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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
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III

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: i) 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.

厦
门
大
学
博
硕
士
论
文
摘
要
库



IV

outbound  direct

investment, ODI) 

FDI 1970-

2011 25 LA-VAR FDI

FDI

FDI

efficiency-seeking)

 (market-seeking

2011 1034

厦
门
大
学
博
硕
士
论
文
摘
要
库



V

厦
门
大
学
博
硕
士
论
文
摘
要
库



VI

Table of Contents

Abstract .................................................................................................................. II

List of Tables ...................................................................................................... VIII
List of Figures ........................................................................................................ IX

List of Acronyms .................................................................................................... X
1. General Introduction and Overview ................................................................... 1

1.1 Background and motivation ............................................................................. 1
1.2 Research questions........................................................................................... 3
1.3 Aims and contributions of the study ................................................................. 5
1.4 Research methodology and data ....................................................................... 7
1.5 Outline of the thesis ......................................................................................... 8

2. Trends and Feature of China’s Outbound Direct Investment Inflows to
African Countries .................................................................................................. 10

2.1 Introduction ................................................................................................... 10
2.2 Overview of FDI inflows to African countries ............................................... 11
2.3 China’s ODI inflows to African countries ...................................................... 15
2.4 Chinese ODI in Ethiopia ................................................................................ 20
2.5 Summary and conclusion ............................................................................... 24

3. Foreign Direct Investment and Economic Growth: The Case of Developing
African Economies ................................................................................................ 26

3.1 Introduction ................................................................................................... 26
3.2. FDI and economic growth: Theoretical considerations .................................. 27
3.3 Empirical evidence ........................................................................................ 32

3.3.1 Empirical evidence from other regions .................................................... 32
3.3.2 Empirical evidence from African case studies ......................................... 34

3.4 Estimation strategy and data .......................................................................... 36
3.4.1 Data ........................................................................................................ 36
3.4.2 Estimation strategy .................................................................................. 36

3.5 Empirical results ............................................................................................ 38
3.6 Conclusion ..................................................................................................... 42

4. Characteristics of Chinese Outbound Direct Investment in Ethiopia .......... 44
4.1 Introduction ................................................................................................... 44
4.2 Description of data and methodology ............................................................. 45
4.3 Characteristics of Chinese investors ............................................................... 46

4.3.1 Investors’ entry strategy .......................................................................... 46
4.3.2 Size and entry period of firms (age)......................................................... 47
4.3.3 Origin and type of investors .................................................................... 49
4.3.4 Chinese investors’ perception of investment obstacles ............................. 51

4.4 Firm characteristics of Chinese and Ethiopian investors ................................. 53
4.4.1 Labour productivity and TFP .................................................................. 53
4.4.2 Capital intensity ...................................................................................... 54
4.4.3 Human capital intensity ........................................................................... 54
4.4.4 Employment and output .......................................................................... 55

4.5 Impact of Chinese ODI on the local economy ................................................ 55
4.5.1 Impact on employment ............................................................................ 55
4.5.2 Impact on output ..................................................................................... 59
4.5.3 Local content and linkages impact ........................................................... 60

厦
门
大
学
博
硕
士
论
文
摘
要
库



VII

4.6 Summary and conclusion ............................................................................... 62

5. Determinants of Chinese Outbound Direct Investment in Ethiopia: Evidence
from Firm-level Survey Data ................................................................................ 65

5.1 Introduction ................................................................................................... 65
5.2 Determinants of FDI: A theoretical framework .............................................. 68

5.2.1 A general analytical framework ............................................................... 68
5.2.2 A special theory for Chinese ODI? .......................................................... 70

5.3 Determinants of Chinese ODI: Empirical evidence ........................................ 74
5.4 Data and Methodology ................................................................................... 76

5.4.1 Data ........................................................................................................ 76
5.4.2 Estimation strategy .................................................................................. 77

5.5. Empirical results ........................................................................................... 79
5.6 Results discussion .......................................................................................... 84
5.7 Conclusion and policy implications................................................................ 88

6. Spillovers of Technology Transfer from Chinese Outbound Direct
Investment in the Ethiopian Manufacturing Sector............................................. 91

6.1 Introduction ................................................................................................... 91
6.2 FDI and productivity spillovers: Theoretical considerations ........................... 93

6.2.1 Are foreign firms more productive than local ones?................................. 93
6.2.3 Are there any spillover gains from FDI? .................................................. 94
6.2.3 Mediating factors and productivity spillovers .......................................... 97

6.3 FDI and productivity spillovers: Empirical evidence .................................... 101
6.3.1 Empirical evidence from other regions .................................................. 102
6.3.2 Empirical evidence from African case studies ....................................... 106

6.4 FDI and productivity spillovers: Estimation strategy, data and variables ...... 109
6.4.1 Estimation Strategy ............................................................................... 109
6.4.2 Data Description ................................................................................... 113

6.5 Empirical findings ....................................................................................... 114
6.5.1 Estimation Results ................................................................................ 114

6.6 Concluding remarks ..................................................................................... 120

7. Summary, Conclusion and Policy Suggestions ............................................ 123
7.1 The motivation and the aim of the thesis ...................................................... 123
7.2 Main findings of the study ........................................................................... 124
7.3 Contributions of the study ............................................................................ 127
7.4 Policy implications ...................................................................................... 129
7.5 Future research ............................................................................................ 131

References ............................................................................................................ 134
Acknowledgement ............................................................................................... 149

Appendices ........................................................................................................... 151
Appendix A ....................................................................................................... 151
Appendix B ....................................................................................................... 154
Appendix C ....................................................................................................... 157

厦
门
大
学
博
硕
士
论
文
摘
要
库



VIII

List of Tables

Table 1.1 World’s ten fastest-growing economies ...................................................... 4
Table 2.1 Shares of developing regions in global FDI inflows, 1970-2012 (percent) 11
Table 2.2 Shares of African sub-regions in global FDI inflows, 1970-2012 (percent)13
Table 2.3 China’s outbound FDI flows by regions, 2011 ......................................... 16
Table 2.4 China’s outbound FDI stock by region, 2004-2010 .................................. 17
Table 2.5 Shares of Africa in China’s global outbound FDI flows, 2004-2010 ......... 17
Table 2.6 Distribution of Chinese investment projects among African economies,
2004-2011 ............................................................................................................... 18
Table 2.7 Sectoral distributions of China’s ODI flows to Africa, 1979-2000 ............ 19
Table 2.8 China’s outbound FDI flows to Ethiopia, 2002-2010 ................................ 22
Table 3.1 ADF test results (with intercept) a ............................................................ 40
Table 3.2 Results of Granger causality test .............................................................. 41
Table 3.3 CD test ..................................................................................................... 41
Table 4.1 Descriptive statistics on firm characteristics of Chinese and domestic
investors, 2011 ........................................................................................................ 53
Table 4.2 Total numbers of employees in Chinese invested enterprises, as of 2013 .. 56
Table 4.3 Descriptive statistics on output of Chinese and domestic investors, 2011 . 60
Table 5.1 Variables with high inter-correlations....................................................... 79
Table 5.2 KMO and Bartlett’s Test .......................................................................... 80
Table 5.3 Communalities ......................................................................................... 80
Table 5.4 Total variance explained after factor extraction ........................................ 81
Table 5.5 Rotated Component Matrixa ..................................................................... 82
Table 5.6 Reliability analyses for each factor ........................................................... 84
Table 6.1 Distribution of firms with foreign capital by industrial sectors in 2011 ... 114
Table 6.2 Impact of foreign ownership on productivity .......................................... 115
Table 6.3 FDI presence and productivity Spillovers ............................................... 118
Table 6.4 Productivity spillovers and trade orientation........................................... 120
Table A1 Variables, definition and data sources .................................................... 151
Table A2 List of countries in the sample ................................................................ 151
Table A3 ADF test results (with intercept) for FDI as fraction of GCF and real GDP
growth ................................................................................................................... 152
Table A4 Results of Granger causality test for FDI as fraction of GCF and real GDP
growth ................................................................................................................... 153
Table A5 CD test for FDI as fraction of GCF and real GDP growth ....................... 153
Table B1 Question analysed .................................................................................. 154
Table B2 Communalities for the validation sample analyses .................................. 155
Table B3 Rotated Component Matrix for the first validation sample........................ 155
Table B4 Rotated Component Matrix for the second validation sample…………... 156
Table C1 Variables definitions .............................................................................. 157

厦
门
大
学
博
硕
士
论
文
摘
要
库



IX

List of Figures

Figure 2.1 Recent trends of African FDI inflows, 1995-2012 ................................... 12
Figure 2.2 Distribution of FDI flows among economies, 2008-2012 ........................ 13
Figure 2.3 Top 7 investors in Africa, FDI stock, 2011.............................................. 14
Figure 2.4 Value of Greenfield investments in Africa, by sector, 1998-2011 ............ 15
Figure 2.5 China’s ODI flows to Africa, 1999-2011 ................................................ 18
Figure 2.6 Sector spread of Chinese ODI in Africa, comparing private and
government projects ................................................................................................ 19
Figure 2.7 Direct investments from China to Ethiopia, 2004 to 2010 ....................... 21
Figure 2.8 Project statuses of Chinese investment projects, 2012 ............................. 22
Figure 2.9 Percentage share of Chinese investment of total FDI in Ethiopia ............. 23
Figure 2.10 Sector spread of Chinese ODI in Ethiopia ............................................. 23
Figure 2.11 Geographical distributions of China’s ODI flows to Ethiopia ................ 24
Figure 4.1 Initial investment mode of entry of manufacturing and service firms ...... 47
Figure 4.2 Size of Chinese firms by employment ..................................................... 47
Figure 4.3 Chinese firms by year of establishment ................................................... 48
Figure 4.4 Chinese provinces where ODI to Ethiopia is originated, by percentage ... 49
Figure 4.5 Distribution of Chinese firms by investor type ........................................ 50
Figure 4.6 Sector distributions of Chinese firms, by investor type ............................ 51
Figure 4.7 Largest obstacles for Chinese firms in Ethiopia ....................................... 52
Figure 4.8 Number of employees in Chinese invested firms, by nationality ............. 57
Figure 4.9 Average monthly salary in Chinese and local firms, ................................ 58
Figure 4.10 Firm’s share of local content in material inputs, by nationality .............. 61
Figure 4.11 Firms’ value of work contracted out, by nationality .............................. 62

厦
门
大
学
博
硕
士
论
文
摘
要
库



Degree papers are in the “Xiamen University Electronic Theses and Dissertations Database”. Full
texts are available in the following ways: 
1. If your library is a CALIS member libraries, please log on http://etd.calis.edu.cn/ and submit
requests online, or consult the interlibrary loan department in your library. 
2. For users of non-CALIS member libraries, please mail to etd@xmu.edu.cn for delivery details.

厦
门
大
学
博
硕
士
论
文
摘
要
库

http://etd.xmu.edu.cn/
http://etd.calis.edu.cn/
mailto:etd@xmu.edu.cn

