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Executive summary

This report highlights the opportunities and
challenges facing UK firms when investing or
conducting business in Africa, with a particular
emphasis on the non-extractive sector. It
highlights the mutual benefits for Africa, in
terms of economic transformation and growth,
and for the UK, in diversifying investments in
rapidly expanding markets. The study draws
on data on UK investments in Africa, and
information provided by more than 75 UK
companies operating in Ghana, Kenya, Nigeria
and South Africa. The increasing population
and growing middle class in Africa — expected
to account for over 40% of the population by
2030 - bring growth and increased sophistication
in consumption, presenting substantial
opportunities in sectors where the UK has

a strong comparative advantage, including
financial services and insurance.

Currently, UK foreign direct investment (FDI)
in Africa is heavily focused on the extractive
sector and in South Africa. The low penetration
of UK FDI beyond mining and financial services
and in other countries suggests that there are
opportunities as well as challenges to increase
the role of British investors in boosting African
economies. While to date, the evidence gathered
suggests that UK firms show little appetite for
investing in manufacturing, developing this sector
is a key priority for African governments, and is
an area where the UK firms can offer expertise in
a wide range of supporting activities, including
insurance and business, professional and financial
services. Diversification away from the extractive
sector will also be key if the British government
is to realise its ambition of making the UK
the top G7 investor in Africa by 2022. The
concentration of UK investment in the extractive
sector is also undesirable because spillovers
are limited and the risks of appreciation of
the exchange rate are higher.

A range of factors influence UK investment
decisions in Africa, including human capacity,
the quality and quantity of infrastructure,
particularly electricity, the size of the market,
business climate, the regulatory framework,
levels of corruption and political risk and the
security environment. Cultural and historical
links between the UK and Africa have also
shaped investment patterns. The four countries
looked at here share a common language and
compatible legal systems with the UK, and
British products and services are well-known and
highly regarded by consumers and firms. Three
of the four countries also have large and growing
populations. Some of these countries also exhibit
robust economic growth.

Ghana enjoys a very good security climate
and a stable political system, with low levels
of corruption. The country is investing in
ports and other infrastructure with the aim
of becoming a hub in West Africa. The middle
class is quickly expanding and there is a large
British—-Ghanaian community, facilitating trade
and investment between the two countries.
However, high volatility in the exchange rate
increases uncertainty and production costs, and
British companies complain about very frequent
tax audits and a lack of clarity in the policy-
making process. Minimum capital requirements
across a wide range of sectors make it harder for
small funders to invest, and there are substantial
barriers to trade with neighbouring countries.
Expensive mobile phone licences limit investment
in new technologies suppliers.

Kenya is the economic hub of East Africa;
it offers international-quality support for
companies in auditing, taxation and other
business services, along with decent global
flight connectivity. The good education system
and large number of international firms have
helped create a large pool of skilled labour
at all levels. There is also a large reserve of



excellent technological and innovative talent.

In contrast to other African countries, there is
good availability of electricity, albeit prices are
high. However, firms complain that large and/
or foreign companies are subject to stringent

tax and regulations compliance controls that
their local competitors are not. Procurement
rules favour Kenyan-owned businesses, the
government can be slow in paying invoices for
products and services and copious red tape offers
opportunities for corruption. Companies are
forced to use the standard gauge railway (SGR)
even when it is not the most cost-effective or
convenient solution and prices of electricity are
too high, even when there is good production.
Widespread red tape offers opportunities for
corruption. Interest rate caps limit the expansion
of the banking sector.

Nigeria has a fast-growing population and
is set to become the third-largest country by
population by the middle of the twenty-first
century. It has a large pool of skilled workers,
many of them trained in the UK, and a very
large British-Nigerian community operating
in both countries facilitates trade and
investment. Nevertheless, there is very poor
infrastructure, corruption is widespread and
companies complain about unclear, obscure
and discretionary regulations, with ad hoc
changes favouring local interests. Insecurity
considerably increases operating costs. High
barriers to trade, including restrictions on foreign
currency to import a variety of goods, increase
production costs and limit export potential,
and an appreciated real effective exchange rate
reduces competitiveness for non-oil exports.
Current regulations and overlapping regulatory
authorities affect the roll-out of insurance
services through mobile phones and other
technological solutions.

South Africa offers a large and sophisticated
economy, with a well-developed market and high-
quality public services. There is good availability
of skilled human resources at all levels, and a
large British-South African community generates
and facilitates trade and investment. However,
South Africa’s macroeconomic performance
is very weak and corruption is widespread.
Stringent and costly labour policies and decaying
infrastructure increase operating costs, and there

is uncertainty around land reforms that may
enable the state to expropriate land without
compensation. Air transport is expensive. There
is a lack of spectrum and competition in the
telecommunications sector, and the regulatory
framework reduces export potential and limits
the provision of retail financial services.

Key messages

Growing populations and incomes across Africa
create growing opportunities for UK investment
in the continent, particularly as products and
services from the UK are well-known and highly
regarded by consumers and companies alike.

Indeed, with countries such as Ghana and
Kenya exhibiting high economic growth, there
are significant opportunities for UK firms.

In a context of low global economic growth,
investment in these countries can bolster
corporate growth.

Diversification of UK FDI in Africa can be
mutually beneficial. Investment is currently
highly concentrated in extractives (51%) and
financial services (35%) and geographically in
South Africa (30%).

Yet, there is a desire to develop manufacturing
across Africa, which has been largely untapped
by UK firms. Financial, insurance, business
and professional services — including fintech —
are essential to manufacturing and the UK has
a strong comparative advantage in these fields.
Agro-processing offers continued opportunities
to supply British retailers and supermarkets.

Recommendations

African governments should better coordinate
efforts to strengthen the business climate and
to address barriers to trade. Poor regulatory
frameworks can facilitate corruption and
uncertainty which hamper investment and raise
business operation costs.

In particular, African governments should
eliminate regulations that discriminate against
foreign firms, reduce investment requirements
and distribute the requirements of compliance
with regulations and taxes equally between
domestic and foreign firms.

Infrastructure in energy and logistics should
be improved to attract investment, including in



manufacturing, and to prompt diversification of
investments.

UK aid should continue to be used to facilitate
coordination, help address bottlenecks and
contribute to the provision of public goods that
companies may require.
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An adequate combination of trade policies,
investment and aid will determine the creation of
opportunities that benefit private sector activity
in the UK but, crucially, also contribute to the
economic transformation and development

of Africa.



Introduction

Economic transformation is at the centre of
Africa’s development. The African Union’s
Agenda 2063 is geared towards securing the
transition of African countries from natural
resources-based economies to modern industrial
ones. Increasingly, policy-makers in Africa and
the donor community understand that, without
economic development, any human and social
development outcome will be hard to achieve
and unsustainable. Policies on the continent

are geared towards achieving transformation

of the African economy, modernising country
economies and diversifying trade and production
structures. There is renewed consensus across
the continent on cooperating to achieve these
critical goals, with AfCFTA serving as their
main manifestation.

Trade appears as a key component of this
strategy. The expansion of export markets on the
continent and elsewhere is critical for achieving
the necessary scales in existing products and
services and to diversify the export structure.
Increased foreign competition is also important,
for increasing the competitiveness of domestic
industries. To achieve this, Africa needs to
address the physical, political and institutional
barriers that affect trade. The combination of
policies, public investment in a wide range
of infrastructure projects and AfCFTA will prove
crucial in this endeavour.

The donor community has also been
supporting Africa in these areas. Aid for Trade
(AfT) has proved important in building hard and
soft infrastructure in transport and energy as well
as contributing to the development of productive
capabilities. AfT has assisted countries in Africa
in need, providing key trade public goods
such as energy and roads. It has also assisted
middle-income countries in Africa to improve the
efficiency of their ports and border posts. This
financial support, combined with preferential
market access in key donor markets, has helped

improve the competitiveness of many products
and services in Africa.

However, economic transformation will
not be a reality if there are no companies in
Africa that can produce competitive goods and
services. This does not only relate to increasing
volumes of investment but also in relation to
the growing productivity of that investment
such as by improving management practices,
acquiring expertise and developing a competitive
and productive business community. It requires
expanding and improving existing companies
as well as creating new ones that can supply the
world and provide key support products and
services. Together with trade and aid, increasing
private investment in Africa is the third critical
leg on which the economic development strategy
should rest.

The role of development partners in this
area is extremely helpful. The UK, through the
Commonwealth Development Corporation,
has played a vital role in support and is involved
in commercial investments in Africa in key
productive sectors with development spill-overs,
such as energy production and, currently, the
financial sector (with a past spill-over into
agroprocessing). However, this challenge requires
much wider and deeper involvement of the
UK private sector. Africa has been successful
in making use of its natural resources and has
attracted investment from the UK (and other
countries) in the extractives sector.

There is a need to develop capabilities and
expertise in a wide range of areas. In one sense,
it is necessary to create competitive and efficient
companies that can produce goods and services
to be exported. In another, there is a need for
companies that can provide key services and
inputs into African industries. Here, the challenge
is to replicate success in attracting investment in
the extractives sector in the other key sectors of
the African economy.



UK companies are playing a significant
role in creating and contributing to a thriving
business community in many African countries.
However, the economic transformation challenge
requires a substantial increase in these efforts.
While the UK government supports investment
in Africa through different policies, the most
critical aspects are associated with addressing the
barriers and constraints that limit the expansion
of investment.

Even when UK companies participate
decisively in the economic development of
African countries, they will often only be
attracted to invest and expand current businesses
if the factors that explain profitability are in
place. In a context where countries across
the world are frequently competing to attract
investment, African countries must be able to
show they can offer superior opportunities.

African countries need to have a clear
understanding of what investors want and to
develop their activities. Different barriers and
constraints need to be addressed to increase
and expand investments. Some of these are
horizontal, affecting a wide range of economic
sectors and generally associated with how easy
it is to do business in the country. They include
issues such as the business climate, taxation,
corruption and quality of infrastructure. There
are also sector-specific issues that may affect the
development of certain activities; these need to be
addressed if structural change and diversification
of activities are to be achieved.

Conversely, there is a need to highlight and
showcase opportunities for investment. In
an extremely complex potential portfolio of
investments, Africa needs to identify the areas
where it can stand out from the crowd. These
could be horizontal, such as population growth,
but could also include specific sectors where
investors could benefit from agglomeration
economies and clusters. Countries need also
to identify the critical features that investors
possess, with the aim of matching opportunities
for investment and harnessing the comparative
advantage of investors. A win—-win strategy can
take advantage of these synergies.

This report aims to address two aspects of
marrying investors to opportunities — particularly
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from the UK. First, it aims to highlight those
available opportunities for UK investors in
Africa, and what makes the continent and its
countries stand out in comparison with other
destinations. Second, it discusses the problems
UK investors face when investing or doing
business in Africa. In this sense, the report takes
a business-oriented approach, to reflect what can
be addressed to bring UK investors into Africa.

The report reviews recent trends and structures
of UK investment in Africa. It also examines the
main barriers and indicators that characterise
doing business on the continent. However, the
most novel contribution of the report lies in its
detailed investigation of the specific issues UK
companies face in some African countries, as well
as the existing advantages and opportunities.
The report has benefited from the contributions
and inputs of more than 75 executives from UK
companies in the financial, business services,
insurance, manufacturing, agroprocessing and
communications sectors in Ghana, Kenya,
Nigeria and South Africa, as well as their
headquarters in the UK.

The following chapters of this report are
structured as follows:

e Chapter 2 provides an overview of UK
outward FDI in Africa.

e Chapter 3 provides an overview of:
e the general determinants of inward FDI
* host-country drivers of FDI in Africa
® home-country motivations of UK (and
other investors for investing abroad
e the role of bilateral investment agreements
in boosting FDI in Africa.

e Chapter 4 presents the key findings from
case studies in Nigeria, Ghana, Kenya and
South Africa. These have been based on
consultations with firms, specialists and other
stakeholders on the specific barriers that
affect business and investment between the
UK and these countries.

e The final chapter concludes with
recommendations for moving forward.



2 Overview of UK
foreign direct investment
In African countries

UK FDI represents a substantial source of
external funding for recipient economies. From
2009 to 2018, the annual average value of the
UKs total outward FDI stock! to the world
was equivalent to 63% of the UK’s nominal
gross domestic product (GDP) during the same
period (ONS 2019a; 2019b). As of 2017, the
UK was the fourth largest investor in Africa
and contributes 6% of the total FDI stock in
the continent (UNCTAD, 2019; ONS, 2019a).
In 2018, UK outward FDI stock in Africa grew
by 14% to $51.7 billion (£38.7 billion)?> (ONS,
2019a), as UK FDI stock in Africa’s mining,
quarrying and financial sectors bounced back
after recording a contraction in the previous year
(ONS, 2019a).

However, the share of Africa in the total
worldwide FDI stock from the UK has barely
increased in the past decade, capturing only
3% from 2009 to 2018 (Figure 1). Meanwhile,
around a third of UK FDI in the continent was
invested in South Africa (Figure 2). Additionally,
the growth of UK FDI in Africa has recorded
expansion and contraction throughout the
years, with the highest growth (85%) in 2009
and the sharpest contraction (-22%) in 2017
(ONS, 2018).

UK FDI penetration in countries across the
continent remains low. As of 2017,% only § out

of 27 African countries received UK FDI stock
that is greater than $1 billion (£820 million)
(Figure 3). The disparity on the level of UK

FDI stock in African countries ranges from $15
billion (£11.3 billion) in South Africa as of 2018,
to less than $1 million (£0.7 million) in Gambia
and Liberia as of 2017 (ONS, 2019a; 2019d).
Meanwhile, UK disinvestments were recorded
in Tunisia (—$4.3 million or —£3 million) and
Libya (-=$7.3 million or —£6 million) as of 2017
(ONS, 2019d).

UK FDI in African countries’ mining and
quarrying activities takes 51% share of the
total UK FDI in the continent, amounting to
an average of $26.3 billion (£19.8 billion) from
2015 to 2018 (ONS, 2019a; Figure 4, left panel).
This share is higher by 38 percentage points
from the 12.3% average share of UK FDI in
the mining and quarrying industry worldwide
(Figure 4, right panel). UK FDI in financial
services also contributes a substantial share of
total UK FDI, globally and in Africa (Figure 4).

With two industries capturing 85% of UK
FDI in Africa between 2015 and 2018, British
investments in other industries remain generally
low, ranging from an average of $8.2 million
(£6 million) in electricity, gas, water and waste
to $654 million (£475 million) in retail and

1 For this chapter, FDI data are in terms of stocks.

2 Figures in parenthesis refer to the currency used in the data source (ONS 2019a). For consistency, currencies
are converted to US dollars by using the UK ONS data on average annual sterling exchange rates (ONS 2019¢).

3 Data as of 2018 in four countries (Kenya, Nigeria, South Africa and Zimbabwe) and as of 2017 for the rest of the

countries (ONS 2019a; 2019d).



Figure 1
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wholesale trade, repair of motor vehicles and
motor cycles (ONS, 2019a).

The significant share of UK FDI in Africa’s
financial services is consistent with the relatively
active net sales of mergers and acquisitions
(M&As) in Africa’s financial services, which
have outpaced FDI in other sectors, such as
mining, quarrying and manufacturing, between
2016-2018 (Table 1). Overall, sales of M&As
to the UK increased from $0.2 billion to $1.84
billion between 2015 and 2018.

Announced UK greenfield projects in Africa
increased from $2.5 billion in 2014 to $5.6
billion in 2018 (Table 2). As of 2018, the UK

T

2013

2014 2015 2016 2017 2018

contributed 7% of the total announced greenfield
projects in Africa in 2018 (UNCTAD, 2019).
Significant UK investments have been made

in some countries, such as British Petroleum’s
increased greenfield and M&A investments

in Egypt in the past two years, which have
brought the company’s total stock investment
in the country to $30 billion (ibid). In 2018,
the total value of announced greenfield projects
in Africa’s manufacturing sector ($33 billion)
outpaced those in the services sector ($26
billion), which has dominated greenfield
projects in the continent since 2014.

Figure 2 Total UK foreign direct investment stock in Africa by region
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Source: ONS (2019a; 2019¢) data.

14



Figure 3 Total UK foreign direct investment stock in Africa
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Source: ONS (2019a; 2019¢) data.

Figure 4 UK foreign direct investment by industry
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data from 2015 to 2018 in ONS (2019a). The component breakdown excludes the activities of private property, public
corporations and bank holding companies (ONS 2019a).

Source: ONS (2019a) data.

For a sub-group of African countries* under Overall, the FDI trends between UK and Africa
the G20 Compact with Africa (CwA), the discussed in this chapter present opportunities
UK was one of the top 10 country sources of and challenges for both jurisdictions. Africa’s
announced cross-border investments in CwA combined GDP amounts to $2.2 trillion

countries from 2015 to 2018 (IFC, 2018). As of (UNCTAD, 2019) and the continent is home
June 2018, UK’s greenfield and major expansion to 1.2 billion people, of whom 420 million
announcements recorded under the CwA are aged 15-35 years (AfDB, 2018). The rate
totalled 43 projects worth $3 billion (ibid). of return of inward FDI in developing African

4 CwA countries covered in the International Finance Corporation (2018) include Benin, Cote d’Ivoire, Egypt, Ethiopia,
Ghana, Guinea, Morocco, Rwanda, Senegal, Tunisia and Togo.
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Table 1 Africa net cross-border mergers and acquisitions (in $ millions)
Sales ‘ Purchases

2014 2015 2016 2017 2018 2014 2015 2016 2017 2018
Total 5,152 21,259 9,684 3,452 1570 5,449 3,533 7,161 1,967 3,651
By industry/sector
Primary 2,566 998 52 30 -59 1,595 -419 329 2,136 205
Mining, quarrying 2,556 998 45 30 -59 1,595 —-806 329 2,136 2,015
and petroleum
Manufacturing 330 21,716 —-345 284 247 209 -391 3,667 316 —-67
Services 2,256 -1,455 9977 3137 1,876 3,644 4,343 3,165 -485 3,513
Financial and 1,419 652 512 506 1,615 233 2,374 1,927 3,542 2,970
insurance services
By region/economy
Developed economies  -8,231 22,357 2,115 1,780 -1,606 1,675 -165 6,883 556 2,266
UK - 201 - 700 1,840 - 161 - 1,685 1,535
Developing economies 13,339  -1,194 12,832 527 2914 3,781 2,497 172 1,410 1,386
Transition economies - - 1135 - - -6 1,200 106 - -

Source: UNCTAD World Investment Reports: 2017 to 2018 data from UNCTAD (2019); 2016 data from UNCTAD (2018a);
2015 data from UNCTAD (2017a); 2014 data from UNCTAD (2016).

Table 2 Announced greenfield foreign direct investment projects to and from Africa (in $ millions)

Africa as destination Africa as investor

2014 2015 2016 2017 2018 2014 2015 2016 2017 2018
Total 89,134 67,047 94,039 83,044 75,723 13,517 13,192 11,772 5,278 8,579
By industry/sector
Primary 21,974 14972 3,713 10,587 16,795 48 383 - - 2
Mining, quarrying, 21,974 14972 3713 10,587 16,778 48 383 - - 2
and petroleum
Manufacturing 29,270 15178 19,357 20,583 32,996 3,929 2,491 5991 2,864 2,890
Chemical and 6,705 2,709 5107 6,175 11,006 120 696 4,596 1,229 1,128
chemical products
Services 37,800 36,897 70,969 51,874 25932 9541 10,318 5,782 2414 5687
Electricity, 10,648 14,791 15601 37,073 5,697 125 2,139 156 29 969
gas and water
By region/economy
Developed economies 63,866 37,412 19,945 31,162 38,232 1,153 756 1,411 1,741 2,247
UK 2,563 - 239% 2226 5626 133 - 444 59 124
Developing economies 25178 29362 73643 20,385 35094 12327 12376 10342 3,531 6,149
Transition economies 90 - 452 31,497 2,396 37 - 19 6 183

Source: UNCTAD World Investment Reports: 2017 to 2018 data from UNCTAD (2019); 2016 data from UNCTAD (2018a);
2015 data from UNCTAD (2017a); 2014 data from UNCTAD (2016).
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countries is currently 6.5 %, which is higher than
the rate in developing Latin America and the
Caribbean (6.2%) and ‘developed’ economies®
(6%) (UNCTAD, 2019). Hence, Africa presents
a business opportunity for the UK and other
foreign investors targeting an investment
destination with a growing market base and
higher returns. Meanwhile, African countries
could benefit from investments that could absorb
a large share of its young population that will
soon be entering the market force.

The UK government has announced its goal
for the UK to become the top G7 investor in
Africa by 2022 (DTTI, 2018). However, one of

the key challenges evident from trends regards
diversifying UK investments in Africa, which
are currently heavily focused on the mining and
quarrying sector and in South Africa. The low
penetration of UK FDI in other sectors beyond
mining activities and financial services across
the continent implies there is much room to
increase the role of British investors in boosting
African economies. The next chapter presents
the determinants of FDI based on the literature
and relevant data that could explain this trend
and explores, also exploring the role of business
regulations and bilateral investment agreements
in boosting UK FDI in Africa.

5 Higher income economies includes the member countries of the OECD (other than Chile, Mexico, the Republic of Korea
and Turkey), plus the new EU member countries which are not OECD members (Bulgaria, Croatia, Cyprus, Lithuania,
Malta and Romania), plus Andorra, Bermuda, Liechtenstein, Monaco and San Marino, plus the territories of Faeroe
Islands, Gibraltar, Greenland, Guernsey and Jersey (UNCTAD, 2019).
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3 Determinants of
foreign direct investment

In 2018, UNCTAD reported that global FDI
flows fell by 13%, driven by the 27% decline in
FDI flows to ‘developed” economies (UNCTAD,
2019). Despite this downward global trend,
FDI flows grew in Africa (11%), Latin America
and the Caribbean (6%) and Asia (4%) (ibid).
The contrasting directions of FDI flows between
‘developed’ and relatively lower income countries
and the varying strengths of FDI flows among
regions reflect the differentiated considerations of
investors in choosing an investment destination.
The first section below explores the general
determinants of inward FDI, followed by
host-country drivers of FDI in Africa and the
home-country motivations of the UK (and other
investors) for investing abroad. The latter part
includes a discussion about the development
and role of bilateral investment agreements in
boosting FDI between the UK and Africa.

3.1 Determinants of inward FDI

FDI definitions from international organisations
(e.g. the United Nations (UN), the Organisation
for Economic Co-operation and Development
(OECD) and the International Monetary Fund
(IMF)) characterise foreign investors’ ‘lasting
interest’ or long-term investments in host
countries, as reflected by the foreign investors’
ability to influence management by owning at
least 10% of a direct investment enterprise’s
ordinary shares or voting power. A substantial
body of literature on the motivations behind the
‘lasting interest’ on international investments has
cited — and evolved from — the four types of FDI
categorised by Dunning (1993): market-seeking,

resource-seeking, efficiency-seeking and strategic
asset FDI. Broadly defined:®

® Market asset-seeking FDI aims to penetrate
the host countries’ large or growing market
size and access to regional or global markets.

® Resource-seeking forms of FDI are motivated
to access resources (e.g., raw materials,
labour force, technology and infrastructure)
that are lesser or absent in the home
countries.

e Efficiency-seeking FDI aims to reduce costs
by establishing operations where production
inputs are less expensive than in the home
country.

e Strategic asset-seeking forms of FDI aim to
take advantage of synergies between existing
operations and the host country.

Historical views of literature (te Velde, 2006;
Metaxas and Kechagia, 2016) offer specific
determinants of inward FDI, most of which
can be categorised as home (pull) and host
(push) country factors, as shown in Table 3.

3.2 Host-country factors pulling
inward FDI to Africa

While Table 3 provides determinants of inward
FDI across countries more generally, a number of
studies show that some factors in attracting FDI
flows to Africa, specifically, are different from the
rest of the world. For example, a cross-sectional
analysis of 71 developing countries by Asiedu
(2002) finds that a higher return on investment
and better infrastructure has a positive impact

6 Cited in Wadhwa and Reddy (2011), USAID (2007).
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Table 3 Determinants of foreign direct investment

Determinants Indicators

Host-country factors

Macroeconomic factors

Gross domestic product (size and growth), inflation and natural resource endowments

Human resources

Population size and growth, skills and level of education

Infrastructure development

Efficiency of roads, ports and trade logistics

General policies

Ease of doing business, political stability, trade openness, financial development,

intellectual property rights, exchange rate regimes and wage costs/policies

Specific FDI policies
and investment treaties

Incentives, performance requirements, investment promotion, international trade

Firm-specific factors

(e.g. technology) and development

Digital infrastructure and technology absorption capacity of firms, and spending on research

Home-country factors

Higher rate of returns

Rate of returns from investments

Market size Gross domestic product

Country measure/vision

Official development assistance, development finance institution-led FDI

on FDI to countries not in sub-Saharan Africa
(non-SSA countries) but no significant impact
on FDI to SSA. Asiedu also indicates that the
marginal benefit from increased openness is less
for SSA than non-SSA countries. Corcoran and
Gillanders (2013) find that, while improving the
business environment tends to positively impact
FDI inflows in middle-income countries, this does
not necessarily benefit those in SSA or within the
OECD.

The following discussion in this section focuses
on recent literature about the determinants
of inward FDI in Africa, with corresponding
developments on the indicators of these FDI
determinants.

Macroeconomic factors

Market size is one of the most cited motivations
behind inward FDI to Africa in recent literature.
In an empirical analysis of 1980 to 2009 data
in 45 African countries, Sichei and Kinyondo
(2012) find that both the real GDP growth and
agglomeration economies affect FDI flows in
Africa. A dynamic panel analysis of 33 African
countries (Khadaroo and Seetanah, 2009) also
identifies market size as a major driver of FDI.
Controlling for other factors, Cleeve (2008)
and Asiedu (2006; 2013) also find that market
size has a significant effect in attracting FDI in
African countries. However, Rodriguez-Pose
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and Cols (2017) find that market size becomes
insignificant in attracting foreign investors once
natural resources and governance have been
accounted for.

Market growth is identified as the most
dominant long-term determinant of FDI in
Bende-Nabende’s (2002) co-integration analysis
comprising 19 SSA countries. This is consistent
with Cleeve’s findings (2008) that foreign
investors are attracted to SSA countries with
higher growth than they are to countries that
possess large markets alone.

The influence of macroeconomic stability
in attracting FDI is similar in African countries
as well as other economies in general. A low
inflation rate, which is an indicator of price
stability and the health of the economy, is
generally found to be positively associated with
FDI in Africa (Asiedu, 2006; 2013; Nnadozie
and Njuguna, 2011; Rodriguez-Pose and Cols,
2017). Real depreciation of the exchange rate
also significantly promotes FDI, since this
exchange rate adjustment increases the relative
wealth of foreign firms and relatively lowers
labour costs (Cleeve, 2008). Meanwhile, there
are mixed results on the impact of trade openness
in promoting FDI in Africa: after controlling for
other factors, Asiedu (2013) finds it significant,
while Nnandozie and Njuguna (2011) find a



positive but weak effect and Rodriguez-Pose
and Cols (2017) find it insignificant.

The presence of natural resources is also a
recurring theme associated with positive FDI
inflows to Africa, albeit with Asiedu (2013)
offering an opposite view. Anyanwu (2011),
Sichei and Kinyondo (2012) and Asiedu (2006)
all generally find that natural resources attract
FDI inflows into Africa. Meanwhile, Anyanwu
(2011) and Nnadozie and Njuguna (2011)
highlight that oil-producing countries are
attracting more FDI than non-oil counterparts
in Africa. The importance of natural resources
is further emphasised by Rodriguez-Pose and
Cols’ (2017) paper, where natural resources and
institutional quality trump market size as key
drivers of inward FDI in Africa over the medium
and long term.

Conversely, a recent paper by Asiedu (2013)
examines 99 developing countries, of which 28
are in SSA, and explores the presence of ‘FDI-
natural resource curse’, where a boost in natural
resource FDI crowds out non-resource FDI.
Results show that natural resources (measured
by the share of fuel in total goods exports and
oil rents as a share of GDP) have an adverse
effect on FDI (ibid). For illustration, the author
provides a country case where an increase in the

natural resources of Ghana to the level of Nigeria
will decrease FDI in Ghana by 4.5 percentage
points in the short term and 5.5 percentage
points in the long term.

Human resources
Africa currently presents a large market base in
its 1.2 billion population, a third of whom are
young people (AfDB, 2018). The UN predicts
that, by 2050, the SSA will contain over a billion
additional people, accounting for more than half
of the world’s population growth between 2019
and 2050 (UN DESA, 2019). Consistent with
market-seeking FDI, the factors of higher general
population and urban population are found to
be significant and positively associated with FDI
flows in Africa (Nnadozie and Njuguna, 2011;
Anyanwu, 2011). There is also consensus among
studies regarding human capital — or skills (e.g.
in terms of literacy or the primary/secondary
education enrolment rate), with indications that
these are significant and positively associated
with FDI in Africa (Rodriguez-Pose and Cols,
2017; Lederman et al., 2010; Naudé and Krugell,
2007; Ajide, 2014; Asiedu, 2006; Cleeve, 2008).
Figure 5 shows a disparity in secondary
enrolment rates among 30 African countries,
ranging from as much as 100% in South Africa,

Figure 5 Secondary and tertiary education enrolment, 2016

M Gross secondary enrolment

100
90
80
70
60
50
40

30

20

o 1] |
0 .,

Gross enrolment rate

SO SENINEAORIN S
S T T T e
"00 S é\,« (%) S (’0
&
<9
&

R O
N

M Gross tertiary enrolment

. S
NSRS SECCRNEA MW
S N\

SN P

Note: The gross enrolment rate is the ratio of total enrolment, regardless of age, to the population of the age group that
officially corresponds with the level of education shown (World Bank metadata). Gross secondary and tertiary enrolment
rate data as of 2016 is available in only 30 and 16 African countries, respectively.

Source: World Bank data.



down to 15% in the Central African Republic.
Populations with tertiary education may provide
a signal of the capacity of the labour force for
higher-productivity tasks and digital skills. World
Bank data suggests that gross tertiary enrolment
in African countries remains limited, with the
highest rate in Egypt at 34% and the lowest
rates standing at about 5% (e.g. Madagascar)

as of 2016.

Infrastructure development
This report has cited Asiedu’s findings (2002)
that better infrastructure (measured in terms of
number of telephone lines per 1,000 people) has
a positive impact on FDI to non-SSA countries,
but has no significant impact on FDI to SSA.
However, a more recent study by Khadaroo and
Seetanah (2009), covering 33 African countries,
shows the positive role of transport and
communication infrastructures in terms of paved
roads per square kilometre and the number of
telephone lines per 1,000 people, respectively.
The authors suggest that transport and
communication infrastructure indicators have
a positive and significant effect on FDI, with the
former having a higher impact than the latter,
but with both having smaller effects compared to
the effects of levels of openness, market size and
education (ibid).

Meanwhile, we have only found one study
(Ibrahim, et al., 2018) that examines the impact
of digital infrastructure on FDI in Africa.

Here, the authors find that information and
communication technology (ICT) goods imports
such as computers and electronic equipment,
along with individual internet usage, significantly
enhances FDI flows in Africa, although the
impact of fixed telephone line subscription on
FDI inflows is high. Figure 6 shows the current
level and disparity of internet penetration among
African countries. In 2017, less than 50% of
the population had access to internet in 45 out
54 countries in Africa, while the bottom five
countries (Central African Republic, Guinea-
Bissau, Burundi, Somalia and Eritrea) have an
internet penetration rate of less than 5%.

Surprisingly, we have not found any empirical
study assessing the quantitative impact of the
supply of electricity on inward FDI, particularly
in Africa, despite this being one of the most cited
obstacles by firms within the continent, according
to the World Bank Enterprise Survey. Figure 7
illustrates that the largest share of firms in
seven countries (Djibouti 49%, Central African
Republic 41%, Rwanda 33%, Congo Republic
32%, Gabon 23%, Uganda 23% and Democratic
Republic of Congo 19%) particularly cite the
reliability of electricity supply as their most
significant obstacle. This reflects the fact that,
in 2017, less than half of the SSA population
(45%) had access to electricity, with even less
(30%) in low-income SSA countries.”

The overall logistic performance index (LPI)
comprises an indicator of trade infrastructure

Figure 6 Individuals in Africa with access to the internet 2017
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7 World Development Indicators: https://datacatalog.worldbank.org/dataset/world-development-indicators [accessed in July

2019]
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Figure 7 Electricity supply as an enterprise obstacle in Africa
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quality, coupled with components for customs
performance and timeliness of shipments. Of
the 160 countries, only seven African countries
(South Africa, Cote d’Ivoire, Rwanda, Egypt,
Kenya, Benin and Mauritius) managed to be on
the upper half of overall ranking. Thirty-eight
countries in the continent are in the bottom half
of the LPI ranking, while eight out of the 10
countries with the lowest scores are in Africa.

General policies on improving business and
investment climate

A good investment climate is characterised by
its ability to mobilise capital, skills, technology
and intermediate inputs that can enable firms
to expand (OECD, 2015). The literature on the
impact of improving the business environment,
particularly in terms of the World Bank’s Ease of
Doing Business (EDB) rankings, for increasing
FDI flows to Africa provides contrasting
results. For example, Nnadozie and Njuguna
(2011) have examined 43 countries in Africa
and found that the EDB rank has a significant
effect on FDI, when controlling for other

usual FDI determinants. Meanwhile, Muli and
Aduda (2017) highlight the importance of
EDB in improving the attraction of FDI flows
to economic blocs such as the East African
Community.
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Alternatively, Asiedu (2006) employs a set
of ‘policy variables’ that the government can
improve to attract FDI flows to SSA. The policy
variables include inflation (for macroeconomic
stability), literacy rate (for human capital)
and telephone lines (for infrastructure) and
international country risks (for openness to
investments). The author finds that all of these
policy variables significantly affect FDI in
Africa and suggests that SSA countries that have
small market size and/or lack natural resources
can attract FDI by improving their regulatory
environment as well as institutions.

In another study, Corcoran and Gillanders
(2013) find that the World Bank’s EDB rank is
highly significant in attracting FDI, on average,
across countries. However, the authors find no
evidence of a significant relationship between
EDB and the amount of FDI in SSA (and OECD)
countries. These findings are consistent with a
study from Jayasuriya (2011), where on average,
the EDB effect on FDI in developing countries
(all regions worldwide) is insignificant.

While a general empirical assessment of the
magnitude of impact of an improved business
environment on FDI in Africa does not offer
clear answers, a look at the relevance of each
or several EDB components on FDI flows in
individual or sub-group of countries in Africa is
revealing. For example, Morris and Aziz (2011)



find that EDB components on registering a
property and trading across borders play a role
in increasing FDI in Asian and African countries.
In Zimbabwe, four out of 10 EDB components,
including enforcing contracts, paying taxes,
obtaining electricity and dealing with
construction permits, are found to significantly
affect FDI flows (Mahuni and Bonga, 2017).
In Ethiopia, Moges Ebero and Begum (2016)
find that the cost of starting business, obtaining
electricity, registering property and resolving
insolvency strongly correlate with the inflow
of FDI. Looking forward, it is evident that
continued analysis of the individual components
of EDB could provide a useful reference point
for assessing which elements of the business
environment are more relevant for FDI in Africa.

Table 4 presents the EDB scores of 54
countries in Africa, ranked by the EDB rank
and scores. While most countries score relatively
well in the ‘starting a business’ category, common
weak points include obtaining credit and
resolving insolvency.

The average EDB score of the bottom 10
countries is 34 (out of 100), compared with
an average score of 70 for the top 10 African
countries. Notably, the Democratic Republic of
Congo has one of the highest scores in Africa in

the ‘starting a business’ category (92 points) but
ranks 183rd out of the 190 countries overall,
given its relatively lower scores on other business
regulations (e.g. 0 on resolving insolvency and
3.5 points on getting credit).

Institutional quality and political stability
According to the World Bank Enterprise Survey,
corruption and political stability are also
pertinent obstacles faced by firms operating

in Africa. Asiedu (2013) looks at measures of
improvement in institutional quality, including
law enforcement, lower levels of corruption,
government stability and risks to FDI-related
regulations. The author finds that these measures
have positive and significant effects on FDI and
that political risks, such as coups, assassinations
and revolutions, deter investors from directing
FDI towards Africa (Asiedu, 2006). Meanwhile,
transparency ratings, along with EDB and
traditional FDI determinants, are found to
significantly promote FDI in Africa (Nnadozie
and Njuguna, 2011). A strong and transparent
government facilitates and signals improvement
in investment climate, as reflected in Figure 8,
showing a positive correlation between higher
transparency ratings and EDB.

Figure 8 Transparency and Ease of Doing Business, by region
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Table 4 World Bank Ease of Doing Business

Country EDB EDB Startinga  Dealing Getting  Reg- Getting  Protect- Paying Trading Enforc- Resolv-
rank score  business  with elec- istering  credit ing taxes across ing ing
construc- tricity prop- minority borders  cont- insolv-
tion erty invest- racts ency
permits ors
Mauritius 13 815 945 85.8 88.0 82.5 65.0 78.0 94.0 81.0 72.2 73.8
Rwanda 38 76.5 93.2 70.6 82.3 93.7 95.0 44.0 84.6 75.0 69.1 57.2
Morocco 53 734 93.0 83.2 87.3 65.8 45.0 70.0 87.2 85.6 63.7 52.9
Kenya 56 73.2 82.7 67.6 80.1 53.8 95.0 92.0 72.8 67.4 58.3 62.4
Tunisia 78 68.7 94.6 77.4 82.3 63.7 50.0 62.0 69.4 74.6 58.4 54.2
South Africa 84 67.0 81.2 68.3 68.8 59.5 60.0 80.0 81.2 59.6 56.9 54.6
Zambia 85 66.9 84.9 721 62.1 493 95.0 60.0 88.9 56.9 50.8 493
Botswana 87 66.2 76.2 75.6 59.5 65.8 60.0 60.0 80.0 86.7 50.0 48.2
Togo 97 62.3 95.1 64.1 72.6 72.0 70.0 42.0 47.3 63.7 49.0 47.0
Seychelles 100 61.7 78.8 67.3 7.3 70.8 35.0 34.0 84.7 7.8 51.2 52.2
Namibia 104 61.4 72.2 70.0 78.3 40.6 60.0 56.0 745 61.5 63.4 36.9
Malawi 109 60.9 77.9 63.1 454 64.9 90.0 58.0 62.4 65.3 47.4 34.9
Cote d’Ivoire 110 60.7 93.7 57.4 59.2 58.6 70.0 42.0 68.0 52.4 57.6 47.9
Djibouti 112 60.5 84.3 69.4 64.6 58.3 40.0 52.0 62.7 59.4 48.4 65.9
Egypt, Arab Rep. 114 60.1 87.8 7.2 77.9 55.0 65.0 64.0 55.1 42.2 40.0 42.2
Uganda 116 60.0 7.4 66.4 48.4 53.6 60.0 56.0 731 66.7 60.6 43.6
Ghana 118 60.0 85.0 67.6 77.4 59.4 60.0 60.0 56.0 54.8 54.0 25.4
Eswatini 121 59.5 77.2 68.7 61.7 60.8 55.0 26.0 771 92.9 36.7 38.9
Lesotho 122 59.4 88.2 52.9 52.8 58.4 55.0 32.0 68.9 91.9 57.2 37.0
Senegal 123 59.3 91.2 62.1 65.2 58.3 65.0 44.0 51.2 60.9 50.6 443
Nigeria 131 56.9 86.2 73.6 47.4 29.5 85.0 72.0 53.7 29.2 61.5 30.6
Niger 132 56.8 91.5 441 52.7 58.3 70.0 42.0 49.4 65.4 54.7 39.3
Cabo Verde 137 55.0 84.5 74.6 54.7 68.8 35.0 24.0 74.8 69.1 64.8 0.0
Mozambique 138 55.0 69.3 73.2 mn7 534 25.0 320 64.0 73.8 39.8 47.8
Zimbabwe 140 54.5 72.0 60.0 48.6 59.5 65.0 54.0 58.7 54.3 39.7 32.9
Tanzania 141 54.5 74.4 57.9 74.9 50.1 65.0 50.0 51.3 20.2 61.7 39.1
Mali 148 529 84.3 61.4 51.8 51.6 30.0 42.0 43.9 73.3 42.8 43.4
Benin 149 52.4 90.6 70.5 33.8 56.3 30.0 42.0 49.3 68.9 415 41.0
Burkina Faso 151 51.4 88.2 68.7 29.4 51.4 30.0 42.0 55.9 66.6 411 40.8
Mauritania 152 51.1 92.2 66.9 49.2 61.4 40.0 32.0 42.6 60.3 66.0 0.0
Gambia 155 50.3 84.6 59.4 49.6 50.9 30.0 24.0 49.0 67.8 50.9 36.8
Guinea 156 49.4 84.5 65.9 55.3 56.9 30.0 26.0 35.5 47.8 53.9 38.6
Algeria 157 48.6 78.0 65.3 721 443 10.0 20.0 53.9 38.4 54.8 49.2
Ethiopia 159 48.0 mni 59.7 60.1 50.9 15.0 10.0 63.3 56.0 62.8 30.3
Comoros 160 47.9 76.5 68.0 60.2 58.4 40.0 26.0 49.9 66.9 33.0 0.0
Madagascar 161 47.7 88.5 35.9 241 44 4 40.0 36.0 62.6 61.0 50.0 34.8
Sierra Leone 163 47.5 91.3 38.4 31.6 42.8 25.0 40.0 73.0 51.9 55.9 24.7
Burundi 166 46.8 92.9 55.0 26.4 62.6 15.0 34.0 60.9 47.3 43.0 30.6
Cameroon 167 46.1 86.3 56.5 61.3 40.1 60.0 28.0 36.3 16.0 39.9 36.6
Gabon 169 45.0 87.0 59.8 49.8 411 40.0 24.0 35.9 43.9 32.8 35.9
S0 Tomé & Principe 170 45.0 78.2 66.6 62.1 411 25.0 20.0 61.8 66.0 28.8 0.0
Sudan 171 448 76.7 64.2 51.3 63.7 15.0 30.0 51.8 19.0 47.8 28.8
Guinea-Bissau 174 43.2 75.5 452 29.7 54.5 30.0 44.0 55.2 59.6 38.6 0.0
Liberia 175 43.2 88.9 28.9 39.1 31.9 50.0 22.0 76.4 19.2 35.2 40.6
Angola 177 41.3 79.4 65.3 541 43.3 5.0 32.0 69.5 36.2 28.1 0.0
Equatorial Guinea 178 411 61.0 55.0 54.3 44 4 40.0 26.0 41.5 32.0 56.2 0.0
Congo, Rep. 180 39.5 65.8 61.3 32.7 40.6 40.0 26.0 26.8 19.7 44.0 38.5
Chad 182 36.9 525 47.2 32.2 54.8 30.0 24.0 17.9 37.0 455 28.1
Congo, Dem.Rep. 183 36.2 91.6 59.5 34.7 46.6 30.0 22.0 40.9 35 333 0.0
Central African Rep. 184 35.6 63.2 341 24.6 42.0 35.0 26.0 18.9 52.4 314 28.1
South Sudan 185 34.6 71.0 50.5 0.0 36.8 10.0 16.0 76.7 26.2 59.0 0.0
Libya 186 32.7 731 0.0 59.0 0.0 0.0 18.0 63.6 64.7 48.4 0.0
Eritrea 189 21.6 52.9 0.0 0.0 35.3 0.0 16.0 55.9 0.0 55.9 0.0
Somalia 190 20.0 46.0 0.0 0.0 48.2 0.0 0.0 0.0 51.6 54.6 0.0

Source: World Bank Doing Business database (2020).
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Asiedu (2013) finds that good institutions not
only increase FDI but also mitigate the negative
effect — or ‘crowding out’ — of natural resources
on FDI. Rodriguez-Pose and Cols (2017) further
highlight the role of governance, suggesting that
factors such as political stability, government
effectiveness, lower corruption, and citizen’s
freedom and participation in the selection of its
government are more important determinants
of FDI than local market size, with these factors
influencing the long-lasting amount of FDI in
SSA countries.

Fiscal incentives and investment promotion
There are a limited amount of empirical studies
examining the impact of fiscal incentives in
terms of increasing FDI in African countries,
but a study by Cleeve (2008) investigates their
role, focusing specifically on tax holidays,

of the relaxation of repatriation of profits

and tax concessions to industries in attracting
FDI in 22 African countries. The author finds
that after controlling for other factors, tax
holidays significantly attract FDI towards
Africa. Accounting for country effects, profit
repatriation also becomes important, while tax
concessions appear to have an adverse effect on
FDI inflows (ibid).

We find no Africa-focused empirical study
on the impact of investment promotion on FDI.
However, it may be worth noting Harding and
Javorcik’s study of the Census of Investment
Promotion Agencies (2011). This contains
information on investment promotion efforts in
124 economies, including countries from SSA,
with the authors illustrating that, on average,
$1 spent on investment promotion leads to $189
FDI inflows. The authors also establish that
investment promotion has a positive impact on
FDI inflows in developing less affluent countries
but not in industrialised economies. Investment
promotion efforts are also shown to be more
effective in countries where:

e English is not an official language,
with cultural distance from the US

e governments are less effective and corruption
is higher

e alonger time period to start a business or
obtain construction permits is required (ibid).

Following on from Harding and Javorcik’s
insights, it is worth considering (UNCTAD,
2018c) paper on lessons learnt from 15
countries’ (13 of which are in Africa)
implementing UNCTAD’s Investment Policy
Review (IPR) recommendations. This paper
demonstrates that higher FDI inflows were
observed in all countries within five years
following the IPR compared with the pre-IPR
period. The paper also indicates that the main
catalyst for business climate improvements and
FDI growth in these countries has been the
advancement of reforms to strengthen investment
promotion agencies (IPAs) (ibid).

In this section (3.2), we have focused on
establishing the determinants that encourage
FDI, rather than foreign investment-related
policies that may directly act as barrier to foreign
investments. In Annex A, we have included
a summary of specific policies (e.g. foreign
ownership restrictions, rules on repatriation of
funds and hiring of expatriates) that are related
to foreign investors in eight selected African
countries, based on UNCTAD investment policy
reviews in the last 10 years.

3.3 Drivers of UK (and other
investors) outward FDI

Outward FDI from the UK

The concentration of UK FDI in mining,
quarrying and financial services (as established
in section 2, see Figure 3) indicates that UK
investors are primarily attracted to Africa’s
growing market and population, and natural
resources (host-country factors). However,

our interviews and meetings with individual

8 Asiedu (2013) finds that a boost in natural resource FDI crowds out non-resource FDI and that natural resources
(measured by the share of fuel in total goods exports and oil rents as a share of GDP) have an adverse effect on FDI.

9 Includes Benin, Botswana, Colombia, Dominican Republic, Egypt, Ethiopia, Ghana, Kenya, Lesotho, Mauritius, Morocco,

Rwanda, Tanzania, Uganda and Zambia.



UK companies reveal insights on the specific
characteristics of African countries that attract
different types of sectoral investors:

® An agri-business company is attracted to
African countries with agricultural products
with established high domestic demand and
a potential for exportation.

® A multi-national garment company with
operations in Ethiopia and Kenya is attracted
by these countries’ duty-free access to
US markets through the African Growth
and Opportunity Act, as well as the host-
governments’ clear vision for strengthening
their garment sector.

® An international bank cited the strong
capacity of rule of law and demographics
as key considerations when investing in
African markets, albeit business models are
tailored to individual countries. For example,
since it is expensive to operate a physical
establishment in the continent, the company
is leveraging on countries with good digital
infrastructure (e.g. Kenya) for expansion of
their retail banking business. The company
is also partnering with development finance
institutions for risk-sharing purposes to be
able to provide banking solutions in relatively
less stable environments.

e A life insurance company highlighted
that the industry is generally attracted to
emerging African markets with relatively
stable macroeconomic environment and deep
financial markets. However, life insurance
tends to have a greater role in countries
where host governments (e.g. Ghana)
recognise the role of life insurance not only
in improving household welfare but also in
localising domestic savings and creating jobs.

e A global beverage company puts heavier
weight on investing in African countries with
young populations, strong urbanised cities
and towns, and stable political environments.

e According to a UK-based private equity
association, currency stability is the main
consideration of private equity investors in
Africa. Other investors would cite political
instability, which essentially also affects
currency risks. This is consistent with the
result of a global survey of private equity
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investors wherein political and currency risks
are cited as top barriers that deter private
equity investment in Africa (EMPEA, 2019).

e An export credit agency is supporting the
growing demand for export financing driven
by the fast-growing African economies’
ambitious infrastructure development
programmes across health, transport, power
generation, water and agriculture sectors.

e A UK-based knowledge services company
expressed that the factors that attract large
companies into Africa are the same for
small and medium-sized enterprises (SMEs):
to secure a market share in countries with
fast-growing income and population,
macroeconomic stability and growing middle
class. The government efforts especially
on improving the process of registering
the business have helped SME entry in
recent years.

In their examination of the home-country (push)
factors behind UK outward FDI, Kyrkilis and
Pantelidis (2003) found that the UK’s growing
output, stronger sterling and higher human
capital tends to increase UK investments abroad.
An application of neoclassical theory in relation
to the recent weak global economic activity and
low-interest environment suggests that a capital-
rich country, such as the UK, will reallocate
investments in locations that have lower capital
relative to other factors of production, as is
the case for many countries in Africa. This is
consistent with our interview with a UK-based
global asset management company that includes
sovereign and corporate investments in Africa
in its portfolio for diversification purposes and
to some extent, higher returns (due to relatively
higher economic and political risks).

The UK government has also actively
expressed its vision to be the top G7 investor in
Africa DIT, 2018. In particular, it aims to:

®  build commercial partnerships with Africa in
infrastructure, agriculture, manufacturing and
renewables

® position London as a global hub for capital
and gateway for financial investment

e share expertise on specific areas such
as energy transition (DIT, 2019).



To the extent that the government vision can

be translated into home-country measures
(HCMs) in the form of regulations, programmes
and policies that would encourage UK
investments towards targeted sectors, then the
UK government can provide a catalytic role for
private investments to enter African markets.
Lending weight to this suggestion, te Velde
(2007) finds that UK’s investment-related aid
flows to developing countries are positively
correlated to changes in UK outward FDI stocks.

Outward FDI from developing countries

(and China)

The key drivers of outward FDI from developing
countries are generally similar to those that
motivate investments abroad. These include

host market size, production costs, skills,

supply chains, infrastructure support and tax
considerations (UNCTAD, 2005). However, the
recent increase in outward investments from the
Global South is seen to be mainly triggered by
growing wealth that has increased capital supply
at home (ibid). Capital account liberalisation,
government fiscal and other incentives, growing
firm capabilities and regional free trade
agreements have also been cited as factors
contributing to boosting developing countries’
investments abroad (ibid).

In view of the prominence of Chinese
outward investments in recent decades, several
studies have been conducted to examine
the specific host-country factors that attract
Chinese investments. Cheng and Ma (2007)
find that the GDP of host economies positively
attracts Chinese FDI (flows and stocks) to these
countries. Higher Chinese investments are also
expected in host countries that are closer in
distance to Beijing, or that share a common
border with China and speak the same Chinese
language (ibid).

Focusing on key considerations of Chinese
investors in African countries, He and Zhu
(2018) and Chen et al. (2018) find that Chinese
FDI tends to be directed towards African
countries with larger market size. However, in
contrast with the conventional FDI literature,
evidence suggests that Chinese investors are
significantly attracted to African countries with
weak governance or lower levels of political

stability (ibid). He and Zhu (2018) suggest
several reasons behind this trend. These include:

* the non-profit motives of Chinese state-
owned enterprise investors

e the need to avoid competition from advanced
economies

e advantages of securing market position in
anticipation of future high returns

e stronger Chinese government bargaining
power in relatively unstable countries

e incomplete information or different
perception on the extent of political risks.

China’s HCM may have also been contributing
to an increase in the country’s investments
abroad. For example, Becker-Ritterspach et al.
(2019) state that the Chinese government-backed
$10 billion credit line (an HCM) for the One
Belt One Road Initiative has led to an increase

in Chinese outward FDI in countries under the
initiative.

3.4 UK-Africa BITs and
agreements

Many African countries, like other developing
regions, have used bilateral investment treaties
(BITs) and double taxation agreements (DTAs)

as tools for stimulating inward investment.

By signing BITs and DTAs, African countries

aim to give confidence to investors by ensuring
investment will be legally protected under
international law in case of political turmoil.
Additionally, they aim to reduce the possibility of
double taxation of foreign entities.

Traditionally, African countries have signed
such agreements with countries outside Africa,
particularly those where a colonial tie has
existed, such as the UK.

BITs are designed to protect foreign investors
against domestic political risks that would
adversely affect their investment in the host
country. Most BITs typically:

e set out what entities and which of their assets
are covered

e protect against uncompensated takings

e contain additional safeguards such as the
‘national treatment’ standard, which protects



foreign investors against discriminatory
treatment compared with domestic entities,
and the most favoured nation (MFN)
standard, which ensures the treatment
investors receive is not inferior to what other
foreign investors enjoy

guarantee the free transfer of funds in and
out of the host economy

prohibit the imposition of mandatory
performance requirements on foreign
companies by the host government

allow investors to defend their treaty rights
by directly challenging the host through
investor—state dispute settlement.

DTAs are designed to prevent problems of
double taxation, which increase administrative
operations of foreign investments and can
therefore distort investment flows. DTAs typically
stipulate that the host economy can levy taxes
on corporate income only when the company’s
presence meets the permanent establishment
criteria set out in the treaty. Most DTAs include
national treatment provisions but very few
include MFN standards. They also do not
allow access to arbitration and instead contain
the mutual agreement procedure under which
dissatisfied investors can notify tax authorities in
either country of their disagreement with the host
country’s authorities (UNECA, forthcoming).
Table 5 provides a summary of BITs between
the UK and African countries. The first detailed
is the BIT between the UK and Egypt, which
entered into force in 1976. The UK now has 19
BITs in force with African countries, of which
only two entered into force within the past
20 years (Mozambique and Sierra Leone). An
additional six BITs have been signed between the
UK and African countries but still need to enter
into force, despite signature taking place over
ten years ago. Meanwhile, two BITs between
the UK and countries in Africa have been
terminated: the original Sierra Leone BIT was
replaced by a new one in 2001 and the South
Africa BIT was terminated by the country itself
in 2014, as part of broader domestic reforms
in investment laws. As expected, the majority
of UK BITs with African countries are with
Commonwealth partners.
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BITS and DTAs between the UK and African
countries
African countries have been particularly likely to
conclude BITs and DTAs with Western European
countries. The UK has the second highest number
of DTAs with African countries after France
(see Figure 9).

Table 6 summarises the UK’s DTAs
with African countries. Currently, 24 DTAs
between the UK and African countries are in
force, of which 14 entered into force in 1990
or before. The original DTA with Lesotho
was terminated in 2018 to be replaced by a
new DTA. Most DTAs between the UK and
African countries include provisions related to
income tax, corporation tax, capital gains and
withholding tax. As with BITs, the majority
of UK DTAs with African countries are with
commonwealth partners.

Trends in investment regulation

With the UK, as with other investment partners,
Africa has experienced a significant rise in the
number of BITs and DTAs since the 1990s. Some
of the early agreements have been the basis

for many subsequent investment agreements

and instruments that still prevail in many
African countries.

BITs and DTAs tend to impose stronger
commitments on host states than on investors’
countries of origin or on investors themselves.
In the case of the UK and Africa, they were
initially primarily intended to protect the
vested interests of UK investors already present
in the region, reflecting colonial links and
heritage. The underlying objective was to ensure
investments in strategic sectors (such as minerals
and natural resource extraction) in former
colonies were protected and regulated to ensure
continuity in already-established commercial
links for sourcing primary goods as inputs
for their industries after independence. On
account of the growing interest and hands-on
involvement of African countries, the second
wave of BITs since the 1990s has typically
responded to two additional motivations: formal
endorsement of like-minded states sharing a
common objective of regulating investment
through domestic and international law-making
and recognition of investment regulation as a



Table 5 UK bilateral investment treaties with African countries

No. African partner  Status Date of signature Date of entry into force ~ Date of termination
1 Libya Signed 23/12/2009 - -
2 Zambia Signed 27/11/2009 - -
3 Ethiopia Signed 19/11/2009 - -
4 Mozambique In force 18/03/2004 12/05/2004 -
5 Gambia Signed 02/07/2002 - -
6 Angola Signed 04/07/2000 - -
7 Sierra Leone In force 13/01/2000 20/11/2001 -
8 Kenya In force 13/09/1999 13/09/1999 -
9 Uganda In force 24/04/1998 24/04/1998 -
10 Cote d'Ivoire In force 08/06/1995 09/10/1997 -
11 Eswatini In force 05/05/1995 05/05/1995 -
12 Zimbabwe Signed 01/03/1995 - -
13 South Africa Terminated 20/09/1994 27/05/1998 31/08/2014
14 Tanzania In force 07/01/1994 02/08/1996 -
15 Nigeria In force 11/12/1990 11/12/1990 -
16 Morocco In force 30/10/1990 14/02/2002 -
17 Burundi In force 13/09/1990 13/09/1990 -
18 Congo In force 25/05/1989 09/11/1990 -
19 Ghana In force 22/03/1989 25/10/1991 -
20 Tunisia In force 14/03/1989 04/01/1990 -
21 Benin In force 27111/1987 27111/1987 -
22 Mauritius In force 20/05/1986 13/10/1986 -
23 Cameroon In force 04/06/1982 07/06/1985 -
24 Sierra Leone Terminated 08/12/1981 - 20/11/2001
25 Lesotho In force 18/02/1981 18/02/1981 -
26 Senegal In force 07/05/1980 09/02/1984 -
27 Egypt In force 11/06/1975 24/02/1976 -

Source: UNECA from UNCTAD Investment Policy Hub at https://investmentpolicy.unctad.org [accessed September 2019].

Figure 9 Top five countries with active double taxation agreements with Africa
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Table 6 UK double taxation agreements with African
countries

African partner ~ Status Date of entry into force
Algeria In force 16/06/2016
Botswana In force 04/09/2006
Cote d’Ivoire In force 24/01/1987
Egypt In force 23/08/1908
Ethiopia In force 21/02/2013
Gambia In force 05/07/1982
Ghana In force 10/08/1994
Kenya In force 30/09/1977
Lesotho In force 18/09/2018
Lesotho Terminated  23/12/1997
Libya In force 08/03/2010
Malawi In force 24/04/1956
Mauritius In force 1981
Morocco In force 29/11/1990
Namibia In force 27/09/1962
Nigeria In force 27/12/1987
Senegal In force 30/03/2016
Sierra Leone In force 16/02/1948
South Africa In force 17/12/2002
Sudan In force 08/10/1977
Swaziland In force 18/03/1969
Tunisia In force 20/01/1984
Uganda In force 21/12/1993
Zambia In force 20/07/2015
Zimbabwe In force 11/02/1983

Source: UNECA extracted from HM Revenues & Customs
Collection of Tax Treaties.

means to attract greater investment and deepen
regional integration (UNECA, 2016).

Globally, the proliferation in BITs and DTAs
over previous decades, coupled with an increase
in the number of arbitration cases, has resulted
in investment treaties becoming more contested.
Many developing countries, including those
in Africa, have begun to work on articulating
their own conceptions of investment law and
practices. For example, since 2012, South
Africa has unilaterally terminated nine BITs,
including with the UK (terminated in 1994).
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The country has since focused on strengthening
its domestic laws concerning foreign investment
(Schlemmer, 2016).

3.5 Challenges with BITs and DTAs

African countries enter into investment and

tax treaties with the intention of promoting
and encouraging inward investment. However,
only a part of the extensive existing literature
lends support to this cause. Little is also known
about the relative importance of individual
provisions in BITs for investors and whether
they can effectively compensate for weak
domestic institutions. Similarly, in the case

of DTAs, questions remain over whether
benefits resulting from these treaties may entail
compensation for forgone tax revenue. To

date, no known empirical study has sought to
quantify the cumulative effects of BITs and DTAs
on investment flows.

Some studies cast doubt on the positive
influence of BITs on capital inflows to developing
countries (see Hallward-Driemeier, 2003;
Aisbett, 2007; 2009; UNCTAD, 2009; Yackee,
2010). Conversely, Lejour and Salfi (2014) have
found that BITs are conducive to higher levels
of investment, particularly for upper-middle-
income countries, but fall short of statistically
corroborating this link for African countries.
Using firm-level data, one study indicates that
German multinational corporations tend to be
more active in developing countries if they are
covered by an investment treaty (Egger and
Merlo, 2012), but, in a separate paper, the author
fails to confirm a similar phenomenon in the case
of French multinationals (Yackee, 2016).

There is also inconclusive evidence regarding
whether BITs can reduce political risk by
replacing imperfect domestic institutions and
weak legal regimes. A number of studies point
towards BITs having a positive effect on FDI
when complementing quality institutions (such
as Siegmann, 2008; Tobin and Rose-Ackerman,
2011; Falvey and Foster-McGregor, 2017).
However, some authors maintain that BITs
prove more stimulating for investment in
economies characterised by higher risk (see
Tobin and Rose-Ackerman, 2003; Sokchea,



2007; Kerner and Lawrence, 2012) and weak
institutions (Busse et al., 2010).

The causal link between tax conventions
and investment inflows in developing countries
is even less well-established. In a paper based
on 11 East African countries, the authors fail to
identify a link between lower tax prerogatives
of host economies and increased investment
inflows (Daurer and Krever, 2014). Baker
(2014) has also found no evidence of a positive
relationship between DTAs and increases in
investment, arguing that this effect has been
precluded by ‘developed’ countries introducing
unilateral measures to prevent double taxation.

Some research also suggests that, when a positive

relationship is identified, it is middle-income
countries, rather than lower-income countries,
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that profit from DTAs in terms of higher volumes
of capital imports (see Neumayer, 2007; Braun
and Fuentes, 2014).

Neither BITs nor DTAs are entirely cost-free
for capital-importing economies. The lack of
unequivocal empirical evidence in favour of the
two instruments warrants careful consideration
on the part of African policy-makers. For BITs,
the question is where to draw the line between
being bound to ensure a safe and predictable
business environment and unduly limiting the
right to regulate. In the case of DTAs, these are
beneficial for the capital importer only if the
overall welfare derived from higher investment
and possibly lower leakages through tax evasion
outweigh forgone tax revenue as a result of their
impact on source taxation (UNECA, 2019).



4 Country-specific

analysis

As mentioned earlier, managers of subsidiaries
and branches have direct knowledge of the main
barriers and issues that affect their businesses in
their respective countries. They have incentives to
expand the business in their country in particular
and are therefore interested in resolving the
issues that slow down expansion. However, they
have to respond to headquarters in relation to
the performance of the subsidiary they manage.

These managers are also the first to spot
opportunities and areas for expansion, as
they have direct knowledge of the potential
demand for their products and services. They
also understand what support and actions
are necessary for investment plans to come to
fruition. In this sense, they provide a powerful
voice and source of information in the policy
decision-making process. Policy-makers must
listen and pay attention to what these managers
say, as they provide an extremely valuable input
into the process.

This chapter aims to capture the views
of executives from UK companies in Nigeria,
Ghana, Kenya and South Africa in two
dimensions. First, each of the sections presents a
summary of the main reasons for and advantages
of investing in the country to highlight the
opportunities available. Second, we present a
series of issues and constraints companies face
when doing business in each country. This goes
much deeper and into more detail than the
general indicators previously presented.

4.1

411 Background

As of 2018, Nigeria stands as Africa’s largest
economy, with a GDP of $397 billion. In the next
two years, the country’s real GDP is projected

Nigeria
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to grow by 2.3% and 2.5 %, respectively (IMF,
2019b). The country is a key regional player in
West Africa, has the largest natural gas reserves
on the continent and one of the youngest
populations in the world (World Bank, 2019).
Nigeria’s current population of 200 million is
projected to double to more than 400 million by
2050, making it the world’s third most populous
country after China and India by mid-century
(UN DESA, 2019).

With an abundance of natural resources
and an expanding consumer base, Nigeria
is a potential destination for both oil and
non-oil investments from the UK and the rest
of the world. For example, while oil remains
Nigeria’s top export to the UK, the services
sector is gradually gaining a strong comparative
advantage as the second largest export to the UK
(Mendez-Parra et al., 2019). Following Ghana,
Nigeria is the second largest recipient of FDI
inflows in West Africa as of 2019, and this is
expected to grow in the coming years, with a new
government policy to reduce public ownership in
joint venture oil assets to 40% (UNCTAD, 2019).

As of 2018, the UK FDI stock in Nigeria
amounts to $5.7 billion (£4.2 billion), accounting
for 11% of total UK FDI in Africa (Figure 10).
A third of total UK FDI in Nigeria, amounting
to $819 million (£497 million), went to mining
and quarrying as of 2014, although UK FDI in
financial services is also gaining momentum,
reaching $459 million (£344 million) in 2018
(ONS, 2019a). Meanwhile, the UK contributed
$9.12 billion (or 10%) of total investment
announcements in 2018 (Figure 11), with its
Royal Dutch Shell plc investment announcement
accounting for $9 billion (NIPC, 2019).

Nigeria is already showing signs of capacity to
expand its investments in consumer-driven goods



Figure 10 UK outward foreign direct investment in Nigeria
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and services, which should encourage entry of
the UK and other foreign investments. Nigerian
conglomerate Dangote is increasingly becoming
a major regional and continental investor,

with operations in 16 other Africa countries.
E-commerce companies like Jumia have opened
sites and facilities in other African countries.
This points to the manufacturing and digital
capacities in Nigeria that are enabling these
investments to thrive and expand, harnessing
opportunities in local and regional consumer
markets. This creates momentum for the UK
and other foreign investors to fill market gaps,
especially in FMCGs, and health, financial and

insurance services.

Figure 11  Source of investments that
were announced in Nigeria in 2018
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UK firms should consider Nigeria’s well-
developed special economic zone (SEZ)
programmes. Nigeria has relatively sophisticated
economic zone frameworks, with some zones
established through public—private partnerships
with foreign developers (UNCTAD, 2019).
Currently, there are around 20 SEZ/export
promotion zones (EPZs) spread across Nigeria,
where companies receive improved water and
power services and collective security services
(Mendez-Parra et al., 2019). Export-oriented
assembling firms that import inputs also benefit
from these zones, which tend to have zero import
duties. Although the zones are not exclusively
for firms in the manufacturing sector, these firms
tend to be the primary beneficiaries.

The potential expansion of the middle class
opens franchising opportunities. Franchising
allows small investors to use a renowned brand,
developed business models and other key features
in their investment. Although returns tend to
be low, these investments contribute to the
development of backward linkages (e.g. of local
suppliers) and, in some cases, forward linkages
(e.g. standardised services for companies).

The potential expansion of Nigeria’s middle
class, with the existence of a draft franchise
law already under review, means there is a



case for international investors such as the UK
to consider franchise investments in Nigeria.
The strong British Nigerian community
represents a gateway to enter Nigerian markets.
The British Nigerian community is already
playing a significant role in real and financial
transactions between the UK and Nigeria.
For example, many British Nigerians maintain
stocks of primarily storable and non-perishable
Nigerian products in the UK to either supply
the UK market or export to other countries.
Meanwhile, Nigeria is the top destination for
UK remittances, which makes these the second
source (after trade in oil) of foreign revenue from
the UK in Nigeria. In general, British Nigerians
have advantages over other UK investors
in Nigeria, owing to their knowledge about
navigating the complex business environment
and ease in finding business partners in the
country. Engagement and partnership with this
community in trade and financial services with
established customers could therefore provide an

entry point for UK investors in Nigeria’s markets.

Nigeria offers familiar business practices
for UK companies, providing opportunities
for the services sector. The use of English
as a commercial language is widespread in
the country. In addition, it has legal regimes
that are compatible with the UK, meaning
UK and Nigerian lawyers understand legal
complexities in both jurisdictions. Moreover,
an increasing number of Nigerians studying in
the UK are generating knowledge in compatible
disciplines, such as information technology,
law, management and engineering. These
compatibilities do more than simply smooth
the business operations of UK firms in Nigeria;
they also provide opportunities for professional
services outsourcing from Nigeria into the UK.

4.1.2 Horizontal issues that affect
investment in Nigeria

Ease of Doing Business

Interviews and surveys referred to in this section
on the Nigeria case study are based on Mendez-
Parra et al. (2019). As seen in Doing Business
2020, Nigeria’s rank has improved by 15 places
to 131 from 146 in 2019, with the biggest
improvements seen in scores on dealing with
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construction permits and protecting minority
investors. Overall, Nigeria has performed better
than the average SSA country, especially in terms
of obtaining credit. Notably, it is easier to gain
credit in Nigeria (85 points) than it is in SSA
(45 points) or the UK (75 points) (Figure 12).
However, Nigeria’s scores in terms of registering
a property and trading across borders lags
behind those of its regional counterparts: in
these categories, the country ranks 183 and 179,
respectively.

Infrastructure

The poor condition of Nigeria’s infrastructure
and its impact on trade and investments is
mentioned by almost every company, stakeholder,
government official and specialist. Several

of the companies we interviewed reported
container contents arriving in the UK (and other
destinations) in poor condition because of long
transport times and delays. Alternatively, many
of our interviewed companies said they have to
rely on air transport, which is the most expensive
(hence inefficient) form of transport. In addition,
poor power and communication infrastructure

in Nigeria leads companies to rely on their own
resources to guarantee continuous power supply
for their operations.

Corruption

Stakeholders interviewed for this study suggested
to us that corruption was the most important
component contributing to the ‘bad reputation’
of Nigeria’s business climate. Corruption is
spread along the business cycle and is facilitated
by the country’s unstable, unclear and
discretionary regulatory framework and lack

of effective government control. This system
creates opportunities to extract private rents

and benefits through public regulations, as well
as to facilitate group operations that demand
payments from firms, traders and transporters
by using violence or coercion. Increased costs as
a result of bribes and informal payments reduce
the internal rate of returns of investments. In
many cases, corruption blocks investment from
corporations that have very strict regulations on
investing or doing business in countries with low
corruption standards.



Figure 12 Nigeria’s Ease of Doing Business
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Unclear, unstable, unconsulted and discretionary
rules (e.g. incentives, taxation)
Both Nigerian and UK firms in our study
confirmed the unstable regulations in Nigeria.
Companies complained that rules changed
without the minimum consultation and addenda
to existing regulations intended to clarify and
rectify issues. One specialist in the business
environment highlighted to us that even
measures to support businesses were complex,
discouraging applications from potential
beneficiaries.

In addition, officials have excessive powers
to make ad hoc interpretations of regulations
and laws. For example, many companies
complained about tax bills based on unrealistic
estimations of the value of business and
operations. Moreover, procedures to challenge
these calculations were described as complicated,
with uncertain outcomes.

Security situation

Several UK firms operating in Nigeria flagged
security as an important issue. For large UK
firms, the security situation requires measures for
facilities, training for foreign and local staff and

Dealing with construction permits

Getting electricity
Nigeria
=== United Kingdom
== Sub-Saharan Africa
East Asia and Pacific

Registering property

Getting credit

deployment of people on the ground to deal with
security issues. At the extreme, Shell spent £244
million over a three-year period in Nigeria to
protect staff and installations (Platform, 2012),
with this spending estimated to represent no less
than 1% of Shell’s operation costs.!°

Investment protection
The 1990 Nigeria—UK Agreement for the
Promotion and Protection of Investments
Bilateral protects investments between Nigeria
and the UK. In addition to defining and limiting
the investments covered, the agreement describes
the circumstances under which national
treatment and the MFN clause apply. The
agreement also includes provisions for both
state—state dispute settlement and investor—state
dispute settlement, situations under which
expropriation is allowed, along with transfers of
currency without delay. As such, the agreement
is typical of those negotiated between many
countries during the 1990s, providing a good
level of de jure protection for both states and
individual investors.

There is much controversy over the effects
BITs have on FDI (as discussed in chapter 3).

10 A more accurate calculation should be made based on the total costs of production, which are not available.
This calculation, based on the notional value of production, at least points to a lower bound for such a share.
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The success or otherwise of a BIT in terms of
increasing FDI seems to be related to what other
provisions there are to incentivise investment
and how easy it is for an investor to use the
mechanisms, should a dispute arise. The Nigeria—
UK BIT is relatively old; newer BITs cover
cooperation elements to improve investment
facilitation and promotion, as well as sustainable
development, environment, labour standards and
transparency.

Barriers to bilateral trade and market access
Average tariffs are very high in Nigeria. The
MEN applied average tariff is around 13 %,
with peaks of 30% in agriculture, food and
manufacturing products. Imported products

are also subject to additional border taxes,
levies, charges and fees. Along with this, several
products are contingent on import prohibitions
and a ban on foreign exchange. Along with this,
Nigeria applies a series of export restrictions and
taxes on many unprocessed commodities, while
some export products are directly prohibited
(see Mendez-Parra et al., 2019 for details).

While tariffs applied by the UK to Nigerian
products are generally at zero, Nigeria’s exports
to the UK are hindered by the difficulty in
complying with the UK/European Union (EU)
quality and health/safety standards and other
certification requirements. Many Nigerian
exports to the UK have been stopped and
rejected in the UK by virtue of containing
aflatoxins and/or other unauthorised substances.
Imports into the EU (and into the UK) of some
products (e.g. dried fish and beans) are currently
banned because of recurrent sanitary and phyto-
sanitary issues.

As a lower-middle-income country, Nigeria
does not qualify for the Everything But Arms
preference regime of the EU. Nigeria has
not been granted the Generalised System of
Preferences, which are reserved for countries
considered more vulnerable,'! and benefits
only from limited preferential access. However,
considering estimates by Mendez-Parra et al.
(2019), we can see that if the UK eliminates
tariffs applied on all Nigerian products (keeping

tariffs unchanged for the rest of the world), non-
oil exports to the UK will increase by 2%. This
increase in exports amounts to $1.5 million or to
less than 0.1% of total UK imports from Nigeria,
suggesting there is little benefit to Nigeria in
obtaining improved market access through tariff
reduction in the UK.

Restrictions on foreign investments in Nigeria
Restrictions on foreign investments hamper

the inflow of external investments into Nigeria:
foreign investors across all sectors must be locally
incorporated as limited liability companies
(WTO, 2017). In addition, qualification for a
business permit and to register with the Nigerian
Investment Promotion Commission is permitted
only with foreign participation in companies
holding a minimum share capital of N10

million (ibid.).

Restrictions on movement of natural persons
(mode 4)

Nigeria is gradually gaining a strong comparative
advantage in the provision of services, which is
currently its second largest export to the UK after
oil. Expansion of Nigeria’s potential in trade in
services is frequently constrained by migration
restrictions on the temporary movement of
service providers. The Nigerian businesses

we interviewed complained, not only about
restrictions on temporary movement of natural
persons to deliver services, but also about the
difficulties in obtaining officials’ business visas

to travel to the UK. Hence, we can see that these
restrictions affect both trade in services and

trade in goods by preventing business deals from
happening on both sides.

Costs of travel restrictions also affect
deployment of employees from UK companies
and business travellers to Nigeria. It costs $1,000
per year in Nigeria to obtain an expatriate
residence permit; recent reports suggest this
cost has risen to $2,000 (cited in Mendez-Parra
et al., 2019). British citizens are likewise subject
to higher visa costs relative to counterparts from
other countries. A British citizen has to pay
$2,360 to obtain a five-year multiple entry visa;

11 See Regulation (EU) No. 978/2012
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other EU or Chinese citizens have to pay $110
and $64 for the same visa category.

Overall risks and internal rate of return

For foreign firms investing in Nigeria, there

is a whole set of factors affecting business
costs. These factors include a poor business
climate, security situation, unreliable energy
and inefficient logistics. These are translated
into a higher required rate of profitability for
projects. In our interviews, a private equity
fund manager investing in consumer goods,
telecommunications, finance, power and real
estate in Nigeria told us that, to be included in
the portfolio, an investment needed to have a
minimum internal rate of return equivalent to
25% in US dollars (35% in Naira), to provide
for all the high business climate costs. This had
the immediate effect of reducing the number of
investable projects that this fund would consider.
Based on the existing non-oil UK FDI into
Nigeria, a reduction of 1 percentage point in the
required internal rate of return may unlock UK
investments in Nigeria by at least £30 million.'

Figure 13 Ghana’s Ease of Doing Business
Starting a business
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Note: The outer circle represents a higher score or more EDB.

Source: World Bank Ease of Doing business database.

4.1.3 Sector-specific issues that affect
investment in Nigeria

Non-oil sector

The non-oil sector accounts for 90% of Nigeria’s
GDP (Mendez-Parra et al., 2019). However, this
sector is generally highly uncompetitive and has
low productivity; this is reinforced by protection
through high tariffs and discriminatory
regulations, poor infrastructure and the
advantage of the locals to navigate the country’s
cumbersome institutional space. In particular,
the mining sector has a complex mineral levy
structure comprising multiple conflicting taxes
and levies, whereas the agriculture sector presents
difficulties in acquiring land for investment

(DIT, 2018, as cited in Mendez-Parra et. al, 2019).

Foreign exchange controls on imported products
Generally, foreign exchange controls have
adversely affected investment flows and deterred
new investment. For instance, in 2016, a US
company reported difficulty in importing one
covered item despite using privately sourced
foreign exchange (USTR, 2018). In 2013, the
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12 This is a very conservative estimate. By virtue of the opportunities associated with population and economic growth,

investment will increase at a higher rate (Mendez-Parra et al., 2019).



Central Bank of Nigeria issued a list of import
items (e.g. rice, steel products, furniture and
textiles) that were excluded from official foreign
currency channels for financing payments
(Hoffmann and Melly, 2015). This policy affected
portfolio investment inflows, which significantly
declined from $10.4 billion in 2013 to $0.9
billion in 2015 (WTO, 2017).

Restrictiveness in trade in services and the

digital sector

Based on the World Bank’s Services Trade
Restrictiveness Index, Nigeria is generally
regarded as less restrictive for services’ trade
when compared to countries in East Asia and

the Pacific, the Middle East and North Africa,
and South Asia. In particular, scores on financial,
telecommunications, transportation and
professional services indicate that Nigeria has
lower restrictions in these sectors than the rest of
SSA (see Mendez-Parra et al., 2019). Meanwhile,
in terms of digital trade, Nigeria ranked 16th
most restrictive out of 65 countries in Ferracane
et al.’s (2018) Digital Trade Restrictiveness Index,
and the most restrictive among the African
countries included in the ranking (ibid.).

Depth of financial services and capital markets
Nigeria is the top destination for UK remittances,
ahead of India and Pakistan. However, a
substantial share of these remittances is
channelled through informal instruments,
resulting in little tax revenue being generated
by the Nigerian government and limited lending
capability for economic investments.

To maximise benefits from remittances,
Nigeria could introduce a special facility for
those that are channelled through the financial
system (e.g. without remittance fees and/or a
disadvantageous exchange rate). There is also a
room to explore how British Nigerian savings
in the UK can be used to boost investment in
Nigeria by developing UK-based investment
instruments in Nigerian companies. However,
these will require market feasibility assessments
as well as joint efforts between the UK and
Nigeria to increase the number of listed securities
on the Nigerian stock exchange.
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4.2 Ghana

4.21 Background

The heterogeneity of West Africa has been
particularly challenging for UK firms. In Ghana,
British firms are primarily oriented to supply a
small but dynamic domestic market, with limited
regional projection. However, the 28 million
Ghanaians provide a fairly attractive market for
UK products and services. Ghana has not seen
an economic recession since 1983 and, although
economic growth has been somewhat unstable
in the past few years, the size of its economy
expanded by 8% and 6% in 2017 and 2018,
respectively. Meanwhile, the economy is expected
to grow by 7% in 2019 and by 5% in 2020
(AfDB, 2019a). This growth is expected to be
supported by reforms to improve the business
environment, as reflected in Ghana’s position as
a country that is relatively stronger than its SSA
counterparts and on a par with East Asian and
Pacific countries (Figure 13).

Ghana understands the challenges involved
in the development of a small market. It also
understands the importance of being an open
economy for trade and investment. Table 7 above
shows the diversity of the top FDI sources in
Ghana from Asia, Europe (including the UK)
and counterparts in SSA. In this sense, Ghana
aims to harness the market access opportunities
that AfCFTA will bring to its economy and the
country has been extremely supportive of the
integration process since its origin.

But beyond the institutional aspects of regional
integration, Ghana aims to become the hub of
West Africa. The expansion of Tema port will
make it the largest on the continent, with its
hinterland being expanded to provide services
to many landlocked countries in the region.

For example, Ghana is taking advantage of
the serious logistical issues of Apapa port in
Lagos, Nigeria.

Ghana has also made significant investments
in new technologies and the digital economy,
also rolling out policies to deal with the
challenges they will bring. The internet
— together with communications in general —
has dramatically improved, enabling a reliable
and competitive service.



Table 7 Registered foreign direct investments projects in 2018

Registered FDI projects No. of Percentage share in Value Percentage share
projects total no. of projects (%) ($ million) in total value of FDI (%)

Total 168 3,320

Top FDI sources

Angola 1 1 275.8 8

China 37 22 159.3 5

Hong Kong 1 1 275.8 8

India 18 11 510.7 15

Mauritius 9 5 143.1 4

Netherlands 15 9 1,891.4 57

Portugal 1 1 16 0

UK 12 7 87.1 3

Source: Authors’ computations based on Ghana Investment Promotion Centre (GIPC) report (2018).

Our interviewed UK companies operating in
Ghana praised the security situation and very
stable political situation in the country. Ghana
has an excellent record as a safe place to live and
conduct business. Terrorism — which affects many
other African countries — is almost non-existent
in the country and levels of crime are as low as
in the UK. This significantly reduces companies’
operating costs and the need to make expensive
provisions for foreign staff deployed in Ghana.
UK companies in our study also highlighted
the country’s many years of uninterrupted
democratic government and peaceful and ordered
transitions between governments of different
political signs.

The combination of political and institutional
security provides excellent levels of investment
safety. Ghana generally provides a simple and
straightforward economic and regulatory
environment. Although economic policy may
change, rule of law guarantees that any acquired
rights and benefits will be respected.

UK companies also highlighted familiar
business practices. The use of English as
a commercial and day-to-day language is
widespread. This facilitates not only the
operation of businesses but also the relocation
of workers and their families to Ghana.
Moreover, the country has a familiar and
compatible legal system. This means UK
companies find it relatively straightforward
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to address legal issues and are frequently
able to use local and/or UK-based legal resources.

Although small informal payments are
sometimes necessary to facilitate some aspects of
businesses, corruption does not appear to be a
major issue for companies interviewed in Ghana.
This is particularly positive as it reduces the costs
associated with due diligence. Any problems
encountered by SMEs when dealing with officials
and complying with regulations are minor.

The expanding middle class offers UK firms
interesting opportunities in a wide range of
goods and services. The expanding consumption
and housing needs of Ghana’s middle classes
require increasing levels of financial and
insurance, and Ghanaians are particularly open
to using technology in this regard. FMCGs also
offer very interesting opportunities, as UK brands
are generally highly regarded by consumers.

There are also possibilities for expanding
existing business opportunities in agroprocessing.
Ghana has been extremely successful in taking
advantage of its preferential access to the UK
market in fresh fruit and other agricultural
products. The existence of a good local
healthcare sector provides opportunities for
pharmaceutical companies to use Ghana as a
base to expand in the region.

Education is another sector where the UK has
a decisive comparative advantage, and there is
growing demand in Ghana as well as in other
English-speaking countries. This will require



partnering with local educational institutions,
due to a legal requirement in Ghana, but it will
also tailor the education offer to the country.

Although Ghana’s market is growing and
efforts are being made to use the country as a
regional hub for an expanded market, the size
of the Ghanaian economy limits the number of
investment projects made in the short term. Even
though Ghana offers a substantially safer and
more stable environment, many UK investors
find Nigeria to be a much more appealing
market to supply, particularly because of the size
of its economy. However, it seems that Ghana
is an easier place to use as a base to expand
into the rest of West Africa. The infrastructure
connections and the security situation greatly
facilitate trade and business with Togo, Cote
d’Ivoire and Burkina Faso. Together with Ghana,
these countries have a population of almost 75
million people.

In this sense, certain areas need to be
addressed if Ghana is to become a platform for
UK companies to expand in the region. As we
will see, some of these areas relate to the business
environment across sectors while others are
sector-specific. It is also the case that some are
exclusively related to the operation of business in
Ghana with others are connected to the necessary
improvements to facilitate the activities of
Ghana-based companies in the rest of the region.

4.2.2 Horizontal issues

Macroeconomic volatility

While Ghana has a good record of stable and
strong economic growth, UK companies in our
study complained of the volatility observed in
the exchange rate. This volatility has direct and
indirect effects on the performance of existing
businesses as well as reducing new investment
opportunities in Ghana.

High volatility in the exchange rate has serious
effects on firms that require imported inputs, as it
reduces the competitiveness of products in both
domestic and foreign markets. Even though a
higher exchange rate can boost exports, it makes
imported inputs very expensive. Moreover, a high
and volatile exchange rate reduces profits sent to
headquarters and locally generated investment
resources. In the first case, local executives
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struggle to interest headquarters in expanding
investment. In the second, the purchasing power
of profit that can be reinvested to expand local
business is reduced.

Along with this, the policy response of the
Ghanaian government and the Bank of Ghana,
supported by the IMEF, is associated with
increasing interest rates (GhanaWeb, 2019).
While these high interest rates may not affect
large UK companies as much, they do impact
both UK and local SMEs. This limits mobilisation
of local resources, which are critical to create a
local private sector environment that can support
and benefit from FDI. Companies enormously
value a healthy local private sector when making
their investment decisions.

Taxation and other revenue collection
Representatives for companies operating in
Ghana did not complain about the level of
corporate taxes in our interviews. In fact

such taxes were recently reduced. However,
interviewees expressed concerns about the
frequent tax audits they were subjected to.
Answering requests for information from tax
authorities takes up a great deal of companies’
times and resources. Interviewed company
representatives observed that, rather than using
tax intelligence to identify potential fraudsters
and conduct the necessary audits, the approach
of the Ghana Revenue Authority (GRA) seems
to be based on using audits to try to identify
non-compliance. Consequently, companies that
already spend substantial resources on complying
with tax regulations (e.g. on tax support services)
need also to spend time and resources answering
GRA requests for information, often regarding
small technical issues.

Companies also often find tax reform
problematic. For example, the implementation
of changes is frequently clumsy, with minimum
consultation of the affected parties. Even
taxes that are not targeted at companies are
implemented in an obscure way. One company
representative we interviewed said that the GRA
had requested that it apply the new rate of excise
duty to its customers without informing them
about the tax change, instead passing it off as an
increase in the price of the service. This way, the



bad publicity would affect the company rather
than the government.

Companies also observed that the government
used other methods of raising revenue. One
company had paid for a 4G spectrum licence
more than five times what it had paid in
Tanzania, a country with a similar market size.
These high prices, which provide the government
with resources, are expected to slow down the
rollout of 5G technology, as companies need
to amortise the investment made in 4G.

Minimum capital and other requirements

The GIPC Act requests that foreign investors
make a minimum investment in fully or partially
owned companies operating in the country,
among other provisions. This requirement can
be as high as $1 million for retail services and
$200,000 in joint ventures with local partners
(GIPC, 2019).

These minimum capital requirements are
not an obstruction for large investors but may
represent a problem for SMEs wishing to make
an initial small investment in the country with
the aim of testing the market. For example, a
franchise owner might frequently make initial
small investments in a country to showcase their
product or service with the aim of generating
enough interest to expand its presence through
franchises. A minimum investment requirement
above the necessary threshold will add costs
to the project and make it unviable. The same
applies to UK investors aiming to team up with
local partners; they will have to show that they
have contributed the minimum required in order
for the investment to be registered at GIPC
(a legal requirement).

It is also the case that, as mentioned before,
there are not many investment projects in the
pipeline, given the current size of the Ghanaian
economy. In this context, the minimum capital
requirements constitute a very odd and
unjustifiable measure.

Many companies we interviewed also
complained that it was very challenging to
change business status with GIPC. An established
business aiming to change its activity has to
re-register with GIPC and show compliance
again with the minimum capital requirements.

In addition to being a nuisance, this may have
serious costs implications.

Access to the regional market

UK companies in our study highlighted serious
issues when trading from Ghana with other
countries in the Economic Community of

West African States (ECOWAS). In particular,
exporting to the rest of ECOWAS becomes
extremely complicated given the presence of
non-tariff barriers (NTBs). ECOWAS is, from the
perspective of businesses, extremely problematic
and disappointing. In keeping with this, UK
companies in our study categorically refused

to label trade between members of ECOWAS

as free.

The companies in question hoped that
AfCFTA would eventually address this issue,
and at least de facto supersede ECOWAS as an
integration mechanism. Whether this will be the
case is at this stage still unclear. ECOWAS has
been an active negotiator in AfCFTA and it is
possible that ECOWAS regulations and practices
will continue to apply.

However, a major issue relates not to the
regulations and provisions of the ECOWAS
agreement but to implementation. It is unclear
at this stage whether AfCFTA provisions will
also fail to be adequately implemented. This
suggests that, to become a serious regional hub,
Ghana will have to devote much more attention
to ensuring its regional partners adequately
implement the current ECOWAS and AfCFTA
agreements.

In addition, some companies in or study raised
concerns about the ECOWAS Common External
Tariff. In particular, they felt that current tariff
levels made key inputs unnecessarily expensive.
This tariff is raising the price of imported
products that have no domestic or even regional
substitutes. Meanwhile, it is also reducing
competition for domestic products, increasing
their price. Although AfCFTA may increase
competition from other African countries, there
are concerns that this will not be enough to make
the Ghanaian economy more competitive.

Clarity in policy-making
An issue that many companies raised to us was
lack of clarity in policy-making in Ghana. There



are no policy documents that outline the main
general and sectoral objectives and strategies.
Instead, public statements aim, without success,
to provide some information on the direction the
government is taking. This creates a great deal
of uncertainty, leading executives to struggle to
explain to headquarters the main policy of the
government with respect to their sector, when
planning investment.

Moreover, as mentioned in the case of taxes,
the government does not tend to consult private
sector stakeholders on prospective changes in
regulation. Policy is frequently designed in quite
a secretive way and only communicated once
it has been effectively delivered. The private
sector not only struggles to follow policy but
also cannot provide necessary inputs into the
process. In keeping with this, companies in our
study suggested that policy interventions were
frequently revenue-driven rather than aiming to
contribute to the development of the sector.

4.2.3 Sector-specific issues

Limited air transport services

Despite the existence of several flights to key
cities in Europe, the US and the Gulf, there is
excess demand for air cargo services in Ghana.
Companies are struggling to expand operations
in the country because of the lack of adequate
services. One UK company in our study has
decided to expand in Benin rather than Ghana
because Benin offered more frequent flights

to Paris, a key destination for its exports. The
same company is struggling to export to the
US because the company that provides the air
services does not use aircraft with refrigerated
cargo compartments on the route.

These issues are difficult to resolve as they
may be outside the scope of the Ghanaian
government. Without a Ghanaian carrier, air
cargo services depend exclusively on the services
provided by foreign companies. Setting up a
national carrier is not easy or cheap. However,
this is an area that Ghana may need to work on
if it aims to become a regional hub.

Certain actions can be considered to address
this issue. The first option is to analyse whether
there are barriers to services between Ghana and
the relevant countries, such as old bilateral air

services agreements that limit flight frequencies
between signatory countries. An open skies
policy may provide an immediate and effective
policy response should this be the case in many
destinations. Engaging with air cargo providers
should also be considered. This should help
identify areas where the government can work
to facilitate its operations and increase the offer
of services.

Regulatory issues in the insurance sector

As mentioned above, the insurance sector
appears to have great potential for expansion.
Ghana has been quite active and innovative

in rolling out insurance services tailored to its
population and using mobile technology to
deliver them (Tellez, 2012). Despite this, Ghana
has very low penetration of insurance services.

Insurance services are characterised by
dramatic increasing returns on scale. The
larger the number of people insured, the lower
the inherent risks associated with the activity.
There are significant advantages in having
large insurance providers, as these tend to cope
better with risks, though they require adequate
regulation to maintain competition levels in
the market.

Companies in our study highlighted low
requirements for the operation of insurance
companies in Ghana. There are too many
insurance companies, many of them not of the
minimum efficient scale to operate. Consequently,
in many cases, any risks that materialise are too
onerous, meaning companies fail to comply with
their obligations. This affects the reputation of
the industry and prevents other companies from
growing. Also, insurance companies struggle
to sell their products, especially in the more
traditional segments of the population, given
the taboo associated with some of the events to
insure (e.g. discussing death). The bad reputation
the smaller companies subsequently generate
does little to help overcome this issue.

Regulatory issues in telecommunications

In addition to the expensive licences needed

to operate in the mobile sector, the current
configuration of the market presents problems
for some operators, the structure of which is
limited to holding investment, as one company



controls more than 70% of the market.
Companies in our study pointed to little action
from the government to facilitate competition
in the sector.

These competition issues are not limited to
the provision of traditional telecommunications
and data services. They also apply in key related
areas such as mobile money. The largest operator
(MTN) holds 96% of the mobile market, leaving
little space for competitors to create a base
for operations.

Limited size of the capital market

The capital market in Ghana is very limited.
Beyond government instruments (which are
very safe), there are few opportunities to invest
in private equity and debt. This presents an
operational problem for some UK companies
that need to move income and expenditures over
time. Insurance companies, for example, would
like more safe instruments to be available for
use both to hedge against risks and to gradually
allocate payments.

4.3 Kenya

4.3.1 Background

Kenya is the economic hub of East Africa,
a region with almost 300 million people and

Figure 14 Kenya’s Ease of Doing Business
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$300 billion in GDP. The country represents
33% of the East African market. Mombasa

port has historically been the main gateway
between the Indian Ocean and Uganda, Rwanda,
South Sudan and the western part of Democratic
Republic of Congo. Many international

firms have made Kenya the beachhead for

their penetration in East and Central Africa.

This strength is manifested in the 2020 EDB
scores, where the country performs ahead of

SSA countries and on a par with an average

East Asia-Pacific country (Figure 14). Kenya
performs strongly on ease of obtaining credit and
protecting minority investors, higher than high-
income OECD countries by more than 30 and 24
points, respectively.

Many UK companies have located their
regional headquarters in Nairobi to take
advantage of its good transport connections to
the region. Nevertheless, the benefits of working
in Kenya — particularly Nairobi — go further than
its beneficial location. First, the country offers
other logistical and agglomeration advantages.
Second, Kenya has traditionally been an
attractive market for UK companies. In contrast
with what is observed in other African countries,
where mining and oil companies tend to
dominate UK investments, there is higher
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Figure 15 UK outward foreign direct investment in Kenya
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incidence of services and consumer-oriented
firms in the stock of UK investment in Kenya.
In 2018, the UK FDI (stock) in Kenya grew
by 109% to $1.2 billion (£897 million), driven
by the 175% growth in financial services
(Figure 15). On average, annual UK FDI in
Kenya amounts to about $790 million (£532
million), with Kenya’s share in total UK FDI in
Africa hovering around 1.4% in the past nine
years (Figure 15). Between 1989 and 2016, UK
investments were predominantly in services
(67%) and manufacturing (28 %) (Figure 16). In

2018, more than half (52%) of UK FDI in Kenya

went to financial services (ONS, 2019a).

For UK companies, Kenya offers a very
familiar environment. The use of English as
a commercial and day-to-day language is

2014

Figure 16 UK investments in Kenyan firms 1989-2016
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widespread, facilitating both business operation
and the relocation of workers with their families
to the country. Moreover, as in Ghana, Kenya
offers a familiar and compatible legal system.

UK companies in our study also highlighted
the availability of a large pool of local skilled
human resources. Although UK companies
frequently bring key staff from their
headquarters, many local staff occupy top-
level positions in many of these companies.
Two factors explain this:

1. The large number of international companies
operating in Kenya has generated many
staff with expertise and experience working
in large corporations that demand high
standards in terms of accounting, auditing

Agriculture 4% pyiractive 1%

Services 67%

Source: Krishnan et al. (2018).
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Manufacturing 33%



and administrative procedures, as well as
compliance with corporate governance and

a commitment to environmentally friendly
and anti-corruption principles. Such staff
have worked with the latest communications,
production and management technologies.
The Kenyan education system is among the
best in Africa. Graduates of the many Kenyan
universities have acquired critical basic
professional skills that can be supplemented
by the corporate experience. Indeed, the
quality of Kenyan universities is good enough
that companies can establish partnerships
with them for R&D. Some UK universities
have partnered with local institutions to
provide degrees of a high standard.

There is also critical business support in Kenya.
UK companies can access a wide range of
critical modern business services necessary to
sustain their operations. There is also a large
and competitive financial, insurance, business
and professional services sector. UK companies
such as Standard Chartered and Barclays operate
wholesale and retail financial services. Large
auditing and management support companies
such as PwC and KPMG assist companies
with accounting, auditing and taxation. These
companies have their regional headquarters in
Kenya, meaning they can also provide support
to companies operating in the rest of East Africa.
Other key sector- and activity-specific consulting
services exist in areas such as engineering and
information technology.

Macro-economic management in Kenya
has been very good and the country has seen
healthy, sustainable economic growth in GDP
growth in Kenya has averaged 5% in the past
six years and it is forecast that the economy
will expand by 6% in 2019 and 2020 (AfDB,
2019b). This positive performance has been
the result of policies stimulating growth, trade
and investment. The Kenyan government has
welcomed FDI, and generally followed good
intentions with adequate actions. In most
sectors of the economy, there are no major
regulatory and institutional barriers blocking
or complicating investment. There are also no
restrictions on operating in the foreign exchange
market or repatriating profits.
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UK companies in our study also praised the
local technological talent. Kenyans have high-
level skills in using and adapting technologies to
provide simple but extremely effective solutions.
More generally, and regarding innovation,
Kenyan consumers and workers are particularly
receptive and keen. M-Pesa is a simple payment
instrument used by consumers and companies
that has been exported beyond East Africa; other
innovations are finding that Kenya is a suitable
place to mature before accessing other countries,
including in Africa, but also other areas. These
include innovations in the area of insurance
(e.g. micro-insurance through mobile phones)
and the use of technology in the production and
commercialisation of food products.

The UK companies we interviewed also
recognised improvements in infrastructure.
Despite some serious bottlenecks in many areas,
infrastructure in Kenya is better than that in
many other African countries. There have been
important improvements in terms of hard
and soft infrastructure. In the case of hard
infrastructure, investments in energy production
mean Kenya currently is able to produce
more energy than it consumes. Moreover, the
government is taking decisive steps to improve
transport infrastructure: the SGR, operating
since 2017, is reducing transport times between
Mombasa port, Nairobi and beyond.

Meanwhile, with the support of international
donors, including the UK, there have been
substantial improvements in the administration
of infrastructure and in the facilitation of trade.
TradeMark East Africa has worked with the
government of Kenya and other East African
countries to reduce transport times and costs in
the region. Thanks to interventions such as the
Busia One-Stop Border Post, a container arriving
in Mombasa can reach Kampala in two days,
benefiting trade both within the region and with
the rest of the world, as well as contributing to
increased incomes and reduced poverty in the
region (Eberhard-Ruiz and Calabrese, 2017;
Gasiorek et al., 2017).

In keeping with this, many UK companies in
our study highlighted the availability of good
flight connections within the region, continent
and the rest of the world. The availability of
non-stop flights (currently two daily) between



London and Nairobi facilitates the transport of
executives and professionals. Many companies,
especially those trading fresh products, make use
of the good cargo connections between Nairobi
and many cities in Europe to export products
such as flowers and fresh fruits.

The aforementioned growing middle class
in Kenya (and the region) combines with the
growth of GDP per capita in Kenya at a 3%
annual rate, expanding by 63% between 2009
and 2015 (Institute of Economic Affairs, 2016).
This provides vast opportunities for companies
aiming to supply Kenyan consumers with a wide
range of products and services. Kenyans are
expected to demand more financial solutions
to support their housing and consumption
expenditure, where — based on their willingness
to use technology — “fintech’ (financial
technology) is expected to be particularly
important. Kenyans are also expected to demand
more insurance services to smooth their higher
and more complex consumption. In particular,
car, house and income insurance are each
expected to grow.

FMCGs such as branded goods and services
have an increasing share in the Kenyan
consumption structure. There is a growing
appetite for packed and processed food products
such as biscuits, crisps, dairy and beverages.
Many local franchises (e.g. Java World) and
foreign ones (e.g. Debonairs Pizza from South
Africa) have already had remarkable success,
taking advantage of the growing population
and higher incomes. As UK brands are highly
regarded and considered synonymous with
quality and aspiration, there is a growing
opportunity to take advantage of this new
high-end consumer base.

Additionally, the general good standard of
personal services in Kenya provides opportunities
in sectors such as pharmaceuticals. The quality
of private and publicly funded healthcare in
Kenya, making using of the latest and most
complex diagnostics and treatments, represents a
major opportunity for UK companies to provide
medical services and supply pharmaceutical
products. Existing UK pharmaceutical companies
are utilising the good education and research
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institutions in the country to support the
development and clinical trials of their products.

A growing middle class also creates higher
demand for post-graduate education of
international prestige. Some UK universities have
partnered with local teaching centres to provide
degrees in Kenya. There are also opportunities
in non-university education and in the use of
technology to deliver education.

These critical advantages have made UK
companies a key component of the Kenyan
economy. It is estimated that 10% of the revenue
collected by the Kenyan Revenue Authority
(KRA) is generated by corporate taxes. One
in ten of the companies in the formal sector
operating in Kenya have some degree of UK
ownership. Moreover, almost 40% of total FDI
flows in Kenya originate in the UK (Krishnan
et al., 2018).

Despite the potential of the Kenyan (and East
African) economy, Kenya has ‘punched under its
weight’ in relation to attracting UK investment.
Not only can Kenya benefit from the expertise
and capabilities that UK companies can bring
to further develop its economy but also there are
important opportunities for UK companies to
explore. However, there are some barriers and
issues that affect the operation of businesses and
reduce the capability of some UK companies to
invest in Kenya.

For example, operating in Kenya in many
cases involves making provisions, including
paying higher costs and using more time and
effort, to deal with the issues in the country that
are detailed below. Clearly, UK businesses and
investments in Kenya would be much higher if
these constraints were addressed. Meanwhile,
for some companies, the costs are high enough
to make them pull out or not attempt to invest
in the first place.

Some of these issues are horizontal in nature
or affect all businesses independently of the
sector. However, their impact on investment
performance may differ depending on the
characteristics and technologies of the sector.
Other issues are quite specific to certain sectors
or products. The combination of horizontal and
sector-specific issues may have a strong deterrent
effect on companies’ decisions to invest.



4.3.2 Horizontal issues that affect
investment in Kenya

Taxation and observance of regulations
Based on the number of interviewed companies
that highlighted, frequently spontaneously,
taxation and regulations in our discussion,
it could be said that these are the most
challenging issues that UK companies face in
Kenya. However, rather than complain about
the level of corporate and other taxes in Kenya,
the UK companies we consulted highlighted the
excessive compliance cost involving following
the complicated and frequently obscure tax
regulations in Kenya. Overall, UK companies
dedicate significant money and time to
answering the requirements of the KRA. One
company mentioned receiving three different tax
inspections from KRA officials during 2019.

Interviewed companies considered that the
fact of being foreign and, in many cases, large
corporations put them in the spotlight at the
time of verifying tax compliance. They felt they
were the primary source of tax revenue, which
is typically limited by the large informal sector
in the country. They also felt that, within the
formal sector, foreign and large companies
are particularly targeted. According to them,
tax collection efforts are excessively oriented
towards verifying their compliance while local
companies, in some cases competitors, are not
subject to such pressure.

It is unclear how founded in reality these
claims were, being anecdotal rather than
based on rigorous data and analysis. However,
such perceptions are widely shared among
the UK business community. One medium-sized
UK company discussed being in the process
of recruiting staff to deal exclusively with
the requirement to comply with ‘excessive’
KRA data requirements to list all inputs with
quantities used in production to tally with
outputs. This suggests that, even though it is
not clear whether or not the KRA targets foreign
companies, compliance has high time and
cost implications.

Some companies, especially those dealing
in goods affected by excise duties, observed
that the increase in rates was affecting their
activities. Excise duties have gone up by 50%
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in recent years, increasing the prices of those
companies’ products. Consequently, illicit trade
in taxed products has gone up, and this affects
competitiveness. Moreover, our interviewees
reported that the KRA expects revenue based on
sales estimations without considering the effect
that the increase of the rate has on these.

The perception that the authorities target large
and foreign companies in securing compliance
with the law goes beyond taxation. Some
companies complained that, while they respected
minimum wage regulations and were heavily
controlled on their compliance with them,
local competitors were paying staff less than
the minimum wage and were not adequately
controlled by the relevant authorities.

Thus, companies did not complain about
the tax rate but rather about perceived
uneven insistence on compliance with laws
and regulations. Consequently, increasing
tax collection efforts with regard to local
companies may not only increase revenue but
also contribute to changing perceptions of the
business environment among UK companies.

Government procurement and engagement
with authorities
Many UK companies in our study highlighted
that working for or supplying goods or services
to the government was particularly challenging.
The complicated nature of bidding and working
with the government in Kenya has been reducing
UK investments and business in the country.
Some of the interviewed companies outright
refuse to work with the Kenyan government
as a partner.

The first problem many companies face
is in the procurement process. Regulations
and the procurement process directly benefit
Kenyan-owned suppliers by granting them a cost
advantage or preference over their competitors
(the so-called “citizen contractor’). under the
Public Procurement and Asset Disposal Act
of 2015. UK or other foreign companies with
a long-time production presence in Kenya
that employ Kenyan staff find it difficult to
win contracts under this Act. Pharmaceutical
companies with production facilities in Kenya
find that they lose contracts to supply the Kenyan



Health Service to small Kenyan importers
without local support or structure.

A second issue companies face when working
with the government relates to bureaucracy as
well as interference that occurs when signing
a contract once the tendering process has been
won. One UK company in our study highlighted
that it had taken seven years to sign a contract
to supply the government. Agencies of a different
nature had intervened to express their views and
make their requests before the contract could
proceed. Some companies complained about
instances of quasi-corruption during this stage
of the contracting process. Local executives
find it difficult to justify these delays to UK
headquarters, which can lead companies to pull
out completely from Kenya.

Our interviewed companies also mentioned
the tardiness of the Kenyan government in
paying its bills. Companies had experienced
delays of up to a year in receiving payment for
services and goods provided to the government.
Such delays jeopardise the current and future
activities of these companies. Many local
executives fund investments in Kenya with the
proceeds generated by activities in the country.
Consequently, if they are not paid, they cannot
make use of these funds to support the expansion
of activities. Therefore, this delay in payment
has had the double effect of discouraging future
investment and damaging investment projects
already in the pipeline.

Companies also told us that they find it
extremely difficult to engage with the government
in many instances. Dialogue between companies
and the government is far from fluid. Very large
companies, for example, meet challenges by
discussing operations and investment issues with
relevant top senior officials. However, problems
and issues need to be channelled through lower-
ranking officials, who, in many cases, do not find
it convenient to raise the corresponding problem
to superior authorities.

Infrastructure issues

Most companies in our study highlighted that
transport and energy infrastructure had improved
notably in recent decades. The government of
Kenya is also doing very good work to improve
and expand transport infrastructure. The SGR,
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which has recently been extended beyond
Nairobi, is the most important public investment
in the country.

However, many companies complained about
the soft infrastructure aspects of the SGR. There
is a directive from the KRA and the Kenyan Ports
Authority that all imported cargo for delivery
to Nairobi must be transported by means of the
SGR and cleared at the inland dry port. This
stipulation has generated a series of logistical
issues (WorldCargo News, 2019). While the
SGR provides fast transport, a large volume
of containers accumulates at either end of the
line, increasing clearing times and generating
bottlenecks. The measure has also reduced the
competitiveness of transport between Mombasa
and Nairobi.

For some of those companies that need
transport for relatively low quantities of
heterogeneous inputs and outputs, rail is an
inadequate solution. One company in our study
commented that it had to work with SGR
timetables, which were inadequate to its needs.
To arrive on time to be loaded on a particular
ship, the product had to be dispatched days in
advance, and additional storage in Mombasa
needed to be paid for.

Moreover, companies highlighted that the
SGR provided only an intermediate solution:
they needed road transport to reach the train
station in Nairobi and to go from Mombasa
station to the ship where the container would
be loaded. Before this regulation, a single lorry
would take a container from the factory to
the ship, using a much simpler and cheaper
procedure. This provides an example of how,
for many companies, the SGR seems to provide
an expensive and inconvenient solution to
the transportation of products, increasing the
price of inputs and reducing the profitability
of exports.

Companies in our study recognised
improvements in the availability of electricity in
Kenya. The government has implemented decisive
policies to improve electricity production.
However, many of our interviewed companies
found electricity prices extremely high, which is
puzzling in a context of increased production.
Some attributed this to rigid contracts signed
between the government and the energy provider.



This state of affairs requires attention from the
Kenyan government as it is significantly affecting
the production costs of companies. This is
particularly acute in the case of manufacturing
companies.

Bureaucracy and corruption

Excessive bureaucracy presents a heavy burden
for many UK companies, particularly for SMEs.
Regulations in multiple areas are complicated,
cumbersome and obscure. Consequently, it

is very easy for a company to fail to comply
with a regulation just for overlooking a minor
requirement. Companies in our study complained
that they complied with regulations but
frequently met problems associated with minor
details such as lack of stamps or signatures.

A lack of clarity and changing requirements
make it difficult for companies to determine
what the right procedure is. In turn, this leads
officials to apply their own criteria rather than
official rules. Also, some officials understand
bureaucracy’s impact on businesses and take
advantage of this situation. Many companies in
our study suggested that, in numerous cases, it
was necessary to ‘facilitate’ the work of officials
and avoid the unexpected barriers.

Many companies recognised that the
government had taken decisive action to
tackle corruption and that there was political
commitment to deal with the issue. However,
they also said corruption occurred at all levels.
This included large cases of bribes, also involving
UK companies (e.g. the Chickengate scandal), but
they also described an underlying and permanent
state where virtually any procedure required
some sort of informal payment to avoid delays
and unexpected problems. Many companies
said the same thing in reference to the situation:
‘Everyone wants their share of the pie.’

This situation affects companies of all
sizes. SMEs see their operating costs directly
affected, whereas large companies spend large
amounts ensuring compliance with corporate
anticorruption policies. In fact, many companies
in our study mentioned that it was necessary
to spend a substantial amount on due diligence
assessments to ensure local partners complied
with minimum governance and corruption
standards.

49

4.3.3 Sector-specific issues

Interest rate caps

Current regulations in Kenya limit the active
interest rates that banks can charge for

loans. Banks cannot ask for more than four
percentage points above the Kenyan Central
Bank benchmark lending rate (Reuters, 2019).
The measure only marginally affects the Kenyan
government and large corporations, as they
frequently benefit from lower interest rates.
However, this is particularly problematic for
SME:s that are credit-rationed (Alper et al.,
2019). Banks find it too risky to lend to SMEs;
with this risk not properly remunerated, they do
not lend directly to these companies.

This measure affects a large range of
sectors and, of course, directly impacts on the
performance and profitability of the banking
sector, as well as savers. In such a context, it is
unlikely that further investment in an otherwise
sound and adequately regulated banking sector
will materialise.

It is important to highlight that the
government of Kenya understands the
complexity of the problem and has made
attempts to revert to the interest rate caps
introduced by Parliament. This has led UK banks
to be more sympathetic and patient with the
situation. However, they are unlikely to move
further in terms of the expansion of their current
business if the caps remain in place.

Interpretation of the length of leaseholds

A difference in interpretation of the length of
existing land leaseholds for non-citizens in
Kenya is affecting some current investments

in the agriculture sector by UK companies.
According to the 2010 Constitution, 999-year
leaseholds granted before Independence must
be transformed to 99-year leaseholds. Many
counties understand the 99-year period to have
commenced when the original lease was granted.
The central government interprets the situation
as the clock being reset to zero when the new
Constitution was enacted.

A number of tea, sisal, coffee and dairy farms
are concerned about this different interpretation.
A short remaining lease period affects operations
immediately as it reduces the possibilities of



using land as collateral to request loans, thereby
affecting funding of investment projects.

Paralleling imports of drugs

Parallel imports are products made legally

(i.e. not pirated) abroad that are imported
without the permission of the intellectual
property right holder (e.g. the patent owner).
This practice is allowed in Kenya under the
Trade-Related Aspects of the International
Property Rights Agreement. There is a major
discussion about the merits of this practice and
the effect it has on global R&D in, for example,
pharmaceutical products. The main concern
expressed by some companies in our study was
associated with the treatment that existed for
companies with facilities in Kenya and those
that had basic import operations, and how

these differed.
4.4 South Africa

4.41 Background

The UK is the largest foreign investor in South
Africa. According to Reserve Bank data, South
Africa attracted a total of R519.4 billion in
FDI from the UK by the end of 2017. This
was followed by FDI from the Netherlands
and Belgium, which recorded R346.3 billion
and R285.7 billion, respectively, for the same
period. Globally, South Africa attracted a total
of $5 billion in 2018, which covered 110 projects
and created 12,000 jobs. The only African
country to have surpassed South Africa’s FDI
inflows is Egypt.

During the past decade, a third of UK’s
total investments in Africa, equivalent to an
average of $17 billion (£11 billion) per year,
has been invested in South Africa (Figure 17).
Historically, investments in financial services
take most of the total UK investments in the
country. In 2018, financial services captured a
68% share in total UK investments in Africa,
followed by information and communication
(6%) (Figure 18). This reflects the country’s
sophisticated financial market, strong banking
frameworks and comparatively high skills base
compared with other African countries.

South Africa’s financial sophistication has
also supported its export of financial services,

50

including to the UK. For example, Investec Bank
Ltd was founded as a small leasing and financing
company in 1974 in Johannesburg and is now
an international specialist banking and asset
management group offering a range of financial
products and services in the UK, Europe,
Southern Africa and Asia Pacific. Investec is dual-
listed on the London and Johannesburg Stock
Exchanges, and is a constituent of the FTSE

250 index.

The UK’s significant investment in South Africa
reflects robust and well-established trade and
investment linkages between the two countries,
at the levels of both government and the private
sector. These linkages are underpinned by the
following parallels:

e deep historical ties, cultural affiliations and
similarities in legal frameworks

e sharing English as a common language
for business

® atwo-hour time difference.

To some extent, the relative strength of the
South African economy also reflects strong
British investment in the country, particularly in
the financial services sector. The South African
economy is home to a large number of British
nationals, and there is also a large South African
diaspora in the UK. These communities have
served as important agents for investment
promotion and facilitation. Many UK companies
have chosen to headquarter their African
operations in South Africa. At the same time,
many South African companies, such as Old
Mutual and Anglo American, have now moved
their headquarters to the UK or set up large
operations there (e.g. FirstRand, Investec Bank
and the Bidvest group).

The UK’s interest in South Africa also reflects
its dynamic, diverse and comparatively large
economy, which offers a range of investment
opportunities, at the same time as a relatively
high quality of life underpinned by decent public
services such as road infrastructure, education
and healthcare. The country is sometimes
referred to as a ‘developed economy’ in a less
affluent continent.

South Africa also offers a springboard to the
rest of Africa, given its relative sophistication and



Figure 17 UK outward foreign direct investment in South Africa
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Figure 18 UK investments in South Africa by sector, 2018

Other services 4.9%
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Other sectors, unclassified 9.6%

Other sectors 8.7%

Source: ONS (2019a).

strategic positioning. The country is party to a
large pool of trade agreements that give investors
access to a broader market, such as the Southern
African Development Community (SADC),

the Southern African Customs Union, economic
partnership agreements and the Africa Growth
and Opportunity Act. The country’s port facilities
offer a conduit to many smaller and landlocked
countries in SADC. South Africa is also by far
the most extensive investor into the rest of the
continent. In 2018, South African investors
placed a record 10 projects in Nigeria, totalling
$375 million.

Retail and wholesale trade, repair of
motor vehicles and motor cycles 3.3%
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Financial services 68%

The country’s growing black middle class and
AfCFTA offer new markets for UK investors to
serve. The country is positioning itself to take
advantage of AfCFTA, by offering a gateway
to the continent and an attractive destination
for investors to establish regional headquarters,
given its comparatively strong infrastructure,
linkages and networks. The economies of scale
that AfCFTA offers are expected to support both
the attainment of South Africa’s manufacturing
aspirations and the development of African
regional value chains. Some UK companies cite
South Africa as the African version of investment



hubs like Singapore or Dubai, for both
manufacturing and services.

The UK-South Africa investment relationship
is governed by a DTA that entered into force on
17 December 2002. The South Africa-UK 1994
BIT was terminated on 31 August 2014. This
reflects a broader trend in the South African
government’s investment policy that concludes
that BITs ‘extend far into developing countries’
policy space’ (DTI, 2009). From 2010, South
Africa started terminating some BITs or allowing
them to lapse, and instead focused efforts on
rebalancing the investment regime on domestic
legislation (Schlemmer, 2016).

In July 2018, a new Protection of Investment
Act came into effect despite concerns from the
investor community over reduced protection
(Sicetsha, 2018). Fair and equitable treatment
has been replaced with ‘fair and administrative
treatment’ providing protection against arbitrary
administrative, legislative and judicial processes
and denial of administrative and judicial justice.
National and MFN treatments are tempered by
exception. The new law also establishes the right
to regulate, such as in relation to:

e the redress of socioeconomic inequalities
and injustices

e constitutional rights

e economic development

e and environmental protection.

The Act does not offer recourse to investor—
state dispute settlement. It merely provides
mediation and domestic litigation, along with
state—state dispute settlement conditioned on
the government’s consent. The complementary
draft bill to govern expropriation was
presented in December 2018. This laid out
conditions under which expropriation, including
uncompensated expropriation, may take place,
However, some authors have raised concerns
over a lack of clarity over the bill’s interaction
with international law, to which the Act refers
(Schlemmer, 2018). Efforts are currently under
way on a new nation model BIT that can be
aligned with the investment Act.

UK investors praise the role the government of
South Africa has played to promote investment.
IPAs have been particularly important in

positioning the country as an attractive
investment destination for both local and foreign
investors, by lowering the cost of doing business
as well as making the process easier. Earlier this
year, President Cyril Ramaphosa pledged to
further cut red tape to promote investment and
commerce, and is aiming for a top-50 position
in the World Bank’s EDB rankings within three
years (from the current ranking of 86).

Eight IPAs exist in South Africa. These
provide:

® assistance regarding company registrations,
visas or work permits and tax

e market intelligence on sectoral and regional
economic data, to identify priority sectors for
investment (also disseminating this)

e access to national and local government
incentives (also offering facilitation of this).

The Official Tourism, Trade & Investment
Promotion Agency for Cape Town and the
Western Cape (Wesgro) is often cited as the
best-organised IPA in South Africa. It has
a strong existing relationship with the UK
Department for International Trade. The UK
is currently supporting IPAs to carry out an
institutional assessment of their services and
ensure a coordinated approach to national and
sub-national investment promotion.

The South African Government is currently
targeting $100 billion of new investment over
a five-year period, which offers opportunities
for UK investors. In 2018, the country held its
first ever South Africa Investment Conference
to build awareness on South Africa’s investment
opportunities and share information on the
best way to go about tapping into these. Over
$20 billion in investment commitments was
made at the event. The second South African
Investment Conference will take place on 5-7
November 2019. The South African government
is also hosting outward attraction events outside
the country; in October 2019, it organised
a targeted investment promotion mission to
the UK.

InvestSA has been established as a division
of the South African Department of Trade and
Industry (DTI) to support investors exploring
opportunities in South Africa with information,



facilitation and aftercare. A flagship programme
of InvestSA has been to establish one-stop shops

that provide practical assistance to streamline the

process of setting up a business. One-stop shops
house the following government entities under
one roof:

e the South African Revenue Service (to help
with customs and tax)

e Home Affairs

e Environmental Affairs

e Eskom
e Companies and Intellectual Properties
Commission.

Here, an investor can make an appointment,
meet a government representative and be guided
through the process of setting up a business.
The one stop shops simplify administrative
procedures for issuing business approvals,
permits and licences and thereby remove
the bottlenecks that investors may face in
establishing and running businesses. One-stop
shops have been rolled out in Tshwane in
Gauteng (national office), Cape Town in the
Western Cape and eThekwini in KwaZulu-
Natal. Other provinces will open their one-stop
shops over the next three years. To support
UK investment, the British government could
consider assisting the South African government
to take the one-stop investment shop online and
digitalise it, since investors cannot always travel
to big hubs.

UK investors’ perceptions of South Africa
as an investment destination has somewhat
reduced over the past decade. This is largely
because of a number of corruption scandals, a

weakening economy and the Eskom energy crisis.

Many South African and foreign companies
are increasingly looking to invest in the wider
African space in order to diversify risk and seek
higher returns. Countries in East Africa, which
has recorded stronger economic and political
performance, have been the biggest attraction,
particularly Ethiopia, Kenya and Rwanda.
South Africa has slipped again on the World
Bank’s EDB rankings. The country dropped to
84th out of 190 economies in the 2020 report,
slipping two places to its lowest ranking to
date. South Africa held its rank in 2018 from

53

the previous year, but has plunged over the past
decade. In 2008, the country stood at 32nd on
the list. According to the associated report, South
Africa implemented just one single reform in
2019 and only four in the past five years.

Nevertheless, South Africa arguably still
remains the most attractive investment
destination in Africa owing to the sheer size
and sophistication of its economy. Business
confidence in South Africa rose between 2017
and 2018. Investment in the country declined
between 2014 and 2017, but this trend was
reversed in 2018, with a substantial increase in
FDI to 2.25% of GDP, with significant parts of
this investment being in capital-intensive and
manufacturing sectors.

The South African economy offers a range
of investment opportunities for UK investors
in the post-Brexit era, particularly across the
manufacturing, energy, water, tourism and
financial services sectors. This includes both
new investment opportunities and expanding
and regenerating existing British assets in a
new direction. However, to support a more
investor-friendly environment to facilitate UK
firms to tap into these options, efforts will be
required to overcome some of the challenges
identified in the subsequent sections of this
report. Investment barriers are a significant
impediment to UK investment in South Africa
and investment, and unlocking them has the
potential to add value worth billions of pounds
to the UK economy.

Once the UK has left the EU, it will be more
difficult for it to tackle investment challenges
in South Africa. This highlights the need to
scope interlocutors. The UK government
and the country’s companies can increase
ties and cooperation with the South African
government and private sector to overcome
some of the challenges. At the same time, the
UK is increasingly partnering with China to
organise joint events focused on the African
market. This triangular approach benefits from
the UK’s comparative advantage in quality
control. It also profits from sovereign relations
from the Anglophone perspective and China’s
comparative advantage in performing cost benefit
analysis more cheaply. This tripartite model can
be particularly successful for manufacturing



investments. For example, leading UK firms are
unlikely to want to set up factories in South
Africa. However, UK companies can encourage
their suppliers (often emerging economies in
Asia) to locate production in South Africa.
This coordinating role could help provide
cheaper supplies but, more importantly, it
would help facilitate new transactions and
knowledge transfer.

UK investors recognise the significant potential
for investment in South Africa’s financial services
industry. Although some argue that investment
opportunities in traditional finance are drying up
in South Africa, the finance sector offers many
new opportunities, particularly in the provision
of digital banking and fintech services for lower-
income groups.

Franchise-driven investment in professional
services is strong and can be expanded. UK
names such as Deloitte, PWC and KPMG have
a strong presence in South Africa. Although
these investments adopt a franchise model,
meaning the ownership is South African, they
offer significant potential for UK investment and
expansion in knowledge transfer, which differs
from traditional financial transactions.

Tourism is another services industry where
there are investment opportunities. South Africa
offers a cheap destination, competitive currency,
diversity of activities and cultural similarities
with the UK. Medical tourism is a particular
opportunity, given the lower costs compared
with the UK.

The government of South Africa recently
reinvigorated efforts to widen the manufacturing
base by providing appropriate incentives.

The SEZ programme is one of the critical tools
prioritised by government to accelerate South
Africa’s industrialisation. This is specifically
designed to attract FDI, improve existing
infrastructure, develop new industrial hubs and
create significant numbers of new, decent jobs.
At the sectoral level, South Africa’s Industrial
Policy Action Plan 2018/19-2020/21 identifies
seven priority sectoral focus areas — mainly
manufacturing-related. Given the current fiscal
issues facing South Africa, these sectoral goals
create demand for UK inward investment.

The automotive industry offers particular
potential. The South African government recently
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collaborated with the automotive industry to
develop a 2020 Automotive Masterplan to drive
development and competitiveness. The South
African automotive industry is also already well
linked to regional value chains and markets
across the continent. Reportedly, 80-90% of
Ford and BMW exports from South Africa are
destined to the rest of Africa. The UK now has
very few assembly firms, but British companies
are very strong in the supply of components.
There are opportunities for UK investors to
supply components to other assembly plants (e.g.
those that are Japanese or German) operating in
South Africa.

The UK has often contributed to South Africa’s
manufacturing capabilities in the past. Potential
for UK investors to support South African
manufacturing still exist, particularly in the areas
of mechanical, machinery and civil engineering.

British firms have previously played
an important role in contributing to the
development of South Africa’s mining. There is
an opportunity to diversify investments in the
sector beyond traditional extractives investments.
For example, the UK has significant experience
and skills in mining engineering and civil
engineering related to mining, which can be used
to provide services to mining firms, encourage
skills transfer and support greater value addition
and processing. With the help of the UK, South
Africa has also established strong expertise in
mining services over the years. The UK could
assist in providing a coordinating role for sharing
this expertise with other countries in Africa, by
possibly establishing a network with a hub based
in Johannesburg.

South Africa’s energy challenge perhaps offers
the most lucrative and timely opportunity for
UK investment. There is an increasing shift
towards more independent power producers
in South Africa, largely driven by the private
sector. For example, Volkswagen Group South
Africa recently announced that it will move
its manufacturing plant in Uitenhage, with
some of its component suppliers in an adjacent
supplier park, off the national electricity grid.
The company plans to achieve this by investing
in a biogas facility that uses organic waste to
produce electricity. This is set to cost about
R3.5 billion, and is expected to break even after



28 months. Most private sector alternatives that
are emerging as a response to the disappointment
about Eskom services focus on renewable energy
solutions. This partially reflects the significant
reduction in renewable technologies cost in
recent years, particularly for solar power. This
shift offers opportunities for UK private investors
with experience in renewables. Investment in
smart energy technologies would also allow for
greater grid efficiency and security through load
management. Further, investments in improved
storage facilities, including for renewable
energies, will be important for complementing
recent reductions in generation costs. Similarly,
South Africa’s water security challenges offer
investment opportunities in dam rehabilitation
projects and desalinisation.

4.4.2 Horizontal issues that affect
investment in South Africa

Uncertainty: political risk, corruption

and weak growth

UK investors in our study reported the
investment environment in South Africa

to be uncertain, with high risk related to
unpredictability around government legislation,
political stability (including recent xenophobic
attacks and high unemployment), corruption,
growth performance and the exchange rate.
Meanwhile, policy uncertainty regarding
legislation was highlighted as particularly
challenging. More widely, regulatory reforms
are often not communicated well by government,
taking place more frequently than desirable.
This makes it difficult to plan ahead with a view
to maximising profits. Some of our interviewees
also complained that the government made it
difficult to invest since it operates largely under
an anti-capitalistic Soviet model, which reduces
returns and increases inefficiencies.

The uncertain investment environment has
resulted in many UK investors backing up their
assets in the UK and heavily diversifying their
investment portfolio. S&P, Fitch and Moody’s
all recently downgraded South Africa’s sovereign
credit rating. In response, the government
has announced a rescue plan for Eskom,

a wide-ranging economic strategy document
and a revised 2019 Integrated Resource Plan.
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If followed through, it is hoped that these steps
will support a more conducive investment
environment and improved economic indicators.
Currently, GDP in South Africa hovers at only
around 0.8%.

Many of South Africa’s political and economic
woes represent an overhang from the Jacob
Zuma Administration 2009 to 2018. This
period was characterised by weak governance,
state capture and poor economic management,
resulting in South Africa developing an infamous
reputation and entering a technical recession.
President Zuma was charged on a range of
issues including fraud, racketeering and money
laundering. His successor Cyril Ramaphosa has
repeatedly pledged to crack down on corruption
in South Africa. However, it takes time to
regenerate and change deep-rooted political
systems, ties and values, and also for investor
perceptions to adjust. At the same time, the
strong control of the Africa National Congress
complicates efforts to completely overhaul the
governance system.

Although uncertainty and corruption
has reduced to some extent, the Zuma
Administration has resulted in a significant
overhand on UK investor perceptions. This
has affected direct investments far more than
portfolio investments, as it is much more difficult
for direct investors to exit. Equally, the Zuma
scandals have a close connection with the UK;
some British firms have been accused of enabling
corruption under the Zuma administration,
including HSBC, Standard Chartered, KPMG
and Bell Pottinger. This has also tarnished
the reputation of those firms and - to some
degree — UK investment more generally. It has
also created sensitivities in the UK’s engagement
with South Africa.

It is important to note, however, that although
uncertainty and political risk are high in South
Africa, the country still offers a relatively
predictable and safe investment environment in
comparison with some other countries on the
continent.

Energy and water supply

Securing a reliable energy supply is arguably

the most significant cross-sectoral challenge for
investors in South Africa. The state-owned utility,



Eskom, supplies 95% of South Africa’s electricity.
It is reported that at least a third of its power
stations are broken or shut for maintenance.
Eskom’s woes are rooted in significant cost
overruns on two large coal power stations, years
of low tariff awards and steep rises in coal and
salary costs. This company made a loss of more
than R20 billion in the last year.

These difficulties mean the country has been
carrying out a system of ‘load-shedding’, where
blackouts are a result of Eskom not being able
to meet demand. March 2019 was the worst
month on record for load-shedding, when
Eskom regularly took 4,000 MW off the grid,
about 1/11 of its total capacity (45,561 MW),
or enough to power three million homes.

UK companies in our study emphasised a
lack of assurance that there will be electricity,
saying that this increases the risk of investment,
since if they cannot produce, their returns will
be compromised. The ‘uncounted cost’ of load-
shedding is significant, particularly for businesses
that require constant electricity (e.g. plastic
mould manufacturers).

The South African government plans a
sweeping overhaul of its power sector by
breaking up loss-making Eskom into units for
generation, transmission and distribution, also
opening the industry up to more competition,
over the next three years. The UK investors we
interviewed recognised this as a welcome move,
but highlighted concerns that government may
not follow through on their promises in full given
strong opposition from labour unions and vested
interests in the energy sector. The South African
government has committed to keep Eskom’s three
new units within a state-owned Eskom holding
company to reassure political constituencies
that it remains opposed to privatisation. This
may reduce any competitiveness gains from the
move. The new plans also contain few specifics
about how to reduce Eskom’s R440 billion ($30
billion) debt burden. The government has already
promised Eskom more than R100 billion of
bailouts over the next two fiscal years.

Severe drought has also contributed to water
shortages and, in turn, the imposition of usage
restrictions. Water shortages are exacerbated
by inadequate infrastructure and resource

56

management. These shortages impose significant
costs for UK tourism investors.

Infrastructure

The UK companies we interviewed reported
poor transportation infrastructure quality in
South Africa. This state of affairs undermines
the competitiveness of investments. It also reflects
the country’s under-developed railway network
and, to a lesser degree, its port infrastructure.
In the last 30 years, South Africa has sacrificed
its railway system in exchange for road quality.
The gaps in railway development have also
significantly affected the quality and the cost

of maintenance of the road systems across

the country, with heavy freight transportation
placing a burden on the roads. This is reflected
in the unequal distribution of costs between
road maintenance and alternative infrastructure
projects. Despite the government’s renewal

of interest in infrastructure development, the
implementation of its strategic infrastructure
projects remains slow. Critical issues related to
the road freight sector, the shift of freight from
roads to railways and port development are still
inadequately addressed.

Shortage of relevant skills
South Africa is arguably one of the best-educated
countries on the African continent, and its
workforce also includes highly skilled workers
from neighbouring Zimbabwe, which is well-
known for its strong education system. However,
the skills available in the South African economy
are often not those demanded by investors.
For example, many South Africans possess
professional academic degrees rather than
worker and vocational skills, making it is difficult
for them to find the right skills to support
manufacturing investments. This preference for
tertiary education is a legacy of apartheid and
reflects social pressures to take more vocational
career paths. Technical education in South
Africa was previously stopped but is now being
resurrected. It is hoped that this will help resolve
South Africa’s current skills mismatch problem.
At the same time, much of South Africa’s
highly skilled professional workforce leaves
the country for what are perceived to be better
opportunities abroad, in countries such as



Australia, the UK and the US. This means that
UK investors sometimes struggle to find skills
locally and instead look for options to import
skills from outside South Africa, which has

its own challenges (see the section below on
visa laws). The UK could consider investing in
education in South Africa to meet the demand
for skilled workers and rebalance skills towards
the jobs of the future. Supporting a shift in policy
to accredit vocational training would also help
resolve South Africa’s skills mismatch.

Visa laws

As a result of difficulties in mobilising sufficient
high-quality talent locally, many UK investors
opt to bring in skills from abroad to carry

out specific tasks and jobs. This is not an easy
process, given the prohibitive visa laws in South
Africa. Processing business visas for foreign
workers, along with their spouses and children,
is a complicated and lengthy process. The limited
duration and sustainability of visas has also
contributed to some expats leaving earlier than
planned. UK investors in our study complained
that this makes forward planning on labour
recruitment and retention difficult.

According to a survey of immigration lawyers
and consultants, companies from various sectors
in the Western Cape, the foreign investment
promotion team at Wesgro and InvestSA Western
Cape, the general challenges across all visa types
are as follows:

e lack of procedural transparency: applicants
have no idea where their applications are in
the process

® no certainty regarding processing time, which
can vary from weeks to months to years

e lengthy processes, particularly where the DTI
and the Department of Labour are also part
of the process

e extremely little recourse if something
goes wrong: often the only way to move
the process forward is by going to court,
especially with appeals

® 1o consistency in the way the Immigration
Act is applied, particularly at embassies
abroad.
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UK companies in our study stressed that the
South African Government should consider
simplifying and relaxing visa requirements
for management staff of foreign subsidiaries
and their family members, as well as reducing
processing times.

Labour policies

Many of the UK companies we spoke to
emphasised the challenges related to South
Africa’s broad-based black economic
empowerment (BBBEE) policy. This is a
government policy to enhance the economic
participation of Black people (i.e. African,
Coloured and Indian people who are South
African citizens) in the South African economy.
The policy is underpinned by a set of Codes of
Good Practice that contain sections on measuring
ownership, management control, employment,
skills development, preferential procurement,
enterprise development, socioeconomic
development and qualifying small enterprises.
The certification requirements for complying
with BBBEE are rather cumbersome and prolong
the set-up process for investors, particularly
foreign investors who are less familiar with
BBBEE and employment equity policies more
broadly. At the same time, some UK investors feel
the BBBEE goalpost is continually moved, with
the policy sold as a tool for transformation but
actually used for rent-seeking for the politically
connected. Local content thresholds have been
used to similar effect.

Unionism is also a big concern for UK
investors. Additionally, collective bargaining is
very strong and organised in South Africa. This
has resulted in a set of strict labour regulations
that make it very difficult to lay workers off and,
in turn, adjust to booms and slumps. At the same
time, if a company wishes to import a skill from
outside South Africa, it must prove that the skill
cannot be found in the country.

South Africa’s challenging equity-based
labour market regulations reflect a history of
apartheid and high inequality. The country is a
dual economy with one of the highest inequality
rates in the world. According to the World Bank,
the country’s Gini coefficient was 0.63 in 2015,
with the richest 10% of the population holding
around 71% of net wealth and the bottom



60% holding just 7% during that year. This
has motivated government action to support
inclusion and the distribution of wealth across
a broad spectrum of previously disadvantaged
South Africans. Many UK investors do not
understand this historical context and therefore
perceive South Africa’s labour regulations as
barriers to investment.

A number of UK companies in our study
argued for the ‘radicalisation’ of South Africa’s
labour policies. Due to the clear national
objectives behind these policies, externally driven
extensive change is very unlikely. Nevertheless,
some British firms have managed to secure
certain exemptions from BBBEE due to granting
scholarships to targeted vulnerable groups or
committing to knowledge transfer and skills
development. Other UK investors can explore
these avenues. Similarly, some UK companies
have managed to negotiate exemptions to local
content requirements in public procurement and
ownership provisions. The UK government can
also invest efforts in educating UK companies
and investors on the regulations, laws and
policies in place in South Africa, so they are
better positioned to navigate and comply with
the sometimes-complex requirements that arise.

Conversely, South Africa’s strong policies to
promote inclusive business models can also be
seen as an advantage for UK firms. In recent
years, the UK government has emphasised the
importance of ensuring that UK business and
investment abroad supports the UN Sustainable
Development Goals (SDGs). The South African
economy therefore offers a platform for the UK
to deliver on its commitment to support inclusive
business and to promote black and female
empowerment in the workplace.

Land reform

In February 2018, a motion was passed in

the South African Parliament to review the
Constitution to pursue land reform policy
objectives. The wording of the motion requires
a substantial amount of consultation before any
changes to the Constitution can be suggested.
Parliament instructed the Parliamentary
Constitutional Review Committee to review
Section 25 of the Constitution and other clauses
where necessary, to make it possible for the state
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to expropriate land in the public interest without

compensation and to propose the necessary

constitutional amendments where necessary.
According to President Cyril Ramaphosa

(in a Financial Times article in 2018),

the motivation for considering expropriation

without compensation is as follows:

For decades, the country’s assets

— its land, its minerals, its human
resources, its enterprises — have been
owned, controlled and managed in a
way that has prevented the extraction
of their full value. Our intention is to
unlock the economic potential of land.
Without the recognition of the property
rights of all our people, we will not
overcome inequality, and without giving
the poor the means to productively
farm the land, we will not defeat
poverty. This is no land grab; nor is it
an assault on the private ownership

of property. The ANC has been clear
that its land reform programme should
not undermine future investment in

the economy or damage agricultural
production and food security. The
proposals will not erode property
rights, but will instead ensure that the
rights of all South Africans, and not
just those who currently own land, are
strengthened. South Africa has learnt
from the experiences of other countries,
both from what has worked and what
has not, and will not make the same
mistakes that others have made.

The policy uncertainty around land reform,
particularly proposals on expropriation without
compensation, has contributed to much anxiety
among UK investors. Without security of

tenure, it is difficult to make safe and informed
investment decisions. A Government White Paper
on Land Reform is currently close to completion
but there has been minimal transparency on

its contents.

Crime
The UK investors we interviewed highlighted
the high levels of crime in South Africa as an



important challenge to investment. More than
20,000 murders were recorded in 2017,a 7%
increase from the previous year. South Africa
had the fifth highest murder rate in the world

in 2015, according to the UN Office on Drugs
and Crime. The murder rate is higher in South
Africa than in other countries on the continent
with similarly sized economies. For example,
there were an estimated 2,751 murders in Kenya
in 2016.

However, it is important to note that crime
has reduced since the period of apartheid. Some
UK investors perceive South Africa’s safety and
security situation to be worse than it actually
is, which has been exacerbated by media
reporting on reputational violence. Strategic
communication to UK investors about crime
in South Africa would help resolve this issue.

4.4.3 Sector-specific issues

Innovation
South Africa presents a tricky environment for
UK investments underpinned by innovation.
If an investor patents a product or service in
South Africa, they are not allowed to export
production elsewhere. This is to ensure the
country benefits from the significant government
investments in public goods (e.g. education and
health) that support the generation of ideas.
However, the regulation is applied to both
domestic and foreign investors and producers,
and has therefore served as a deterrent to foreign
investment and, more generally, in R&D.

The UK government and investors can play
a role in advocating a middle ground between
private and public sector priorities when it
comes to intellectual property rights regarding
innovation. The UK has strong expertise in
science and technology and hi-tech innovation
services, which South Africa has a deficit of.
This offers an opportunity for UK investment in
technology-enabled sectors.

Financial services

UK banks and financial institutions have faced
challenges in competing in an increasingly
saturated market. These have resulted in the exit
of a number of banks, such as Barclays. South
Africa’s financial sophistication, once seen as
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the leading factor promoting FDI in financial
services, is now often, instead, reported as a
threat owing to stemming from the high level

of competition it has created. Other challenges
include hefty capital regulations and the process
of consolidation of financial services in recent
years; the number of operating banks has fallen
from about 15 to five. Most retail banks in South
Africa are now South African.

Although some argue that investment
opportunities in traditional finance, particularly
retail banking, are drying up in South Africa,
the finance sector also offers new opportunities.
The future of banking is technology banking,
which is experiential rather than infrastructural.
Increasing demand for a digital banking
experience from ‘millennials’ and ‘Gen Z’ers’
is transforming how the entire banking industry
operates. Banks are heavily investing in digital
banking technology, where customers use
mobile, web or digital platforms to use banking
services. Artificial intelligence solutions, such as
chatbots, often assist customers in simple tasks
such as making payments. Technology banking is
growing rapidly in South Africa, with Discovery
Bank offering a perfect example. More broadly,
fintech is also expanding significantly in South
Africa to compete with traditional financial
methods in the delivery of financial services.

This new and increasing shift offers new
opportunities for UK investment in South
Africa’s financial industry. British investors are
particularly well-placed to fill existing gaps in the
fintech space and the innovation of low-income
financial products, which have not yet taken off
in South Africa to the same extent as in other
African countries such as Kenya. South Africa
has traditionally done better at targeting high-
end consumers and business banking.

Air transport
South African Airways (SAA) was once Africa’s
biggest airline. Over the years, the services of
SAA have weakened at the same time as the
price of its flights has increased. This has raised
concerns among UK investors, particularly those
who rely heavily on air transport to deliver
business services or transport their products.
The airline is highly indebted and lossmaking.
SAA has not turned a profit for years and has



required R30bn ($2bn) of bailouts over the last
half-decade to stay in operation. SAA’s decline
accelerated under the chairmanship of Dudu
Myeni, a friend of President Zuma who was
accused by opposition parties of running SAA as
a personal fiefdom to dispense political favours.
President Ramaphosa has endorsed a turnaround
strategy for SAA under new management. Under
the turnaround plan, SAA is asking the state to
provide more than R21bn in equity and debt
refinancing, and to tolerate another three years of
losses while it cuts costs and staff. Its longer-term
goal is to convince a big foreign investor, such

as another airline, to recapitalise SAA. Despite
growing pressure from opposition politicians and
trade unions for SAA to be shut down, executives
at the airline say that it is not possible to
abandon its debts without worsening government
finances further.

Telecommunications

The Competition Commission recently

carried out an inquiry into the South African
telecommunications industry, with confirmation
from international benchmarking that South
African data prices are too high, particularly for
mobile prepaid data. Notably, the commission
found that South Africa’s data prices are higher
than the other BRICS (Brazil, Russia, India

and China) SADC countries. It also found that
Vodacom and MTN charge higher prices in
South Africa than in the other countries in which
they operate.

Policy paralysis and mismanagement has
blocked the allocation of a new spectrum in
South Africa for more than a decade, forcing
existing operators to spend more money
on repurposing their infrastructure to meet
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demand. The Commission has acknowledged
that a lack of spectrum has played a role in
these high prices. However, it has also said
that, while more spectrum may reduce operator
costs, it won’t force operators to drop prices
unless there are competitive pressures to do so.
Despite the introduction of new competitors,
the Commission has said that the dominance
of Vodacom and MTN has meant that the

two companies have been able to introduce
prices independently of and unconstrained

by competitors. Improving affordability and
enhancing competition should be central to the
assignment of spectrum. The scarcity of spectrum
is a commonly cited investment challenge for
UK firms, since greater spectrum is crucial for
ensuring wider, cheaper and more efficient
network coverage — therefore easing the cost

of innovation and EDB in South Africa.

4.5 Summary

Table 8 presents a summary of the information
in this chapter and compares the findings for
each of the four countries studied. The table
summarises the information by highlighting the
sectors with opportunities for investment for UK
companies for each of the four country studies.
It also summarises the general advantages

of the four countries that are common to all

of them, and presents the unique features

and characteristics that UK firms might find
advantageous when investing in each of the
countries. For each country, the table also
describes the issues that affect all sectors alike
(e.g. horizontal) and those that affect certain
sectors.



Table 8 Registered foreign direct investment projects in 2018

Ghana

Sectoral opportunities

Agrobusiness
Franchises in consumer
services

Insurance services,
especially in Insuretech
and low-income targeted
products

Education services
Financial services,
especially in fintech and
low-income targeted
products

Kenya

Financial services,
especially in fintech and
low-income targeted
products

Insurance Services
FMCGs

Franchises in consumer
services

Professional and business
services

Pharmaceutical products

Nigeria

FMCGs

Insurance services,
especially in Insuretech
and low-income targeted
products

Franchises in consumer
services

Education services

South Africa

Automotive components
Financial services,
especially in Fintech and
low-income targeted
products

Renewable energy
Professional services
Tourism

Water desalination and dam
rehabilitation

Civil and mechanical
engineering

Mining services

General advantages

e Combination of population and income growth, and increase in the middle class
e Familiar environment for British companies, same language and compatible legal systems
e British services and products being highly recognised and regarded by their quality, with opportunities for recognised British brands

Unique advantages

Excellent security and stable
political systems
Investments in logistics
infrastructure (e.g. Tema
port) to make Ghana a
regional hub

Limited corruption

Fast expansion of the
middle class

Large British-Ghanaian
community in both
countries, facilitating
bilateral trade

Hub for East Africa And
opportunities to trade with
the rest of the region
Widespread international
quality business support
(e.g. accounting and
taxation)

Decent availability of skilled
labour at all levels, including
managerial roles

Good macroeconomic
management

Skilled local technological
talent

Improved availability of
electricity

Good health system,
generating demand for
high quality pharmaceutical
products and medical
treatments

Frequent flight connections
with Europe and the rest of
the world, facilitating the
travel of company staff

Very large domestic market
Fast-growing population,
with Nigeria to become
the third most populated
country by mid-century
Good availability of skilled
human resources in all
levels, with individuals
frequently educated in the
UK

Large British-Nigerian
community in both
countries, facilitating
bilateral trade

Springboard to the African
economy, particularly in the
context of the AfCFTA
Large economy

Relatively sophisticated and
developed market

Quality public services

e Growing black middle class
e Comparatively decent skilled

labour availability
Large diaspora communities
in the UK and South Africa




Table 8 Registered foreign direct investment projects in 2018 (cont.)

Ghana

Horizontal issues

Macroeconomic
management, with high
volatility of exchange rate
increasing uncertainty and
raising production costs,
as well as diminishing

the value of transferred
dividends

Frequent tax audits and
controls taking too much
time and resources
Minimum capital
requirements reducing
incentives for small
investors (i.e. GIPC law)
High barriers to trade with
neighbouring countries and
other countries in ECOWAS
Lack of clarity in the policy-
making process

Kenya

Large and/or foreign
companies subject to
higher controls in terms

of tax and regulations
compliance, increasing
costs and favouring unfairly
competition from domestic
firms

Government procurement
rules favouring Kenyan-
owned businesses, even
when they may not have the
adequate capabilities

Too much time taken for
government to pay invoices
for products and services
provided

Companies being forced to
use the SGR when importing
and exporting, even when
many of them find it
expensive and inconvenient
Widespread red tape that
facilitates instances of
corruption

Extremely high prices for
electricity

Tardiness in government

to issue contracts after the
procurement process is
concluded

Nigeria

Poor infrastructure in
transportation, logistics and
energy production
Widespread corruption
Unclear, unstable,

obscure and discretionary
regulations, with regulatory
and institutional reform not
resulting from consultation
with the private sector

Ad hoc changes in taxes
and regulations, with the
aim to favour local interests
Challenging a security
situation that considerably
increases operation costs
High barriers to trade,
increasing production costs
and limiting export potential,
with tariffs applied on key
inputs (e.g. packaging)
increasing trade costs
Restrictions to foreign
investment in certain
sectors

South Africa

Widespread corruption
Weak economic indicators
Energy and water shortages
Stringent and costly labour
policies

Poor infrastructure,
particularly rail and seaports
Difficult visa laws
Uncertainty about land
reforms that may make it
possible for the state to
expropriate land without
compensation

High crime rates
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Table 8 Registered foreign direct investment projects in 2018 (cont.)

Ghana Kenya Nigeria South Africa

Sectoral-specific issues

e Availability of air-transport o

services, limiting the
expansion of fresh products
exports

Cargo capabilities of airlines
fully used

Inadequate regulation in
insurance service that
allows the operation of
many small companies that
frequently cannot afford

the risk insured and end

up defaulting, affecting the
reputation of the sector

in general and limiting

its expansion

Expensive mobile

phone licences delaying
investments in new
technologies (e.g. 5G)
Current regulation favouring
monopolistic behaviour

in both the provision of
communications services
and mobile finance

Limited size of the capital
market constraining the
possibility of portfolio
investments from the UK

Caps in the active interest e The tendency to appreciate

rates limiting the expansion
of the banking sector,

as well as ‘crowding out’
small businesses

Banks finding that current
interest rates do not
compensate for the higher
risk associated to lending to
small firms

Alternative interpretations
of the length of leaseholds
after the reform of the
Constitution, with counties
considering that the 99
years leasehold should be
counted from independence
(1963) and not since the
Constitution was reformed
(2010)

Kenyan-owned importing
companies in the
pharmaceutical sector
benefiting from foreign
companies with production
facilities in the country,
proving particularly critical
in the issue of parallel
importing of pharmaceutical
products

that the exchange rate
observations due to large
inflows of foreign currency
generated by the oil exports
make the non-oil sector
globally uncompetitive

By restricting access to
foreign currency, exchange
rate controls affect imports
of certain goods (rice, steel
products and furniture)
Restrictions in trade in
services (e.g. protection of
domestic providers) and in
critical digital sectors

Lack of depth of financial
services and capital
markets limiting the portfolio
investment from the UK
Regulations, as well as
overlapping of regulatory
bodies, affecting the
provision of insurance
services via mobile phone
and other technological
solutions

High cost of air transport

A lack of spectrum

and competition in the
telecommunications sector,
increasing internet costs
Stringent innovation
regulations, with investors
who patent a product or
service in South Africa not
allowed to export production
elsewhere

Challenges and competition
in provision of traditional
financial services,
particularly retail
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5 Conclusion

Unlike the global slide in FDI flows by 13% in
2018, inflows of FDI to Africa have increased
by 11% to $46 billion and are projected to
grow by 15% in 2019 from expected growth

acceleration and advances in regional integration.

In addition, the rate of returns on inward FDI in
the less affluent parts of Africa is 6.5%, higher
than those in Latin America and the Caribbean
(6.2%), and the average ‘developed’ economy
(6%) (UNCTAD, 2019). Currently, Africa has
an aggregate output of $2.2 trillion (ibid) and is
home to 1.2 billion people, of whom 420 million
are aged 15-35 years (AfDB, 2018). In the next
two years, SSA is expected to grow by 3.2%
and 3.6 %, respectively (IMF, 2019b). With these
growth and demographic dividend prospects,
Africa is a potential destination for investments
from the UK and other countries.

Figures from 2017 suggest that the UK is
the fourth largest investor in Africa, with the
UK government aiming for the country to be
the top G7 investor in the continent of Africa
by 2022 (DIT, 2018). Yet, one of the key
challenges evident from the investment trends
relates to diversifying UK FDI in Africa, which
is currently heavily focused on the mining and
quarrying sector and in South Africa. The low
penetration of UK FDI in other sectors beyond
mining activities and financial services across the
continent implies that there is plenty of room to
increase the role of British investors in boosting
the African economies.

Africa already contains two robust
determinants of inward FDI in the literature,
namely a fast-growing market size, with incomes
expanding faster than in many other emerging
economies, and population. The SSA is broadly
expected to grow above world performance by
3.2% in 2019 to 3.6% in 2020 (IMF, 2019a;
2019b). The continent also houses some of
the fastest-growing economies in the world,
including Cote d’ Ivoire, Ethiopia, Ghana,
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Rwanda and South Sudan - projected to grow
above 7% in 2019 (ibid.). This means the
positive role of market size and population

on inward FDI in Africa highlighted by recent
literature will continue to be relevant for the
continent in coming years.

However, challenges remain for improving
other strong drivers of inward FDI in Africa,
such as human capital (skills) and quality
infrastructure. The glaring disparity regarding
gross enrolment rates, which is an indicator of
current and potential labour capacity for higher-
activities, such as digital skills, has meant that
FDI will continue to be biased towards higher
income African countries with a more educated
labour force (e.g. South Africa). This further
undermines the benefits of FDI where these are
needed the most (e.g. central African countries).
Improving the quality of infrastructure,
particularly in the electricity sector, is critical
not only for attracting foreign investors, but
also for encouraging higher-productivity
manufacturing FDI, where energy is a necessary
input for operation. Without improving these
two fundamental determinants, inward FDI
will continue to be reinforced towards natural-
resource investments.

While our study has highlighted that natural
resources are a robust determinant of inward FDI
in Africa, investment concentration on this sector
is not necessarily desirable. Oil resources are
vulnerable to international price shocks, putting
the growth path of resource-rich countries at
risk. IMF projections have already reflected this
vulnerability, by expecting growth of 6% in 24
non-resource locations but a sluggish growth
of 2.5% in 21 resource-rich countries (IMF,
2019b). This highlights the need to diversify
African economies by encouraging certain types
of FDLI. In the literature presented above, it may
be effective if host government policies focus
on strengthening investment promotion and



tailoring tax holidays for targeted non-resource
FDI, while home governments can encourage aid
that can help reduce pertinent deterrents, such as
political risks to investment projects, to inward
FDI to Africa.

The four countries we have studied in more
detail confirm the picture observed at the general
level but also add a more specific and concrete
dimension to the issues UK firms face in Africa.
Some of these issues are common across the
countries studied. Revenue administrations
apply uneven pressure in taxation control,
which increases operational costs as well as
putting UK companies in a disadvantaged
position with respect to local competitors.
Policies and regulations change frequently and
without proper consultation with the relevant
stakeholders. Corruption also consistently
appears as a problem that increases costs and
discourages investment.

Additionally, there are country- and sector-
specific issues. The rising exchange rate has
increased the price of imported inputs and
reduced the value of profits of UK companies in
Ghana. Meanwhile, foreign exchange controls
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have affected the operations of UK companies

in Nigeria. The SGR in Kenya is expensive and
inconvenient for UK companies and the efforts of
the Kenyan government to force its use increases
operation costs.

Although these issues alone or together may
make Africa less competitive with respect to
other regions in attracting new investments
and expanding existing ones, it is clear that UK
companies see important benefits in expanding
the existing relationship with the continent.
Common language and legal systems and other
inherited colonial-era features make many
African countries familiar places to invest.
These benefits enable not only an expansion
of investment in these countries but also
the use of these countries as platforms for
expansion into other non-traditional investment
destinations for UK investors.

The existence of an international business
community seems to be a factor propelling
investment into some African countries. When
deciding on investments, UK companies value
the existence of high-quality support and service
providers in the destination country, in areas such



as accounting, auditing and taxation. Moreover,
in many African countries, the existence of
numerous large international companies has
positive effects in terms of creating a local pool
of qualified human resources. This points to

the benefits of agglomeration and clustering in
attracting investments.

Nevertheless, these issues seem to be of more
structural nature and have attracted UK firms
for a long time. Investors thinking long term
are paying attention to two issues that are
leading Africa to stand out. Africa’s growing
population and increasing middle class, along
with the readiness and eagerness of Africans to
use technology to leapfrog and solve problems,
are the features now making the continent an
investment opportunity.

The growth in — and increased sophistication
— of consumption that an increasing population
and middle class brings presents remarkable
opportunities in sectors where the UK has
strong comparative advantage, such as financial
and insurance services. Also, the high regard
for UK brands in Africa leads to an important
opportunity in FMCGs. Additionally, Africa
is leading in the development and adoption
of technological solutions, offering a unique
opportunity in fintech and ‘insuretech’ (insurance
technology), two areas where the UK also has
strong capabilities. E-commerce is generally still
underdeveloped, but Africa shows a massive
appetite for it. In this sense, these represent
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interesting windows that recognised UK retailers
can aim for.

The UK investors we interviewed did not
express an overwhelming appetite to invest in
manufacturing, probably because the UK also
has a weaker manufacturing sector compared to
other countries. However, through the provision
of key financial, business and engineering
services, the UK is a major player in global
manufacturing value chains. UK investments in
Africa could play the same enabler and facilitator
role to contribute to the development of local
manufacturing capabilities.

The responsibility for unleashing UK
investment in Africa lies in coordinated efforts
involving African governments and continental
and regional institutions. Each country needs to
work to address the issues and barriers that limit
the expansion of investments. AfCFTA and the
regional economic communities have to bring
down the barriers that are currently affecting
trade on the continent. UK aid should continue
being used to facilitate the coordination of
efforts, help address bottlenecks and contribute
to the provision of public goods that companies
may require. An adequate combination of trade
policies, investment and aid will determine
the creation of opportunities that benefit
private sector activity in the UK but, crucially,
also contribute to the economic transformation
and development of Africa.
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Annex 1 Policies related
to foreign investors

While the overall business and trade environment influences investor decisions, policy-related issues
on foreign investments may directly act as barriers to investments in host economies. By looking at
the latest publicly accessible!* UNCTAD or OECD IPRs of eight'* countries in Africa in the past ten
years (2009 to date), Table 9 summarises the available information on eight African countries’ policy
frameworks related to foreign investors, such as entry and establishment, treatment, protection,
employment of foreigners, taxation and competition.

Seven out of eight countries have dedicated laws for investments, although five of these do not
explicitly mention national treatment. In addition, competition laws or policies are in place in seven
countries, five of which have a dedicated competition agency. However, with the exception of Zambia,
all the country IPRs cite regulations restricting foreign investments in specific sectors and activities.
For example, foreign investment is restricted in the following contexts:

e small-scale businesses in Botswana (OECD, 2014)

e fishing and maritime transport in Cabo Verde (UNCTAD, 2018b)
e defence in Gambia (UNCTAD, 2017b)

e transport infrastructure in Mozambique (UNCTAD, 2012)

e public procurement in Sudan (UNCTAD, 2015)

® arange of services in Sierra Leone (UNCTAD, 2010)

e selected industries in Tanzania (OECD, 2013).

Meanwhile, some sectors are reserved for public investments and restricted to both foreign and local
private investors, such as a) road and railway construction and maintenance in Botswana and b)
mining, petroleum exploration and refinery activities in Gambia.

Table 9 also shows that all eight African countries have regulations departing from the national
treatment of foreign investors (i.e. mostly offering preferential treatment to citizens). Apart from
Sudan, all the countries allow for the repatriation or transfer of funds with some foreign exchange
(FX) requirements and/or controls. Protection against expropriation is present in all countries, albeit
with most citing exemption in cases of public interest. In all countries, a form of investor—state dispute
settlement system is in place.

Meanwhile, in most countries, employment of expatriates often has to comply with labour market
tests, quotas or skills requirements. Among eight countries, the standard corporate income tax is
lowest in Cabo Verde and Botswana (25%) and highest in Zambia (35%). Some countries impose
lower corporate income tax in certain sectors (e.g. 15% for manufacturing in Botswana) and higher in
others (e.g. 35% for oil in Sudan).

13 These are countries with full versions of IPRs in English that are accessible through the UNCTAD and OECD websites.

14 This includes Botswana, Cabo Verde, Gambia, Mozambique, Sierra Leone, Sudan, Tanzania and Zambia.
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Despite the sectoral investment restrictions observed above, transparency behind such policies may
help rather than hinder overall FDI inflows in host economies. In an UNCTAD review of lessons learnt
from 15 countries® (13 of which are in Africa) that implemented UNCTAD’s IPR recommendations,
higher FDI inflows were observed in all countries during the five years following the IPR compared
with the pre-IPR period (UNCTAD, 2018c). In these countries, the report on the review finds that a
common area of regulatory reform relates to scope of ownership restrictions and entry limitations.
The report further observes that a negative list (clarifications on sectoral restrictions on FDI) is more
transparent than a positive list (open sectors to FDI), such as in Botswana and Colombia. UNCTAD
recommends that, generally, where investment restrictions exist, these should be devised and published
efficiently (e.g. justified by legitimate national policy objectives), and periodically reviewed (ibid.).

15 This includes Benin, Botswana, Colombia, Dominican Republic, Egypt, Ethiopia, Ghana, Kenya, Lesotho, Mauritius,
Morocco, Rwanda, Tanzania, Uganda and Zambia.
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