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Abstract

Over the past decade, China’s outbound direct investment (ODI) flows into Africa
have increased rapidly. The increase has generated interest and some concern
amongst practitioners, policymakers and academics, and attracted considerable media
attention. The reasons for this are many, and reflect the mix of fears and hopes from
such increase. Although there have been many attempts to analyse the determinants
and impact of China’s ODI, using a more robust and coherent firm survey data, to the
author’s best knowledge, no attempt has to date been made to comprehensively and
critically examine the characteristics, determinants and growth impact of China’s ODI
in developing Sub-Saharan host economies. The present study and research work,
therefore, combines firm survey data with econometric analysis to analyse those
issues for one particular host country, Ethiopia.

The study consists of seven chapters, including four main empirical studies. To offer a
more complete picture on the nature and economic links between FDI and economic
growth in Sub-Saharan developing economies, chapter three (the first empirical
chapter of the study) examines the linkage between FDI and growth employing the
Granger causality test by using lag augmented VAR (LA-VAR) approach for a
balanced panel of twenty-three African countries covering the period from 1970-2011.
The empirical results indicate two-way Granger causality link between economic
growth and FDI, implying that the two variables have a bidirectional predictable
relationship in Africa. Furthermore, the analysis reveals that this causal link is not
homogeneous among individual countries in the sample. These results are shown to
be robust to alternative empirical measures of FDI and growth.

Based on firm survey data, chapter four applies descriptive statistical analysis of
variance and cross tabulations to explore the characteristics and business practices of
Chinese firms in Ethiopia. The chapter shows that Chinese firms have lower share of
local content in their total purchases, and that they contract-out very small amount of
work to their domestic counterparts. When Chinese investors are compared to
domestic ones, it is shown that they have lower share of skilled labour in total
workforce and pay their employees less, but invest more in training them.

Chapter five focuses on the determinants of Chinese private ODI in Ethiopia based on
a large sample of Chinese investors in manufacturing and services. Principal
components factor analysis shows that the single most important factor is the firm
specific advantages of Chinese firms, followed by access to the domestic market and
host government incentives. Significantly, and in contrast to much of the literature
(which is in fact backed by limited primary research), this study finds little evidence
that the Chinese state has been an important facilitator of private sector investment in
Africa; putting it differently, this finding is against the conventional understanding of
studies on Chinese state owned enterprises (SOEs) but in line with received
international business theories, that firms internationalise based on their own



advantages. The chapter also finds that efficiency-seeking motives have no role in the
investment decision-making of private Chinese firms in Ethiopia.

Chapter six of the study focuses on technology transfers and spillovers from Chinese
ODI in the Ethiopian manufacturing sector. Using firm-level data of 1,034
manufacturing firms operating in Ethiopia in 2011, the chapter reveals that Chinese
firms are more productive than local firms and that their presence has positive
spillover effects on productivity of domestic firms. However, these spillovers depend
on the characteristics of domestic firms. In particular, domestic firms with higher
absorptive capacity experience positive spillovers, while those with low absorptive
capacity witness negative spillover. Further, the analysis results reveal that small and
non-exporting local firms benefit more from spillovers than do other types of
domestic firms. In this chapter, instrumental variables (IV) are established to address
the potential endogeneity between Chinese firms’ presence and domestic firm
productivity.

The present research work makes three contributions: 1) provides new solid evidence
on technology transfer and spillovers from China’s ODI in Ethiopia; ii) provides some
valuable insights into Chinese investors’ decision making, which can potentially
stimulate further discussion about Chinese ODI flows into Africa; and iii)
confirms previous findings and contributes additional evidence that suggests Chinese
firms are not really any different to investors from elsewhere.

Keywords: China; Ethiopia; Location determinants; outbound direct investment;
Technology spillovers.
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