opportunities. When the economy is 

underdeveloped, as in the case of Sao Tome and Mauritania, the appealing assets are lacking. 

Moreover, their economies are fragile and undiversified, while the governments are focusing on 

basic services development rather than boosting the economy. Compared with these two 

countries, Egypt and South Africa are far more developed and bigger in terms of GDP volume. 

For the time being, South Africa has the most advanced economy, with higher opportunities for 

investors, while Egypt is growing faster, hence in the next years, from a purely economic 

perspective, the ranking could change.  

Additionally, the labour market flexibility is an issue that affects the whole continent and 

discourage PE investors that aim to restructure companies. Also, in this regard, the worst two 

countries are suboptimal, with hiring and firing procedures long and complex. However, in this 

matter, even if with one of the best systems in Africa, South Africa does not shine, but it emerges 

again, if it is considered the skill level of the workers. In fact, South Africa is able to provide the 

most advanced workforce also compared to Egypt, as shown by the literacy rate and the number 

of universities.  

Lastly, another major difference lies in the degree of innovation between the countries, which 

helps the flourishing of PE market. Sao Tome and Mauritania do not have the necessary resources 

and infrastructure to finance and pursue innovation. On the other hand, Egypt is highly investing 

in it, and it has several new enterprises, however, it still does not match the development level of 

South Africa, which is forecasted to become a technological hub in few years.  

Overall in the identified discouraging factors, South Africa does not show any major concerns 

that could hinder the quantitative analysis’ claim. Furthermore, besides the above-mentioned 

elements that seem to confirm the ranking, there are other differences between Egypt and South 

Africa that need further discussion to have a complete answer.  

An institutional difference that must be considered is the corruption that pervades the two 

countries. In fact, South Africa scores better on the related index, and also, the president can be 

incriminated, on the other hand, Egypt has a higher level of corruption, and the weak judiciary 

system appears to be unable to cope with it. Additionally, as claimed by several authors, the 
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culture can play a central role in shaping a country's business environment; thus, in the case of 

PE market, South Africans have the most valuable traits to boost PE activity. In fact, compared 

to the Egyptians, they are more risk-seeking and open to innovations. 

Considering the above reflection, the discussion of the second sub-question highlights South 

Africa as the best business environment. In fact, the discouraging factors are mostly absent in 

South Africa, and the comparison with the second-ranked country confirmed the outstanding 

performance of South Africa in the country-level aspects that shape a country's attractiveness. 

In conclusion, the answers to each sub-question and the considerations entailed in the discussion 

provide us with all the information needed to respond in full to the research question "Which 

African Emerging country presents, both quantitatively and qualitatively, the most attractive 

business environment for the Private Equity activity?". The results of the two sub-questions lead 

to the same results. On the one hand, the quantitative section showed that, considering the relevant 

macro drivers and the economic model developed, South Africa has the best business and macro 

environment by far. On the other hand, the qualitative assessment, which permitted to highlight 

both the unfavourable and favourable country-specific conditions, confirms the model result that 

predicts South Africa as the most attractive environment for PE investors. Additionally, this 

section highlights that the quantitative analysis did not overlook factors that could undermine its 

claim about which one is the most attractive country. Overall, our thesis answers the main 

research question holistically and comprehensively underlying the southernmost state in Africa 

as the country that presents, both qualitatively and quantitatively, the most favourable business 

environment. 
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6. Limitations 

This thesis presents some limitations, which derives from the processes and the information used. 

First and foremost, the data used in the model are only up to 2018, since, for the following years, 

there are not complete information yet. Therefore, our model does not rely on the latest variables’ 

values, and the quantitative rank about the most attractive model might have changed, whether 

the values of 2019 were included. We partially overcome this limitation thanks to the qualitative 

part that investigates the countries’ environment using the most up to date report. 

Secondly, the statistical method used to select between the twenty-four variables does not allow 

to do any conclusion on the other variables. In fact, these excluded predictors could be significant 

and relevant too, but the nine ones that the BIC selected are the ones better able to explain and 

predict the variance in our dataset. Therefore, it might be possible that the excluded predictors 

are also significant in this dataset, but they are less powerful than the selected one. Moreover, 

even though our results are robust, it might be that in a different dataset, where the variables are 

measured differently or at different times, the same process would give a different set of variables 

as the most important. Furthermore, the constraint that arises due to the use of BIC might lead to 

overlooking some factors that could change the countries’ outlook in the ranking, but this bias 

was tackled by combining a qualitative descriptive part. 

Even the choice of using the Random Effect model does have an impact on our estimate. In fact, 

there are several other statistical regressions that might be employed in panel data, and they likely 

would have led to different estimations. However, as explained in the methodology, the RE model 

is the one that more closely meets our research needs and requirements. In fact, it is able to 

provide an answer to our sub-question effectively and without adding too much complexity. 

Furthermore, despite the fact that during the information gathering we tried to include all the 

latest development, there is a time limitation that we had to set, which considering the following 

events is extremely relevant. In this thesis, we decided to examine only the information up to 

December 2019; this is particularly relevant because it means that the consequences and impact 

of the Covid-19 are not incorporated in the analysis. Nevertheless, assuming that the shock due 

to the world pandemic affects all the economies symmetrically, the linear prediction result of our 
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thesis might be shifted downwards but should not be changed with South Africa still at the top of 

the rank. 

Besides the above-mentioned limitations, also, some space and time constraints affect this study, 

especially in the qualitative part, where the best option would have been an analysis of all the 53 

countries in order to be able to confirm the quantitative result and provide further insights for all 

the entities.  

Another limitation is the framework used in the qualitative analysis. The PIE model, in fact, 

focuses only on three dimensions. Moreover, it generally assesses the country from a macro 

perspective, so it might not include industry’s insight per se or its relevant dimension. However, 

its flexibility allowed us to focus on specific factors that are relevant for PE investors. 
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7. Conclusion 

Nowadays, in Developed countries, PE investors, both LPs and GPs, are struggling to generate 

the high levels of returns that distinguished this industry in the past years. Therefore, they have 

started to differentiate their investment, allocating more capital to the emerging markets. In this 

Master Thesis, we tried to answer the research question, “Which African Emerging country 

presents, both quantitatively and qualitatively, the most attractive business environment for the 

Private Equity activity?”. Our study has investigated the factors that critically augment or reduce 

the attractiveness of a country, and finally, it gives a direction on which country is more allure to 

invest. 

Specifically, starting from a literature review, which is mainly constituted by studies in developed 

countries, we have identified all the drivers and determinants that statistically have been found to 

have an impact on the PE activities. In order to expand the literature on the topic of African 

Emerging Markets and update it with the latest data, we tested twenty-four determinants that were 

found, to identify the significant and most relevant ones. 

In order to accomplish the analysis and contribute to build new literature, we employed a panel 

dataset to statistically assess the variables for the period 2008-2018. Thanks to Bayesian 

Information Criterion, we identified nine variables, which constitute the “true model”, meaning 

the model able to better predict the dependent variable that in our case is the number of PE 

completed deals, proxy for a country’s attractiveness. The nine variables employed are 

Innovation, Merger and Acquisition, Investor Protection, Labour Market, Patents, Property 

Rights, Number of IPOs, Demographic Growth, and GDP. In order to examine these variables, 

we employed a panel method, specifically a Random Effect model, that used information about 

the time and countries to investigate the causal relationship between the variables. From this 

analysis, we identified that all the aforementioned variables are significant and explain 92% of 

the model variability in the PE activity between countries. Furthermore, this finding can be 

applied by practitioners, both investors and governments, to gain insights and facilitate their 

decision-making process. Overall, the coefficient of six of the nine variables respected the 

mainstream literature also in the African setting, while for three of them, namely Demographic 

Growth, Number of IPOs and Property Rights, the coefficients are reverse to the theoretical 
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expectations. Afterward, the model estimates are used in connection with their latest observation 

available (2018) to generate a predicted linear estimation to draw up a ranking. The state that 

results unbiasedly as the one with the most attractive country-level environment for PE activity 

is South Africa. 

Since the quantitative analysis is not fully conclusive, we examined some of the countries from a 

qualitative perspective to give a more holistic and comprehensive answer to the research question. 

Also, from this analysis, South Africa results in the most attractive country. In particular, these 

examinations highlight factors and development, which could not be expressed solely in 

numerical terms, such as political development, that shape the countries’ attractiveness. South 

Africa results in the best thanks to its stability and government structure, which have a direct 

influence on institutions that result well-developed and structured on the law enforcement. 

Additionally, the economic advancement of South Africa plays an important role in determining 

its attractiveness; in fact, not only the country has a vibrant and dynamic business environment 

but also has one of the most developed economies. 

While we are confident about our results, this Master thesis findings make room for future 

researches. Firstly, it is suggested to expand the time frame of the analysis, as well as the number 

of emerging countries to further confirm the statistical part of the study. Related to this, since our 

model suggests different relations between a country’s attractiveness and few variables, future 

research should investigate further whether this insight could be confirmed. Additionally, our 

thesis focuses on the attractiveness of the African countries, using as a proxy the number of 

completed deals. The model could also be tested using as dependent variable the returns on 

investments in order to confirm whether the country’s level attractiveness and returns are 

determined by the same factors. In other words, the model could check if, in the country with the 

highest PE activity, there are also the highest returns. Lastly, future studies should incorporate 

different types of industry-related variables to assess, for example, if the presence of determined 

sectors in the economy has influence on the attractiveness. Furthermore, related to this, another 

possible branch of research is to distinguish the drivers that attract the LPs and the GPs, 

addressing the question about which partner is the most powerful in determining the PE activity 

in a country. 
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BIC results, STATA output with codes 
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Appendix 2 
 
Pooled OLS results, STATA output with codes 
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Appendix 3 
Random Model results, STATA output with codes 
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Appendix 4 
Breusch and Pagan Lagrangian multiplier test, STATA output with codes 
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Appendix 5 
Random Model Results and results storage, STATA output with codes 
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Appendix 6 
Fixed Model Results and results storage, STATA output with codes 
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Appendix 7 
Hausman test, STATA output with codes 
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Appendix 8 
Fixed Effect model and Modified Wald test, STATA output with codes 
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Appendix 9 
Random Model with Robust command, STATA output with codes 
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Appendix 10 
Ramsey Reset Test, STATA output with codes 
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Appendix 11 
Wald test 
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Appendix 12 
Calculation & Ranking, own calculation 
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