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Foreword

International investment in general and foreign direct investment (FDI) in particular is per-
ceived as indispensable for the growth of developing countries in view of its multiple impact.
Foreign capital inflows are expected to enhance skills and know-how, improve efficiency in the
use of resources, accelerate growth through capital accumulation and enhance trade. However,
attracting FDI has proven to be a major challenge as the competition between developing
countries intensifies and the barriers to entry into global production networks prove difficult
to surmount.

While economic orthodoxy provides the ingredients for sound growth policies, including the
attraction of FDI, the development trajectory of many countries has shown that the success
stories are mostly derived from context-specific solutions. Such solutions, orthodox or other-
wise, must be tailored to particular circumstances of the concerned country. These realities
dispel the straightforward use of recipes based on conventional economics or the simple trans-
plant of successful experiences from one country into another and highlight the need for in
depth analysis at the country and industrial sub-sector levels.

Having in mind the mandate and responsibilities of UNIDO in what concerns the promotion
of FDI to developing countries in general and to African countries in particular, the above pic-
ture suggests an analysis of what determines the motivations and options for Transnational
Corporations (TNCs) when targeting developing countries. By the same token, it is useful to
analyse the relevant aspects of market imperfections and government failures that policy mak-
ers have to address in order to attract investors, provide the necessary public goods and artic-
ulate the instruments that stimulate and sustain growth.

This survey is a follow-up to an initiative launched in 2001 for assisting African investment
promotion agencies in designing country specific strategies. The data and subsequent analy-
ses will contribute to a better understanding of how to match national efforts for attracting
FDI with investor motivations and decision criteria. It will also provide sufficient detail to
assess the effects of different kinds of FDI and different groups of investors on the economy
of specific countries.

~ carlo agarifios
Director-General, UNIDO
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Executive summary

Introduction

National policies and international investment agreements are important framework condi-
tions for increasing the flow of investments to developing countries and for realizing their
benefits in the host country. However, foreign direct investment (FDI) and the benefits of
FDI do not accumulate automatically and evenly among continents and countries. The share
of Africa in global FDI is less than 2%, which is far below its fair share when considering
the size of the continents’ population. Nonetheless, FDI inflows to Africa as a whole and
the sub-Saharan countries in particular show a rather steady trend line albeit at a dispro-
portionately low level.

Various international development agencies are heavily involved in Africa with policy advice
and different technical assistance programmes to maximize the opportunities for attracting FDI
to these countries. These programmes mainly aim at enhancing the basic investment climate
conditions — a condition sine qua non for investment by both foreign and domestic companies
— and enhancing capacity and efficiency at government agencies dealing with these investors.
Attracted by other successful examples overseas and by the expected benefits that would fol-
low, most sub-Saharan countries are now seriously committed to improving investment climate
conditions and achieving a transparent and enabling policy environment for FDI. In most cases
however, this commitment has yet to translate into required reforms of existing economic struc-
tures, removal of unnecessary regulations and improvement in the efficiency of public admin-
istrations.

Many have also accepted the advice that they should more actively “market” themselves to the
international investment community through implementation of dedicated investment promo-
tion structures. Most countries in sub-Saharan Africa have now created Investment Promotion
Agencies (IPAs) to provide services to potential and existing foreign investors and remove (or
advocate the removal of) obstacles facing inward FDI.

Despite some success stories, these efforts by themselves have not succeeded in dramatical-
ly changing the FDI landscape.

Limitations in resources and finances available to these agencies make it impossible to emu-
late the “best practices” in organization and implementation of investment promotion found
among the leading IPAs in Europe. In the short term, the challenge for sub-Saharan IPAs is to
employ low-cost but effective investment promotion strategies within the given budget and
resource limitations to achieve quick-wins and success stories. In the medium term the key
challenge is to demonstrate the potential utility of these agencies to policy makers thereby
increasing financial resource allocations to IPAs from national budgets. Increased resources
would lead to enhanced capabilities and a gradual switch over to implementation of global
best practices in investment promotion.
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Such development, if it could be readily achieved,
would undoubtedly enable African IPAs to adopt a
more professional approach and probably achieve
greater success in attracting FDI. To support this
challenge is the ultimate objective of the present
UNIDO Investor Survey.

Survey background

This survey was launched in the context of an ini-
tiative to bring continuity to partnerships between
UNIDO and sub-Saharan IPAs with which UNIDO has
an active technical assistance programme. This ini-
tiative established a forum for bringing together the
member IPAs on a regular basis to discuss issues of
common concern, to explore new initiatives that
would increase the effectiveness of African IPAs and
to maintain a permanent programme of training and
capacity building.  The UNIDO-Africa Investment
Promotion Agency Network® (AfrIPANet) was launch-
ed in Vienna on 20-23 November 2001.

For the inaugural meeting of the Network, a pilot
survey of foreign investors was conducted to provide
inputs to the discussions regarding what kinds of
investors come to sub-Saharan Africa, what their
expectations were, what their experiences have been
and what their predictions regarding growth and
future investment are. The results of this pilot sur-
vey covering Ethiopia, Nigeria, Uganda, and the
United Republic of Tanzania entitled "Foreign Direct
Investor Perceptions in sub-Saharan Africa” were
summarized for presentation and possible uses of

* The Network is comprised of Investment Promotion Agencies
(IPAs) from sub-Saharan African countries with ongoing UNIDO
integrated programmes (IPs), UNIDO Investment and Technology
Promotion Offices (ITPOs) and an Advisory Panel from the private-
sector. The current 15 member countries of the Network include:
Burkina Faso, Cameroon, Ethiopia, Ghana, Guinea, Kenya,
Madagascar, Malawi, Namibia, Nigeria, Senegal, United Republic
of Tanzania, Uganda, and Mozambique.

This initiative represents an amalgamation of the investment com-
ponents of the integrated programmes and its membership will
expand with the initiation of new integrated programmes. The
Network also functions as a resource group of IPAs who have
been working with UNIDO and can provide guidance in the design
of UNIDO's country-level programmes. It is also a permanent plat-
form for training, capacity-building and continuous linkage to
UNIDO's worldwide network of Investment and Technology
Promotion Offices (ITPOs).

2 The 11 founding members of AfripaNet are: Burkina Faso,
Cameroon, Ethiopia, Ghana, Guinea, Madagascar, Mozambique,
Nigeria, Senegal, Uganda, and United Republic of Tanzania.

the information for developing promotion activities
were discussed. The member IPAs? unanimously re-
commended that the survey should be conducted for
all member countries on a regular basis. Broadening
the scope of the study would provide high quality
information on the factors that currently facilitate
and encourage FDI flows (as well as those that con-
strain and discourage it) to the region and allow the
IPAs to design more focused strategies.

The main objective is to develop a better under-
standing of issues on the supply side (country
investment conditions) and demand side (foreign
investor motivations and needs) and the role of gov-
ernments and international development agencies in
facilitating the process of supply meeting demand.

Various organiszations and academic institutions
have contributed over the years to developing a bet-
ter understanding of FDI in Africa. This survey
intends to complement these existing insights and
views on FDI in Africa by providing a very compre-
hensive picture of existing foreign investors for 10
countries in the region. Some important findings of
this survey have been translated directly into lessons
and actions for local governments and IPAs in the
countries surveyed, and more in-depth analysis of
specific issues using the data will be conducted and
published by UNIDO subsequently.

The survey was designed to assist national IPAs to
improve their effectiveness and provide information
that could benefit a wider audience. Moreover, the
information obtained would directly assist the future
work of AfrlIPANet and UNIDO in enhancing capaci-
ty at sub-Saharan IPAs. It is anticipated that the
survey will be repeated every two years, covering all
member countries and feeding both time series and
cross-sector data. The survey consists of a fixed set
of questions for profiling foreign investors who have
invested in sub-Saharan Africa as well as their moti-
vations and expectations.

In addition, information will be extracted to:

e Assist in the identification of the subsec-
tors of growing interest for foreign
investors, as well as determine the charac-
teristics of potentially important investor
sub-groups like major exporters, companies
with expectations of high growth and new



investments, operations with high local
content, etc.

e Gjve an indication of the trends in FDI
inflows.

® Determine which IPA services and govern-
ment interventions are most valued by
existing foreign investors and what addi-
tional support and incentives would facili-
tate new investment;

e Reveal which aspects of the country (cost
structures, markets, resources, etc.) are the
most important determining factors influ-
encing the decisions of foreign investors;

® Provide empirical data on stated plans of
foreign investors in the member countries
that indicate the potential flow of new
investment from existing operations. This
could eventually yield a forward-looking
macro indicator of future investment flows
to the region and indicate the most attrac-
tive subsectors for future investment;

® Provide a ranking of the UNIDO integrated
programmes (IP) countries in terms of the
different components of foreign investor
perceptions.

The survey, when repeated over time, would also
provide information at the level of IPAs on the
strategies and techniques that succeed in an African
context. It would also be possible to develop output
indicators and ratings for individual IPAs that would
enable a ranking of their performance and thus influ-
ence the attitudes of their governments, their busi-
ness communities and their client base. They would
also provide information that would guide develop-
ment assistance and donor programmes.

This survey therefore represents the start of a
unique, in-depth and ongoing FDI monitoring
process in sub-Saharan Africa. It will enable African
countries to continuously monitor, evaluate and
improve their investment promotion performance,
leading to enhancement of supply side conditions
according to private-sector needs. Fulfilling these
conditions would increase the regions attractiveness
to foreign investors and hopefully change the pres-
ent inequitable and meagre share of FDI to this
region. African governments will have to take
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responsibility in terms of creating an investment cli-
mate that allows the private-sector to do business
and be profitable. Equally, governments in devel-
oped countries have the responsibility to make trade
and investment work for poverty reduction in devel-
oping countries by removing remaining obstacles.
The results were summarized for presentation at the
second UNIDO — Africa Investment Promotion
Agency (IPA) Network Seminar (AfrIPANet Il) on 2-5
December 2003 in Vienna.

Survey results

An important factor that determines the reliability of
the results of a survey like this one, where the per-
ceptions of the individual filling in the questionnaire
are being tabulated and analyzed, is the decision
making position of that individual in the company.
Of the respondents, 90% were senior line managers,
including 46% that were chairmen, managing-direc-
tors, directors or owners and 43% that were finan-
cial or other senior managers.

The total number of valid respondents to the survey
was 758 enterprises with more than 30% foreign cap-
ital. The survey focus is on manufacturing operations
of foreign companies®. Various non-manufacturing
sectors were excluded from the survey, in particular
mining and small-scale services and retailing.

The survey first focused on putting together a clear
picture of the existing foreign investors in the sur-
vey countries in terms of sector, origin, year of entry,
entry mode, main business activity, company size,
market orientation, etc.

Sectors

The survey found that over 60% of foreign investors
in the region are concentrated in 8 key sector cate-
gories. These sectors are: food and drink (16%), other
chemical products (including paint, soap and deter-
gents (10%), agriculture and tobacco (8%), wearing
apparel (6%) and wood, pulp and paper products,
metal products, machinery and financial inter-
mediation (each 5%).

3 All future references to foreign companies in the survey refer
to companies with at least 30% foreign capital.
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As expected, the majority of foreign investments in
sub-Saharan Africa (82%) were in resource-based or
low-technology sectors.

Recent sector mobility was found in 5 of the 8 key
sectors, particularly wearing apparel. This sector was
followed by agribusiness, food and drink, other
chemical products, and machinery, which show
recent inward FDI activity. The study found that the
inflow of large export-oriented investors in sub-
Saharan Africa has accelerated considerably in
recent years and shows a strong upward trend. One
third of all export-oriented companies was estab-
lished in the region after 2000. In particular, foreign
firms in the wearing apparel sector taking advantage
of African Growth and Opportunity Act (AGOA) con-
tribute to this trend. In the period since 2000, the
wearing apparel sector has taken over the number
one spot from the food and drink sector as being
the most important in terms of new investment proj-
ects in the region.

Combining several of the survey findings led to the
conclusion that wearing apparel and agribusiness
are especially important sectors for sub-Saharan
Africa. They show inward investment mobility, create
a larger number of jobs and contribute more than
other sectors to country exports.

Origin of investment

European Union (EU) companies occupy the num-
ber one spot as the origin of FDI in the target coun-
tries (40% of survey population) followed by African
companies that are the second most important
group of investors in sub-Saharan Africa, both in
terms of number of projects and amount of capital
invested. Companies from South Africa are the
source of one-third of all these African investments.
In total, 75% of all foreign investments in the sur-
vey region have come from these two source regions.
Striking is the fact that two large global economies,
the United States and Japan, are the most important
absentees among the foreign investor population in
Africa. This is in contrast to the position of both
countries as leading foreign investors elsewhere
around the world.

Trend indications show that EU is becoming rela-
tively less important as a source of new investments,

whereas Asia is strongly emerging as a new source
region for FDI. Asian investors do have a relatively
strong presence in a few very specific sectors such
as wearing apparel and other chemical products
(including rubber and plastic products). Although EU
companies are making less greenfield investments in
the region, they remain a major source of new green-
field FDI projects and a major investor in terms of
expansion of existing operations.

Size of investment

The average investor in sub-Saharan Africa is rela-
tively small in size. Small companies and medium
sized companies dominate most sectors. Exceptions
are the agribusiness and wearing apparel sectors
where a large proportion of the companies are large
companies with more than 250 employees.

Overall, 37% of the respondents had a current invest-
ment value below US$ 1 million. One-quarter of the
respondents had an investment value of US$ 10 mil-
lion or more. Particularly companies from the non-
metallic mineral products and basic metals sectors
fell in this category.

Entry mode

Nearly 60% of all foreign investors entering the sub-
Saharan region have done so through a greenfield
investment.  Greenfield entry was the dominant
entry mode in all sectors except pharmaceuticals.
With an overall share of 25% of all investments in
the region, joint ventures are the second most com-
mon form of entry employed by existing foreign
investors.

Market orientation

The survey found a strong orientation towards serv-
ing the domestic and to a lesser extent regional mar-
kets, and a small but rapidly growing contingent of
export-oriented investors serving continental mar-
kets. Looking at some of the regional trade agree-
ments, a sizeable portion of respondents either take
advantage of them or find them an important param-
eter for their business.

Only two sectors stood out with a large share of the
companies exporting over 75% of annual sales:



agribusiness and wearing apparel. These exports
were mainly for the United States and European
market. Other sectors, showing less export intensi-
ty, were mainly focused on serving other African
countries as an export market.

Investor motivation and perceptions

In addition to profiling the typical investors coming
to Africa, the survey also explored the motivations
of these investors for coming to the region in the
first place. The large number of recently arrived
investors in the survey population has contributed
to the quality of the survey results in terms of iden-
tifying investor’s motives for coming to the host
country and the decision process that led to the
choice. Representatives of companies that have
been in the region for a long time may not know the
original rationale and decision process.

The survey results confirm the well-known pattern of
predominantly market driven and resource-based
investments going into Africa. Overall, in terms of
market focus, the local market was considered most
important followed by the regional market, which
appeared much less important. Overseas markets
were considered least important.

An important deviation from this pattern is the new
inflow of export-oriented investments in Africa that
want to take advantage of trade agreements. In par-
ticular, AGOA is generating a considerable and grow-
ing inflow of FDI that would not otherwise come to
Africa without the existence of this agreement. Since
this is a recent phenomenon, little can be said about
the sustainability and long-term potential of these
investors. Future surveys will certainly pay close
attention to monitoring the impact of AGOA and
EBA in terms of FDI inflows in the region.

In addition to understanding the key drivers for for-
eign investment in sub-Saharan Africa, the survey
also focused on understanding the criteria foreign
investors use to determine the final country location
for their investment. For both governments and IPAs,
it is important to fully understand the factors that
can attract or deter foreign investors to a particular
location.

Contrary to the situation in the more developed
economies like Europe, foreign investors in sub-
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Saharan Africa put a very strong emphasis on gen-
eral business climate conditions. Political stability
and economic stability were the most important fac-
tors to foreign investors in their country evaluation.
These were followed by five other important consid-
erations: country legal framework, investment cli-
mate transparency, quality of infrastructure, low
labour cost and skilled labour availability.

Factors such as local incentive package and avail-
ability of local suppliers or raw materials, govern-
ment agency support services and quality of life were
only of secondary importance overall, although this
could vary between the sectors and different sub-
groups of foreign investors surveyed. In general,
large exporters, for example, put more emphasis on
resource availability and cost issues.

Analysis showed that there is particularly strong
competition for an investment project between
neighbouring countries. About 30% of the foreign
investors in the survey were evaluating more than
one country location and looking at critical location
factors before their establishment in the current
location. Large export-oriented companies some-
times indicated that other country locations outside
Africa were considered as potential alternatives.

The survey also confirmed a key finding from the
pilot survey that private-sector contacts are the most
important source for potential investors in terms of
creating awareness of investment opportunities in a
country. Two-thirds of the foreign investors indicat-
ed that they were made aware of the investment
opportunity through business related contacts,
including one-third indicating existing investors in
the country as the main source.

Direct contact by the IPA created awareness about
the opportunities only for 10% of all the respon-
dents. This was an important finding and very use-
ful in terms of the objective of this study: develop-
ing effective but low-cost investment promotion
strategies.

Valued IPA services and IPA performance

The survey also identified the services investors
would like to receive from investment promotion
agencies during the investment decision-making
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process and to facilitate the investment implemen-
tation after a decision has been taken.

Registration of investors would appear to be the
most significant service provided by the IPAs in
Ethiopia, Madagascar, Uganda and the United
Republic of Tanzania. In all other countries surveyed,
investor registration was a much less common IPA
activity.

Another interesting finding is that more than 85% of
the companies that did register with the IPA, also
requested other IPA services. This compared to only
25% of the companies that did not register with the
IPA. This seems to indicate at least a functional role
for the registration process in bringing the IPA into
early contact with investors and increasing the sup-
ply of services. Until better structures for bringing
potential investors into early contact with the IPAs
are in place, this may be a practical alternative.

Generally speaking, over 90% of the companies that
did register with their respective IPAs rated the
process as being good to excellent. Nearly half of
this group found the registration process extremely
useful in obtaining taxation and other benefits.

This finding has important implications for the role
of IPAs in the registration process. It proves that
investors in countries where the IPA is less involved
in registration are likely to obtain fewer other ben-
efits and support from the host country.

Another interesting finding was that out of the 10%
investors that were made aware of the investment
opportunities in the country by the IPA, more than
90% requested additional services from the IPA in
the pre- and post investment stage. Both findings

seem to suggest that investors are willing to work
with the IPA and use its services but are often
unaware of the existence of an IPA or its support
services.

Investors normally seek the assistance of national
IPAs on issues other than certification. The survey
asked a wide range of questions on these other
issues and encouraged investors to indicate the serv-
ices they themselves sought from IPAs.

Pre-investment services requested by more than 75%
of the foreign investors were:

® [nformation on taxation and incentives

¢ Information on doing business in the coun-
try (includes information on required per-
mits and procedures, labor regulations,
etc.)
® Information on investment climate condi-
tions (includes e.g. political and economic
stability, legal framework, etc.)
¢ [nformation on costs of doing business in
the country (including labour costs, prop-
erty costs, utility costs, etc.)
e Information on import/export regulations
and tariffs
Overall the organization of a fact inding trip and the
introduction to potential partners were considered
least important by foreign investors.

Post-investment services that were important to
more than 75% of the foreign investors to facilitate
their investment implementation included:

e Company registration and licensing
® Obtaining permits
® Incentive applications
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Figure A. Evaluation of importance versus quality of services investors did request or use from IPAs

in the pre-investment phase
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The study found that pre- and post investment serv-
ices most important to foreign investors were pro-
vided best by the IPAs. However, a large group of
foreign investors still found these and other servic-
es not provided or not provided well. This points to
the need for the expansion of IPA services to foreign
investors as well as the enhancement of the quality
of the services provided.

The study found that incentives most desired by for-
eign investors were the ones most difficult to obtain.
Incentives were considered an important location
factor by about half of the foreign investor popula-
tion. Incentives most desired by foreign investors
were duty exemptions and taxation reduction.

Foreign investors provided very positive feedback on
how they felt important business climate conditions
in their location have changed since they established
in the country. Overall, the picture for the region
showed that foreign investors found all important
location decision making factors had mostly devel-
oped in a positive direction. Particularly factors such
as political stability, local suppliers, skilled labour
availability and local market conditions have gener-
ally improved. Economic stability, one of the most
important factors in location selection, was men-
tioned most frequently as having deteriorated.

Investor performance in relation to expectations, an
important indicator on future investment prospects,
revealed that 60% of the investors found that their
investment had performed in line with or above
expectations. Country specific analysis revealed that
especially in Burkina Faso and Senegal a large share
of the investments performed in line with or above
expectations.

Favourable market conditions were the primary fac-
tors responsible for positive evaluations of the
investment performance according to the investors.
This is not surprising given that a majority of the
investors’ motivation and orientation is local market
seeking as described earlier. Other positive influ-
ences included labour costs being less than expect-
ed. Among the main factors negatively influencing
investment performance were: market developments,
political and economic instability, transport and
infrastructure issues, and taxation issues.

Sectors with more than 50% of the investments per-
forming below expectations are textiles, wearing

apparel, pharmaceuticals and transport equipment.
This is very significant since these are some of the
most export intensive, high employment generating
or high technology content sectors. This leaves indi-
vidual countries with an important task to identify
and address the issues causing these investments to
underperform in sub-Saharan Africa. Sectors per-
forming particularly well in sub-Saharan Africa are
agriculture, basic metals, base chemicals and finan-
cial intermediation.

Economic impact and future
outlook

It is not only important for countries to attract FDI,
but equally important to make sure that potential
positive externalities materialise in the country. One
of the areas the survey looked at was the local sourc-
ing of inputs. Overall local sourcing of inputs was
relatively low with nearly 30% of the investors indi-
cating that less than 10% of the total value of the
final product was sourced locally and two-thirds say-
ing that less than 50% was sourced locally.

A relatively high percentage of the large export-ori-
ented firms were sourcing more than 75% of their
final product value locally. Particularly agriculture
(obvious) and food and drink companies were in this
category. Large export-oriented firms in the wearing
apparel sector, however, are still sourcing most of
their inputs elsewhere. Since this sector is growing
fast in terms of inward FDI, there seems a potential
to be leveraged by local IPAs in terms of introduc-
ing these companies to local supply opportunities.
The results of this survey and other existing research
suggest that over time companies tend to develop
more local input linkages.

Other local business links of foreign investors main-
ly consists of contacts with the chamber of com-
merce and local sector or industry organisations.
Links with universities, research institutes and aca-
demic institutes were mainly developed by resource-
based industries, such as the agriculture sector.

The survey findings in this area will help IPAs in
defining after-care targets and potential linkages to
be established between different categories of new
investors and the host country.



On average the future growth outlook of respondents
was quite positive. Around 80% of the companies
expected sales to grow and more than 50% of the
companies expected employment growth over the
next three years. A relatively large proportion of the
large exporters anticipated global sales to grow by
more than 20% annually. This seems to indicate that
even though many exporters have performed below
their original expectations, they are optimistic about
future growth. The agriculture sector will be the
most important job creator among key sectors of
existing investors.

The survey tracked future investment plans by ask-
ing the investors their preferred location for future
investment. Only half of the investors responding to
the question were satisfied with their existing loca-
tion, whereas the other half would prefer another
country location. The commitment to current loca-
tion was highest in Mozambique and lowest in
Madagascar. Other countries mentioned were neigh-
bouring locations in most cases. Overall, South
Africa was by far the most preferred alternative loca-
tion option.

This is a finding of great importance. As shown in
the report, existing investors play a critical role in
encouraging new investors in making decisions on
new investment locations.

The survey asked investors to indicate the future lev-
els of investment planned over the next three years
in their existing location (in addition to depreciation
or replacement investments). More than 75% of the
investors were planning a new investment. Across
the 10 countries, existing investors planned invest-
ments worth between US$ 1.6-3.1 billion over the
next three years. This amount corresponds to the
annual average of inward FDI for the 10 countries
based on official inward FDI statistics. Total FDI
inflow in the survey countries could be significantly
higher since these figures do not include potential
investments from other current foreign operations
not covered by the survey or new investors.

Performance in the past appeared to be a good indi-
cator for future investment and growth expectations.
Respondents with an investment that has performed
above expectations are more likely to invest more
and create more new jobs compared to investors
that evaluate their recent investment performance
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less positive. This is a finding of great importance.
Not only are these investors of great importance to
the country in terms of new capital investments and
jobs, but as shown before, happy investors are also
an important channel for creating positive awareness
about the investment opportunities in the country.
This has important implications for the priority and
depth of the relationship IPAs need to establish with
these investors.

A significant feature of the survey is that it is able
to produce data on investor intentions on an indi-
vidual firm basis. This is of importance from the
point of view of national IPAs. As will be pointed out
later, it enables them to focus promotion efforts on
the identified leading firms and sub-sectors. This is
a relatively inexpensive but a most effective way to
focus promotion resources for maximum efficiency.

Implications and key conclusions
of the survey

IPAS

The survey provides empirical evidence to assist IPA
boards and chief executives to convince policy mak-
ers about the imperative to give more attention and
resources to maintaining a satisfied base of existing
foreign investors. IPAs need to develop strategies
and structures to build and nurture excellent rela-
tionships with the existing FDI community and affil-
iate organizations such as chambers of commerce,
industry bodies and academic and training institu-
tions. All the indicators emerging from the survey
point to the fact that IPAs would greatly improve
their immediate effectiveness if they pursued this
course of action.

The data regarding the future investment intentions
of existing foreign investors in each country presents
an ideal starting point for this exercise. Providing
whatever assistance they can within their authority
would be an ideal way for IPAs to construct a mutu-
ally beneficial relationship with existing investors
and unlock this potential. The data can also be used
by the IPAs to show policy makers the extent of con-
crete new investment potential and what needs to
be done to realize this potential. It represents a bet-
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ter formulated argument for what governments need
to do to attract the FDI they programme into their
plans and projections.

This approach has further implications for the man-
ner in which IPAs should be structured and managed
in order to give priority to the existing investor base.
Appropriate structures and relationship manage-
ment programmes, which facilitate and encourage
this process, need to be put in place.

A second important conclusion of the survey points
to the important role of an IPA as an investment cli-
mate “watchdog”. General investment climate con-
ditions, such as political and economic stability,
transparency and legal framework are very important
location factors to foreign investors when selecting
a location in sub-Saharan Africa. Countries that are
most successful in “getting their basics right” will be
most attractive to these foreign investors. Policy
advocacy is therefore of crucial importance and
should be a key function within each IPA. The results
of this survey, in combination with the close con-
tacts to be developed (as indicated in the previous
paragraph) with existing foreign investors, should
provide IPAs in each country with sufficient input for
setting priorities in business climate improvement
needs.

Another important conclusion of the survey pointed
to the need for IPAs to get involved with investors
at an early stage. It appears that there is more scope
for providing a broader range of services and con-
sequently a tendency to have a larger proportion of
satisfied investors. Nearly all the investors that were
made aware of the investment opportunity in the
country by the IPA and/or investors that got in touch
with the IPA during registration and certification
found this initial contact very useful for also using
other IPA services and obtaining incentives and
other benefits.

The survey also pointed to one other relatively low-
cost promotion channel that is not fully exploited
by many national IPAs. This is the significance attrib-
uted to seminars and inward investment missions.
These can be low-cost operations that, on the basis
of the survey data, produce significant results.

The survey did not indicate any great promotional
benefit arising from the internet. This may be due

to the fact that most African IPAs have not yet inte-
grated the internet into their investment programme.
Nonetheless, this is a potentially low-cost and effec-
tive promotional tool that should be explored by
these IPAs.

The overall implication of the survey is not that
investment promotion in foreign markets should be
abandoned. The influence of IPAs in creating aware-
ness for future FDI should be increased where pos-
sible. IPAs should prioritize their promotion efforts
on existing investors and use the product knowledge
gained to approach the more difficult task of pro-
motion abroad. Promotion to overseas companies
should be targeted using some of the indicators
coming out of the survey regarding source countries,
motivations, size, market preference, etc.

There is great interest among investors in using IPA
services, however many of them seem simply not
aware of the service offering. IPAs should therefore
create more awareness among potential investors
through linkages with other national bodies involved
in various aspects of investment promotion, facili-
tation and administration.

Survey results show that the most important servic-
es that could help investors expand in the country
once they are established mainly include incentive
related support, such as obtaining duty exemptions
and other fiscal incentives, as well as accurate infor-
mation on specific industry or business climate top-
ics.

By studying, for each country, the specific require-
ments of investors who indicated what it would take
for them to substantially increase their investments,
the IPA could not only generate new investments
from them but also determine where it has to
improve service delivery and facilitation to influence
investment decisions of broad categories of
investors.

National governments

In general terms the findings of the survey for
national policy makers are rather positive. A good
share of the existing investors reports a reasonable
level of satisfaction with the performance of their
investment. Also a majority feels that the overall



investment climate has been improving since estab-
lishment and a majority is planning on further
investments.

The survey pointed clearly to the fact that the
domestic, as distinct from foreign markets, was the
prime orientation of the existing FDI base in each
country. However, the study also found that a small-
er but quickly growing number of export-oriented
companies is investing in the region. Recent trade
agreements are luring these new export-oriented
investments, in particular the AGOA trade agree-
ment, and attracting an increasing number of
investors keen on serving the United States market.

Location factors that influence the investors' deci-
sion regarding the location of investment reveal the
high importance of an attractive and stable invest-
ment climate. Governments that take improvement
of the political, economic and legal aspects of the
investment climate most seriously will be among the
most attractive locations for foreign investors. The
survey results confirm the importance of efforts that
have been made until now in most countries and
should be a strong encouragement to continue
enhancing the basic investment conditions in each
country.

However, it is clear that there is much work to be
done. The study pointed to several key areas requir-
ing continued government attention these were:

e Governments should remain focused on
enhancing general investment climate con-
ditions including improvements in laws and
enforcements of protection of life and prop-
erty, flexible labour laws, swift liquidation
and debt recovery.

e Regional and global trade agreements are
considered important to existing investors
and are offering good opportunities for
attracting more FDI into the region. Survey
results support the case for sustained gov-
ernment commitment to further economic
integration at both the regional and global
level.

® |n addition to market conditions, current
incentive schemes provided to the investor
play an important role in future investment
plans of existing investors. Particularly for
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the fast growing contingent of export inten-
sive investors these factors are very impor-
tant. Governments should focus on design-
ing competitive, win-win incentive policies.

e There is a clear responsibility for govern-
ments to ensure that national IPAs are
receiving sufficient resources to be able to
deliver at least the most important servic-
es requested by existing and potential
investors. Without having full support from
the national government, agencies are
unable to harvest existing market opportu-
nities and deliver services according to for-
eign investors’ demands and expectations.

The survey enables governments to benchmark and
monitor its performance on various aspects of the
investment climate and other investor perceptions.
It also helps governments to assess how much it
needs to invest into the investment promotion
process. The survey indicated that the services being
provided by IPAs are important to foreign investors
and they are generally ready to interact with the IPA
if they deliver value added services.

Finally, the data obtained on the future investment
plans of the firms surveyed should also be seen as
extremely valuable from the point of view of nation-
al governments. In most developing countries, such
data is completely lacking due to defects within the
national statistical services and lack of resources
among the IPA (or their recognition among the exist-
ing foreign investor base) to successfully conduct
such large-scale research.

International Development Agencies

Most development agencies attach a high level of
importance to the role of FDI as an agent of growth
and prosperity. Yet sub-Saharan Africa is the least
successful region in attracting the range of FDI that
could support its development. Research into
investor motivations and future investment plans as
well as the IPA support services required by foreign
investors on a country-by-country basis will help
development agencies in planning and designing
future assistance programmes.
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Much of the International Overseas Development
Assistance resources have been dedicated to
spurring and sustaining growth through private ini-
tiative. The results of the survey and subsequent
analyses that will be carried out will provide the
opportunity to conceive and design targeted inter-
ventions that can potentially deliver the most impact
per donor dollar.

Comparative data benchmarking countries and sub-
sectors in terms of FDI performance and expecta-

tions adds a new dimension to the variables donors
and development agencies used for targeting funds
and programmes. Finally, through the trends and
time series analysis it would be possible to see
where progress is being made and where perform-
ance needs to be improved. This would also provide
performance measures that indicate successes or
failures of assistance programmes and suggest
where corrective action may be required at any stage.



Introduction

The last two decades have witnessed rapid economic transformations accompanied by an
unprecedented pace of technological innovation, liberalization of trade and globalisation of
the world economy. Governments and enterprises of industrialized countries invest mas-
sively in R&D activities in order to bring about new processes, products and services as a
way of overcoming competitive pressures, generating wealth and sustaining growth.
However, apart from some exceptions, developing countries have neither financial resources
nor the knowledge base to develop competitive technologies and achieve a fair share of the
international trade to alleviate the poverty of their populations. This reality becomes more
striking when we think of the countries in Africa and the LDCs. Foreign direct investment
(FDI) is perceived as indispensable for the growth of developing countries in view of its
multiple impacts. It is expected to bring skills and know-how leading to improved efficien-
cy in the use of resources. Data on the net FDI inflows is given in the table below.

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Industrialized

117,382.93 122,015.46 151,617.85 150.001.48 223,928.91 243,524.51 297,754.99 510,904.07 887,187.17 1,231,475.60 588,323.13

Countries?

North Africa 799.46 1,505.22  1,604.37  2,160.08 847.85 81621  1,249.08  1,956.47 1,669.65 2,388.98 574.00
Central Africa® 641.58 444.20 227.31 109.37 296.30 69.85 103.01  1,267.76 2,316.77 25.95 N/A
Western Africa® 945.24 850.02  1,542.76  2,383.66  1,627.08 2190.99  2,342.01  1,652.79 1,694.44 216.20 N/A
Eastern and 334.45 314.15 42.17 434.25 941.95 942,00  1,191.96 1,510.04 1,420.17 987.91 N/A

Southern Africa’

Latin America®

12,930.77 15,073.16  13,773.63  28,625.18 30,039.29 43,724.19  65,610.72 73,439.63 87,843.3 74,813.40  52,981.90

West Asia and
Europef

2,154.29 2,754.58 3,236.51 1,984.01 204.51 3,050.83 5,565.23 7,366.45 3,316.57 1,674 09 5,661.23

gg:tthAgggd 19,266.70 24,600.07 44,357.25 54,555.74  62,521.31 74,866.21 82,873.44  87,607.06 93,042.73  124,607.38  31,643.67
Total Region 154,455.42  167,556.85 216,401.85 240,253.78 319,998.17 369,184.81 456.680.44 685.704.27 1,078,490.82 1,436,189.51 679.183.93

Amounts in US$.

SOURCE: UNIDO Statistics compiled from International Finance Statistics (from International Monetary Fund) according to UNIDO List of countrles and
areas included in selected groupings in the International Yearbook of Industrial Statistics 2002

Data for Tajikistan, Uzbekistan and Federal Repubilc of Yugoslavia not available in IFS database.

Data for Democratic Republic of the Congo, Sao Tome and Principe not available In IFS database.

Data for Guinea-Bissau not available In IFS database.

Data for Reunion not available in IFS database.

Data for Bermuda, British Virgin Islands, Cuba, French Guiana, Guadeloupe, Martinique, Puerto Rico not
available in IFS database.

Data for Iraq, Lebanon, Qatar, United Arab Emirates not available in IFS database.

Data for Bhutan, Brunei, Darussalam, French Polynesia, New Caledonla not available in IFS database.

a0 o s

@ -

” Data not available.
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The sub-Saharan countries included in the survey
show a steady pattern in inward FDI flows* as shown
in Figure 1 below (average US$ 2.4 billion per year)
and particularly in their share of global FDI (0.3-4%).

Figure 1. FDI inflows in Africa and the
10 survey countries
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The potential benefits that FDI brings to economic
development have been extensively researched and
published. The main benefits offered by foreign
investors relate to employment- and income-gener-
ation, exports, forward and backward linkages with
domestic firms, transfer of new skills and technolo-
gy, etc. The relatively poor performance of the
African continent in attracting a better share of FDI
implies it has not been able fully to exploit the
potential of FDI for achieving basic development tar-
gets such as increased productivity, sustained
growth, and the alleviation of poverty.

There are considerable challenges that developing
countries and their policy makers have to face with
regard to FDI promotion. Different forms of FDI have
different impacts in such areas as labour market,
(and segments within the labour market), produc-
tivity, trade, education, technological innovation,
and so on.

Developing countries need FDI and compete for it.
FDI has costs and effects that have to be the sub-
ject of scrutiny by host governments. From the
investors’ perspective there are expectations of profit
that have to be balanced against the perceived risk,

4 Figures from the UNCTAD World Investment Report 2003.

which means the host country has to provide a cli-
mate of confidence for business

In the past, African countries, in common with those
in other developing parts of the world, have been
advised by multi-lateral development agencies and
donors alike that they should improve the quality of
their "product”. In practice, this required achieving
macro-economic stability, liberalising trade and gen-
erally removing barriers within their economic, polit-
ical and administrative systems which created the
disincentives to FDI.

Along with this, African countries were also encour-
aged and supported to set up Investment Promotion
Agencies (IPAs) with the resources needed to "mar-
ket” their attractions and smooth the way for incom-
ing investors. These initiatives proved insufficient on
their own to produce any great change in the com-
petitiveness of African countries in the marketplace
for FDI. This has been recognised by development
agencies, who suggest developing countries need
further to expand their approach to Investment
Promotion by taking a more focused approach to the
marketplace. This is often referred to as "Third
Generation Promotion Policies”.

The third generation of investment-promotion poli-
cies proceeds to target foreign investors at the level
of industries and firms to meet their specific loca-
tion needs at the operational and cluster level in
light of a given country’s economic development
priorities. A critical element of such investment pro-
motion is to improve and market particular nation-
al locations to potential investors in specific fields
of activity. However, such a targeted approach, espe-
cially the development of location "brand names”, is
difficult, entails considerable financial and human
resources and takes time. It requires fairly sophisti-
cated institutional capabilities.

IPAs are being advised to make a radical change in
their strategic approach to the marketplace for FDI
and adopt "best practice” promotion techniques
which have succeeded for their better-resourced
counterparts in the developed world, especially in
Europe. To achieve this, IPAs will need to deepen
and improve their "product knowledge” of operating
conditions for FDI in their own country. This involves
obtaining a good understanding of the on-the-
ground experience of existing foreign investors, their



satisfaction levels, need for IPA support services,
future investment plans and the competitive advan-
tages they have found within the country. In addi-
tion, IPAs need to obtain a clear understanding of
their own role in the investment- promotion process
and how they can better serve the needs of existing
and incoming investors.

There has been little research at the company level
on the actual experiences of FDI investors or on the
relationship between investors and local IPAs in
African countries that would provide answers to the
issues raised above. As a result, there are wide gaps
in the knowledge of investors’ actual experience on
the ground and what exactly needs to be done to
improve the investment climate for firms on a coun-
try-by-country basis. This information is critical for
national governments, international development
agencies and IPAs in developing appropriate policies
for encouraging FDI. This survey makes a contribu-
tion towards bridging this knowledge gap by bring-
ing insights to the above-mentioned issues.

A perennial problem facing IPAs in African countries
and their governments alike is the lack of resources
for FDI Promotion. Unlike their counterparts in
developed countries in Europe, African IPAs do not
have the means to package and promote their "prod-
ucts” to the investment community. More impor-
tantly, African IPAs need to develop the wherewith-
al to influence policy making to overcome the
government and market failures that keep their
"product” outside the margins of international pro-
duction networks and capital flows.

The high-cost model developed in Europe, which is
frequently used as a reference frame, is beyond the
means of many developing countries, especially
Least Developed Countries (LDCs). This does not
mean that many features of these “wealthy and
developed” agencies are irrelevant. Many of the tech-
niques developed are valid and must be aspired to
by all IPAs. However, the techniques and practices
need to be modified and adapted to cater for the
realities that confront IPAs in Africa.

In order to focus their limited resources, African IPAs
need to obtain a better insight into economic
impact, growth prospects and after-care needs of
specific groups of foreign investors. This requires
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an analysis of different categories of investors in
order to be able to synchronize priorities and
resource allocation with national development
goals.

UNIDO is in a position to play a key role in address-
ing and seeking solutions to these and related
issues. By virtue of its close cooperation with African
IPAs and broad based presence in integrated pro-
gramme countries, UNIDO has the means to devel-
op and test new approaches and cost-effective ini-
tiatives that would expand the range of options open
to these IPAs.

This survey of 10 African countries is a follow-up to
the pilot survey conducted in 2001 in Ethiopia,
Nigeria, Uganda and the United Republic of
Tanzania. It needs to be placed and viewed in the
much broader context of the Organisation’s pro-
grammes to assist economic and social development
in sub-Saharan Africa. There are currently 18 ongo-
ing integrated industrial development programmes
in the region. These programmes cover a wide range
of development issues and most of them include a
major component relating to FDI and skill-develop-
ment at local intermediary institutions.

The survey’s objectives

It is hoped that by providing better information on
such pertinent issues as the motivation of foreign
investors, their satisfaction levels with their current
investments, their needs in terms of IPA services at
various stages of the investment, understanding of
the specific barriers to investment expansion and
commitment to their existing locations and future
investment plans, the survey will contribute to a new
understanding for developing policies that would
encourage future FDI flows to each country. Research
on the role of local IPAs in facilitating FDI in each
country surveyed is intended to get a better appre-
ciation of how they perform and contribute to the
overall process.

The ultimate aim is to produce the survey on a bi-
annual basis to provide high-quality information on
the factors that currently facilitate and encourage
FDI flows to sub-Saharan countries and to explore
the effects of FDI on development goals. The survey
is also intended to provide precise information on
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the role of national IPAs in this process and con-
tinuously to gain a better understanding of the
strategies and techniques that actually work in the
context of sub-Saharan Africa.

The survey’s objectives can be organized by the three
key players involved in investment promotion in
Africa:

In relation to existing foreign investors, the survey
aims at developing a better understanding of:

e Who the typical investors are in sub-
Saharan Africa, in terms of sectors, size, ori-
gin, operations, entry-mode, etc. of existing
foreign investors.

e What motivates them to invest in sub-
Saharan Africa?

® The services and support they require from
the host country at various stages of the
investment process.

® Their experience with the local IPA and the
quality of services provided.

® The economic impact these investors have
in a country and how this impact varies
between different categories of investors.

® Their perceived performance of their exist-
ing investment in the country and their
short-to-medium term investment inten-
tions in the region (foreign investment out-
look).

To determine, in relation to Investment Promotion
Agencies (IPAs):
® How these agencies can make an increased
impact in terms of attracting and retaining
investment in the short term.

® The perceived benefit and performance
according to foreign investors and identify

the main service areas offering opportuni-
ties for performance improvement.

® The support requirements of investors for
undertaking new investments.

® Facilitate benchmarking on the type and
quality of services provided by African IPAs,
and progress made in enhancing FDI pro-
motion capacity.

® Provide insight to IPAs as to which mecha-
nisms have favourably influenced FDI deci-
sions and which have deterred FDI.

e Support the development of comprehensive
strategies and focused Investment Pro-
motion Programmes to maximise IPAs’ eco-
nomic development results.

In relation to National Governments, International
Development Agencies and other Donors:

® To uncover government and market failures
in the African FDI landscape and how to use
the survey results in providing guidelines
for FDI policy development and the organ-
isation of FDI promotion to governments.

e To understand the economic impact of FDI
and how to leverage existing FDI to the ben-
efit of the domestic private-sector and
economy.

e To provide guidance to donors and devel-
opment organizations on the added-value
of assistance programmes focusing on
increasing the flow of FDI into Africa.

The survey was conducted in the 10 countries
between June and September 2003. The final results
and analysis were presented at the UNIDO Africa
Investment Promotion Agency Network’s annual con-
ference held on 2 - 4 December 2003 in Vienna.



Survey methodology

Data collection method and timetable

This first full-scale survey among the 10 sub-Saharan AfrIPANet countries greatly benefited
from the experience and lessons learned from the pilot survey conducted for four countries
in 2001. In survey design as well as organization, the pilot survey proved to be a solid basis
and provided valuable experience in implementing the survey in the 10 countries.

The survey was organized through the UNIDO offices in the respective countries, utilizing the
networks established in the course of implementing the integrated programmes (IP). National
consultants recruited through the UNIDO Representative’s office undertook the task of distrib-
uting the questionnaires. Their responsibilities were the briefing of the targeted respondents
on the objectives of the survey, walking them through the questionnaire to ensure that the
respondent understood everything and returning at an agreed date to pick up the completed
guestionnaire. The respondents were given several days to complete the questionnaire. The
guestionnaire was designed to be completed in as little as 20 minutes if data such as employ-
ment, revenue and manufacturing value added were readily available. In some countries where
it was impossible to cover the territory for delivery and pick-up, some regions were covered by
sending the questionnaire by courier and briefing the respondent by phone. This method-
ological approach ensured the possibility of high numbers of returned questionnaires.

The IPAs were kept out of the survey process as much as possible to maintain the confiden-
tiality (except in one country where there is no UNIDO office and the IPA assisted in select-
ing and briefing the consultants). In most countries UNIDO offices were responsible for the
selection and briefing of the national consultants and for supervising their work.

Data-collection took place over four months from June to September 2003. The schedule
required that questionnaires be returned and analysed before October to enable the final report
and results to be presented at the UNIDO — Africa Investment Promotion Agency (IPA) Network
Seminar in Vienna in December 2003.

Selecting the sample

In selecting the convenient sample for the survey, a similar approach to the sample selection
for the pilot survey was used. It was decided that desegregation of samples by sector and firm
size (either employment- or sales-based) should not be done for this survey to keep sample
sizes to manageable levels. However, it was decided that the questionnaires would seek infor-
mation for each company on their business sector, number of employees and current sales lev-
els, that broad indications of their distribution could be obtained from analysis of the survey
results. Another compelling reason for not performing any desegregation in terms of sample
was the lack of reliable and comprehensive data on the total population of foreign investors
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in each country, including sector and size character-
istics.

Target population and
target respondents

As stated earlier, the survey’s central objective was
to develop an in-depth understanding of foreign
investors’ perceptions and motives for investing in
sub-Saharan countries, their experiences in the host
country, the economic impact of those investments
and their potential for future investment. Once this
understanding has been acquired, the results will
serve as input for assessing institutional develop-
ment needs among individual IPAs in the survey
countries for the benefit of policy design.

The initial list of companies to target for the survey
was put together from a variety of sources. Primarily,
these were the IPAs (list of foreign based companies
registered with the IPA), local and international
Chambers of Commerce, embassies of countries
known or suspected to be major source of FDI in the
country, Manufacturers’ and other professional asso-
ciations, Registrar of Companies and other country
specific sources. The list was sifted through to elim-
inate pure mining companies, small pure retail trade
businesses and small hotel/restaurant businesses
and concentrated on manufacturing companies that
were located in easy-to-reach regions. The reason
for opting for this selection rather than adhering to
a random selection was to keep the analysis clean
of the concerns and motivations of investors in sec-
tors that are known to have particular issues that
differ from those investors in manufacturing.

The total number of 2195 questionnaires sent out
equalled the total number of foreign investors
selected in each country. The number of returns was
818 representing an overall response rate of 37%.
The average response rate per country is considered
an excellent response rate for surveys of this type.

Although overall response rate was excellent, some-
times not every individual question was filled out by
the respondents. In subsequent analysis, the ‘no-
response’ category per question has been excluded
and does not show in all graphs or tables in this
report. Therefore, the number of useable returns

was 758, representing a usable response rate of 35%.
This figure surpasses most others in empirical stud-
ies of this type.

Since this was primarily a perception survey, it was
considered very important to ensure that the high-
est-possible data quality be returned. The question-
naires had to be obtained from the most senior man-
agers possible in each company. The views and
experiences of the principal decision makers were
essential. The survey was very successful in this
respect. More than 90% of respondents were senior
line-managers (such as Managing Director, Market-
ing Manager or Financial Controller) or higher. Table
1.1 below sets out the distribution of the positions
of respondents for the pilot survey.

Table 1.1 Distribution of respondents by position
within the company

Percentage
Chairman, Managing Director or Owner 35
Director, Company Secretary 11
Senior Manager (except financial) 26
Financial Manager 17
Assistant, Analyst, PA, Secretary, etc.
Consultant, Specialist Advisor, etc.
Accountant
Total 100
Sample size

Statistical rules do not necessarily demand a sam-
ple size that represents a fixed proportion of the
total population size. The sample size formula for a
survey of a large population that does not contain
a population-size factor is defined by the equation:

Respondents required No = 1 / acceptable error?
(Formula 1)

In the case of smaller populations, an additional fac-
tor can be used to reduce the sample size further.
So for an acceptable error of plus or minus 10%, the
number of respondents required = 1/0.12 = 100.
Similarly, for an acceptable error of +/- 5% or +/- 3%



the number of respondents required is 400 and just
over 1100 respectively.

Following consultations, it was decided to aim for
an accuracy of +/- 3% to 4%. For a larger population,
the above formula would have required between
1111 and 625 returned questionnaires. However,
based on the results of extensive data-collection on
foreign investors in each country, the foreign
investor population in the survey countries was esti-
mated at less than a thousand.

Corrected sample Number Nc = No /(1+ No /P),
where No is the sample determined by Formula 1
above and P is the population of foreign investors,
as per the country IPA (Formula 2).

Table 1.2 below sets out the desired sample size, the
actual number of companies surveyed and the
resulting accuracy obtained as per Formulae 1 and
2.

The pilot survey stressed the importance of the IPAs
ensuring that their investor list was fully up-to-date
and had accurate contact details. The initial lists
provided were found to contain some incomplete or
out-of-date data and required additional work by the
local UNIDO office, IPA and local consultants to
ensure a representative sample was eventually
obtained. Despite these difficulties, acceptable final
accuracy levels were obtained for the survey.

Table 1.2. Survey responses (percentage)

Country Surveys Surveys Response
Sent Returned Rate
Kenya 304 92 30.2
Tanzania 226 101 44.7
Madagascar 229 89 38.9
Nigeria 300 88 29.3
Ethiopia 90 70 77.8
Burkina Faso 183 59 32.2
Mozambique 228 99 43.4
Cameroon 165 60 36.4
Uganda 166 95 57.2
Senegal 304 65 214
Total 2195 818 37.3

SURVEY METHODOLOGY

Procedure for selecting
companies for the sample

The country IPA provided an alphabetical client list
of foreign investors to UNIDO for selection of the
sample list. UNIDO in turn issued the final list,
including company contact information from the var-
ious other sources to the selected consultants.

As many companies as possible were identified for
inclusion on the sample list to obtain a maximum
coverage of foreign investors per country. The main
focus was on foreign owned companies (more than
30% foreign ownership) with manufacturing opera-
tions in the country.

The requirements for selection of the local consult-
ants included experience in conducting surveys in
the country in question (and in particular experience
with the pilot survey).

Questions and layout of the
questionnaire

Question selection

The questions were selected to ensure that the
objectives set for the survey would be fully achieved.
The pilot survey questionnaire was used as a solid
base, but changes and additions were made to the
pilot survey questionnaire as appropriate. The full
set of questions is given at the end in Annex I.

The priority criteria for the questionnaire were that
it be short, easy to complete and have validity and
reliability. It was designed to capture both the per-
ceptions of the investors about the host country and
the national IPA as well as information about their
motivations, decision making process, performance,
impact on the economy and their future intentions
about further investment and expected growth.

Layout of the questionnaire

The variables in the questionnaire were laid out in
eight short sections. These are:

e Profile of the company and operations in
the host country
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e Motivation for original establishment or
recent major new investment

® |nvestment and operating experience in the
host country and with the IPA

e Economic impact in the host country
e Future outlook

e Additional Questions (how they would
make their location decision if they could
make it all over again)

® Closing questions (if they would like to
have their answers made known to the IPA
and if they would like to be contacted by
the IPA)

e Contact details

Two language groups occurring in the 12 countries
— English and French — were used.

Most of the information was to be gleaned by sim-
ply checking boxes to indicate a position on a Likert
scale. For example:

What level of new (i.e. in addition to depreciation
replacement) investment are you planning to make
over the next three years in <Country>? (amounts
are in US$).

<100k 100-500k 500k-1m 1m-5m 5m-10m 10m-25m 25-50m >50m

In addition to the use of Likert scales in the ques-
tionnaire, some questions were framed to allow
multiple responses to a range of categories and
some were framed to allow free-format answers of
up to 100 characters.

The multiple-response format was used where a
number of responses might apply, such as, question
34: ‘With which of the following local organisations in <coun-
try> has your company had or continue to have a relation-
ship?’

Here the respondent could select several answers
from a larger range of possible answers.

Various important questions were structured follow-
ing a closed multiple-response format, whereby each
option needed to be checked, reads as follows: For
example Question 17 in the set: ‘Why did you choose
to invest in <<country>>? (Please tick the appropriate boxes,
indicating the importance of each factor in your location deci-
sion AND tick to indicate if there was any change in those
conditions you marked as ‘important’ or ‘crucial’). Even if
a particular location factor was not important in
making the decision on location, respondents would
have to tick the ‘unimportant’ box.

The free-text format was used in a few situations:

e Firstly, where it was not possible to pre-
define categories for the use of check-
boxes, for example, questions such as these
were usual: ‘What are the top three
improvements you suggest the country IPA
make to their services? — Questions 25.
The answers received to these questions
during the survey were grouped into cate-
gories during the final analysis.

e Secondly, where contact information was
required.

The use of this structure simplified subsequent data
entry, checking and analysis. A Microsoft Access
data-entry database was developed to speed up the
data- entry process and secure consistent and high-
quality data entry.

Coding, data entry and checking
data entry

The data on the questionnaires were collated by
country, coded where required and entered into a
database set up in SPSS 11.5. The sets of data
entered were checked for any missing entries or
other inconsistencies, and then cross-checked
against the original questionnaires.



Analysis of survey respondents:
A profile of who Is investing In
sub-Saharan Africa

This chapter will look at who is investing in the target countries, what sectors they prefer,
where they come from and what some of the trends are over time.

The main focus will be on understanding the dynamics in terms of sectors, investor origins,
fields of activity, size, entry mode, ownership structure and markets served by these foreign
investors. Various academic research projects and publications have already contributed to
developing insight into some of these topics and for some of these sub-Saharan countries.
This study intends to complement many of these macro-level analyses and understandings
based on anecdotal evidence, surveys of IPAs and MNC Headquarters as well as many in-
depth sub-sector studies investigating the relative competitiveness of the respective coun-
tries. It is anticipated that the data can be used to develop a number of benchmarks and
achieve a much deeper level of understanding of FDI in the region.

The analysis of the respondents in this chapter includes:

Number of respondents per country of investment
Main business sectors represented

Respondents’ country of origin

Year of establishment

Main field of business activity

Mode of entry

Company size (by investment value and employment)
Market orientation

In general the companies were positive about the objectives of the survey and the response
can be considered very constructive and positive. In addition to the overall response rate of
40%, nearly 60% of these respondents expressed a wish to be contacted by the IPA to discuss
future investment plans. Companies were very keen to provide information to help improve
IPA services and the investment environment. 58% of respondents gave permission for the infor-
mation in the returned questionnaires to be released to the relevant IPA.

Furthermore, 60% of respondents stated their investment had performed in line with or above
expectations in the last 3 years. Less positive, however, was the fact that only 51% of respon-
dents indicated a desire to re-invest in their current country location.

Number of respondents per country

The analysis was performed on 10 sub-Saharan African countries, as illustrated in Figure 2.1.
Overall, 758 valid (out of a total of 818) responses were recorded. There were variations by
country in the quality of selection and targeting of companies by the national consultants. It
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Figure 2.1. Number of respondents by country of investment
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is therefore not assumed that the number of
responses reflects the proportion or number of for-
eign based companies in each country. Due to dis-
ruptions during the survey the coverage in Nigeria
was somewhat more limited than expectations and
Senegal coverage was less than anticipated.

Sector coverage

Figure 2.2 provides information on the sector distri-
bution of respondents. It is important to note that
these proportions do not represent the distribution
of FDI among the different sub-sectors that may be
reflected through a random selection of companies
to be targeted. As mentioned earlier, the selection
of companies from the initial long list was biased
towards manufacturing and against mining as well
as small-scale retail, distribution and services.

In subsequent analysis, sectors were categorised
into sector groups where applicable. For example,
motor vehicles and other transport equipment were placed
in one sector category. Several key target sectors for
many African IPAs were analysed individually and
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not aggregated in larger sector categories (e.g. wear-
ing apparel, textiles, etc.).

Figure 2.3 shows that at a more aggregate level,
eight sub-sectors account for 60% of all investment
in the region. These are:

Food and drink

Other chemical products
Agriculture and tobacco
Wearing apparel

Wood, pulp and paper
Metal products
Machinery

Financial intermediation

A detailed overview of the sector categories has
been provided in Annex II.

Figure 2.4 presents the main sector distribution of
foreign investors by country.

Overall, food and drink is an important sector for
inward investment for most countries. A closer look
at the individual countries shows that Cameroon,
Tanzania and Uganda attract a higher-than-average
share of foreign investment in this particular sector.



Figure 2.2. Distribution of respondents

by sector
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ANALYSIS OF SURVEY RESPONDENTS

Figure 2.3. Distribution of foreign investors
by sector category
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In each of those countries, the food and drink sec-
tor makes up more than 20% of all foreign invest-
ment projects. Apart from Kenya and Madagascar,
the food and drink sector appeared to be the main
sector of respondents in all countries surveyed. One
reason for this can be explained by the fact that a
large portion of the FDI in Madagascar is export-ori-
ented and in Kenya there are large plantation type
agricultural investments (mostly exporting of tobac-
co, tea and coffee) and more basic industries that
were established much earlier than most FDI in the
other countries.

11
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Figure 2.4.
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The second-largest group among the respondent
population were companies operating in the Sector
“chemical and rubber and plastic products”, which
includes products such as paint, soap and deter-
gents. Ethiopia, Nigeria and Burkina Faso show par-
ticular strengths in attracting investors in this sec-
tor, with about 14% of the respondent population
within each country belonging to this industry cat-
egory.

Ethiopia, Kenya, Mozambique and Uganda are coun-
tries that are relatively more dependent on agricul-
ture and tobacco sector for inward investment.
Between 11% (Mozambique and Kenya) and 15%
(Ethiopia) of respondents were agriculture and
tobacco companies (coffee, tea, agribusiness)

Wearing apparel is the biggest sector in Madagascar,
with 28% of respondents. In Kenya it was the third-
biggest sector for FDI after agriculture and tobacco
and other chemical products.

In later analysis it will be observed that there is a
close correlation between the main sectors in a
country and relative timing of the arrival of FDI. In
most cases the more recent arrivals are in the
export-oriented sectors such as apparel.

“Other services” and “Other sectors” also make up
an important part of the sector distribution.
Wholesale and retail operations (26%), hotels &
restaurants (21%) and posts-and-telecommunica-
tions operations (11%) are the main components of
other services.

“Other sectors” comprises a variety of sectors, with
construction (35%) being the largest constituent.
This is attributable mainly to Ethiopia, where con-
struction accounts for 15% of all respondents.
Electricity, gas and water supply (23%) and publish-
ing and printing (15%) were other important con-
stituents.

More details on all sectors by country can be found
in Annex IV.

ANALYSIS OF SURVEY RESPONDENTS

Origin of respondents

The survey was directed to foreign investors in sub-
Saharan Africa. A definition of at least 30% foreign cap-
ital was used to define the “foreign investor”. Of the
69% of companies that indicated the origin of their
parent company. The largest groups consisted of
European investors (40%) and African investors
(34%). However, only half of those African investors
indicated a country of origin other than the country
of investment.

In the total group of African investors, South African
companies are the main investors, with one-third of
all investment projects. This finding on African
investors is highly interesting and its implication will
receive close attention in Chapter 4.

Whereas in other parts of the world the United
States and Japanese companies are typically a major
source of foreign investment, they appear to be the
most striking absentees among our survey popula-
tion in sub-Saharan Africa.

Graph 2.5 provides an overview of the key source
markets for investments in the eight key sectors for
FDI. A more detailed table for all sectors has been
included in Annex Il. The percentages are based on
the number of respondents who provided the par-
ent company’s country of origin. A relatively large
number of the 238 respondents left this particular
guestion on the parent company’s origin blank.

Analysing the investors’ origin by sector in more
detail, it appears that:

e European investors are the main investors
in sectors such as agriculture, basic chem-
icals, pharmaceuticals, non-metallic miner-
al products and financial intermediation.
European companies are largely absent in
the wearing-apparel sector.

e African investors are strongly present in the
textiles, wearing apparel, metal products
sectors and other manufacturing sectors.
South Africa proved to be the most impor-
tant investor in the survey region.

® Asian investors are particularly strong in
the wearing-apparel sector.

e United States companies have a low pres-
ence overall, but financial services and
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Figure 2.5.

100%

80%

40% A

20% A

0%

Distribution of main sector categories by origin

o & N
{boc; &\(\ x /&0 \ob
\60 (\b R &
Qé > O R
& S & & 5
&
& «° & O Y
S S 3 S
Ny < Q
© N
N » O
Q o
v & »
< ©
\Q
2
&
&
S
&
0‘6‘

other chemicals are the most important
sectors of activity.

Again there is a strong correlation between the
home country, sector and timing of the arrival of FDI.
The earlier arrivals are the Europeans, concentrating
on resource-based (mostly agriculture and forest
based) investments.

Source of investment varies widely by destination
country. Interesting results were:

e European investors predominate in
Cameroon (resource-based).

® More than 60% of investors in the United
Republic of Tanzania have African origins
(market-seeking).

e US companies are mainly found in Kenya
or Uganda.

e Some 25% of investment projects in
Madagascar originate in Asia, which is
largely the result of the importance of FDI
in the wearing-apparel sector for that coun-
try. As indicated above, Asian investors pre-
dominate in the flow of foreign investment
in the wearing-apparel sector in Africa.
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Respondents by year of
establishment

Over 50% of the respondents were established after
1995. About 35% were already in the region before
1995 but did have a major new investment since.

The large number of recent investors among the
respondent population supports the relevance of the
survey’s results dealing with investor's motives for
investment in the country, the investor’s experiences
with the IPA in the pre- and post-investment deci-
sion phase and the service requirements of those
investors from IPAs.

Figure 2.6. Distribution of foreign investors
by year of establisment
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However, it must be kept in mind that the selection
process may have skewed the sample towards the
more recent arrivals since most of the institutions
approached for the information, especially the IPAs,
did not have much knowledge of companies that
were set up prior to their own establishment.

It is also interesting to note the high level of sig-
nificant re-investment in many companies that
arrived prior to 1995. The decision process, at the
time of initial investment, of the earlier arrivals may
not be captured in the survey but their recent deci-
sions to expand their investment will.

Graph 2.7 shows some interesting results on sector
mobility. Sectors that show increasing inward invest-
ment over time were, in order of importance:

Wearing apparel
Furniture
Textiles
Machinery
Agriculture

SAREIE I

A third of the largest exporters in this survey have
been established only very recently. This is due to
the fact that agriculture and wearing apparel are
among the sectors with the highest export-orienta-
tion. At the same time they are among the sectors
expanding most aggressively in the region since
2000.

Clearly, expansion investments are an important
part of the investments in all sectors. Particularly
transport equipment, transport and storage, non-
metallic mineral products, other chemicals and agri-
culture have a considerable share of companies that
were already established before 1995, but had a
major investment since.

A closer look at the year of entry for these sectors
revealed some interesting findings. Firstly, it
appeared that about 80% of respondents in trans-
port equipment and transport services sectors were
already established in the region before 1995.
Pharmaceutical companies were mainly established
during the period from 1995 to 1999.

More recently, the wearing-apparel industry in par-
ticular has been investing in sub-Saharan Africa,
with 43% of respondents being established during
the last three years. During the period since 2000,

ANALYSIS OF SURVEY RESPONDENTS

Figure 2.7. Distribution of sector categories by
year of establishment
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the wearing-apparel sector became the number one
investor among the respondent population, taking
over from the food and drink sector which used to
be the most active investor in the region.
Nevertheless, the food and drink sector since 2000
has proved to be the most stable and remains a very
important sector overall in terms of the number of
new investment projects.

[EnY
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Figure 2.8. Distribution of foreign investors by year of establishment
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Figure 2.9. Distribution of year of establishment by origin
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Figure 2.8 analyses the period of investment per
country. Ethiopia, Uganda and Mozambique seem to
be among the ‘emerging markets’ for FDI in sub-
Saharan Africa. These countries have seen a recent
influx of investors especially in agriculture, food and
drink and/or other chemicals. Kenya, Nigeria,
Cameroon and Senegal on the other hand seem to
be among the more mature markets for FDI in the
region. Interestingly, more than 60% of all recent
investment in Kenya was found in only one sector:
wearing apparel.

The importance of African and especially Asian
investors has grown in recent years, at the expense
of Europe’s position as the major investor in the
region. Since 2000, Asian investors have become
almost as important as European investors, where-
as African investors have become the leading source
for FDI.

Although European investors are becoming less
important in terms of inward FDI, they are still
actively expanding their existing operations. Nearly
50% of the existing European investor base that was
established in the region before 1995 has increased
its commitment in the region with major new invest-
ment since then.

Respondents by main business
activity

More than two-thirds of all respondents had manu-
facturing as their main business activity (as men-
tioned earlier, this is a result of the selection

Figure 2.10. Distribution of respondents
by activity
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process). Over 90% of those were manufacturing or
assembling finished products. The remaining third
of respondents had services, transport and distribu-
tion, sales and marketing or construction as their
main business activity. Research and development
or headquarters operations were the primary activi-
ty for only a marginal percentage of the respondents.

More detailed, activity focused analysis, provided
some interesting findings with regards to manufac-
turing, export and technology intensity of foreign
operations.

Manufacturing oriented activities

About 33% of all foreign investors in the survey were
involved in non-production activities. Kenya,
Cameroon, Senegal, Burkina Faso and Mozambique
had between 44% and 46% of respondents in non-
manufacturing oriented activities. The highest per-
centage of manufacturing oriented respondents
(85%) was observed in Tanzania.

Non-manufacturing activities were mainly concen-
trated in the services sectors, sales and marketing
activities and transport and distribution activities.
Especially sectors such as machinery (60%), phar-
maceuticals (38%), transport equipment (38%) and
other sectors (55%) were relatively more involved in
non-manufacturing activities.

Export-oriented activities

One of the areas this study could shed some light
on is the role of FDI in export and regional trade.
How much can we learn about the factors that influ-
ence export-oriented FDI; where it is going, how well
is it performing in the target countries, what sectors
benefit most, etc.

Figure 2.11 shows that only 16% of all foreign
investors in sub-Saharan Africa can be classified as
export-oriented investors. The survey results suggest
that the ‘no answer’ category consists mainly of
companies without any exports, which brings non-
exporters to nearly 60% of the foreign investor pop-
ulation in the region. A table has been included in
the Annex IV (Table D) providing more detail on the
share of large exporters (>75% of sales from exports)
as a percentage of all respondents by country and
sector.
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Figure 2.11. Distribution of respondents by
export intensity
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Sectors with a particularly large share of export-ori-
ented industries are agriculture and wearing appar-
el, followed far behind by textiles and leather and
footwear. All other sectors have a very strong local
or regional market focus.

The selection bias against mining and in favour of
manufacturing will have skewed the figures against
exports since mining would boost the export num-
bers.

Countries attracting relatively more export-oriented
industries are Madagascar and to a much lesser
extent Kenya, Cameroon and Ethiopia as well. As
shown before, Madagascar is attracting a large num-
ber of companies in the wearing-apparel sector,
which is the most export-oriented industry among
foreign investors in sub-Saharan Africa. The main
export-oriented industries in Kenya are agriculture
and wearing apparel. In Ethiopia this is mainly due
to the strong presence of foreign companies in the
agricultural sector.
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Figure 2.12. Distribution of sector categories

by export intensity
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Figure 2.13. Distribution of foreign investors by export intensity per country
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Analysis of the entry years of large exporters among
the respondent population produced some interest-
ing results. It appears that one-third of all large
exporters in the foreign-investor population has set
up in the region only very recently (since 2000). This
finding seems to suggest that the inflow of large
exporters into sub-Saharan Africa is a relatively
recent phenomenon and the number established is
showing a clear upward trend: 17% of respondents
in this category set up between 1990-1995, 26%
between 1996-2000 and 33% since 2000.

Technology-intensiveness of operations®

In the latest Industrial Development Report® it was con-
cluded that developing countries have less technol-
ogy-intensive production and exports, but the gap
between industrialized countries was narrowing. The
importance and potential contribution of techno-

5 For details of technology classification see Annex IIl.
6 UNIDO Industrial Development Report 2002/2003.

Exports between 25 and 50% of annual sales
W Exports between 50 and 75% of annual sales
M Exports more than 75% of annual sales

logically sophisticated production and export facili-
ties of foreign companies to developing countries lie
mainly in their perceived potential for technology
transfer, and hence the technological upgrading of
local industries and industrial infrastructure.

About 17% of all respondents with production activ-
ities in sub-Saharan Africa can be classified as medi-
um-to-high technology companies. However, the
large majority of respondents in sub-Saharan Africa
(83%) run resource-based or low-technology-based
operations. Countries showing a relatively higher
share of foreign investors in the medium-high tech-
nology range were Burkino Faso, Ethiopia, Nigeria
and Senegal. Especially investment projects in the
pharmaceuticals and medical products sector were
among the medium-high tech sectors.

It is interesting to note that these four countries are
also the same four with the least export-oriented FDI
as seen in the previous graph. Any causal link
between the technological intensity of FDI and low
export-orientation of FDI would need a closer look
in subsequent analysis of the data and perhaps nar-
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Figure 2.14. Distribution of respondents (manufacturing) by technology intensity
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possible link may be necessary.

An above average representation of companies in
resource-based and low-tech sectors was found in
Cameroon and Madagascar. As seen before, these
countries have strong concentration of wearing
apparel, food and drink and textiles (Madagascar)
and food and drink and agriculture (Cameroon),
which explains their higher share.
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Multinational firms expanding into emerging mar-
kets can choose between different market entry
options. The main options available to a foreign
investor are setting up a greenfield investment, joint
venture or acquiring a local company. Particularly in
the African context, match-making is a prominent
task for the IPA, whereby local firms or investment
proposals and projects of local firms are promoted
to foreign companies in order to benefit from their
financial and managerial capabilities. This paragraph
analyses the strategic decisions on market entry
taken by foreign investors in sub-Saharan Africa.

Figure 2.15. Distribution of foreign investors by
entry mode
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Figure 2.16. Distribution of respondents by mode of entry per country
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Greenfield investments are the preferred entry mode
for foreign companies in sub-Saharan countries. On
average, nearly 60% of all investments enter the
region as a greenfield investment project.
Approximately 25% of investment enters the region
through a joint venture with a local company.

Large variations were found between countries when
it came to the preferred entry mode. Countries
showing a relatively high percentage (> 75%) of
greenfield entries were: Burkino Faso, Cameroon,
Madagascar and Senegal. Countries showing a rela-
tively low percentage of greenfield investments were:
Ethiopia and Nigeria. In both countries joint ven-
tures were preferred over greenfield entries. In
Ethiopia a relatively high number of joint ventures
were counted in agriculture, other chemicals and
pharmaceuticals and basic metals and metal prod-
ucts. Nigeria showed a relatively higher number of
joint ventures in several sectors particularly in food
and drink, textiles and other chemicals.

It is interesting to note again that these two coun-
tries are precisely those with the least export-ori-
ented and most technologically sophisticated FDI.
This observed parallel could be further investigated,
even though the preference for FDI for joint ventures
in these two countries is probably more a reflection
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of the investment climate and regulatory bias per-
ceived by investors.

Greenfield entry was the dominant entry mode in all
sectors except for pharmaceuticals. Also the non-
metallic mineral products and textiles sector were
showing relatively more interest in other modes of
entry. Sectors with a relatively high share of foreign
investors opting for JV or M&A are listed in Table 2.1.

In some sectors the number of respondents was too
low to draw any statistically-significant conclusions
on the preferred entry mode. Cross-checking the
entry mode against company size and investment

Table 2.1. Sectors with high share of foreign
investors

Sectors with interest Sectors with interest

in JVs in M&A

1. Pharmaceuticals 1. Textiles

2. Basic metals 2. Non-metallic
mineral products

3. Non-metallic 3. Pharmaceuticals

4. Food & drink 4. Machinery

5. Agriculture 5. Transport & storage

6. Other chemical

products
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Figure 2.17. Distribution of sector categories
by mode of entry
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value revealed that almost 24% of the mergers and
acquisitions were companies with more than 250
employees. 24% had a current investment value of
over US$ 50 million.

22

Company size

Size of existing investment

The largest group of investors in sub-Saharan Africa
falls in the total current investment value category
of US$ 1-5 million (26% of respondents). About 25%
of the respondents indicated a total value of current
investment of US$ 10 million or more.

Figure 2.18. Distribution of foreign investors by
current investment in the country
(USD ; k=thousand ; m=million)
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Nigeria had the lowest proportion of smaller com-
panies (value of current investment less than US$ 1
million) among its foreign investor population,
whereas Mozambique and Madagascar had about
60% of the respondent companies with less than
US$ 1 million investment value. Especially Kenya
and Nigeria stand out with a relatively higher per-
centage of large foreign investors having an invest-
ment value of more than US$ 50 million.

Again some of the distributions in size can be attrib-
uted to the distribution of sectors in the countries.
Madagascar for example has a large share of appar-
el sector companies that are typically smaller in
investment size.

Some sectors show a relatively high share of small-
er size companies in terms of investment value.
Particularly the wearing apparel sector (48%),
Machinery (52%), Furniture and other manufacturing
(63%) and the other services sector (52%) contained
a relatively large share of smaller sized investments.
The only sectors showing a relatively larger number



Figure 2.19. Distribution of respondents by
current investment in the country

per sector
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of companies in the higher categories were non-
metallic mineral products and basic metals where
over 40% of the companies had an investment value
of more than US$ 10 million.

For most of the countries, the number of employees
in the companies and current investment values do
correlate, except for Madagascar which shows a big-
ger number of larger companies but also a high
share of respondents with a small investment value.
This could be attributed to the high share of wear-
ing apparel companies in Madagascar. Companies in
this sector generally have a lower capital to labour
ratio.

No significant relation was identified between the
value of capital investment and the origin region.

The Figure 2.20 shows the distribution of companies
in each country by number of employees.
Approximately 75% of foreign investors in sub-
Saharan Africa had fewer than 250 employees. Half
of those were small companies of fewer than 50
employees.

Overall, only 25% of the respondent population fell
into the category of large companies (250+ employ-
ees). Over one-third of foreign companies had fewer
than 50 employees. Sectors with a high number of
foreign investors as well as a relatively high per-
centage of large companies were agriculture and
tobacco (50%) and wearing apparel (74%).

Kenya and Madagascar had the highest proportions
of larger companies, with each country having close
to 40% of foreign companies with an employment
level above 250. Analysis showed that large compa-
nies are strongly represented among the group of
large exporters, which explains the results for these
two countries. Kenya, Ethiopia and Cameroon stood
out in the proportion of very large companies (over
1000 employees) among their respondent popula-
tions. A large proportion of these very large compa-
nies consist of wearing-apparel and food companies.

In Mozambique over half the respondents were small
companies in the range of 1 to 50 employees.
Senegal, Burkina Faso and Ethiopia also had a rel-
atively higher proportion of smaller companies.
More country and employment category details are
given in Annex IV.
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Figure 2.20. Distribution of foreign investors by employment category per country
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In the remainder of the analysis, companies were Figure 2.21. Distribution of foreign investors by
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This is reflected in the sectors agriculture and tobac-
co and wearing apparel which are the sectors of both ™<= 50 employees S0 SHIBEES [ ZSUEmAEES
the largest exporters as well as the largest compa-
nies. This is also reflected in the country distribu-
tion since Kenya and Madagascar both host the
largest number of large companies and the largest
number of big exporters.

In Madagascar 28% of respondents are active in the
wearing apparel sector which partly explains the rel-
atively larger presence of big exporters. In Kenya
both Agriculture and tobacco and wearing apparel
are main sectors.
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Market orientation of investors

The importance of regional trade agreements to
investors in sub-Saharan Africa was also studied.
Looking at some of the regional trade agreements,
a sizeable portion of respondents either take advan-
tage of them or find them an important parameter
for their business. Since this survey does not include
all countries that are part of these trade agreements
the results are not representative but rather indica-
tive.

Figure 2.22 reflects the percentage of medium and
large exporters (exporting over 25% of annual sales)
that considered the trade agreement as important.
Overall, the results can be summarized as follows:

® COMESA (Common market for Eastern and
Southern Africa): between 45-50% of the
medium and large exporters in Kenya,
Tanzania and Uganda found COMESA
important to their operations in Africa.
Exporters based in Madagascar & Ethiopia
attached less importance to this trade
agreement. Noteworthy is the high impor-
tance in Tanzania which is not part any-

ANALYSIS OF SURVEY RESPONDENTS

more of the regional grouping of 20 coun-
tries of COMESA.

EAC (East African Cooperation) involves
three of the target countries; Kenya,
Tanzania and Uganda. Investors in Uganda
seem to put much higher importance on
this agreement than those in the other two.
This may be an indication that investors
targeting the EAC as their market prefer
Uganda over the other two, but this would
need to be studied more closely.

WAEMU (West African Economic and
Monetary Union): Particularly foreign
investors in Burkino Faso find the WAEMU
agreement very important. Two-thirds of the
medium and large exporters indicated that
this agreement was important and more
than 50% of the smaller exporters pointed
to the importance of this agreement to their
operations.

SADC  (South  African  Development
Community): About one-quarter of the
small exporters and over half of the larger
foreign exporters in Mozambique found the

Figure 2.22. Percentage of medium and large exporters attaching importance to trade agreements
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Table 2.2. Export intensity versus markets served (percentage)

Exporting to Inter-
neighbouring Exporting continental
countries to Africa exports Total

Exports less than 10% of annual sales 73 6 21 100
Exports between 10 and 25% of annual sales 77 2 21 100
Exports between 25 and 50% of annual sales 71 2 26 100
Exports between 50 and 75% of annual sales 65 0 35 100
Exports more than 75% of annual sales 9 0 91 100
Total 47 2 51 100

SADC agreement important. This over-
whelming importance of SADC to investors
in Mozambique probably reflects the impor-
tance of South Africa as a market for
investors in that country.

e ECOWAS (Economic Community of West
African States): relative to the response for
other trade agreements, only a small share
(on average less than 25%) of the foreign
exporters in the relevant countries found
ECOWAS important. The small number of
response to this agreement adds to the
impression that this agreement is consid-
ered less important to foreign investors.
Only in Nigeria it is of a unique importance
and in Senegal it has the same importance
as CEMAC.

e CEMAC (Central Africa Economic and
Monetary Union) is important for 35% of
Cameroon exporters and for 23% of Senegal
exporters.

e COI (Commission of the Indian Ocean) is
important for 20% of respondents in
Madagascar. It is the main trade agreement
for Madagascar.

African markets are a major destination for exports.”
Within Africa, Uganda, Tanzania, Kenya and Rwanda
were indicated as key export markets for the respon-
dent companies. Further analysis revealed that in
many cases these exports are mostly from neigh-
bouring countries.

7 Table A in Annex IV provides a more detailed overview of
the most important export markets by sector.

Outside Africa, nearly all exports are directed to the
United States and Europe. Very few respondents
were exporting to the Middle East or South-East
Asian markets. Figure 2.23 below provides an
overview of top export markets by sector.

A clear difference exists between export focus and
sectors. Agriculture and Wearing apparel companies
are very much focused on export markets outside
Africa, whereas companies within the remaining sec-
tor categories export mainly to other sub-Saharan
African markets. This finding could contribute to the
relative importance contributed to the different
regional trade agreements that exist as indicated
earlier.

In general, the largest exporters (more than 75% of
annual sales) are also the companies that exported
to Europe, Asia or America.

Figure 2.23. Main exporting sectors
by destination region
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Investor motivation and
Important respondent categories

Why are these investors coming to sub-Saharan Africa?

This short chapter provides an introduction to the three main groups of foreign investors
in the survey by motivation. During subsequent analysis these three groups have been close-
ly analysed for their respective charactersitics:

® |nvestors in primary industries (resource-based investors)
® |nvestors serving local and regional markets (market-seeking investors)
® [nvestors serving continental markets (export-processing investors)

The group of resource-based investors represents investors belonging to primary and resource-
based industries (see Annex Il for definition). This group is largely dominated by European
investors followed at distance by African investors. The group includes a large number of com-
panies that are counted among the large exporters, which is mainly due to the agriculture sec-
tor (see graphical profile).

The group of local market-seeking investors comprises all companies that indicated that the
local and/or regional market was either important or crucial in their location decision. The mar-
ket seeking FDI category is a dynamic group with nearly 50% of the respondents established
after 1995 and 37% established before that date but having a major new investment since.
Local market seekers are typical smaller size companies (see graphical profile). Companies in
food and drink and other chemicals (including e.g. paints, soaps and detergents) sectors are impor-
tant market-seeking investors.

The group of export-based investors consists of companies that export more than 75% of
sales to continental markets. This group is increasing in importance and showing growing
inward investment dynamics. The majority of the companies in this group are larger compa-
nies (>250 employees). These companies prefer primarily a greenfield entry mode. Key sectors
in this group are wearing apparel, agriculture and food and drink (see graphical profile).

Some overlap among the three investors’ groups exists, particularly between the resource-based
investors and market-seeking investors. The reason is that an investor can very well be in a
resource-based industry and local market-seeking at the same time.

The foreign investor response database allows for various interesting and more detailed analy-
sis which have not been performed or published within the framework of this study. Particularly,
by adding new variables to the database such as a political risk index, corruption index, aver-
age labour costs, donor funds spent on investment promotion capacity building, etc. or com-
bining survey data with other research results could provide more valuable results and insights.
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Besides more in-depth country specific analysis on
all the results published in this report, the informa-
tion obtained through the survey would also allow
for more analysis on e.g.:

® The importance of foreign investment for
strategic sectors in each country

e The contribution of foreign investment to
local cluster development

e The contribution of foreign investment to
country exports

e The contribution of foreign investment to
country employment and income genera-
tion

e The impact of regional and global trade
agreements on new and existing foreign
investments

Also the database would allow for monitoring the
impact of various capacity-building projects related
to investment promotion in these countries. For
example it could be used to start monitoring the
impact of ongoing UNIDO programmes related to
identifying investment opportunities and promoting
these opportunities through the global ITP network.
Also, ongoing work of other United Nations organi-
zations in the survey region related to capacity-
building of IPAs could be monitored in terms of
impact.
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Figure 3.1. Profile of resource based manufacturers
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Figure 3.2. Profile of local market seekers
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Figure 3.3. Profile of large exporters

Percentage of large exporters in the country

52%

Large exporters by period of investment

Before 1995
with no major
new
investment
since
7%

2000 or later
33%

Before 1995

with a major
1995 till 1999 new investment
28 since
32%
Large exporters by employment
<=50
> 250 employees

employees 19%

57%

50-250
employees
24%

Large exporters by mode of entry

Merger or
Acquisition Joint Venture
18% 13%

New Greenfield
69%

Large exporters by technology intensity

Medium-tech
Low-tech manufactures
manufactures 2%

46%

Resource-based
manufacture

52%

Top Sectors: Wearing Apparel (28%), Agriculture (23%), Food and Drink (13%)

31



® High intensity exporters versus low intensi-
ty and non-exporters. Export intensity is
defined as “percentage of annual sales that

In addition to these three main investor profiles, a
consistent check for a variety in responses was per-
formed by crosschecking results for the following
important sub-groups of respondents.

is destined for exports”.

FOREIGN DIRECT INVESTOR PERCEPTIONS IN SUB-SAHARAN AFRICA

Manufacturers versus non-manufacturers

Joint ventures versus greenfields and merg-
ers and acquisitions

Resource based and low-tech versus medi-
um- and high-tech investments

Respondents by country of investment, year
of entry, country of origin, size and indus-

try (for distributions see above)

Table 3.1 Summary of other important respondent categories (percentage)
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Production 54 55 76 57 76 53 76 54 85 73 67
Non-Production 46 45 24 43 24 47 24 46 15 27 33
Total 100 100 100 100 100 100 100 100 100 100 100
Joint Venture 4 11 62 23 4 33 55 0 35 20 25
New Greenfield 80 75 29 52 79 46 38 86 51 67 59
Merger or Acquisition 16 14 10 25 17 21 7 14 14 13 16
Total 100 100 100 100 100 100 100 100 100 100 100
No answer 30 27 16 9 9 7 22 32 9 23 16
No exports 37 28 60 25 24 66 61 24 46 38 42
Exports less than 10% of annual sales 6 8 2 7 9 1 4 26 14 12 8
Exports between 10 and 25% of annual sales 11 8 4 14 2 3 2 8 8 15 8
Exports between 25 and 50 of annual sales 7 5 2 17 1 8 6 3 8 3 7
Exports between 50 and 75% of annual sales 4 3 2 3 2 2 2 3 5 5 3
Exports more than 75% of annual sales 6 20 15 25 52 12 2 5 10 4 16
Total 100 100 100 100 100 100 100 100 100 100 100
Resource-based manufactures 28 82 49 44 24 58 26 47 43 56 44
Low-tech manufactures 41 9 27 35 69 33 49 18 40 34 39
Medium-tech manufactures 31 9 16 21 5 7 19 35 15 10 15
High-tech manufactures 0 0 8 0 2 2 5 0 1 0 2
Total 100 100 100 100 100 100 100 100 100 100 100




Investors’ performance and
future outlook

This chapter focuses on the investor experiences and investment performance in each coun-
try. It also reviews the relations between future investment plans and past performance and
experience in each country.

Investor’s experience in each country

Investors were asked if their investment had performed to expectations in the last three years.
The results are summarized in Figure 4.1. The largest group consisted of investors that con-
sidered their investment to be in line with expectations. For 16% of respondents, their invest-
ment was above expectations and for a rather large share of the investors (40%) their invest-
ment was below expectations. These results appeared to be largely similar for either market-
seeking, resource-based and export-oriented investors.

Furthermore, no distinction was observed between investors that entered as a joint venture
compared to greenfield or merger and acquisition.

Figure 4.1. Has your investment performed to expectations in the last three years?
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Figure 4.2. Distribution of foreign investors by performance of their investment in the last three years

per country
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Overall, investors in Burkina Faso, Mozambique and
Senegal were most satisfied with the performance of
their investment. In the case of Senegal none of the
investors mentioned they were performing above
expectations, but at the same time this country had
the lowest percentage of companies performing
below expectations.

Madagascar was the only country where more than
50% of the investors felt their investment was per-
forming below expectations. Particularly export-ori-
ented investors in the food and drink and wearing
apparel sector were reporting disappointing per-
formance of the investment. The poor performance
of investments was mainly seen as the result of fac-
tors related to the political crisis that emerged after
the elections of December 2001, which left the coun-
try struggling with general strikes and unrest for
most of the year 2002.

To compare actual performance with perception,
respondents were also asked the approximate the
percentage increase in total annual sales compared
to the previous fiscal year. This question was cross-
checked against their subjective evaluation of how
the investment has performed. No significant rela-
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tion was found between recent sales performance
and current evaluation of how the investment has
performed in the last three years. The only difference
found was between the two extremes: 60% of the
companies with falling sales indicated that the
investment was performing below expectations,
whereas ‘only’ 30% of the companies with more than
20% sales growth found the investment was per-
forming below expectations.

In a separate open question, the respondents were
asked to provide the main reasons for their evalua-
tion of the performance of their investment. Foreign
investors indicating that the investment had not per-
formed to expectations mainly mentioned factors
related to:

Economic/political stability

Market developments

Transport and infrastructure issues
Taxation issues

Unfair competition

Poor availability of raw materials

Lack of investment funding

No support from government/lack of trans-
parency/too much administration



Foreign investors reporting their investment was per-
forming above expectations mainly indicated factors
related to:

e Market developments (by far the main
reason)

® | abour cost and labour availability

® No competition

Further analysis of those indicating disappointing
investment performances was done with a cross-
check of their evaluation of developments in impor-
tant location criteria. The study found a significant
correlation between evaluation of labour cost “get-
ting worse over time” and investment evaluation of
“well below expectations”. The following factors were
most frequently mentioned by these investors as
important in their location decision but having dete-
riorated since their decision to invest:

e Economic stability
e |ocal market conditions
® | abour costs developments

Sectors with more than 50% of the investments per-
forming below expectations are textiles, wearing
apparel, pharmaceuticals and transport equipment.
This is very significant since these are some of the
most export intensive, high employment generating
or high technology content sectors. Sectors per-
forming particularly well in sub-Saharan Africa are
agriculture, basic metals, base chemicals and finan-
cial intermediation.

Survey respondents were asked what their preferred
location would be today for investments to serve
African markets in case they would still have the
freedom to decide on the optimal location of their
current operations. 51% of respondents who
answered the question (there was a non-response of
49%) would reinvest in their current country loca-
tion. This means that 49% found their current loca-
tion was not the optimal location anymore to serve
African markets. The results did not differ when com-
paring for the different subgroups that were defined.
Only investors in Madagascar were relatively less
satisfied and in Mozambique more satisfied with
their current location choice compared to the region-
al average. Neither was there a significant relation-
ship with the sales evolution compared to the pre-
vious fiscal year or with the evaluation of their

INVESTORS” PERFORMANCE AND FUTURE OUTLOOK

Figure 4.3. Distribution of respondents by
performance of the investment per
sector category
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current location. Interesting to know is where those
49% of investors that would choose another loca-
tion would like to go if they could choose their pre-
ferred location today. This would give some indica-
tion of the new emerging markets in sub-Saharan
Africa. This topic is further discussed in the next sec-
tion “future outlook”.
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Future outlook

This section deals with respondents’ expectations in
terms of sales growth, employment growth, invest-
ment plans, future services required from IPA, and
current preferred location for serving the African
markets. The main focus is on understanding to what
extent existing investors expect their operations to
perform well over the next few years and which coun-
tries in sub-Saharan Africa are emerging as preferred
locations to serve African markets.

Sales and employment growth

Overall, over 50% of companies in the survey expect-
ed some employment growth over the next three
years. One-third of the respondents expected no
growth in employment and about 13% were expect-
ing to reduce staff.

A relatively larger proportion of foreign companies
based in Ethiopia, United Republic of Tanzania and
Nigeria were expecting employment growth rates.
Kenya had the highest share of companies expect-

Figure 4.4. Distribution of respondents by
expected employment growth

reduce >40%
growth >40% 1%
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reduce 20-40%
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reduce <20%
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10%

11%

no change
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ing staff reduction over the next three years. In
Madagascar, a relatively higher share of companies
was expecting a significant staff reduction of over
20%. In Senegal, not one of the respondents expect-
ed to reduce staff.

An explanation for the anticipated dynamics in
employment by country as shown below can be
found in the main sectors of business of the respon-
dents in each country. In the next three years, espe-

Figure 4.5. Distribution of foreign investors by expected employment growth per country
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Figure 4.6. Distribution of respondents by
expected employment growth per
sector category
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Table 4.1. Expected sales growth per annum over the

investor base in each country.

Many respondents were rather optimistic about their
development of sales in local markets. Less than 6%
expected falling sales and only 12% anticipated no
sales growth. The remaining 82% expected sales to
grow. Almost 30% of respondents were expecting
solid sales growth figures of 13+% in the next three
years.

When considering local sales in individual countries,
the highest anticipated growth figures were observed
in Nigeria (53% anticipated more than 13% sales
growth) and Madagascar (38% anticipated over 13%
growth). The expectations in Cameroon were less
positive: 15% anticipated falling sales and 19% antic-
ipated no growth.

A relatively large share of particularly the large
exporters (29%) anticipated high global sales growth
figures (>20% sales increase). Nearly half of the
wearing apparel companies with global sales antic-
ipated a global sales growth of more than 20%, clear-
ly indicating the healthy prospects for this sector in
Africa. This explains the good performance of
Madagascar.

next three years (percentage)

Falling sales No growth 1-3% 4-7% 8-12% 13-20%  Over 20%  Total
In the country 12 16 18 18 12 18 100
In sub-Saharan Africa 3 12 19 22 19 12 13 100
Globally 17 20 10 16 9 22 100
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Figure 4.7. Distribution of respondents by
sales growth (compared to the
previous fiscal year) per sector
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Expected sales and employment growth figures will
be checked against several other variables such as
entry date, evaluation of current performance and
future investment expectations. The following obser-
vations are noted:

38

The future outlook for eight key sectors in terms of
employment and sales growth in the next few years
looks quite diverse. No significant relationship was
found between expected sales growth and employ-
ment growth.

Based on the Graph 4.7 it appears that only the agri-
culture sector is expected to be a major job creator
in the next few years. Particularly when considering
the fact that companies in this sector already are rel-
atively larger in size compared to other sectors. ‘Next
best’ in terms of job creation would be other chem-
icals and wood, pulp and paper products where
about 10% of the respondents expect to expand staff
with at least 20%.

Overall sales growth expectations for these sectors
were solid, but do not necessarily imply job growth.
A large share of the financial intermediation sector
is expecting strong sales growth figures, but none
expect to expand staff with more than 20% over the
next few years. Wearing apparel and agriculture do
both rely on global and local markets for their sales
growth, whereas other sectors mostly rely on local
market opportunities.

Key findings of further research on the expected
growth figures are:

® No variation in growth figures are observed
when cross-checked for technology intensi-
ty. Only resource-based manufacturers
expect less regional sales growth.

® |nvestors in agriculture, financial interme-
diation and other chemicals were most pos-
itive in evaluation of investment perform-
ance and also in future sales growth
expectations. However wearing apparel is
anticipating strong sales growth rates,
whereas the overall evaluation of the
investment was less positive.

® Recent investors anticipate the highest
employment growth figures (established in
2000 or later). This group was clearly still
expanding and more than 70% were antici-
pating employment growth.

e No difference in expectations could be
identified between smaller and larger com-
panies (>250 employees) in the respondent
population.
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Figure 4.8. Future outlook by sector
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Investment plans

More than 75% of the foreign investors were plan-
The majority of the investors were planning to  ning a new investment (in addition to depreciation
increase their business commitment to the region.  or replacement investments) in the region.

Figure 4.9. Distribution of foreign investors by expected investment (USD)
over the next three years
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The group with no investment plans largely consists
of small companies (market seeking FDI) with a cur-
rent investment value of less than US$ 500,000.

Further analysis of the data showed that companies
with disinvestment plans are reducing employment,
companies with no investment plans remain stable
employers (overall little recruitment or reduction of
staff) and companies that plan new investments are
also the job creators.

The survey also asked for the main purpose of the
planned new investment. Nearly 50% of respondents
would invest in an expansion of an existing opera-
tion or product line. 25% would invest in a new oper-
ation or product line and 11% would consider estab-
lishing a new facility in the country. Also
replacement and modernizing of existing assets was
mentioned by nearly 30% of the investors. More than
two-thirds of the companies planning an expansion
of an existing operation or expansion with a new
operation were planning an increase of staff of more
than 20%.

In the next few years the respondent group is plan-
ning investments in sub-Saharan Africa of between
US$ 1.6 billion and US$ 3.1 billion in value.

The average value of new investments announced by
respondents was highest in Nigeria and Senegal and
was lowest in Madagascar (see Figure 4.10 below).

Although investors in Madagascar were least satis-
fied with the performance of their investment, this
cannot be the main reason for scoring so poorly on
future expansion investments. Countries like Nigeria
and Kenya also had a relatively higher percentage of
investors saying their investment was performing
below expectations, but still these countries are able
to secure a good average amount of expansion
investment per respondent. Further research and
face-to-face interviews would be required to unravel
the motives of investors that plan more investments
while the investment is performing below expecta-
tions.

Key sectors (in terms of investment value) expand-
ing in the next few years are:

® Non-metallic mineral products

® Basic metals

e Agriculture

o Textiles

e Transport and storage

Figure 4.10. Figure 4.10 Announced capital investments (as average respondent) per country

in the next three years (in million USD)
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Figure 4.11. Distribution of respondents by
future investment plans per sector
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One of the findings earlier in the survey was that
EU investors are becoming a less important source
of new investment while Asia is becoming more
important. Based on analysis of future expansion
plans, it appears that there is no difference in future
investment plans of existing investors based on
region of origin.

INVESTORS” PERFORMANCE AND FUTURE OUTLOOK

Foreign investors established before 1995 with no
major investment since had fewer future investment
plans. Companies that already expanded after 1995
had relatively more future investment plans.

Part of the companies with investments that per-
formed above expectations had relatively larger size
investment plans. As shown above particularly
resource-based manufacturers had relatively larger
size investment plans (over US$ 1 million). Due to
the nature of the sector these companies generally
require considerable capital investments.

More than half of the respondents with over 250
employees had large investment plans for the next
three years confirming the observation that the larg-
er companies are more likely to expand existing
investments in the near future.

In general the large investment plans were more or
less evenly distributed over all the countries under
analysis except for Cameroon where the outlook was
somewhat below the average.

The location factors that had the most impact on
future investment plans were local market condi-
tions and the presence of key clients and incentives.
The first two location factors are mainly market and
sales related. The incentives factor seems to suggest
that current incentive schemes provided to the
investor (such as tax reductions and duty exemp-
tions) play an important role in an investor’s deci-
sion to further expand its commitment to the coun-
try. The other important location factors have no
impact on future investments. More on the implica-
tions of this is included in Chapter 7.

Nearly two-thirds of the companies with future
investment plans want to be contacted by the IPA.
This represents a ready target group for IPAs to hone
their immediate promotion activities for future
investments in the country. In terms of contribution
to the design of promotion strategies for IPAs, this
information is perhaps the most immediately useful
and can serve as the basis for a one-year activity
plan.

Performance in the past appeared to be a good indi-
cator for future investment and growth expectations.
Over 90% of the companies saying their investment
performed above expectations were planning new
investments in the next three years. This compared
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Figure 4.12. Past investment performance against
future investment plans
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Figure 4.13. Past investment performance against
employment growth plans
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to 60% of the companies that performed well below
expectations.

Comparing employment growth expectations based
on investment performance, the difference in growth
expectations becomes even clearer. Companies with
investments that perfomed above expectations are
planning much more employment growth compared
to companies with investments below expectations.

Nonetheless, the graphs also show that past per-
formance is not necessarily the only deciding factor
for companies to consider expanding their invest-
ments. A considerable number of the companies
with investments performing below expectations are
still planning new investments or future employ-
ment growth.

These findings however enforce the importance of
having ‘happy investors’ in the country. Not only are
these investors important ambassadors in terms of
creating positive awareness of investment opportu-
nities in the country, they also are most important
to the country in terms of employment growth and
sustainability of the investment commitment to the
country.



Perceptions and service needs of investors

This chapter will look into the following questions:

e What are factors critical to the investment decision-making process? What services
are required from national IPAs by different categories of investors? What are their
experiences with local IPA and business conditions?

e \What are the post-investment experiences of these investors? What are their after-
care and corporate development needs? What are their perceptions on business cli-
mate dynamics?

As explained earlier in Chapter 2, when analysing the survey findings every outcome was
cross-checked against a number of important respondent categories to check for potential
deviation in outcome and search for explanatory variables.

Pre-investment and investment

In this part of the analysis key findings are reported on important location factors in country
selection and the support required by investors in the pre-investment phase. The first part
analyses the importance of individual location factors in the location decision-making process
of the respondents. More insight is given in clusters of countries typically considered by
investors and how potential investors are made aware of investment opportunities in sub-
Saharan Africa. This information will be particularly useful for IPAs within individual countries
in their strategy development.

The second part examines what support services foreign investors would like to receive from
the IPA, both in the phase of decision making as well as in the implementation phase. More-
over, it will present results on respondents’ experiences with IPA services, their perceptions
on business climate changes and positive externalities of their current investment and future
investment plans.

Investor motivation

Different location factors are considered by investors before deciding on an investment loca-
tion. It is important for IPAs to know what is the relative importance attached to the differ-
ent factors by different categories of investors. The data allows a crosscheck for each specif-
ic subgroup of investors and the important location factors in the country selection can be
analysed to determine which countries are typically in competition for particular investment
projects. How the respondents were made aware of the opportunities in their country of invest-
ment is described in the last part.

Having analysed the specific location factors, three important motivators for investment in
sub-Saharan Africa are discussed: companies coming for the local market opportunities, com-
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panies coming for the natural resources and com-
panies motivated by export-oriented production.

For the purpose of analysis in this Chapter three dis-
tinctive groups of investors were analysed based on
key motivations:

® |nvestors in primary industries (resource-
based investors)

e |nvestors serving local and regional markets
(market-seeking FDI)

® |nvestors serving continental markets

(export-processing FDI)

Figure 5.1 below shows the size of each of these
three investment motivation categories in the sur-
vey. Market seeking FDI is the most dominant group,
followed by investors in resource-based activities.
Large exporters are the smallest group but its share
is growing as discussed in Chapter 2.

Figure 5.1. Key investors categories in
sub-Saharan Africa
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Location factors — general findings

Investors in the surveyed countries were asked to
indicate the relative importance of several location
factors in their investment decision making.
Especially for IPAs it is crucial to have an in-depth
understanding of the factors that could attract or
deter different kinds of potential investors. Results
of this analysis should be taken into account when
assessing a country’s strengths and weaknesses and
competitive position for attracting foreign invest-
ment in certain sectors.

Figure 5.2 provides an overview of the importance
allocated to different location factors by investors

during the location decision process. The red line
shows the percentage of respondents that consider
the factor as ‘crucial’. The blue line shows the per-
centage of respondents that considered the location
factors as either important or crucial.

Business climate conditions

Political and economic stability were among the
most important location factors in sub-Saharan
Africa to 85% and 83% of the respondents respec-
tively. Political stability was considered a crucial fac-
tor to 32% of the respondents and economic stabil-
ity was crucial to 29% of the respondent population.

Good business climate conditions in general are
strong reasons for investment. Quality of infrastruc-
ture, country legal framework and the transparency
of the investment climate were all claimed as impor-
tant by more than 68% to 71% of respondents,
respectively.

Market conditions

The single most crucial location factor driving the
investment decision making is the local market. This
factor is important for about three-quarters of the
respondents and indicated as crucial by a record
number of respondents (35%). These figures confirm
the importance of market driven investments within
the African context and parallel the earlier graph
showing market seekers as the largest group of for-
eign investors among the respondents.

Local resources

Low labour costs and skilled labour availability were
the main local resources important in location selec-
tion. Some 71% and 70% of the respondents claimed
low labour costs and skilled labour availability
important or crucial, respectively.

Interestingly, softer location issues such as quality
of life and government agency support services were
among the factors that were less crucial, but were
still considered important by more than half of the
respondents.

For the respondent group as whole, other location
factors seemed to play a less important role in
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investment decision making in sub-Saharan Africa.
It should be noticed however that when targeting a
specific group of investors, individual location fac-
tors could come forward as relatively more impor-
tant or crucial for that specific target group. This dis-
tinction is what IPAs should be very alert to. The
overall distribution given above will reflect the views
of the largest groups (like market seekers), and it is
important to isolate the views of specific groups that
may be targeted for promotion by the IPA.

Important location factors by investment
motivation category

Export-oriented companies attach less importance
to political and economic stability compared to local
market and resource-based investors. For these
export companies, access to raw materials is of
much higher importance. Without the supply of raw
materials these companies (mainly textiles, food and
drink, wearing apparel and agriculture) cannot
export. A reason why these exporters seem slightly
less concerned with political and economic stability
might be that low labour costs are also important
to them. These exporting companies, particularly in

textiles and garments, are under strong cost pres-
sure in order to be competitive. Therefore they might
be prepared to go one step further in the trade-off
between the cost of doing business and the risks
associated with a certain location, in favour of costs.

For a part of this group African Growth and
Opportunity Act (AGOA) is crucial, whereas EBA
seems crucial for only very few companies. Of the
respondents exporting between 50% and 75% of their
annual sales, an insignificant number attached a cru-
cial value to this factor. However, in the export inten-
sive group (exporting over 75% of annual sales) 11%
considered AGOA as crucial. This figure still seems
relatively small but when taking into account that
only 34% of the export intensive respondents were
established in 2000 or later, it can be concluded that
for 24% of the large exporters it was a crucial factor,
which makes AGOA the most crucial factor after
political stability. A special section on AGOA later
in this report will look at this in more in detail.

Market-seeking investors and resource-based
investors show considerable similarity in terms of
the relative importance they attach to location fac-
tors.



FOREIGN DIRECT INVESTOR PERCEPTIONS IN SUB-SAHARAN AFRICA

Location factors — analysis per
subgroup of investors

Comparison of the importance attached to different
location factors by smaller companies versus larg-
er companies, shows those large companies (>250
employees) find the following factors more often cru-
cial in their location decision making:

e Quality of infrastructure

® Government agency support services

® Country legal framework

e Transparency of the investment climate
® Acquisition of existing assets

® Importance of AGOA and EBA

® Availability of skilled labour and low labour
costs (important for 82% of respondents)

e Raw materials

For smaller companies, very often the local market
is more important. Previous analysis has shown that
a relatively large number of the large companies are
also large exporters. Exporters are able to choose
between different ‘export platforms’, which could
explain the greater importance given to country busi-
ness conditions, AGOA and labour costs. Since mar-

Figure 5.3.
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ket proximity is a key driver for small local market-
oriented companies, these issues become relatively
less significant to them.

As discussed above, the local market is also rela-
tively more important for the less intensive
exporters, which are also the smaller companies. The
regional market was more important for the respon-
dents with an average export intensity. The conti-
nental market becomes a more crucial factor if the
respondent is a high intensity exporter. Low inten-
sity exporters generally target regional markets. That
also explains why the presence of key clients in the
country of investment is less important to larger
companies.

Different sectors have different location factor prior-
ities. Figures 3.7 and 3.8 provide insight into the
location factor importance for the wearing apparel
and the agriculture and tobacco sectors. These sec-
tors were chosen to be shown separately since they
belong to the main sectors for foreign investment in
Africa and showed a deviant pattern compared to
the average of the respondent group.

The local market, an important location factor over-
all, and the regional market appear to be less impor-
tant for the wearing apparel sector. This could be
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explained by the previous finding that this sector
shows a relatively high number of large exporters
that target global markets. Surprisingly, this is not
translated into an increased emphasis on the conti-
nental market as an important location factor (indi-
cated by importance attached to EBA). Further
research revealed that the African market is also
important for this group.

AGOA, which is not an important factor when con-
sidering the population as a whole, becomes much
more important when targeting the wearing apparel
sector. 33% of the respondents in this sector claim
that AGOA was a crucial factor in location selection,
whereas 51% of all respondents in this sector con-
sidered the trade agreement as important. This
makes AGOA rank second when considering the cru-
cial location factors.

Low labour cost is another factor that is given rela-
tively more importance in the wearing apparel sec-
tor. For 83% of all respondents in the wearing appar-
el sector it was mentioned as important since the
companies in this sector are mainly seeking low cost
sites.

The local or regional market is less important for
both the agriculture sector as well as the wearing

Figure 5.4.
agriculture sector
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apparel sector. The presence of key clients in the
country was also not mentioned as an important
influence. Availability of raw materials ranks first in
terms of factors considered crucial by the sector
respondents.

Also in the textiles sector, this factor is of utmost
importance. For 50% of respondents raw materials
are crucial and the availability of good local suppli-
ers is also an important factor for foreign textiles
companies.

In the food and drink sector the local market was
the most crucial factor when conducting a location
evaluation. Raw materials and local suppliers are
more often considered crucial for location selection
in this sector compared to the average of respon-
dents across all sectors.

For medium and high tech manufacturers the local
and regional markets appear relatively more impor-
tant. Resource-based manufacturers attach less
importance to the presence of key clients. As one
would expect, the importance of raw materials is
higher for this group of respondents.

The mode of entry did not make a real difference in
importance of location factors. Obviously, the pres-
ence of a joint venture partner becomes much more
important for joint venture investments. It is an
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important location factor for 61% of joint venture
respondents and for 19% this was crucial for the
location decision. This leaves IPAs with an impor-
tant task to map potential joint venture partners and
investment proposals among the indigenous com-
pany base, in order to be able to rapidly respond to
inquiries by foreign investors.

It can be concluded that the general picture as pre-
sented for all respondents in Figure 3.5 can be some-
what different based on the nature of the investor
in terms of sector, technology or market focus. It is
therefore crucial for government agencies to take
those specific differences into account when devel-
oping strategies for investment promotion.

Locations considered in the decision
making process

Analysis of countries competing showed that there
is particularly strong competition for an investment
project between neighbouring countries. Nearly 30%
of respondents indicated they had considered other
countries before their final investment decision. The
results of the analysis of combinations of countries
that are typically included in a location decision
process, i.e. the countries that were evaluated
against the location criteria mentioned above are
interesting. In general, the location options consid-
ered were almost all other African locations. Only
respondents in Madagascar and Nigeria sometimes
indicated that several other non-African countries
were included in the location evaluation. There were
some investors that selected these countries over
potentially competing sites that were not in Africa.

In Figure 5.5 all respondents that have considered
other countries at the time of their investment deci-
sion are represented. For respondents that estab-
lished in Eastern Africa, 60% of other location
options were also Eastern African countries. The
same applies for respondents established in
Southern Africa of which 54% considered other
Southern African options. For West-Africa this per-
centage is relatively lower and more other African
countries outside the West-Africa region have been
evaluated by the respondent investor.

Large exporters appear to be more flexible in terms
of location options. A larger share of these compa-
nies indicated that countries in other African regions

Figure 5.5. Other countries considered at the time
of establishment
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or non-African countries were included among the
list of alternative locations considered. Particularly
agriculture, food and drinks, textiles and wearing
apparel companies sometimes indicated non-African
location options.

How individual countries become part of a location
selection process is discussed below.

Preferred investment location

Survey respondents were asked what their preferred
location would be today for investments to serve
African markets if they were not currently located in
their country and still would have the freedom to
decide on the optimal location of their current oper-
ations. As was indicated earlier, 51% of respondents
would reinvest in their current location. It is inter-
esting to see which countries those other 49% would
choose as a preferred option today if they could do
their investment over.

Figure 3.24 illustrates that in most cases other pre-
ferred locations would still be in the same region.
A typical finding was that 24% of Kenyan companies
would choose Tanzania whereas 35% of the United
Republic of Tanzanian companies would choose
Kenya if they could decide on the location today.
For companies located in Eastern Africa today, how-
ever, Southern Africa was also a preferred region.
This was mainly dominated by one country, South-
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Figure 5.6. Distribution of the respondents by preferred location
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Africa, which is by far the most popular country over-
all.

Analysing the respondents by subgroup, it seems
that in the agriculture and tobacco sector, the basic
metals sector and transport and storage sector in-
vestors would more often choose their current loca-
tion again.

Investors in Mozambique indicated the least ten-
dency to move to another location (perhaps due to
their proximity to their main market, South Africa)
and those in Madagascar showed the highest ten-
dency most likely due to the serious political crisis
that has hit the country recently. (Possibly also
reflecting the highest level of export-oriented,
extremely mobile investments that continuously
assess the comparative costs in competing locations
and are least tied down to a location through
resource dependence).

Respondents were also asked for the main reasons
why they would stay in their current location or
rather choose another location if they still had the
freedom to decide. The typical answer pattern was
highly related to the importance of each location
factor in the respondent’s location decision. Reasons
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frequently mentioned were economic and political
stability, quality of infrastructure and local market.
Having a good understanding of why investors would
like to stay in the country and why other investors
would choose another location is crucial for IPAs in
developing a country-specific Strengths, Weak-
nesses, Opportunities and Threats (SWOT) model.
This will be analysed further in the Chapter on impli-
cations for IPA's.

Promoting awareness of investment
opportunities

It is crucial for individual countries to create aware-
ness of investment opportunities in the minds of
potential investors. Since this can be a costly exer-
cise, it is of the utmost importance to identify the
mechanisms through which existing investors
became aware of investment opportunities in sub-
Saharan countries.

In the survey, the respondents were asked to indi-
cate how they were made aware of investment
opportunities in their country. The results of the
response to this question are shown in Figure 3.10
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Figure 5.7. Analysis of how investors were made aware of investment opportunities
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below. It became clear that almost two-thirds of all
investors cited business related contacts as the most
significant influential factor in how they were made
aware of the investment opportunity in that location.

Existing investors were the key information source
for nearly one-third of all the respondents.
Customers, suppliers and other business contacts
were the other sources in this group of business con-
nections.

About 28% of respondents were made aware of the
investment opportunity thanks to investment pro-
motion related activities: 10% through direct contact
from the IPA, 8% through an investment mission to
the host country and 5% by an investment seminar
in the home country. The embassies were responsi-
ble for 4% of respondents.

Analysis was conducted to see if the responses var-
ied for specific subgroups of respondents.

The only relevant difference was at the country level.
Investors in Kenya and Madagascar were relatively
more dependent on other business contacts than the
average.

These results underline the importance of investor
care by IPAs and the opportunities offered by work-
ing closely together with the existing investor. The
implication of this finding will be discussed in more
detail in Chapter 4 of this report in a detailed sec-
tion on IPA strategy and after-care.

Investment Mission to
Host Country
8%

Investment Seminar in
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31%

Services needed and IPA performance

The previous section showed how investors are typ-
ically made aware of investment opportunities and
which location factors are crucial in their decision
making process. The results showed that IPAs in sub-
Saharan Africa play a minor role in the process of
awareness creation.

The survey also asked respondents which services
they would like to receive from investment promo-
tion agencies to help them in their decision making
process and to facilitate the implementation process
once decided on the final location. First, registration
of foreign investors is discussed. Afterwards, the
services investors need in the pre-investment and
investment stages as well as the incentives typical-
ly desired will be discussed.

Registration of FDI

One of the most common services provided to facil-
itate FDI is registration or certification of companies
with the IPA. This survey examined if companies reg-
istered or were provided with a certificate by the IPA.
If they did, the efficiency of the certification process
and its importance to them is assessed.

On the basis of the response to the survey, 48% of
respondents indicated they did register with the
local IPA. 33% did not, 12% didn’t know and 7% did
not answer the question. Registration seemed to be
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Figure 5.8. Percentage of respondents registered with the IPA
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largely dependent on the way registration is organ-
ized in the different countries. Figure 3.11 reflects
the percentage of respondents that indicated they
had registered with the IPA (as compared to the sum
of affirmative and negative answers). In Ethiopia,
Uganda, United Republic of Tanzania and
Madagascar, the number of registrations was very
high. In the case of Ethiopia, all registrations are
done via the IPA. In Kenya, Burkina Faso, Cameroon
and Nigeria, a very small nhumber of respondents
confirmed having their company registered via the
IPA. This would be strongly influenced by the reg-
ulatory obligations in the respective countries.

Of the companies that registered, over 90% rated the
process as being good to excellent.

Respondents that had been registered or had been
provided with a certificate by the IPA were asked how
useful the registration or certification process has
been in obtaining taxation and other benefits. Some
49% of respondents indicated it had been somewhat
useful and for 41% it had been extremely useful. For
only 10% of the respondents that registered via the
IPA, the process was not useful in terms of obtain-
ing benefits.
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Since large discrepancies appeared in the percent-
age of companies registered in the different coun-
tries, further analysis was done on the usefulness of
the certification process per specific subgroup since
this could have important implications for activities
and focus of sub-Saharan IPA's (discussed in Chapter
4).

'Zr
X

13?

o

Ko

In Burkina Faso for example, very few investors had
registered via the IPA, however eight out of nine
investors who did register found the registration
extremely useful.

In general, large companies and production compa-
nies seemed to benefit more from registration than
smaller companies and non-production companies.
For more than 57% of the large companies, registra-
tion was extremely useful in obtaining other bene-
fits, whereas for the smaller companies (less than
250 employees) only 34% of respondents thought
the process was extremely useful in obtaining other
benefits. A likely explanation may be the capacity of
larger foreign investors to negotiate special condi-
tions. Clearly, this is related to the fact that larger
companies were found among the larger exporters
who obviously are more mobile and therefore more
often considering other potential locations.
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For each of the countries, the usefulness of the reg-
istration process should be investigated further and,
if necessary, improved. It should be decided if more
attention should be paid to some specific target
groups of investors. The section on implications for
IPA's will analyze this in more detail.

Apart from registration or certification, many other
services are required by foreign investors. The con-
cept of the IPA as a one-stop-shop to potential
investors really makes sense when analysing the
needs for support indicated by the investors ranging
from being aware of the opportunities in the coun-
try to after-care services.

The survey asked companies which services they
requested or needed from the IPA in a pre-invest-
ment and investment stage. Out of the total, 43% of
respondents (mainly those that did not register with
the IPA) did not answer those two questions or
marked the question as not applicable. Of the com-
panies that had registered with the IPA, 85% indi-
cated which services they requested or needed from
the IPA in a pre-investment stage and 89% in the
investment stage. Of the non-registered companies

Figure 5.9.
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this was only 25% and 23%. There was also a corre-
lation with the initial point of contact of the investor
in the country (how had the company originally been
made aware of investment opportunities): of the
respondents that had been directly contacted by the
IPA, 92% requested additional services from the IPA
in a pre-investment phase and 90% in the invest-
ment phase.

This leads to the assumption that many companies
are not aware of the existence of the IPA or of the
services they could receive. This should be investi-
gated further on a country by country basis.

Pre-Investment

Rating of pre-investment services

Figure 5.9 shows the perceived importance of spe-
cific pre-investment services by respondent compa-
nies. The red line shows the percentage of respon-
dents that indicated this service to be crucial. The
blue line represents the percentage of respondents
that found this pre-investment service at least impor-

Importance of pre-investment services requested or used

== Important of crucial
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tant. Percentages are calculated against the 57% of
respondents that answered the question.

Information on corporate taxation and incentives is
the most important service requested in the pre-
investment phase by foreign investors. Some 95% of
all respondents that requested at least one service in
the pre-investment phase rated the tax information
as important or crucial. Almost equally important,
pre-investment service was information on doing
business in the country (permits, labour regulations,
etc) followed by other pre-investment services con-
sidered important by more than 80% of the foreign
investors, such as:

e information on the general business cli-
mate in the country

e information on the cost of doing business
in the country (labor costs, property costs,
utilities costs, etc.)

® information on importing/exporting regula-
tions and tariffs.

Overall, the organization of a fact finding trip by the
IPA and the introduction to potential partners in the
country was considered least important by the for-
eign investors. Clearly, the latter one only applies to
the small group of respondents that entered the
region through a joint venture.

Important services requested by investor category: For all
the three categories, market seekers, exporters and
resource-based investors, information on taxation
and incentives were most crucial. In addition, mar-
ket seeking investors are more interested in obtain-
ing general business climate information and infor-
mation on local customers and markets. Exporters
are clearly more focused on obtaining information
on the cost of doing business and import and export
regulations.

Implementation of a cost-effective investment pro-
motion strategy within the individual countries
requires a more detailed understanding of needs as
expressed by individual investors in each country. It
is very important to fully understand if differences
exist between specific sub-groups of investors in
terms of pre-investment services required. Again the
general picture of service requirements was cross-
checked against all subgroups of investors as de-
fined in Chapter 2.

PERCEPTIONS AND SERVICE NEEDS OF INVESTORS

Origin of the parent: In general, the importance of the
services needed did not differ widely depending on
the origin of the investor, except for;

e |nformation on service providers and find-
ing suitable sites, which were relatively less
important for European investors. The rea-
son for this could be that the share of new
greenfield investments by European com-
panies has been decreasing, which makes
finding suitable sites less of an issue for
companies from Europe.

e Environmental impact assessments were
relatively more requested by African
investors.

Size of the company and export intensity: Information on
customers and markets was relatively more impor-
tant for the smaller companies. This sounds logical
since the smaller companies amongst the foreign
investors were also the most local market-orientat-
ed companies. This could also explain the fact that
information on importing/exporting regulations and
tariffs was more important for the larger companies
of which many were found among the larger
exporters.

Country of investment: Information on the cost of doing
business had a higher importance in Madagascar
with 92% rating the service as important. Another
difference was the information on importing/export-
ing regulations and tariffs which was crucial for more
than 50% of investors in Madagascar, compared to
30% for the group as a whole. This reflects the large
proportion of the respondents in the textile and gar-
ments industry based in this country. These compa-
nies are typically among the more export intense
companies.

Evaluation of pre-investment services

Next to a rating of the importance of services,
respondents were also asked to evaluate how well
each specific service was provided by the IPA. Figure
3.13 shows the evaluation of all respondents that
considered the particular service as important or cru-
cial. Those percentages are shown on the vertical
axis. The horizontal axis shows the percentage of
those respondents that evaluated the particular serv-
ice as provided well. The higher the service level is
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placed on the graph, the more important it is to
investors. The more to the right on the graph, the
more satisfied the investors were with the way it was
provided.

The figure shows that the most important services
for the investor are also among the services that
were provided best by the IPAs according to a major-
ity of the investors answering this question. These
are information on corporate taxation and incen-
tives, information on doing business in the country
and information on general country business cli-
mate. This result in itself could be considered as a
very positive sign. However, still more than 40% of
the respondents that found these services important
or crucial thought the service was provided poorly
or was not provided at all by the IPA. Overall, sub-
Saharan IPA's could therefore still strongly enhance
the quality of services typically requested by new
investors.

Among the important services to investors that need
urgent attention of IPAs are:

e [nformation on import and export tariffs
and regulations

® Information on the cost of doing business
in the country

e [nformation on existing industry and sec-
tors in the country

e |nformation on customers and markets
® Feasibility studies

The important implications of those findings for IPA’s
are discussed further in Chapter 4.

Investment phase

Figure 5.11 shows the importance of specific servic-
es requested by respondent companies in the invest-
ment and post-investment phase. The red line shows
the percentage of respondents that indicated the
services as crucial. The blue line represents the per-
centage of respondents that found the pre-invest-
ment service as at least important. Percentages are
calculated against the 57% of respondents that
answered the question.

Figure 5.10. Evaluation of importance versus quality of services investors did request or use from IPAs
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During and after establishment of the business, the
most needed services for both the foreign investor
group as a whole as well as for the individual cate-
gories of market seeking, resource-based and export-
oriented investors are:

® company registration and licensing
® help with obtaining permits
® incentive applications

These services were considered important to more
than three-quarters of the foreign investors during
and after the investment decision. All other servic-
es were also considered important and were request-
ed by 40% to 60% of the respondent group.

One noteworthy distinction is the case of market
seeking investors who seem to have fewer concerns
with obtaining permits than resource-based manu-
facturers or export processing companies. They also
require less assistance with incentive applications.

Crosschecking the general picture against other sub-
groups of investors provided the following results:

Figure 5.11.
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® Recruitment support was more important
for African investors and less important for
European investors. For the latter, help with
office/factory purchase or lease was also
less important.

® |nvestors attached the same level of impor-
tance to the (post-) investment services
whatever their mode of entry in the coun-
try.

* No noteworthy sector differences could be
identified.

Evaluation of pre-investment services

The evaluation of how well these services were pro-
vided by the IPA is reflected in Figure 5.12. This fig-
ure shows the evaluation of all respondents that
considered the particular investment and post-
investment services as important or crucial. Those
percentages are shown on the vertical axis. The hor-
izontal axis indicates the percentage of respondents
that evaluated the services as provided well. The
higher the service is placed on the graph, the more

Importance of investment and post-investment services requested or used

== Important of crucial
=fll= Crucial
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important the service was to foreign investors; the
more to the left on the graph, the more the IPA could
improve in the provision of this service.

The services (needed after the investment decision
is made) that were rated most important by the for-
eign investors are also the ones that were evaluat-
ed as provided well. However, similar to the situa-
tion with the pre-investment services, a relatively
large group (35% to 45% of the respondents) found
the service to be provided poorly or not provided at
all by the IPA.

All other services were not considered as provided
well by more than 60% of the foreign investors who
answered this question. Staff training support, find-
ing local suppliers and building construction servic-
es were services that in 80% of cases were not pro-
vided by the IPA's or were not known by the investors
as being provided by the IPAs. Since all of these
post-investment services are important to between
40-60% of the foreign investors, there is still a lot of
work to be done among sub-Saharan IPAs when it
comes to post-investment services.

Incentives

As discussed before, a very large share of the for-
eign investors found registration with the local IPA
useful in obtaining taxation and other benefits. The
incentives and subsidies foreign investors were par-
ticularly interested in are shown in the Figure 5.13
below.

Duty exemptions and taxation reduction were clear-
ly the most desired incentives for both the foreign
investor group as a whole as well as for the indi-
vidual categories of market seeking, resource-based
and export-oriented investors. Respectively, about
85% and 88% considered those as desirable and a
very high share of 69% and 74% considered them
very desirable. Next in the incentive wish list of
investors are bank and other interest reductions
(very desirable by 58%) and import rebates (very
desirable by 52%). All other incentives or subsidies
were only very desirable by 25% to 40% of the
respondent group. Again these percentages pertain
to the 57% of respondents that answered this ques-
tion.

Figure 5.12. Evaluation of importance versus quality of services investors did request or use from IPAs
to facilitate their investment in the host country
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Figure 5.13. Desirability of incentives
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Crosschecking those general results for the specific
investor subgroups led to the following results:

® Building purchase/lease was relatively more
desirable to African investors and less to
European investors, who also desire less
licence cost reductions.

® Bank and other interest cost reductions and
subsidies to cover marketing costs and
employment costs were less desired by
companies established in the last three
years.

e As would be expected, the larger companies
indicated more often that subsidies related
to employment costs were highly desirable
to them. Taxation reduction seemed to be
less desired by the smallest companies.

The ease in obtaining those subsidies or incentives
is shown in Figure 3.17. This Figure shows the eval-
uation of all respondents that considered the incen-
tives as desirable. Those percentages are shown on
the vertical axis. The horizontal axis reflects the per-

centages of those respondents that evaluated the
particular incentive as easy to obtain or with only
some difficulties. The higher the incentive is placed,
the more desirable the incentive/subsidy was; the
more to the left, the more respondents (who desired
this incentive) found this incentive difficult to
obtain.

In general it seems that the less desirable incentives
are most easy to obtain, whereas the most interest-
ing incentives to foreign investors are most difficult
to obtain.

Tax-related incentives together with bank and other
interest reductions are desired by a large proportion
of the foreign investors. Their experience, however,
is that those incentives are more difficult to obtain.

Subsidies related to employment costs, equipment
purchase/lease and building purchase/lease were
easy to obtain for 18% to 24% of respondents.
Subsidies related to marketing costs fall somewhere
in between and are rated as easy to obtain by 13%
of respondents.
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The incentive package was an important location fac-
tor to invest in sub-Saharan Africa for 52% of all
respondents. To respond to those investors with an
attractive incentive package could be very advanta-
geous for the success of investment promotion in
each of the individual countries.

At this stage no major difference could be identified
in the ease of obtaining incentives between the dif-
ferent subgroups. There were some indications that
foreign investors in Ethiopia found duty exemptions
and license cost reductions relatively easier to
obtain. In Uganda, subsidies for equipment pur-
chase/ lease would be easier. Madagascar would be
advantageous in obtaining subsidies related to
employment costs.

Finally the investors were also asked to provide their
evaluation on the performance of the IPA in the last
few years and their answers are reflected in the next
graph. Overall, investors in Kenya and Madagascar
most often evaluated the performance of the IPA
below expectations and the IPAs of the United
Republic of Tanzania and Uganda were compara-
tively the most appreciated.

Figure 5.15. Performance of IPA in the last three years
100% 1
90% -
80% -
70% -
60% -
50% -
40% -
30%
20%

10%

JIIIII

In the case of Kenya it should be recalled (see Figure
5.8) that a very small percentage of investors were
registered with the IPA, thus there is very little
awareness among foreign investors about the serv-
ices it provides and very little interaction. There is
considerable work that needs to be done to increase
the profile of the IPA in Kenya among foreign
investors and develop into a more proactive agent
of investment promotion and facilitation.

In the case of Madagascar these investors were
mainly complaining about the quality of services
provided in relation to information on corporate tax-
ation and information on importing and exporting
regulations. The fact that these services are impor-
tant to the large proportion of export intensive
investors in this country helps explain the negative
evaluation of the IPA.

This graph seems to correspond with the graph pro-
vided in the next paragraph on the investor’s evalu-
ation of its investment performance. However, fur-
ther analysis showed that IPA performance was never
mentioned as a main reason for poor investment
performance.
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Post-investment

The experiences of the foreign investors after they
established operations in sub-Saharan Africa were
analysed. Questions about how elements of the
investment climate have changed since their deci-
sion to invest and how their investment has per-
formed in relation to their expectations were asked.

Business climate developments

In the previous section of this chapter, it was
analysed which location factors were important or
crucial for the respondent’s decision to invest in one
of the countries under analysis. In this section it will
be analyzed to what extent the foreign investors
thought those factors have changed (become better
or worse) since their decision. An important location
factor that has changed in a negative direction is a

8 Percentage of respondents considering the location
factor as important or crucial.

PERCEPTIONS AND SERVICE NEEDS OF INVESTORS

red flag that must be addressed immediately. The
size of the bubbles in Figure 3.18 below represents
the importance of each location factor as analysed
earlier in this chapter®. The horizontal axis shows the
percentage of respondents that considered the spe-
cific location factor as having become worse since
their decision. On the vertical axis, the percentage
of respondents for which the specific location factor
had become better is shown.

A very positive result is that for all location factors
that were important in the location decision, the
proportion of respondents that had seen this busi-
ness climate condition become better was in all
cases higher than the proportion of respondents that
found that the condition had become worse. The
best results were identified for the following impor-
tant location decision factors: to take advantage of
.Everything But Arms“ (EBA) and of the African
Growth and Opportunity Act (AGOA), the political
stability and the availability of local suppliers. 40%
to 50% of respondents evaluated these conditions as
better than at the time of their decision and less

Figure 5.16. Evolution of location factors since the respondent’s decision
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than 10% evaluated them as worse. Labour costs
seemed to have evolved in a less positive way for
18% of respondents.

Important to mention are agency support services
and the incentive package which had changed in a
negative direction since the investor's decision
according to respectively 17% and 18% of respon-
dents. The same factors had changed in a positive
direction for only 31% and 30% of the foreign
investors. This could have important implications for
investment promotion agencies in the individual
countries.

The evolution of all other factors was somewhere in
between these two extremes. Not all subgroups of
investors had the same evaluation however. The
country of investment obviously has an impact on
the evaluation of certain location factors. In the con-
text of this report however not all individual coun-
try differences are reported since that will be sub-
ject of detailed country reporting. However, it could
be relevant to indicate which factors were subject to

country differentiations. These consisted of general
business climate conditions except for agency sup-
port services, which were evaluated in the same way
in all countries. Market conditions were not subject
to country differences except for local market con-
ditions and presence of key clients. Evolution of
labour related factors as availability and costs were
also very much country specific. From the remaining
location factors only the availability of raw materi-
als was country-specific.

Since economic stability was one of the most impor-
tant factors in a respondent’s location decision and
since the evaluation of the change in economic sta-
bility differed widely across countries, it has been
mapped in Figure 5.17.

Another important factor to mention is the labour
cost conditions for the wearing apparel sector which
were evaluated as getting worse by 43% of respon-
dents. Only 14% considered labour costs as having
improved in that sector. In general, large employers
evaluated the labour cost factor as getting worse.

Figure 5.17. Evolution of economic stability since the respondent's decision
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Economic impact of foreign investors

The analysis in the first part of this chapter will focus on understanding the impact respon-
dent companies have on the region as a whole and local economies in particular. The main
focus will be on understanding the economic impact of investors with particular reference
to sectors, source country of investment, activities, size, entry mode, and markets served.
This analysis will provide a basis for assessing the values putting resources into investment
promotion efforts and yielding clues as to where to target these resources in terms of
investor categories for maximum impact to the economy.

Manufacturing value added

Total manufacturing value added (MVA)® per capita or the share of medium and high-tech activ-
ities in MVA is used as an indicator for assessing countries’ industrial capabilities or indus-
trial competitive performance®®. For that purpose a question was included in the survey ask-
ing the foreign companies for the total MVA of goods produced to discern differences between
sectors and particular subgroups of respondents.

Figure 6.1. Distribution of manufacturing goods produced in the last year (US$)
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Generally speaking, MVA among manufacturing respondent companies was relatively low. Over
half of the respondents involved in manufacturing indicated a MVA of less than US$ 1 million
in the last year. Nearly 75% of all respondents had a MVA of less than US$ 5 million. This is
not surprising given the findings presented earlier on technology intensity of manufacturers.
In the case of our survey countries, the low added value was mainly due to the large share of
the respondents in resource-based and low-technology sectors.

¢ MVA = [Total Revenues received from sale of manufactured product(s)] — [Total Cost of ”bought in“ materials,
components and services to produce final manufactured product(s)].

10 UNIDO, Industrial Development Report 2002/2003 — Competing through innovation and learning.
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Figure 6.2. Distribution of respondents by MVA for a key manufacturing sectors
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In one of its recent publications, UNCTAD" con-
cluded that the massive increase in the volume of
exports had not added significantly to developing
countries’ income. Although there had been a strong
growth in ratio of manufactured exports to GDP in
many developing countries; this had not been
accompanied by a significant upward trend in the
ratio of manufacturing value added to GDP. The main
explanation needs to be sought in the fact that
trans-national corporations typically import semi-
manufactures with technology already embodied.
The value added in the developing country may then
be due to low skilled labour and consequently cre-
ate relatively little income per capita. When the
completed product is exported it is counted as a
technology-intensive export, but very little technol-
ogy has been employed in the country and conse-
quently very little value added.

11 UNCTAD Trade and Development Report 2002'
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Due to the relative small numbers of respondents
indicating a MVA of above US$ 5 million, no statis-
tically significant differences between sectors could
be identified in terms of relatively lower or higher
MVA. The graph on MVA per sector provides some
indications however, that some sectors seem to have
a relatively higher MVA. Looking only at the sectors
with a good representation in the survey sample it
appears that particularly the agriculture, food and
drink, textiles, basic metals and machinery sectors
have more than half of the respondents indicating
an MVA of more than US$ 1 million.

The size of companies positively correlated with the
MVA produced, the larger the company the higher
MVA.

In the category of MVA of less than US$ 1 million,
19% of the respondents were involved in medium-
or high-tech manufacturing. This figure did not dif-
fer from the higher MVA group (over US$ 5 million).



Local sourcing of inputs

A key indicator of the "local embeddedness” of for-
eign companies and the potential for technology
transfer is often seen in the value of the inputs
sourced locally.

Nearly 30% of all respondents indicated that they
were sourcing less than 10% of the total value of
their final product locally. Nearly two-thirds of the
respondents were sourcing less than half of the
value of the final product locally. Whereas about 20%
of the respondents indicated they were sourcing
more than 75% locally. Particularly agriculture and
food and drink companies were in this category.
Large export-oriented firms in the wearing apparel
sector, however, are still sourcing most of their
inputs elsewhere.

As would be expected, the sourcing patterns of
resource-based manufactures showed that they aver-
aged higher local sourcing. However, low- to high-
tech manufacturers were typically sourcing a small-
er percentage of supplies within the country.

A higher percentage of large exporters (30%) indi-
cated they source between 75-100% of the value of
the final product in the country. Obviously, local con-
tent requirements could have an impact on the
sourcing behavior of those companies. This group
however, shows a more extreme pattern since also
37% of respondents indicated they were sourcing
less than 10% of the total value of their final prod-
uct locally.

Figure 6.3. Distribution of
inputs/supplies sourced
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The food and drink and agricultural sector sourced
a relatively higher percentage of supplies locally. The
same applied for the non-metallic mineral sector.
The wearing apparel sector clearly showed a more
international sourcing pattern (52% of respondents
sourced less than 10% of supplies locally).

Companies that invested in the region after 2000 had
a significantly smaller percentage of inputs sourced
locally compared to companies that had been estab-
lished for a longer time. Results seem to suggest
that over time companies tend to develop more local
input linkages. However this issue would need more
research to come to statistically valid conclusions.

Although numbers were too small to draw strong
conclusions, the group of US companies tended to
source more locally compared to their counterparts.
Almost 60% indicated they were sourcing more than
50% of the final product value locally. Particularly
Asian companies seem to rely relatively more on
overseas supplies.

Local business links

The survey sought to obtain more insight in non-
supplier relationships of the respondents in each
country. The graph below shows the percentage of
companies that had an active relationship with each
of these organizations and institutions.

Figure 6.4 Percentage of respondents having
a relationship with local organizations
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Overall, it appears that local chambers of commerce
and sectors or industry organizations are the main
business contacts developed between foreign
investors and the local business or educational com-
munity. Despite the low local R & D intensity of the
respondents, 14% indicated having an ongoing rela-
tionship with local research or technology institutes.

Remarkable differences exist among the subgroups
of respondents of investor relationships with those
institutions.

Relationships with local chambers of commerce:

o Were more developed in Ethiopia and
Burkina Faso; less in Kenya and Madagascar

® \Were more developed by food and drink,
leather and leather products and metal
products sectors; less by the wearing appar-
el sector

e \Were considered less important by export-
oriented companies
Relationships with local universities and other aca-
demic institutions:

e \Were more developed in the United
Republic of Tanzania; less in Nigeria

e \Were not important at all for the wearing
apparel sector

e \Were less important for smaller companies

e \Were more important for resource-based
manufacturers

Relationships with local research and development
and/or technology related institutions:

¢ |ocal R & D institutions are relatively more
important for big companies and for export-
oriented companies

e The agriculture sector more frequently
reported relationships whereas it was not
important at all for the wood, pulp and
paper products sector

¢ |n United Republic of Tanzania companies
seemed to have more often a relationship
with those institutions

Relationships with local training institutions:
® More important in Kenya; less in Uganda
* More important for the larger companies

® More important for medium tech compa-
nies; less for low tech companies

Relationships with local sector and industry organ-
izations:

® More relationships in Kenya; less in
Cameroon and Uganda

® More important for large companies

These results help in building a better understand-
ing of the potential for — and nature of — linkages
established by different sectors in the various coun-
tries. It provides individual IPAs with valuable input
for designing their services and after-care strategy in
terms of leveraging the linkage potential per sector
for both existing companies and new entries in the
country.



Survey implications for IPAs and
other actors in FDI promotion

The pilot survey and the results of this first full scale survey covering ten countries provides
valuable insight into investors’ perceptions on sub-Saharan Africa as a location for FDI and
on the role and impact of local governments and government bodies involved in investment
promotion on shaping these perceptions. The inferences which may be drawn from the
results presented in this survey will vary depending on the perspective of the different organ-
izations involved in the industrial development process and FDI promotion. The prelimi-
nary conclusions given below will be developed further in subsequent publications focus-
ing on specific issues highlighted by this report.

The following sections of this report set out the implications which may be drawn from the
standpoint of three of the principal groups of organizations responsible for and deeply involved
in encouraging FDI from both the national and international perspectives.

® |mplications for national IPAs

® |mplications for governments

Implications for international development agencies

Survey implications for IPAs in the countries surveyed

The objectives of this study were largely aimed at shedding more light on the dynamics of
foreign investment in general and the motivations and decision processes of foreign investors
in the sub-Saharan region. Any insight into how the flow of foreign investment into this par-
ticular region can be influenced will have implications for IPAs, particularly in terms of how
these IPAs could maximize their impact given their generally limited resources.

The key findings in relation to IPA strategy and organization were:

Importance of close links with existing investors

Importance of general business climate and policy advocacy

Importance of getting involved in the registration or certification process
Importance of the matchmaking function versus greenfield promotion
Overseas strategy: important source markets for investments

Sector strategy: focus

This survey has reconfirmed a key finding in the pilot survey that existing investors are a major
source of new investments and play a major role in creating awareness of the investment
opportunities in each country. In addition, existing investors with an investment performing
above expectations are more likely to further expand the investment and more often expect
to create additional jobs in the country.
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Developing closer relationships with the existing
investors in the country requires an organizational
structure designed to achieve this in an effective and
efficient manner. One very positive feature of the sur-
vey was that it showed the vast majority of existing
investors actively welcomed better and closer con-
tact with their IPAs. Promotion agencies are strong-
ly urged by their existing client base for an open
door policy when it comes to developing contacts.
To achieve this, IPAs must facilitate the implemen-
tation of an appropriate client relationship manage-
ment programme through appropriate organization-
al modifications, capacity building of staff and, if
required, recruitment of new staff with the appro-
priate skill profile. This involves team building with-
in IPAs and increasing focus on developing relations
with existing investors rather than pursuing new
investors without a base upon which to build a
focused promotion strategy. Developing good rela-
tionships with existing clients requires that the rel-
evant staff in the IPA receive the training necessary
to carry out this function. This is an activity that
should be prioritised within all the IPAs surveyed. It
also follows that separate teams should be formed
to work specifically with potential incoming
investors, inward missions and group visits to for-
eign markets.

Contrary to the situation in the more developed
economies of Europe, for example, foreign investors
in sub-Saharan Africa attribute higher importance to
general business climate conditions when selecting
a location than to labour market factors. There is a
huge opportunity for countries to increase FDI per-
formance by making strong and sustained progress
in enhancing the general business climate condi-
tions. The survey showed that overall business cli-
mate factors such as political and economic stabil-
ity, transparency and legal framework have improved
in the region as a whole. However, there is still room
for improvement in this area and the countries most
successful in “getting the basics right” will be the
most attractive to these foreign investors. Policy
advocacy is therefore of crucial importance and
needs to be a key function of each IPA. The findings
of this survey, in combination with the close con-
tacts to be developed with existing foreign investors,
should provide IPAs with sufficient input for setting
priorities in business climate improvement and

developing the needed arguments to influence pol-
icy.

The survey indicated that when IPAs get involved
with investors at an early stage, there is more scope
for providing a broader range of services and con-
sequently a tendency to have a larger proportion of
“content” investors. Nearly all the investors that were
made aware of the investment opportunity in the
country by the IPA and/or investors that got in touch
with the IPA during registration and certification
found this initial contact very useful in facilitating
other IPA services, incentives and other benefits.
There is great interest among investors in using IPA
services, however many of them were not aware of
the existence of an IPA and its service offerings. IPAs
should create a mechanism to establish contact with
potential investors as early as possible by being
somehow linked to all processes involving foreign
companies. This implies close networking with other
government departments and national institutions
that contribute to different aspects of investment
promotion and administration. Increased recogni-
tion and visibility among new foreign investors
entering the country and greater interaction with
them is an essential first step for IPAs in influenc-
ing FDI in their respective countries.

An area of particular attention should be to improve
the reception that investors receive when they inter-
act with IPAs or other sections of the Public
Administration for registration or certification. If effi-
cient service is not provided, the reputation of the
IPA, the administration and the country suffers alike
in the minds of the FDI community.

Although the concept of the IPA as a one-stop-shop
to deal with administrative barriers and provide a
more streamlined and investor-friendly policy envi-
ronment has been fashionable for some time now,
no research or evidence has been found that this is
indeed the magic solution for sub-Saharan Africa.
Although the concept might be appealing in theory,
implementing it effectively is far from easy.
Experiences of the one-stop-shop concept are var-
ied and are not particularly positive in many
instances'?. Lowest cost solutions providing fast

12 Do One Stop Shops Work?* Paper written by Frank Sader,
Foreign Investment Advisory Service (FIAS), The World Bank
Group, 2002.
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results should embody the one-stop-contact con-
cept, whereby the IPA develops close and effective
working relationships with all the government
administrative entities involved in the investment
approval and implementation process, rather than
trying to internalise these functions. Bottlenecks in
the administrative procedures should be identified
and reform advocated and urged by the IPA. Very
often installing basic information technology can be
a key enabler in streamlining some of these process-
es.

The results of this survey show that although joint
ventures are not unimportant, greenfield is the mode
of entry to the region for the majority of existing for-
eign investors. This may be a result of insufficient/
ineffective promotion of joint venture partners in the
past. However, the growing numbers of export-ori-
ented investors in the region seem less interested
in the joint venture and M&A options. In terms of
strategy and organization, this implies that sufficient
resources should be made available for targeting and
servicing greenfield investors.

Survey results show that United States and Japanese
companies, which are typically among the leading
investors across the world, are largely absent in the
survey region. Should the IPA have the means avail-
able to establish overseas offices or an overseas rep-
resentation network at embassies for example, the
survey findings on key source markets for foreign
investment should be taken into consideration.

In terms of prioritizing future investment promotion
programmes, the first priority for IPAs should be to
work with the existing investor base. The survey
revealed that nearly 70% of the existing foreign
investors were planning either an expansion invest-
ment or the establishment of a new facility. This
finding combined with the fact that 51% of the
investors with expansion plans would also strongly
consider other locations besides their current loca-
tion implies that a huge market potential lies right
at the doorstep of each IPA. As already indicated,
the existing investors do welcome IPA support serv-
ices, but appropriate staff skills and client relation-
ship management programmes are required. These
hardly exist in most African IPAs at present. Contact
with investors tends to be either non-existent or
focused on a few high profile clients, while the

majority is simply ignored or monitored for compli-
ance with incentive conditions, at best.

Since private-sector networks and existing investors
play the most important role in new investors’ deci-
sions, IPAs should make satisfied existing investors
a centrepiece of any promotion strategy. By facili-
tating consultative platforms between groups of
investors and government policy makers and being
seen as partners in lobbying for policy reform would
make it easier for IPAs to recruit representatives of
the investor community as “ambassadors” and lob-
byists in international promotion efforts. Success
stories and testimonials of satisfied investors would
make the most convincing promotional material.

Generating Re-investment

The survey gave detailed information on the future
investment intentions of existing investors. From
this it was possible to identify between US$ 1.6 to
3.1 billion in planned future investment and to pin-
point those who were to be the lead investors over
the next three years. This key information obtained
through the survey will enable the IPAs to focus their
short-term promotion efforts on those most likely to
yield the most immediate results. IPAs need to
demonstrate their relevance and effectiveness in
generating investments to gain the respect (and con-
structive cooperation) of the very institutions with
which they need to network. They also need to
demonstrate this to the bodies that will allocate
funds for their budgets, since the effectiveness of the
IPA does depend on the resources they have at their
disposal for designing and executing programmes.

The survey also allows IPAs to identify sectors and
subsectors that are most likely to expand or contract
in the next few years. In terms of a sector promo-
tion strategy abroad, the survey results suggest that
a very small number of sectors make up the major-
ity of foreign investment in the survey countries and
only a smaller selection of these sectors show mobil-
ity (e.g. food and drink and textiles and wearing
apparel). Obviously, the IPA should be responsive to
every single investor that shows an interest in the
country. However, when it comes to pro-actively tar-
geting specific sectors through in- or outward invest-
ment missions, for example, the right mix of source
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markets, sectors and activities (export versus local
market) should be targeted to ensure the most opti-
mal and effective use of the available resources.
Subsequent analysis of the respondents could shed
more light into the structuring sector specific strate-
gies for IPAs in different countries.

Investment services and facilitation

The survey strongly indicated that investors’ primary
relationship with IPAs consisted of the certification
of their projects. Nearly 50% of the respondents were
registered by an IPA. This process was highly valued
by over 90% of the investors and 90% of them found
this registration process useful to some extent in
obtaining taxation and other benefits. This is not
that surprising given that in most countries investors
have to get the certificate to qualify for tax and other
incentives. What needs to be determined is whether
the certification process can be made a vehicle to
strengthen investor — IPA ties and enable the devel-
opment and delivery of other support services.

Only 57% of the respondents greatly benefited from
the services provided by the local IPA by seeking fur-
ther assistance in a number of specific areas such
as basic information on the business conditions and
specific taxation areas. It would appear, therefore,
that there is scope for the IPAs to further improve
the range of services offered in the form of extend-
ing assistance to the 43% that did not receive any
assistance, and improving the services in areas
where assistance was sought but received an inad-
equate response. The pre-investment services most
requested by more than 75% of the foreign investors
included:

e |nformation on taxation and incentives

® Information on doing business in the coun-
try (includes information on required per-
mits and procedures, labour regulations,
etc.)

e [nformation on investment climate condi-
tions (includes political and economic sta-
bility, legal framework, etc.)

® Information on costs of doing business in
the country (including labour costs, prop-
erty costs, utility costs, etc.)

e [nformation on import/export regulations
and tariffs

Services under these headings could probably be
easily extended and standardized, since they main-
ly relate to information provision. Having the infor-
mation requested by more than three-quarters of the
investors readily available would lead to a quick
response time to investors’ inquiries. It would also
free up the IPA staff for other non-standardized pre-
investment services, such as introductions to local
suppliers, potential joint venture partners and
organizing fact finding trips, for example. The better
use of information technology for storing, continu-
ously updating, packaging and distributing invest-
ment climate information to a wider audience is cru-
cial.

Providing good quality pre-investment services to
investors will encourage companies to seek IPA sup-
port in subsequent stages of their investigations and
again once the final decision has been made. It is
Important to secure a potential investor’s trust at an
early stage.

Standardizing as many information services as pos-
sible would also free capacity for actual investment
facilitation in the country. Services that were
requested by more than 75% of the foreign investors
to facilitate their investment implementation once
the location decision had been made included:

e Company registration and licensing
e Obtaining permits
® Incentive applications

Between 55-65% of the investors using these servic-
es were happy with the service provided by the IPAs.
Although this is a relatively high number and an
encouraging result, it still means that between 35-
45% of the investors were not satisfied with the qual-
ity of the services provided. IPAs should have dedi-
cated and well trained staff that guide and actively
support companies going through these important
application procedures.

Although the three services listed above were con-
sidered most important, the survey results in chap-
ter three show a whole list of other implementation
services that are perhaps slightly less important but
still considered important by 40-60% of the foreign
investors. It is particularly this second group of
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important implementation services that needs atten-
tion, as only a small percentage of the investors indi-
cated that these services were provided well.

Based on this important finding in the survey, the
service capacity needs of individual countries will
need to be analysed in more detail and subsequently
translated into country- and IPA-specific capacity
building programs. These are the services that can
help investors’ fast-track implementation of their
investment and ultimately contribute to the satis-
faction level of the investor with the country loca-
tion in general and the IPA in particular.

Post-investment services and after-care

Investors relied on the services of the local IPA for
registration services, which subsequently appeared
to be an important step in also obtaining incentives
and other IPA services.

Those services most valued tended to concentrate
on administrative rather than commercial concerns.
There are indications that executives within IPAs
need to become more familiar with investor needs,
which relate to private commercial networks, espe-
cially in the financial services areas.

This survey points to the need for IPAs to make
strenuous efforts to develop close relationships with
the existing investors and other private-sector net-
works. This would include suppliers, chambers of
commerce, and other organizations within the busi-
ness sector such as banks, consultants, accountants
and other service providers to the business com-
munity. As was clearly demonstrated in the survey,
these organizations play a pivotal role in influenc-
ing investor decisions.

This survey revealed an interesting distinction
between the way investors regarded individual exec-
utives within IPAs and the organizations themselves.
About 95% of the investors that received services
from the IPA before and after the investment deci-
sion found the level of expertise of IPA staff either
good, very good or excellent. The performance of the
IPA as a whole in the last few years was ranked below
or well below expectations by one-fourth of these
investors. This gap between the perception of the
executives and the agency itself may indicate that

with some more resources the agencies would be
able to provide more services. The image of the
agency as a helping hand rather an administrative
clearinghouse must be developed and nurtured and
the survey seems to indicate that this may be easi-
er that expected.

Survey results show that the most important servic-
es that could help investors expand in the country
once they are established mainly include incentive
related support, such as obtaining duty exemptions
and other fiscal incentives, as well as accurate infor-
mation on specific industry or business climate
questions. By studying for each country the specif-
ic requirements of investors who indicated what it
would take for them to substantially increase their
investments, the IPA could not only generate new
investments from them but also determine where it
has to improve service delivery and facilitation to
influence investment decisions of broad categories
of investors.

Survey implications for national
governments

In general terms, the implications that can be drawn
by national policy makers are positive. The majority
of the investors report a reasonable level of satis-
faction with the performance of their investment and
a majority is planning on further investments, some
quite substantial.

The review of the location factors that influence the
investors’ decision regarding the location of invest-
ment reveals the high importance of an attractive
and stable investment climate. Governments that
take improvement of the political, economic and
legal aspects of the investment climate most seri-
ously will be among the most attractive locations for
foreign investors. The survey results confirm the
importance of efforts that have been made until now
in most countries, and should be strong encourage-
ment to continue enhancing the basic country
investment conditions. Investors are rational actors
that normally trade-off the risks associated with
investing in a particular country against potential
rewards when comparing between different location
options. Countries in sub-Saharan Africa that are
able to offer the most attractive combination of low
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risk and high rewards will be among the regional
winners in terms of attracting FDI in the next few
years. It seems that in the case of Madagascar, polit-
ical instability during the first half of 2002 had a
clear negative impact on the investment perform-
ance of foreign companies and consequently future
investment intentions of these companies in the
country.

The review of motivation indicates that local market
conditions and international trade agreements will
largely determine future FDI growth. If experience
elsewhere is a guide, the development of the differ-
ent trade blocks that are taking shape in Africa could
mean an extra stimulus to new investors seizing the
opportunity of serving wider regional markets rather
than just local markets. A substantial part of the
companies in the survey were already indicating that
regional economic integration and trade agreements
are important. The survey revealed that export-ori-
ented industries serving continental markets are
strongly emerging and this motivation group has
become more prevalent among recent investors.
Particularly apparel companies taking advantage of
African Growth and Opportunity Act (AGOA) have
contributed to this trend. Kenya and Madagascar are
among the best examples in this survey of countries
that greatly benefit from AGOA in terms of increased
inflow of export-oriented FDI. This finding should
urge other AGOA-eligible countries and their gov-
ernments to seize these opportunities offered by new
trade agreements.

The study found that particularly Asian investors
have become an important source for new invest-
ments in the region, particularly also in export inten-
sive industries such as wearing apparel. At the same
time it appears that these investors have the least
impact on the local economy in terms of develop-
ing local supply linkages. However, a Special Rule
for LDCs, which currently allows these countries
duty-free access to the United States market for
apparel made from fabric originating anywhere in the
world ends 30 September 2004. This will offer new
opportunities to host country governments in terms
of helping these existing Asian investors finding
local supply sources.

The survey noted that the investment environment
was seen as a restricting factor for future expansion

by a significant proportion of investors. A major rea-
son why investors failed to reach expectations were
the constraints presented by general business cli-
mate issues, including political and economic insta-
bility and government bureaucracy. To a certain
extent this information is not new to the govern-
ments in each of the countries surveyed. However,
it is yet another example of the investment envi-
ronment being made less attractive by the actions
of government departments, and therefore responsi-
bility lies with the government itself. Other factors
mentioned as contributing to the failure to meet
expectations are mainly market forces, which are
largely beyond government control. Global competi-
tion, rising operating costs and the global econom-
ic downturn were among the reasons mentioned.

However, it is clear that there is much work to be
done. Three key areas of policy attention came for-
ward from the survey results:

® In most countries included in the survey,
foreign investors felt that although basic
investment conditions such as political sta-
bility, economic conditions, transparency,
rule of law, bureaucracy, etc.,, have
improved, there is still much room for fur-
ther development. Governments should
therefore remain focused on enhancing
general investment climate conditions and
minimizing government failures that inhib-
it the inflow of FDI.

® Regional and global trade agreements are
considered important to existing investors
and are offering good opportunities for
attracting more FDI into the region. The
AGOA trade agreement particularly attracts
an increasing number of export-oriented
investors keen on serving the US market,
creating thousands of new jobs in some of
the survey countries.

® In addition to market conditions, current
incentive schemes provided to the investor
(such as tax reductions and duty exemp-
tions) play and important role in future
investment plans of existing investors.
Particularly for the fast growing contingent
of export intensive investors these factors
are very important. Governments should be
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aware of the importance of this factor and
need a balanced win-win tax and incentive
policy that is favourable to new investors,
but at the same time generates income for
the host country.

® |n several survey countries the national IPA
was underperforming according to the
majority of the investors and it became
clear that various other countries need to
further enhance the performance of the IPA.
There is a clear responsibility for govern-
ments to ensure that national IPAs are
receiving sufficient resources to be able to
deliver at least the most important servic-
es requested by investors. Without this
minimum amount of resources, agencies
are handcuffed and cannot seize the exist-
ing market opportunities and deliver
according to foreign investors’ demands
and expectations.

From the point of view of national governments, an
obvious benefit to conducting the UNIDO survey on
a regular basis is that it enables them to benchmark
performance and introduce programmes to imple-
ment effective low-cost investment promotion
strategies. Furthermore, the data obtained on the
future investment plans of the firms provides a for-
ward looking indicator for government policy mak-
ers and economic agents. In most developing coun-
tries, such data is completely lacking due to defects
within the National Statistical Services and lack of
resources among the Investment Promotion
Agencies (or their recognition among the existing
foreign investor base) to successfully conduct such
large-scale research.

The UNIDO survey conducted on a bi-annual basis
would provide information on future trends and
serve as another benchmark for governments, espe-
cially since they will be able to compare expecta-
tions with those of other African countries. Several
indices have been prepared based on the survey
results that help governments benchmark their posi-
tion against other countries in the region and mon-
itor performance over time.

Implications for development
agencies

Information on such issues as future investment
plans and the IPA support services required by these
investors on a country-by-country basis would
undoubtedly help in planning and designing future
assistance programmes. A better understanding and
more detailed knowledge of what the actual mechan-
ics of the investment process are, and how it is
changing, is essential if programme planning and
design is to be developed in a meaningful manner.
Designing assistance programmes is frequently
based on anecdotal evidence and the superimpos-
ing of best practices established by successful agen-
cies. There is little opportunity to evaluate the pos-
itive and negative developments over time and
continuously adjust the nature of the assistance to
changing conditions and immediate needs. The sur-
vey is intended to provide such inputs from a pri-
vate-sector perspective and add new dimensions to
other surveys being conducted*.

Over the years, a great deal of technical assistance
has been provided to developing countries in Africa.
Much of this assistance is to spark and sustain
growth by facilitating private initiative. The results
of the survey and subsequent analyses that will be
carried out can provide the opportunity to conceive
interventions that can potentially deliver the most
impact per donor dollar in this respect. It allows
the design of very concrete actions with clear expec-
tations of results.

Given the growing number of export-oriented invest-
ments in the survey region, mainly resulting from
new trade agreements, there is an increasing oppor-
tunity for focusing industrial development support
to sub-Saharan countries. Export-oriented foreign
investments are seen as a potential engine for coun-
tries to move up the industrial development and
manufacturing sophistication chain. Leveraging this
potential and maximizing the benefits of these
investments to the host country should immediate-
ly become key objectives of governments in these
countries and the map for future technical assis-
tance.
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Indices to watch

The survey data will allow country rankings on many key FDI attractiveness indicators for
the sub-Saharan region and on a variety of important investment promotion related issues.
These indicators will be developed in more detail as the data is analysed in more depth
and updated every two years, allowing individual countries and IPAs to monitor progress in
their FDI attractiveness performance and also monitor their position and progress relative
to other countries and competitors in the region. The first part analyses the individual coun-
try performance on the key location assessment criteria for foreign investors. In a second
part, sector mobility indexes were developed.

Country FDI environment performance indicators

Business climate conditions

In the top eight most important factors in investor location decision making for the foreign
investor sample as a whole, 5 factors were general business climate conditions, including: polit-
ical stability, economic stability, quality of infrastructure, legal framework and investment climate transparen-
cy.

The survey showed that particularly political stability and economic stability were considered
most important by foreign investors. Since these factors are considered most important by
many foreign investors, they largely determine a country’s attractiveness for foreign investment.
Countries should therefore make every effort in enhancing the country conditions on each of
these five factors.
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The Graph 8.1 shows the weighted percentage, per
country, of foreign investors’ perceptions regarding
developments in the country business climate since
their establishment. It is important to note that the
ranking does not reflect the status of the investment
climate in each country but rather the progress made
in enhancing the quality of the investment climate
as perceived by the foreign investor community.

The large share of companies in Kenya that feel the
investment climate has deteriorated are mainly con-
cerned with economic stability and quality of infra-
structure having become worse. Especially the
investors established before 1995 think the eco-
nomic stability had become worse. For Nigeria, eco-
nomic instability and poor infrastructure are the
main contributors to the 26% indicating the invest-
ment climate has deteriorated.

Overall, good progress is being made in almost all
countries in the survey. In most countries, more than
one-third of the foreign investors that responded to
this question felt the general business climate was
improving. Senegal, Burkina Faso and Uganda

showed to be leaders in enhancing business climate
conditions in the country according to foreign
investors in these countries.

Market conditions

Other key factors in location decision making were
the local market and the country labour market con-
ditions. The Figure 8.2 below provides a ranking
based on investor perceptions on the progress being
made in improving local market conditions.

Overall local market conditions were perceived to
have been improving in nearly all countries,
although particularly in Eastern and Southern
African countries a considerable share of the foreign
investors also indicated that local market conditions
were getting worse since their investment decision.
Burkina Faso and Uganda showed to be leading in
this respect. Kenya was the only country where rel-
atively more investors indicated that market condi-
tions had become worse rather than better.

Figure 8.1. Foreign Investor Perceptions Investment Climate Improvement Monitor
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I Percentage of foreign investors indicating investment climate has improved

74



Figure 8.2. Foreign Investor Perceptions Local Market Conditions Monitor
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Figure 8.3. Foreign Investor Perceptions Performance of the investment over the last three years
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Figure 8.4. Foreign Investor Perceptions Sales growth last year
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Performance of the investment

It is important for local IPAs to know how existing
investors evaluate the performance of their invest-
ment in the country in the last three years. As seen
earlier in this study, existing investors play a very
important role as ambassadors and are able to pos-
itively or negatively influence investment decisions
of other potential investors.

Overall, last year's sales growth figures look good for
most countries, except Madagascar.

Export intensive companies especially in the food
and drink sector and some wearing apparel compa-
nies, were reporting falling sales due to the politi-
cal crisis during 2002 and unstable operating condi-
tions.

INDICES TO WATCH

Performance of the local IPA

Based on the ranking below it can be concluded that
IPAs in Kenya and Madagascar should pay strong
attention to enhancing client satisfaction.

The graphs on evaluation of investment performance
and evaluation of IPA performance seem to indicate
some similarities. However, as indicated earlier in
the report, IPA performance was never mentioned as
a main reason for poor investment performance.

Figure 8.5. Foreign Investor Perceptions IPA performance last three years
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Local resources

The last important category of location decision fac-
tors consists of labour market conditions. Both
labour availability and labour costs play a very
important role in the location decision making of
foreign investors.

Overall the availability of skilled labour had
improved in all countries. In Senegal and Burkina
Faso no investor thought the availability of skilled
labour had become worse. Only in the United
Republic of Tanzania and Mozambique did a con-
siderable share of the investors thought this was the
case.

Sector Mobility Index

The two Figures 8.7 and 8.8 show recent and future
investment mobility in sub-Saharan Africa. Figure 8.7
shows the share of investors within the total group
of investors in that particular sector that entered the
region in the last few years (after 2000).

The Figure clearly shows the increasing interest of
textiles and wearing apparel companies in setting up
operations in the survey region and as widely known
sub-Saharan Africa as a whole. African Growth and
Opportunity Act (AGOA) is the major explanatory
variable responsible for this trend.

Figure 8.8 shows the top 10 sectors announcing fur-
ther expansion in the region over the next three
years. Percentages reflect the percent of foreign
investors in that category planning further expansion
in the next three years.

Further expansion includes the expansion of exist-
ing operations or new facilities within or outside the
country of current operation.

Figure 8.6. Foreign Investor Perceptions Skilled Labour Availability Monitor
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Figure 8.7. Top 10 mobile sectors for inward FDI in sub-Saharan Africa (in the last three years)
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Figure 8.8 Top 10 sectors planning expansion investments in sub-Saharan Africa (in the next three years)
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Overall the list of companies planning expansion
investments (of more than US$ 100K) was very
extensive also in other sectors.

Interestingly, the results clearly show that the lead-

ing sectors in terms of recent inward investment are
also found in the top 10 sectors planning further
expansion in the next three years, thus increasing
their commitment to the region even further.



The impact of international trade
agreements on FDI in sub-Saharan Africa:
the case of AGOA and EBA

This section highlights evidence found in the survey of the economic impact of two impor-
tant trade agreements (EBA and AGOA) on the 10 sub-Saharan countries surveyed. Since
this survey focuses on FDI in sub-Saharan Africa it will only highlight findings related to
FDI inflows and related exports that can be directly attributed to the existence of these trade
agreements.

The impact analysis will be followed by an illustration showing an individual investor’s expe-
rience in terms of motivation for investment in the region, the role of trade agreements,
important factors in location selection and the type of IPA services requested. The case has
been selected based on the crucial importance allocated by the investor to AGOA in its
decision to establish in the survey region.

Introduction

Two of the most recent initiatives affecting sub-Saharan Africa are the EU’s "Everything But
Arms" (EBA) initiative (started in 2001) and the African Growth and Opportunity Act (AGOA)
of the United States (started in 2000). Trade preferences schemes are a key element in indus-
trialized countries’ efforts to enhance the integration of particularly the least developed coun-
tries (LDCs) into the world economy. Preferential trade tariffs for exporting to North American
and European markets are expected to encourage the import of products from these LDCs,
raising the export earnings of these countries and stimulating (foreign) investment and eco-
nomic growth.

In short, the European Unions’s (EU) EBA initiative grants duty-free access to imports of all
products from the least developed countries, with the exception of arms and munitions, and
without any quantitative restrictions. Liberalisation was immediate except for three products
- fresh bananas, rice and sugar — for which tariffs will gradually be reduced to zero (in 2006
for bananas and 2009 for rice and sugar). There are duty-free tariff quotas for rice and sugar,
which will be increased annually. The majority of products already received duty free treatment
under the Generalized System as Preferences (GSP) or Cotonou Agreement. The EBA propos-
al, however, extended tariff and quota free access to the EU market to a remaining group of
919 products. The vast majority of these products are agricultural products, including certain
meat products, vegetables, fruits, wines and prepared foodstuffs, such as biscuits and jams.

AGOA offers sub-Saharan African nations duty-free access to the United States market for thou-
sands of products. AGOA provides duty-free treatment for an additional 1,835 goods not cov-
ered under the GSP programme (covering 4,650 products) for sub-Saharan African beneficiary
countries until September 2008. Thirty-eight of the 48 sub-Saharan African countries are now
eligible for AGOA. The first imports under AGOA entered the United States in 2001. Prime sec-
tors taking advantage of AGOA include textile and wearing apparel and agri-business. Particular
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areas where AGOA is proving to have the most effect
on sub-Saharan countries are the inflow of foreign
exchange and the revival of the textile and wearing
apparel industries in many of these countries. sub-
Saharan Africa is facing stiff competition from India,
Bangladesh, Egypt and China in exporting textiles
and wearing apparel to the United States.

Survey results

Among the nearly 758 foreign companies surveyed
in 10 countries, there were 27 companies that con-
sidered taking advantage of AGOA as crucial factor
in their investment decision, whereas 16 investors
considered taking advantage of EBA to have been a
crucial driver in their investment decision. In the

period after 2000, these companies represented 11%
of all new investments and 26% of all new export-
oriented investments among the survey population.

The surveyed companies taking advantage of AGOA
are employing approximately 50,000 staff and have
a total investment value of US$1.3 billion, compared
to the 40,000 staff and US$ 1 billion investment
value of companies taking advantage of EBA. These
figures are almost negligible when looking at the
total FDI stock (value) and employment in these
countries.

An encouraging sign is that many companies set up
after AGOA came into force. These findings seem to
suggest that AGOA is indeed generating increased
export-oriented FDI inflows into the survey region.
In particular, Madagascar, Kenya, Mozambique and

Figure 9.1 Importance of Trade Agreement in investment decision of foreign investors (number of respondents
considering the trade agreement important or crucial)

Crucial
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EBA

Crucial

Important
AGOA
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Before 1995: with no major new investment since
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Uganda are receiving new investments as a result of
this. More studies need to be conducted to ascer-
tain whether these trends will continue under chang-
ing conditions.

The EBA agreement seems to have less influence on
foreign investment trends in sub-Saharan countries.
One explanation could be the fact that the EBA
agreement brought little change to the trade and
exports statistics of LDCs!®. Over 99% of EU imports
from the LDCs are products that the EU had already
liberalised, and the complete removal of barriers to
the key remaining products, rice, sugar and bananas,
has been delayed since. Although the EBA agree-
ment seems less important in terms of generating
more FDI in sub-Saharan Africa, it is considered
either important or crucial by nearly 20% of the for-
eign investor population in the survey region.

Besides attracting new investments to the region,
both agreements are also considered important for
nearly one-third of existing foreign investors in the
region. A very large group of investors already estab-
lished in the region before 1995 (but that have made
a major investment since) indicated that either
AGOA or EBA was important to their investment in
the region.

Origin

The origin of these investors is largely Asian, African
and European countries. AGOA, in particular, seems
to attract new investment to the region from Asia.
American investors do not figure among the foreign
investors taking advantage of either AGOA or EBA.

Sector orientation

The majority of the companies that found AGOA cru-
cial in their investment decision were in the wear-
ing apparel (52%) and textiles (15%) sector, followed
by food and drink (11%) companies.

The sector orientation of companies taking advan-
tage of EBA was much more dispersed, and no sin-

1 Integrating the Least Developed Countries into the World
Trading System: The Current Impact of EU Preferences under
Everything But Arms, Paul Brenton, 2003 (International Trade
Department - The World Bank)

Figure 9.2 Sector of respondents indicating that
‘taking advantage of AGOA' was a
crucial factor for investment
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gle sector stood out as benefiting most from this
agreement. Among the sectors that indicated the
agreement was crucial to their investment decision
were agriculture and tobacco, wood, pulp and paper
products, other chemical products (including rub-
ber and plastics products), food and drink and tex-
tiles.

These findings for AGOA, both in relation to origin
and sector, are being confirmed by the widely known
AGOA success stories in South Africa, e.g. Lesotho,
where over 30,000 jobs have been created by main-
ly Asian firms producing textiles and garments for
the United States market.

Conclusions

The first findings from this survey regarding the
impact of trade agreements on attracting and retain-
ing FDI in sub-Saharan Africa seem to suggest that
AGOA in particular is attracting new foreign invest-
ment to the region. In absolute numbers, this group
is still very small compared to the total foreign
investor population, but is clearly growing in the
case of AGOA.

For a relatively large group of existing investors that
were already present in the region before these
agreements came into force, either EBA or AGOA
were considered important for their investment.
This could imply that these agreements also bene-
fit the survey region indirectly in terms of the
increased opportunities offered to the investors as
a result of new trade agreements. This could lead to
investors reinforcing existing investment commit-
ments to the region.
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However, the total investment value and jobs creat-
ed by these investors are still insignificant given the
overall capital investment and employment situation
in sub-Saharan Africa. In addition, there is no evi-
dence in the survey that these agreements are gen-
erating substantial inflows of investment from the
EU or United States. United States companies, in

Case of a typical AGOA driven foreign
investor

Company X was established in 2002 in Nairobi,
Kenya to manufacture and export wearing appar-
el for the North American market. The Asian com-
pany entered the country as a wholly owned
greenfield investment. The company employs
around 750 people, including almost 20 expatri-
ates. The current value of the investment amounts
to approximately US$ 3 million.

Local and regional markets or trade agreements
were of no importance to the company since all
sales are generated from exports to the United
States and Canada. At the time of establishment,
the company had evaluated several other location
options, including Madagascar, Viet Nam and
Bangladesh. Crucial factors driving the final deci-
sion in favor of Kenya were the opportunity to take
advantage of AGOA, political stability and per-
ceived low labour costs. Other factors considered
important, but less crucial, were economic stabil-
ity, regional market opportunities, availability of

particular, are largely absent in the survey, whereas
United States companies are typically among the
leading investors in any region around the world.
One of the challenges of AGOA for sub-Saharan
countries is to leverage the opportunities offered by
the agreement and increase United States invest-
ment in the region

skilled labour, raw materials, local suppliers and
also incentives offered by the local government.

The company was initially made aware of the
investment opportunities in Kenya through a brief-
ing on objectives of AGOA and what it all means
for companies. During the pre-investment phase
the company had sought support from the IPC.
Particular areas of where support was needed were
information on doing business in the country, cost
of doing business and import and export regula-
tions. Furthermore the company required assis-
tance with environmental impact assessment and
finding suitable sites. The majority of these serv-
ices were provided well, but the company felt that
especially the services related to their request for
information on doing business and cost of doing
business in the country could be improved.
Nonetheless, the overall evaluation by the compa-
ny of the business conditions in the country and
the expertise and support provided by IPC were
perceived as attractive, and led to the investment
in 2002.
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Appendix |. Questionnaire

Profile of the company and operations in the country

What is the main business activity of your company in <<country>>?

Which business sectors most apply to this operation?

Please provide a brief description of the products or services provided at this operation.
Is your product a finished product or semi-finished product?

Year of establishment of this operation?

Mode of entry in the country: Joint venture, New Greenfield, Merger or Acquisition? Please
provide rationale for this mode of entry.

Ownership Structure.
Level of initial capital investment in US$ at time of entry.
Value of current investment in <<country>>.

Current number of employees at company in <<country>> How many of these employ-
ees are expatriates?

Current annual sales in your country, in sub-Saharan Africa and globally?

What was the approximate % increase in total annual sales compared to the previous fis-
cal year?

If your company has regional sales, which of the following trade agreement(s) play an
important role?

What are the top 3 country destinations of your exports?

Motivation for original establishment or recent major new investment
Please check a box for the option that best describes your company’s situation:
1. Company has been established in <<country>> after 1995.

2. Company was established before 1995 with no major new investment since.
3. Company was established before 1995 with a major new investment since.

4. Other, please describe.

At time of establishment, if you considered other countries for your investment, which
were those countries?

Why did you choose to invest in <<country>>?

How was your company originally made aware of investment opportunities in <<coun-
try>>? (Please tick the most important box only).
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C. Investment and operating experience in <<Country>> and with <<IPA>>.

19.

20.

21.
22.

23.
24,

25.
26.
27.
28.

30.
31.

32.
33.

34.

35.
36.

37.

38.

39.
40.

Has your company been registered or provided with a certificate by the <<IPA>>?
If you answered Yes, how efficient was the certification process?

How useful was the <<IPA>> certificate or registration in actually obtaining taxation and other bene-
fits?

What services did you request/need from the <<IPA>> before you decided to invest in <<country>>?

What services, if any, did your company request/avail from the <<IPA>> during and after establishing
your business in <<country>>?

Which of the following incentives do you consider to be important and how easy are they to obtain?

Please give your views on the level of expertise of the <<IPA>> executive(s) who advised you on your
investment in <<country>>.

What are the top three improvements you suggest the <<IPA>> make to their services?
Has the <<IPA>> performed to expectations in the last three years?
Has your investment in <<country>> performed to expectations in the last three years?

What are the main reasons for your answer to the previous question?

. Economic impact in <<country>>
29.

What is the total manufacturing value added (MVA) of goods produced in <<country>>, last year in
Us$?

What is the total amount of annual wages you pay in <<country>>?

What is the approximate number of training days provided by your company to all employees (includ-
ing days financed by your company) in the last year?

What % of your inputs/supplies is sourced within <<country>>? (% of value of final product).

What amount was invested in local research and development activities last year? (as a % of annual
sales, including product or process improvements).

With which of the following local organisations in <<country>> has your company had or continues
to have a relationship?

What percentage of your annual sales of goods or services are for exports?

For your current operations, what sales growth do you expect per annum over the next three years?
(Country, sub-Saharan Africa, Global).

For your current operations, what change in employment do you expect over the next three years in
<<country>>?

What level of new (i.e. in addition to depreciation replacement) investment are you planning to make
over the next three years in <<country>>?

If considering a new investment, what would be its main purpose?

What are the three most important services you would like to receive from the <<IPA>> to help you
realize this new investment in <<country>>?



ANALYSIS OF SURVEY RESPONDENTS

F. Additional questions

41. If you were not currently located in <<country>> and still have the freedom to decide on the optimal
location of your current operations, what would be your preferred location today for investments to
serve African markets?

42. Please give the main reasons for your answer in Question 41 (Please use block capitals).

43. What would be your top three requirements from the host country to facilitate this new investment?

Closing questions
44. Would you like to be contacted by the <<IPA>> to discuss your investment in <<country>>?

45. Do you wish to give your permission for the information in the questionnaire to be provided to
<<|PA>>?

46. Would you be interested in receiving a summary of the results of this study?
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Annex Il. Sector categories

Agriculture & tobacco

Food and drink
Textiles

Wearing apparel
Leather products and footwear

Wood, pulp and paper products

Base chemicals
Pharmaceuticals

Other chemical products

Non-metallic mineral products
(stone, clay and glass)

Basic metals

Metal products
Machinery

Transport equipment

Furniture & other manufacturing
Transport and storage
Financial Intermediation

Other services

Other sectors

Agriculture, Hunting and Forestry
Tobacco products

Food and drink
Textiles

Wearing apparel and fur
Leather products and footwear

Wood and cork products (not furniture)
Pulp, paper and paper products

Base chemicals
Pharmaceuticals

Other chemical products
Rubber and plastic products

Non-metallic mineral products (stone, clay and glass)
Basic metals

Fabricated metal products (exept machinery and equipment)
Machinery n.e.c.

Office, accounting and computing machinery

Electrical machinery

Motor vehicles and equipment
Other transport equipment

Furniture and other manufacturing n.e.c.
Transport and storage
Financial Intermediation (including insurance)

Wholesale and retail trade and motor vehicle etc. Repair
Hotels and restaurants

Post and Telecommunications

Software and Computer Related Activities

(including consultancy)

Mining

Publishing and printing and recording reproductions
Coke and refined petroleum products

Electronic equipment (radio, TV and communications)
Electronic components (includes semiconductors)
Medical, precision and optical instruments, watches,
clockes and instruments

Recycling

Electricity, Gas and Water Supply

Construction
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Annex lll. Technology intensity of
manufacturers

The classifications used in this report are based on those of OECD countries.

Resource-based manufacturers: mainly processed foods and tobacco, simple wood products, refined
petroleum poducts, dyes, leather (not leather products), precious stones and organic chemi-
cals. The products can be simple and labour-intensive (simple food or leather processing) or
intensive in capital, scale and skills (petroleum refining or modern processed foods).
Competitive advantage in these products generally — but not always — arises from the local
availability of natural resources.

Low-tech manufacturers: mainly textiles, garments, footwear, other leather products, toys, simple
metal and plastic products, furniture and glassware. These products tend to have stable, well-
diffused technologies largely embodied in capital equipment, with low R&D expenditures and
skill requirements and low economies of scale. Labour costs tend to be a major element of
cost, and the products tend to be undifferentiated, at least at the mass-produced (nonfash-
ion) end of the scale. Barriers to entry are relatively low; competitive advantages in these prod-
ucts — of interest to developing countries — come from price rather than quality or brand names.

Medium-tech manufacturers: heavy industry products such as automobiles, industrial chemicals,
machinery and relatively standard electrical and electronic products. The products tend to have
complex but not fast-changing technologies, with moderate levels of R&D expenditures but
advanced engineering and design skills and large scales of production. In engineering prod-
ucts there is emplasis on product design and development capabilities as well as extensive
supplier and subcontractor networks. Barriers to entry tend to be high because of capital
requirements and strong learning effects in operation, design and (for some products) prod-
uct differentiation. Innovation and learning in the engineering segment increasingly involves
cooperation in the value chain between manufacturers, suppliers and sometimes customers
(for large items of equipment).

High-tech manufacturers: complex electrical and electronic (including telecommunications) prod-
ucts, aerospace, precision instruments, fine chemicals and pharmaceuticals. These products,
with advanced and fast-changing technologies and complex skill needs, have the highest entry
barriers. The most innovative ones call for large R&D investment, advanced technology infra-
structure and close interaction between firms, universities and research institutions. But many
activities, particularly in electronics, have final processes with simple technologies, where low
wages can be an important competitive factor. The high value-to-weight ratio (for example,
electronics product have a higher unit value relative to their weight than automotive products)
of these products allows segments of the value chain to be broken up and located across long
distances.
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Technological classification of products according to SITC revision 2

Resource based: 01 (excl. 011), 023, 024, 035, 037, 046, 047, 048, 056, 058, 06, 073, 098, 1 (excl.
121), 233, 247, 248, 25, 264, 265, 269, 323, 334, 335, 4, 51, 51 (excl. 512 and 513), 52 (excl. 524),
53 (excl. 533), 551, 592, 62, 63, 641, 66 (excl. 665 and 666), 68

Low tech: 61, 642, 65 (excl. 653), 665, 666, 67 (excl. 671, 672 and 678), 69, 82, 83, 84, 85, 89
(excl. 892 and 896)

Medium tech: 266, 267, 512, 513, 533, 55 (excl. 551), 56, 57, 58, 59 (excl. 592), 653, 671, 672,
678, 711, 713, 714, 72, 73, 74, 762, 763, 772, 773, 775, 78, 79 (excl. 792), 81, 872, 873, 88 (excl.
881), 95

High tech: 524, 54, 712, 716, 718, 75, 761, 764, 77 (excl. 772, 773 and 775), 792, 871, 874, 881

Source: UNIDO Industrial development report 2002/2003.



Annex |V: Tables

Table A. Distribution of respondents by sector and origin of the parent (percentage)

Europe Middle East Asia America Africa  Mixed  Total

Agriculture and tobacco 55 5 12 7 21 0 100
Food and drink 40 4 11 8 36 1 100
Textiles 27 0 20 0 53 0 100
Wearing apparel 14 4 39 0 39 4 100
Leather and footwear 38 13 25 0 25 0 100
Wood, pulp and paper prod. 46 4 0 8 42 0 100
Base chemicals 50 0 13 13 13 13 100
Pharmaceuticals 67 0 11 11 11 0 100
Other chemical prod.

(incl rubber & plastics products) 24 7 15 13 39 2 100
Non-metallic mineral products 53 7 7 0 20 13 100
Basic metals 55 9 18 0 18 0 100
Metal products 29 4 7 4 57 0 100
Machinery 43 7 14 7 25 4 100
Transport equipment 27 0 27 7 40 0 100
Furniture & other manufacturing 10 10 0 10 70 0 100
Transport and storage 52 5 10 10 19 5 100
Financial intermediation 52 0 10 14 24 0 100
Other services 38 6 15 2 38 2 100
Other sectors 48 5 16 5 25 2 100
Total 40 5 14 6 33 2 100
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Table B. Total manufacturing value added of goods produced in the country (US$)

(k=thousand, m=million, bn=Dbillion)

Less than 100k- 500k- 1m- 5m- 10m- 25m- 50m- 100m- 200m- 500m- 750m- more
100k 500k Im 5m 10m 25m 50m 100m 200m 500m 750m 1bn than lbn

Agriculture and tobacco 8 1 4 10 2 4 2 1 1 1 0 0 0
Food and drink 14 10 10 16 3 3 3 3 1 1 1 0 5
Textiles 4 4 0 5 1 0 1 0 0 0 0 0 1
Wearing apparel 7 7 5 6 2 0 0o 1 0 0 1 1 0
Leather and footwear 1 1 3 0 0 0 1 0 0 0 0 1 0
Wood, pulp and paper products 7 6 2 4 0 1 1 0 0 2 1 1 0
Base chemicals 1 1 1 1 0 0 0O O 0 0 0 1 0
Pharmaceuticals 1 2 2 1 1 0 1 0 0 0 0 0 0
Other chemical prod. (incl.

rubber and plastics products) 8 10 11 10 3 2 3 0 1 1 1 0 1
Non-metallic mineral products 4 3 0 0 1 1 1 0 0 0 1 0 0
Basic metals 1 3 2 1 3 0 1 2 0 1 0 0 1
Metal products 9 10 2 9 1 0 0 O 0 1 0 0 1
Machinery 0 3 2 3 1 0 0 O 0 0 0 1 0
Transport equipment 2 2 2 1 1 0 2 0 0 0 0 0 0
Furniture and other manufacturing 4 5 1 1 0 1 1 0 0 1 0 0 0
Other sectors 4 4 1 5 1 1 1 3 1 0 0 1 0
Total 75 72 48 73 20 13 18 10 4 8 5 6 9

20,8% 19,99 13,3%20,2% 5,5% 3,6% 5,0%2,8% 1,19%2,2% 1,4% 1,7% 2,5%

Table C. Total manufacturing value added of goods produced in the country (US$)

(k=thousand, m=million, bn=Dbillion)

Less than 100k- 500k- 1m- 5m- 10m- 25m- 50m- 100m- 200m- 500m- 750m- more
100k 500k Im 5m 10m 25m 50m 100m 200m 500m 750m 1bn than 1bn

Agriculture and tobacco 8 1 4 10 2 4 2 1 1 1 0 0 0
Food and drink 14 10 10 16 3 3 3 3 1 1 1 0 5
Textiles 4 4 0 5 1 0 1 0 0 0 0 0 1
Wearing apparel 7 7 5 6 2 0 0 1 0 0 1 1 0
Leather and footwear 1 1 3 0 0 0 1 0 0 0 0 1 0
Wood, pulp and paper products 7 6 2 4 0 1 1 0 0 2 1 1 0
Base chemicals 1 1 1 1 0 0 0O O 0 0 0 1 0
Pharmaceuticals 1 2 2 1 1 0 1 0 0 0 0 0 0
Other chemical products (incl.

rubber and plastics products) 8 10 11 10 3 2 3 0 1 1 1 0 1
Non-metallic mineral products 4 3 0 0 1 1 1 0 0 0 1 0 0
Basic metals 1 3 2 1 3 0 1 2 0 1 0 0 1
Metal products 9 10 2 9 1 0 0o 0 0 1 0 0 1
Machinery 0 3 2 3 1 0 0O 0 0 0 0 1 0
Transport equipment 2 2 2 1 1 0 2 0 0 0 0 0 0
Furniture and other manufacturing 4 5 1 1 0 1 1 0 0 1 0 0 0
Other sectors 4 4 1 5 1 1 1 3 1 0 0 1 0

20,8% 19,9%13,3%20,2% 5,5% 3,6% 5,09%2,8% 1,1%2,2% 1,4% 1,7% 2,5%
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Table D. Percentage of respondents exporting more than 75% of annual sales, per country and per sector

(] - ]
g < g 3 )
© S g g 'E « T 2 <
£ 8 5 ¢ & § 5 2 85 B 4
5 % S g S o 2 S S S g
a 8§ & ¢ = = 2 & &5 5 P8
Agriculture and tobacco 0 3 3 9 4 6 0 0 1 2 28
0% 60% 38% 90% 80% 60% 0% 0% 25% 18% 49%
Food and drink 0 2 1 0 4 2 0 1 4 1 15
0% 15% 11% 0% 50% 20% 0% 20% 15% 5% 13%
Textiles 1 0 0 0 5 0 0 0 1 0 7
100% 0% 0% 0% 71% 0% 0% 0% 25% 0% 29%
Wearing apparel 0 0 0 9 21 2 0 0 1 0 33
0% 0% 0% 100% 95% 67% 0% 0% 25% 0% 77%
Leather and footwear 0 1 1 0 0 0 1 0 0 0 3
0% 100% 100% 0% 0% 0% 50% 0% 0% 0% 30%
Wood, pulp and paper prod. 0 5 0 0 1 0 0 0 0 O 6
0% 71% 0% 0% 25% 0% 0% 0% 0% 0% 15%
Base chemicals 0 0 0 0 0 0 0 0 0 0 0
0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
Pharmaceuticals 0 0 0 1 0 0 0 0 0 0 1
0% 0% 0% 20% 0% 0% 0% 0% 0% 0% 6%
Other chemical pruducts (incl. rubber and 0 0 0 0 1 0 0 0 0 0 1
plastics products) 0% 0% 0% 0% 17% 0% 0% 0% 0% 0% 1%
Non-metallic mineral products 0 1 1 1 1 0 1 0 0 0 5
0% 50% 33% 33% 100% 0% 33% 0% 0% 0% 20%
Basic metals 0 0 1 0 0 1 0 0 0 0 2
0% 0% 25% 0% 0% 50% 0% 0% 0% 0% 11%
Metal products 0 0 0 0 0 0 0 0 0 0 0
0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
Machinery 0 0 0 0 0 0 0 0 0 0 0
0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
Transport equipment 0 0 0 0 1 0 0 0 0 0 1
0% 0% 0% 0% 33% 0% 0% 0% 0% 0% 5%
Furniture and other manufacturing 0 0 1 0 1 0 0 0 0 0 2
0% 0% 100% 0% 33% 0% 0% 0% 0% 0% 11%
Transport and storage 1 0 0 1 2 0 0 0 1 0 5
25% 0% 0% 20% 67% 0% 0% 0% 100% 0% 19%
Financial intermediation 0 0 0 0 0 0 0 0 0 0 0
0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
Other services 0 0 0 1 1 0 0 1 1 0 4
0% 0% 0% 14% 14% 0% 0% 17% 14% 0% 5%
Other sectors 1 0 0 1 0 1 0 0 1 1 5
14% 0% 0% 8% 0% 9% 0% 0% 25% 25% 8%
Total 3 12 8 23 42 12 2 2 10 4 118
6% 20% 15% 25% 53% 13% 2% 5% 10% 4% 16%
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Table E. Distribution of foreign investors by company employment size (percentage)
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1to 10 8 13 15 4 6 19 4 5 4 7 8
11 to 50 40 17 31 22 18 35 23 37 34 30 28
51 to 100 23 20 19 17 16 19 20 29 23 21 20
101 to 250 17 23 12 17 20 11 24 16 17 24 18
251 to 500 13 10 13 17 20 9 18 8 8 7 12
501 to 1000 0 7 0 9 13 3 9 0 8 3 6
1001 to 2000 0 3 6 9 7 2 1 0 5 4 4
more than 2000 0 7 4 6 0 2 1 5 1 2 3
Total 100 100 100 100 100 100 100 100 100 100 100

Table F. Distribution of foreign investors by expected employment growth (percentage)

2 - g
3 c 8 g .
o 2] Q _ ©

g £ 3§ ¢ % E =& % &, 8

X~ ] > o N [ 0] N O = T

5 % £ ) I ) = S S 5 2

@ S i > s p Z 3 85 S e
reduce >40% 2 0 2 0 4 0 1 0 1 0 1
reduce 20-40% 0 2 0 2 3 1 1 0 0 2 1
reduce <20% 4 16 7 19 10 15 8 0 10 6 10
Total reducing 6 18 9 21 17 16 10 0 11 9 13
no change 47 43 24 42 31 39 24 42 24 32 34
Total no change 47 43 24 42 31 39 24 42 24 32 34
growth <20% 38 38 37 26 37 26 49 50 46 51 39
growth 20-40% 9 2 24 9 10 14 13 8 14 6 11
growth >40% 0 0 7 2 5 5 4 0 5 2 3
Total growth 47 39 67 37 53 45 65 58 65 59 53
Total 100 100 100 100 100 100 100 100 100 100 100
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Table G. Distribution of respondents by value of current investment (percentage)
(US$; k=thousand; m=million)
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less than 100k 13 17 4 5 14 17 1 6 2 3 8
100-500k 13 11 12 7 18 32 11 21 13 13 15
500k-1m 16 13 12 10 25 14 8 12 14 16 14
1m-5m 36 17 33 27 25 16 21 42 36 22 26
5m-10m 13 6 17 13 8 7 13 3 9 20 11
10m-25m 2 17 13 7 8 2 19 6 10 5 9
25m-50m 4 4 4 5 0 2 5 6 5 4 4
more than 50m 2 15 6 27 1 10 21 3 10 16 12
Total 100 100 100 100 100 100 100 100 100 100 100
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Table H. Distribution or foreign investors by percentage sales increase compared to the previous fiscal

year (percentage)

T 83 3. 3Be 38

P B & Ep Es 22

£ 5 8= gy 8o 8% 85%2 T

. 2 S8 8§73 828 gz 83k R
Agriculture and tobacco 20 9 9 9 17 3 34 100
Food and drink 12 12 8 13 13 11 29 100
Textiles 27 13 0 7 7 20 27 100
Wearing apparel 15 12 0 4 15 15 38 100
Leather & footwear 33 0 17 0 17 33 0 100
Wood, pulp and paper prod. 6 16 13 10 10 19 26 100
Base chemicals 0 38 13 13 13 0 25 100
Pharmaceuticals 0 25 17 0 0 50 8 100
Other chemical products (incl.
rubber and plastics products) 7 3 14 9 24 14 29 100
Non-metallic mineral products 10 20 5 5 15 20 25 100
Basic metals 14 14 14 0 0 21 36 100
Metal products 3 6 9 18 12 24 27 100
Machinery 7 19 4 15 15 11 30 100
Transport equipment 15 0 5 20 20 15 25 100
Furniture and other manufacturing 20 10 20 10 20 10 10 100
Transport and storage 4 4 13 4 26 13 35 100
Financial intermediation 12 16 4 12 16 16 24 100
Other services 8 17 10 6 17 10 33 100
Other sectors 15 9 11 13 23 11 19 100
Total 11 12 9 10 16 14 28 100




ANNEX IV. TABLES

Table I. Main countries of export
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59

7

United States

48

Uganda

49

France

42

2

Tanzania, UR of

38

15

Kenya

34

Rwanda

27

Mali

27

9

United Kingdom

23

Congo

23

South Africa

18

Niger

17

Germany

16

Spain

15

Italy

14

Malawi
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