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Costs and benefits

FDI is an investment made with the ultimate objective of possessing a lasting management interest (usually a minimum
threshold of 10% of voting stock) in a firm operating in a country different from the investor's. FDI is typically discussed as
flows and stocks. FDI flows refer to the value of cross-border transactions related to direct investment over a specific
period, such as a year, and are often characterised by large year-to-year volatility.

FDI stocks refer to the total accumulated value of foreign investments in a country at a given time. It represents the
cumulative value of all past FDI inflows, minus any disinvestments, and indicates a country's overall level of foreign
investment, or long-term attractiveness. In 2023, Africa had an FDI stock of about 42% of GDP, significantly below South
America’s 74% but almost double that of South Asia (22%). According to UNCTAD, EU28 (i.e. including the UK) members
own 40-45% of that stock, given Europe’s colonial history, and Asian countries around 25%, reflecting recent increases.

In contrast to FDI flows and stocks, short-term financial flows such as international portfolio investments are generally
motivated by profitable hit-and-run strategies or the boom-and-bust cycles of economies. FDI is more stable, with several
benefits for the recipient economies. It promises better technology, new production processes and managerial know-how
to domestic firms, that generate productivity gains and create jobs. FDI can help recipient developing countries develop
more sophisticated industries, such as electronics (Costa Rica) and automotive manufacturing (South Africa and Morocco).

These well-advertised gains from FDI have triggered competition between countries to attract FDI through policies such as
tax reduction and subsidies. In 2022, 66 countries adopted 146 investment policy measures, and about 70% were
favourable to FDI. In regional terms, Asian countries continued to be the most active reformers, followed by Africa, Latin
America, and the Caribbean. For example, Algeria implemented a law on free trade zones, which exempts activities in
these zones from most taxes, duties and levies, except for taxes related to vehicles and passenger cars. Ethiopia
implemented an income tax exemption for investors who could not obtain a business licence or expansion permit for up
to six years. It allowed investors to import capital goods, construction materials and motor vehicles free from customs
duties. It also announced the partial privatisation of Ethio Telecom, its public telecommunication operator. The process is
open to foreign investors.

However, only attracting FDI is insufficient to generate robust economic growth and development. Domestic factors,
generally discussed as the absorptive capacity of recipient countries, are often a determining factor in translating FDI
inflows into growth and development. Typically, productivity spillovers of FDI can materialise only in an environment that
promotes quality education, sound and credible institutions, good infrastructure, and well-functioning local financial
markets, among others. Weaknesses in these areas undermine the ability of local firms to adopt advanced technologies
and reduce their capacity to respond to the challenges associated with FDI inflows, such as intense competition, which can
crowd out domestic investment.
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https://databank.worldbank.org/metadataglossary/world-development-indicators/series/BX.KLT.DINV.WD.GD.ZS
https://unctad.org/system/files/official-document/wir2023_en.pdf
https://algeriainvest.com/AlgeriaIC/public/en/premium-news/les-zones-franches-reglementation-conditions-et-fonctionnement?utm_source=chatgpt.com
https://taxsummaries.pwc.com/ethiopia/corporate/tax-credits-and-incentives

With appropriate domestic conditions and policies, Asian countries such as China, South Korea, Singapore, Malaysia and
Taiwan successfully directed FDI into strategic sectors that aligned with their development objectives. For example, South
Korea focused on export-oriented FDI, which has the most significant potential for creating jobs and generating foreign
exchange. Specific sectors were restricted from FDI due to concerns over national security, the protection of nascent
domestic industries (such as steel, automotive and shipbuilding), and the preservation of economic sovereignty. In sectors
open to FDI, joint ventures with domestically owned firms were encouraged to optimise technology transfer and
managerial expertise. Thus, in the mid-1980s, only 5% of transnational corporations’ subsidiaries in South Korea were
wholly under foreign ownership. The corresponding numbers were 50% in Mexico and 60% in Brazil. South Korea
improved domestic conditions to maximise technology spillovers, and transnational corporations ready to transfer
technology were selected against those unprepared. In addition, screening policies were used to ensure that FDI does not
hurt domestic investments or firms. Due to appropriate domestic policies, China has also successfully used FDI to
stimulate domestic investments.

A 2000 study by UNCTAD (and others) finds strong ‘crowding in’ of domestic investments by FDI in Asia, while ‘crowding
out’ of domestic investments by FDI is the norm in Latin America and many African countries. The potential of FDI to
unlock growth and development and reduce poverty in Africa is, therefore, not straightforward—several prerequisites and
factors should be in place or considered.

Given that Africa is rich in cheap labour and natural resources, the continent should offer a high marginal return on
capital, to ensure that it is an attractive destination for international investment. For instance, from 2006 to 2011, the
global average rate of return on FDI was 7%, with 5.1% for developed economies and a higher 11.4% for Africa. However,
actual FDI inflows to Africa remains disproportionately low, having increased from roughly US$2 billion per year in the
1980s to about US$18 billion in the early 2000s. Inflows peaked at US$98 billion in 2013 during the commodity boom,
declined and then rebounded in 2021 to US$83 billion (3% of GDP)—a significant jump after dropping to less than half that
in 2020. Despite Africa's vast opportunities, economic potential, FDI inflows remain low, both in absolute terms and as a
share of global investment (at 3.5% in 2022), although steadily improving.

This phenomenon exemplifies the “Lucas Paradox”, highlighting why capital does not flow more readily to developing
regions despite economic theory suggesting otherwise.

The irony is that Africa has billions of dollars in pension funds that should flow to the convenient. In May 2025, the
Managing Director of the Ghana Stock Exchange, told a panel discussion hosted by the African Development Bank that
Ghana and Nigeria, alone had pension funds amounting to almost US$40 billion but that more than 90% was “parked” in
government securities ‘because there are no available investment opportunities. He added that in 2024, Africans invested
US$125 billion in cryptocurrency assets, with Nigeria alone contributing over $65 billion, making it the second-largest
cryptocurrency investor base globally after India.

FDI flows to Africa depend on several factors, including market size and growth, human capital costs and skills,
infrastructure quality and quantity, economic and political uncertainty, administrative procedures, corruption, investment
promotion efforts, investment incentives and regulations, international treaties and guarantees, and the availability of
natural resources.

The need is significant. The African Development Bank estimates that Africa needs between US$130 billion and US$170
billion annually to close its infrastructure gap.

FDI trends
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https://www.ifri.org/sites/default/files/migrated_files/documents/atoms/files/fdi_economic_status_korea.pdf
https://www.ifri.org/sites/default/files/migrated_files/documents/atoms/files/fdi_economic_status_korea.pdf
https://www.cambridge.org/core/books/abs/globalization-and-progressive-economic-policy/globalization-transnational-corporations-and-economic-development-can-the-developing-countries-pursue-strategic-industrial-policy-in-a-globalizing-world-economy/A1A84D942BDA7882E24F603F28D69B20
https://unctad.org/system/files/official-document/dp_146.en.pdf
https://cdn.sida.se/publications/files/sida4718en-foreign-direct-investments-in-africa---do-they-reduce-poverty.pdf
https://onlinelibrary.wiley.com/doi/abs/10.1111/1467-8268.12152
https://unctad.org/news/investment-flows-africa-reached-record-83-billion-2021#:~:text=Foreign%20direct%20investment%20,2022%20published%20on%209%20June
https://unctad.org/topic/investment/world-investment-report
https://www.imf.org/external/np/seminars/eng/2006/rppia/pdf/montie.pdf
https://www.afdb.org/en/news-and-events/events/knowledge-event-1-leveraging-africas-capital-development-amidst-increased-economic-challenges-83800
https://www.afdb.org/fileadmin/uploads/afdb/Documents/Publications/African_Economic_Outlook_2018_-_EN.pdf

Chart 8 shows the trends in FDI inflows (% of GDP) into Africa compared to South America and South Asia from 1980 to
2023 and includes a forecast to 2043. While FDI flows to Africa as a percentage of GDP have been consistently below those
to South America, they remain slightly above those to South Asia. In the Current Path, FDI inflows into Africa will increase
across the forecast horizon to reach 3.6% of GDP in 2043. Still, they will remain below those to South America yet above
those to South Asia in the same year. However, in absolute numbers South America received almost four times more FDI
inflows than Africa and South Asia twelve times.

Most African countries received significant amounts of FDI only from the 1990s, following the waves of liberalisation and
privatisation brought about by the Washington Consensus, much of that in the form of investments in resource extraction.

Chart 8: FDI inflows (% of GDP) in Africa, South America and South Asia, 1980-2043 |
ISS | AFI
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Although the business climate in many African countries is now similar to that of developing countries elsewhere, the
continent continues to suffer from a bad image as an investment destination. As UNCTAD outlines:

Too often, many people outside the continent refer to Africa as a place of civil unrest, war, poverty, and mounting
problems. This has given many investors a negative image of the continent. While this image reflects the reality in some
countries, it is not true for all African countries.

Analysing inward FDI in Africa as a percentage of Gross Fixed Capital Formation (GFCF) provides valuable insights into the
role of foreign investment in domestic capital formation. A higher share of FDI in GFCF indicates a greater reliance on
foreign capital for new infrastructure, machinery and equipment investments. In 2023, FDI accounted for 8.5% of Africa’s
total GFCF, down from its peak of 14.7% in 2007. However, this average conceals significant variations across countries. In
nations such as Namibia, Angola, the Republic of the Congo, Mozambique and Somalia, FDI inflows represent a much
larger share of capital formation than most countries in South America and South Asia, highlighting the importance of FDI
in Africa compared to domestic sources. In many African countries FDI is, therefore, an essential supplement to domestic
investment, helping fund new projects and infrastructure.

Chart 9 illustrates the contrasting trends in investment flows to Africa from China, the US and the EU28, i.e. including the
UK, from 2003 to 2023. Europe was the leading investor in Africa throughout the period. The US saw a relative decline
(even becoming a net dis-investor in some recent years), and China emerged rapidly to become a major investor by 2010.
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https://unctad.org/publication/world-investment-report-2024
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Since then, Chinese FDI to Africa has consistently outpaced the US's, as American investment flows have generally
declined. Chinese FDI grew significantly from just US$75 million in 2003 to a peak of US$4.5 billion in 2021 but dropped to
US$1.5 billion in 2022. The highest annual inflow occurred in 2008, reaching $5.5 billion, mainly due to the Industrial and
Commercial Bank of China (ICBC) acquiring a 20% stake in Standard Bank of South Africa. The UAE, India, Turkey, Japan,
Russia and Brazil have also emerged as important investors in Africa, most of which focus on infrastructure, services and
consumer markets. Their flows are not included in Chart 9.

Chart 9: Chinese, EU28 and US investment flows to Africa, 2003—-2023 |
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The recent uptick in US foreign direct investment flows to Africa is unlikely to continue under the second Trump
administration. It follows a decade of decline until the US-Africa Leaders’ Summit in December 2022 (under the Biden
administration) that saw the US commit to investing US$55 billion in Africa through 2025. At the time, US$15 billion was
supposed to be in trade and investment commitments, deals and partnerships that advanced key priorities in sustainable
energy, health systems, agribusiness, digital connectivity, infrastructure and finance.

Historically, US investments were heavily concentrated in the oil and gas sector, but recent trends show a significant shift
toward non-mining industries. The decline in US investment in African mining is mainly due to a strategic shift toward
domestic energy sources. The top destinations for these investments are South Africa, Mauritius and Nigeria, which have
emerged as attractive hubs for US investors.

Europe still has the most extensive stock of FDI in Africa, accounting for about 40-45% of total FDI stocks in Africa, led by
the UK, France and the Netherlands. European FDI has also been primarily focused on oil and gas and other extractive
sectors, and generally in low-value-added, low-tech activities.

Several efforts have been made to change this trajectory. In February 2022, the European and African Unions hosted their
sixth joint summit since 2000, marking a “reset” in Europe-Africa relations. Initially scheduled for 2020 but delayed due to
COVID-19, the summit was accompanied by significant announcements, including the EU's pledge to allocate half of its
€300 billion Global Gateway Initiative, aimed at global development between 2021 and 2027, to Africa, combining public
finance and private investment.

Recent European energy investments in Africa have followed, such as natural gas projects in Senegal and increased
interest in solar and green hydrogen in northern and southern Africa. A 2022 survey covering 85% of German companies
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operating in Africa found that 43% planned to expand their activities, particularly in green hydrogen and liquefied natural
gas.

Rather than the US or Europe, it is China that is leading in new investment in Africa, leveraging its best-known early
infrastructure project, the TAZARA railway line, built to reduce landlocked Zambia's economic dependence on export
infrastructure linkages through Zimbabwe and South Africa. The single-track line of approximately 1 860 km connected
Zambia to the port of Dar es Salaam in Tanzania. It was completed in 1975 at a cost of about US$406 million

(US$2.67 billion today)—provided as an interest-free loan to Zambia and Tanzania. The expenditures of TAZARA and other
solidarity projects greatly burdened the Chinese economy, with foreign aid amounting to 5.9% of total government
spending from 1971 to 1975, peaking at 6.9% in 1973.

The partnership between China and Africa has progressively deepened since establishing the Forum on China-Africa
Cooperation in 2000. Today, the forum serves as a vehicle for strategic collaboration in trade, investment and finance and
a basis for diplomatic and political cooperation. With the ongoing privatisation of the Chinese economy, the number of
Chinese firms active on the continent increases yearly. In 2017, McKinsey estimated that more than 10 000 privately
owned small Chinese companies operate in Africa, several times the number registered with the Ministry of Commerce in
Beijing.

China’s demand for commodities, its positive balance of payments and ability to extend credit, and its coordinated effort
to export its surplus construction capacity (which eventually culminated in the Belt and Road Initiative) have greatly
benefited Africa, despite the continent not initially included in the scheme. China has since become Africa's biggest single-
country financer and builder of infrastructure projects, spending about US$11.5 billion annually from 2012 to 2018.
Recent indications are that investments are shifting from physical infrastructure to digital industries.

As China seeks to expand its influence and secure vital resources, Africa will continue to play a pivotal role in its strategy.
However, to fully benefit from Chinese investments, African nations must ensure that they align with local and regional
priorities, prioritise local ownership and guarantee equitable resource distribution to ensure that they improve
competitiveness on the continent. Key areas of focus should include renewable energy and green infrastructure,
advancements in the digital economy and industrialisation and infrastructure development. By aligning foreign
investments with local priorities through actionable insights, Africa can harness external partnerships to realise the ‘Africa
We Want' vision.

The full implementation of the African Continental Free Trade Area (AfCFTA) agreement has significant potential to attract
FDI, as a larger market can increase profit margins for external investors. The AfCFTA will encourage firms to establish a
subsidiary on the continent rather than exporting from outside Africa, where the unified African market can be accessed
more easily and at lower costs. The associated knowledge spillover benefits will follow.

FDI by sector

In sub-Saharan Africa, countries like Nigeria, South Africa, Angola, Ghana and recently Mozambique have been major
recipients of FDI in the extractive industries. Few of these traditional, resources-seeking FDI generated jobs and had
limited broader development impact as they were not part of local value chains.

For example, in 2010, Mozambique made significant discoveries of natural gas totalling approximately 150 trillion cubic
feet (Tcf), situated off the northern Cabo Delgado province. This potentially positions Mozambique as Africa's third-largest
holder of natural gas reserves, following Nigeria and Algeria. The associated investment at US$30 billion is one of Africa’s
most significant energy projects, with a final investment decision now scheduled for 2026, with production likely to start in
2030 after an Islamic insurgency in the Cabo Delgado province brought the project to a halt pending improvements in the
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security situation. However, the extent to which these significant investments will be linked to local value chains and
transform Northern Mozambique's economy is uncertain.

The example of Mozambique-type resource-seeking investment is slowly changing, which is very promising regarding
technology transfer, sustainable growth and job creation in Africa.

Thus, over the last 10 years (2013-2023), FDI in Africa has shifted from a heavy concentration in extractive industries (oil,
gas and mining) toward a more diversified portfolio that includes renewable energy, telecommunications, infrastructure,
manufacturing and financial services. Key trends are as follows:

* Diversification away from extractives: especially in East and North Africa, although extractives still constituted 35-40%
of total FDI in the last decade.

* Greenfield investments are rising in manufacturing, logistics and renewables, consisting of establishing or
constructing new firms.

* Digital infrastructure and fintech are booming, particularly post-COVID.
* FDI is increasingly driven by consumer demand, urban growth and infrastructure gaps, not just natural resources.

China has become a leading source of greenfield FDI in Africa, investing more than US$71 billion from 2016 to 2020,
accounting for about 20% of total greenfield FDI on the continent. It is vital for African countries where unemployment is
rampant because it generates additional production capacity, promotes job creation and increases capital accumulation
in the host country. The recipient economy also benefits from the associated knowledge transfer. US greenfield FDI
amounted to US$23 billion, 6.6% of total greenfield FDI in Africa. Russian greenfield investment was also high from 2016
to 2020 due to a one-time announcement of US$30 billion in 2017 to build a US$30 billion nuclear power plant near El
Dabaa, on Egypt's Mediterranean coast. The plant will generate over 10% of Egypt's electricity, supply baseload power to
20 million people and have significant desalination capacity to alleviate Egypt's long-term water security and address
concerns related to Ethiopia's Grand Ethiopian Renaissance Dam.

Empirical research shows that FDI in manufacturing tends to have a strong positive effect on GDP growth, suggesting that
Africa’s long-term growth gains from FDI have been higher when investments went into industries with more value-added
and spillovers (e.g. factories, infrastructure) instead of enclave extractive projects, such as in Mozambique.

Key regions such as North and West Africa and prominent countries like Egypt, South Africa, Nigeria and Mauritania have
showcased strong investment appeal, underscoring Africa’s diverse opportunities across strategic sectors ranging from
renewable energy to manufacturing and business services.

FDI and job creation
Chart 10 shows the top five FDI sources in Africa by jobs created for 2019 to 2023. Over the past two years, China, the

United States, and the United Kingdom have emerged as the leading contributors to job creation through their
investments. The impact of these countries' investments on African economic growth has yet to be empirically examined.
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Chart 10: Top 5 FDI sources in Africa, by jobs created
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The North Africa region leads in terms of jobs created, accounting for 48% of the 2023 total, followed by West Africa.
Sectors like food and beverage, software and IT services, metals, textiles and renewable energy supported job growth.

South Africa, Kenya and Nigeria created the most FDI-related jobs among African investors in 2023. South African FDI
created 3 543 jobs in Africa in 2023, followed by Kenyan FDI (3 024 jobs) and Nigerian FDI (1 717 jobs). Although intra-
African FDI currently contributes just 5% of employment and less than 3% of capital investment, cross-border investments
by African firms hold significant potential to strengthen local economies, enhance economic integration and drive
sustainable growth across the continent.

Intra-Africa FDI

Intra-African FDI occurs when businesses or investors from one African nation invest in another by establishing
subsidiaries, acquiring companies or expanding operations. It is crucial for regional economic integration, industrialisation
and job creation, as it fosters stronger trade and business linkages within the continent. Key sectors attracting intra-
African FDI include banking, telecommunications, manufacturing, infrastructure and energy.

In absolute value, intra-Africa FDI stocks have gradually increased from US$19 billion in 2010 to US$88 billion in 2022
before retreating to US$76 billion in 2023. Intra-African investment accounted for 14% of all new FDI projects in Africa in
2023, with South Africa, Kenya and Nigeria leading the way.

Intra-African FDI has surged in recent years. South Africa, Morocco, Kenya, Nigeria and Mauritius have emerged as key
sources of FDI within Africa. On top of the Dangote petroleum refinery and fertilizer plants in Nigeria, Nigerian billionaire
Aliko Dangote has established cement plants in Nigeria, Cameroon, Ghana, Togo, Zambia, DR Congo, Tanzania, Ethiopia,
Senegal, South Africa, Sierra Leone and Cote d'Ivoire. Regional giants such as South Africa’s MTN telecom group is active in
18 African countries while Togo-based financial firm Ecobank have expanded their presence across the continent.
Generally South African companies dominate intra-African investment, followed by Moroccan and Egyptian firms.
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Unlike FDI from outside the continent, which is heavily focused on extractive industries, intra-African greenfield FDI is
primarily directed toward IT infrastructure and services. This contrast highlights the crucial role of fostering intra-African
investments to drive growth across various sectors.

The full implementation of the AfCFTA agreement could also boost intra-African FDI. A study by UNECA highlights that
trade openness, infrastructure, logistics performance, business environment and education policies—particularly girls'
education—play a crucial role in improving intra-African FDI.

Chart 11 depicts the share of intra-regional FDI stocks by developing region globally for the periods from 2010-2019 and
from 2020-2023. Intra-regional FDI as a share of total FDI stock is more significant in sub-Saharan Africa than in any
other developing region, serving as a solid base for establishing the AfCFTA. Between 2020 and 2023, intra-sub-Saharan
African FDI accounted for an average of 21% of the region’s total inward FDI stock, up from 14.7% in 2010-2019. This share
was more than double the 8.5% recorded in Latin America and the Caribbean, and four times higher than the 4.9% in the
Middle East and North Africa during the same period.

Chart 11: Share (%) of intra-regional FDI in total FDI stocks by developing region
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Note: LAC is Latin America & Caribbean, EAP is East Asia Pacific, ECA is Europe and Central Asia, MENA is Middle East and
North Africa, and SAR is South Asia.
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