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Abstract

The Role of Foreign Direct Investment
in the Economic Development of the Countries
of Sub-Saharan Africa

Foreign direct investment (FDI), being an important non-debt vehicle for
financing economic growth, plays an increasingly important role in economic
development strategies. FDI is often perceived as synonymous with economic
globalization. It is impossible these days to deal with the issue of economic
development of any country without considering its international context. The
greatest challenge is poverty found in developing countries, particularly in sub-Sa-
haran Africa. In the context of stimulating economic development and combating
poverty in sub-Saharan countries, special emphasis should be placed on foreign
capital, especially in the form of foreign direct investment. Beyond any doubt,
FDI can contribute to the financing of sustainable economic growth. However,
the efficiency of FDI depends on a large number of factors and it will not be the
same in the markets of developing countries as in those of developed countries.
Furthermore, sub-Saharan Africa is not a homogenous region — its individual
sub-regions differ not only in terms of their natural wealth, e.g. abundance of
natural resources, but also in respect of the level of development. Therefore, an
empirical verification of the impact that FDI has on economic development must
allow for the countries’ specific characteristics.

Moreover, FDI yields social benefits, resulting primarily in creating new jobs
and in income distribution for future prosperity. It is conducive to the import of
technology and the transfer of strategic, organizational and marketing know-how,
whose positive effect on productivity has been demonstrated by the examples
of many developing countries, especially in Asia. Despite the multiple benefits
associated with the inflow of FDI to sub-Saharan African countries, attention
should be given to the risks relating to excessive profit transfers abroad, tax
evasion by foreign investors, increasing imports of goods and services, and the
use of transfer pricing. The costs linked to the presence of FDI in these countries
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also include job losses attributable to acquisitions of domestic businesses by
foreign companies. On the other hand, the difficulty in raising sufficient domestic
savings to sustain economic growth appears to make it necessary to resort to other
investment sources. The region definitely needs foreign capital to overcome its
underdevelopment. However, its ability to attract foreign capital is compromised
by a number of obstacles, of which the principal ones are: political instability and
frequent armed conflicts (e.g. in Angola, the Democratic Republic of the Congo,
Sierra Leone, Mali, Chad, Sudan, and the Central African Republic), unfavorable
conditions for investment, the undemocratic nature of political institutions and
infrastructure, corruption, the shortage of skilled labor, and the inefficiency of
tax and customs administration. At the same time, sustainable economic growth,
human capital improvement, and boosting the continent’s business attractiveness
remain the key challenges that Africa is facing today.

The author’s main research objective was to answer the question whether
foreign direct investment can be an instrument of economic development in
sub-Saharan African countries. The role of FDI in the economic development
of sub-Saharan Africa has been examined in relation to the following three
countries of Central Africa: the Democratic Republic of the Congo, Gabon and
Equatorial Guinea. The explanation for the choice of these countries is provided
in chapter five.

To accomplish the research objective and to validate the emergent hypothesis,
the following research tasks have been performed:

— review the theories explaining the phenomenon of economic development,

— obtain an insight into the theoretical aspects of FDI, i.e. systematize con-
cepts attempting to explain the phenomenon of FDI,

— indicate the conditions for FDI growth in sub-Saharan Africa, i.e. identify
and assess the impact of FDI on, and the barriers to, economic development in
sub-Saharan African countries,

— explain the trends in, and the consequences of, FDI in sub-Saharan Africa,
i.e. overview the changes in the volume and structure of FDI in the period under
examination,

— investigate the role of FDI in the economic development of certain sub-
-Saharan African countries using an econometric model and regression analysis.

It is this underlying concept, alongside the writer’s effort to maintain an
appropriate balance between describing the state of the art and presenting his
own research, that has determined the paper’s structure and the formal arran-
gement of its contents. The paper consists of five chapters, an introduction and
a conclusion, where the first two chapters are theoretical, and the remaining
three — empirical in nature. In addition, an analysis of statistical data highlights
the region’s historical background and cultural heritage.
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The work is both theoretical and empirical in character. Its overall design and
the choice of research methods were implied by the nature of the subject under
investigation, the scientific problem being targeted, and by the research goal and
hypothesis adopted. The author makes use of inductive inference whereby source
material collected through empirical research leads to certain generalizations. The
following research methods have been applied: theoretical analysis, statistical
analysis, and econometric analysis. The study of the three sub-Saharan African
countries has been confined to the period of 2000-2010 due to limited availability
of relevant information at the time of writing. The difficulty in acquiring reliable
data justifies the use of statistical findings for the 1980s or the 1990s. For this
reason, too, the author has been forced to focus on FDI inflows to sub-Saharan
Africa while forgoing a treatment of FDI outflows, and restrict his analyses to
a single-industry perspective, without attempting a cross-sectoral overview.

The propositions and conclusions offered in the paper are supported with
references to literature on economic growth in developing countries and to
a rich variety of sources providing coverage of FDI in the theory of economics.
Other sources used extensively in the work include reports published by such
international organizations as the Conference of the United Nations on Trade
and Development (UNCTAD), the World Trade Organization, the African De-
velopment Bank, the World Bank, and the International Monetary Fund. The
organizations’ websites and online resources, notably UNCTAD?’s, also proved
very useful. Last but not least, a computer program was utilized to conduct the
econometric analysis.

It is the author’s hope that, given the wide range and the relevance of issues
tackled, as well as the wealth of historical data supplied, the monograph will
meet with a warm reception and will become a rich source of information for
those interested in the problems of sub-Saharan Africa.



