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Foreign direct investment (FDI) is defined as the net inflow of private capital across

international borders with the intent of acquiring a lasting interest in an enterprise in an economy

other than that of the host country. The figure includes the total equity of capital, reinvestment of

earnings, long-term capital, and short-term capital as shown in the balance of payments of the

host country. Net FDI inflows are measured as new investment inflows minus any disinvestment

in the host economy from foreign investors. This flow of capital from a home country to a host1

country could include economic activities such as employment, sales, purchase and use of

intermediate goods, fixed capital, and carrying out of research. In the world, and especially in2

Sub-Saharan Africa (SSA), FDI manifests as one of the most important forms of cross-border

capital flow. According to the Economic Report on Africa by the United Nations Economic3

Commission, FDI is actually “the key to solving Africa’s economic problems.” Specifically, FDI4

flows enhance technological spillovers, foster employment, transfer capital and management

skills, increase consumer choice and access to global markets while developing an import and

export network, fill in tax revenue gaps and supplement savings in developing countries, and

overall lead to economic growth. These benefits are particularly noticeable and important in5 6 7

non-extractive industries, which this paper will principally strive to focus on.8

8 Boopen Seetanah and Jamel Khadaroo, "Transport Infrastructure and FDI: Lessons from Sub-Saharan African."
United Nations Economic Commission for Africa, 2007.

7 John C. Anyanwu, "Why Does Foreign Direct Investment Go Where It Goes?: New Evidence From African
Countries." Annals of Economics and Finance, (vol. 13, no. 2, 2012).

6 Tidiane Kinda, "Investment Climate and FDI in Developing Countries: Firm-Level Evidence." World Development,
(no. 4, April 2010).

5 Ibid.

4 Boopen Seetanah and Jamel Khadaroo, "Transport Infrastructure and FDI: Lessons from Sub-Saharan African."
United Nations Economic Commission for Africa, 2007.

3 World Bank Group, "Foreign Direct Investment Flows into Sub-Saharan Africa." Science, Technology, and Skills
for Africa's Development, March 2014.

2 Mona Mahram and Thomas Reinholdsson, "The Effect of Property Rights on Foreign Direct Investment." Master's
thesis, Lunds Universitet, 2010.

1 Caroline Wanjiru Kariuki, "The Determinants of Foreign Direct Investment in African Countries." Master's thesis,
Curtin University, 2013.
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While these benefits do posit FDI as a net positive for development in SSA (as

demonstrated by a positive correlation between FDI and the Human Development Indicator),

however the primary objective of FDI in any situation or region is to generate profit for

profit-seeking multinational corporations (MNCs). These MNCs thus seek to minimize the costs9

of doing business, including accurately managing risks. When considering investing in various10

SSA countries, one major factor MNCs consider is the location-specific advantage, which

demonstrates to a firm the advantages and disadvantages of investing in countries in comparison

to other countries in the region. What makes FDI more attractive in one SSA country versus11

another is the topic of extensive research, and the question that this paper seeks to address. Thus,

more emphasis will be placed on comparative levels of FDI instead of particular trends in

singular countries, though those will be examined when necessary to demonstrate the causation

of stateness. Ultimately, this paper argues that stateness, as defined by “the capacity of the state

to exercise its fundamental functions” and maintaining a monopoly on the use of force, is a

major determinant of FDI inflows in SSA countries. Through using the independent variable of12

stateness, which will be qualified and measured using various indicators, and the dependent

variable of foreign direct investment, net inflows (BoP, current US$), this paper will use data

from five SSA countries (South Africa, Ghana, Tanzania, the Central African Republic, and

Somalia) to demonstrate a correlation and causation from state capacity to FDI inflows. The

12 Mikhail Ilyin, Tatiana Khavenson, Elena Meleshkina, Denis Stukal, and Elena Zharikova, "Factors of
Post-Socialist Stateness." SSRN Electronic Journal, March 2012.

11 Ibid.

10 Boopen Seetanah and Jamel Khadaroo, "Transport Infrastructure and FDI: Lessons from Sub-Saharan African."
United Nations Economic Commission for Africa, 2007.

9 World Bank Group, "Foreign Direct Investment Flows into Sub-Saharan Africa." Science, Technology, and Skills
for Africa's Development, March 2014.
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years examined for data purposes are 2008 (sometimes earlier when necessary) until the most

current year available in order to align with the 2008-2017 timeframe provided by the Mo

Ibrahim Index of African Governance. This paper will investigate five causal mechanisms of

stateness, explain how they are functions of stateness and affect FDI inflows, and then correlate

the data and statistics of the mechanisms with the respective countries’ data and statistics

regarding FDI inflows. These results show that states with stronger state capacity receive higher

FDI inflows, ultimately confirming the hypothesis that high levels of stateness correlate with

high levels of FDI inflows (and the converse of low to low).

FDI has many determinants, especially in SSA countries, but the determinants of FDI can

also manifest themselves as outcomes of FDI, and thus it is important to show causation. Natural

resources are a major determinant of FDI, with some countries in the region receiving the vast
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majority of foreign investment for that industry alone. The five countries examined in this13

paper were chosen to control as much as possible for natural resources. South Africa is the only

selected country in which natural resources play a major role in determining FDI flows. For

example, compare the downward trend of ores and metals exports in the period 2013-2017 with

FDI inflows from the same time period in South Africa. Low commodity and natural14 15

resource prices greatly reduced the profitability of the sector in that time period, and thus

investment into the natural resource sector in South Africa dramatically decreased, with its

effects manifesting themselves in the overall trend of FDI inflows of the country in that time

period. Thus, while South Africa was chosen to represent a high FDI country, countries such as16

Angola and Nigeria were left out since their FDI inflows are heavily determined by natural

resources.

The other four countries may have natural resource investment inflows, but they are not

as reliant on natural resources as some other countries. In addition, these countries each come

from different regions within SSA, thus providing a better snapshot of FDI determinants specific

to SSA as a whole while still using a smaller sample size. Further, in order to focus on

non-extractive industry determinants of FDI, this paper will examine domestic market supply

FDI and delocalized production FDI, the other two forms of FDI besides natural resource

exploitative FDI. Domestic market supply FDI (also known as horizontal FDI) is investment

with the goal of introducing and selling a foreign product in a local market, such as Coca-Cola in

SSA; delocalized production FDI (also known as vertical FDI) involves shifting some or all of

16 Sharara, Malcolm. "FDI Flows into SA Hit 10-year Low - Report." Fin24, (July 13, 2016).
15 World Bank Group, "Foreign Direct Investment, Net Inflows (BoP, Current US$)." World Bank Data.
14 World Bank Group, "Ores and Metals Exports (% of Merchandise Exports)." World Bank Data.

13 John C. Anyanwu, "Why Does Foreign Direct Investment Go Where It Goes?: New Evidence From African
Countries." Annals of Economics and Finance, (vol. 13, no. 2, 2012).
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the production process/services to a foreign country in order to minimize costs, such as

manufacturing plants or call centers.17

To measure the correlation between stateness and FDI inflows, infant mortality rates and

tax revenue as a share of GDP are used as overall stateness indicators. First, comparative FDI

levels will be established for the five countries examined.

17 Tidiane Kinda, "Investment Climate and FDI in Developing Countries: Firm-Level Evidence." World
Development, (no. 4, April 2010).
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This chart shows foreign direct investment net inflows (BoP, current US$) of South Africa,

Ghana, Tanzania, the Central African Republic, and Somalia for the period 2008-2018, although

2018 information is only available for South Africa. Using the 2018 data for South Africa, this18

chart reveals South Africa and Ghana as the top recipients of FDI in this sample, Tanzania as a

middle-of-the-road recipient, and Somalia and the Central African Republic as low-level

recipients. Next, infant mortality rates of the five countries from 2008-2017 will be investigated

with the objective of correlating their relative levels with the relative levels of FDI revealed here.

18 World Bank Group, "Foreign Direct Investment, Net Inflows (BoP, Current US$)." World Bank Data.
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While this data differs from the FDI trends that often fluctuated with periods of upward,19

downward, and static trends, the trend here is solely downward for each country, most likely as a

result of widely successful public health initiatives at the country and international aid level. In

terms of country comparison, infant mortality rates directly correlate with FDI inflows, with

South Africa and Ghana having the most positive results, Tanzania in the middle of the pack, and

Somalia and the Central African Republic trailing significantly behind. Examining tax revenue

as a percentage of GDP will help to further correlate stateness and FDI inflows.

19 World Bank Group, "Mortality Rate, Infant (per 1,000 Live Births)." World Bank Data.
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This chart shows tax revenue as a percentage of GDP for the five countries from 2008-2018,

although some countries lack data for some of the years. This proxy of stateness also correlates20

well with FDI inflows; South Africa has the highest level of tax revenue as a percentage of GDP,

followed by Ghana and then Tanzania, with the Central African Republic and Somalia rounding

out the bottom. Thus, after investigating these two proxies of stateness, for the purpose of this

paper, South Africa and Ghana will be considered strong states, Tanzania a semi-strong state, and

the Central African Republic and Somalia weak states. Although correlation has been established

20 World Bank Group, "Tax Revenue (% of GDP)." World Bank Data.
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between stateness and FDI inflows, this paper seeks to prove causation from stateness to FDI

inflows. This will be done using five causal mechanisms that are functions of stateness: political

stability, property rights/ease of registering property, access/reliability regarding electricity,

transport infrastructure, and education. While these mechanisms are all functions of stateness,

they are not consistently independent of each other, and thus effects on one mechanism can affect

and manifest themselves in data on other mechanisms. Such instances will be clarified in the

causal mechanism sections when necessary.

A notable issue with researching and using data from developing countries is that of

governmental statistical capacity. This issue has already demonstrated itself in the chart for tax

revenue as a percentage of GDP, and will continue to lead to information gaps or outdated data

throughout this paper. In fact, governmental statistical capacity is itself related to stateness.

Therefore, the countries shown to have weak state capacity (Central African Republic and

Somalia) are also often the countries that most consistently lack continuous and recent statistical

information, or sometimes, any information on a particular indicator at all. The Mo Ibrahim

Index of African Governance (IIAG) has an indicator of governmental statistical capacity, further

confirming the comparative levels of statistical capacity of the five countries investigated in this

paper.21

21 Ibrahim Index of African Governance, "Governmental Statistical Capacity." Ibrahim Index of African Governance
Data Portal. Accessed July 9, 2019. http://iiag.online/.
This indicator assesses the capacity of statistical systems using a diagnostic framework which consists of three

assessment areas: statistical methodology; source data; and periodicity and timeliness. It assesses the extent to
which the Office of National Statistics produces detailed and timely data on employment and poverty. This
includes whether data are available and disaggregated by sex, geographic region, age, and economic activity,
whether recent surveys are available online for free or can be obtained on paper within less than two weeks at
the cost of photocopying. It also assesses if the independence of the Office of National Statistics is guaranteed. It
consists of two sub-indicators which can be found in the 2018 IIAG Metadata.
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This chart confirms the correlation between stateness and governmental statistical

capacity, and special attention should be paid to the low levels of the Central African Republic

and Somalia. The reader should keep this indicator in mind when observing further data in this

paper, as these two countries will often lack adequate statistical information.
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Political stability is the first causal mechanism investigated. The Fragile States Index

Score and the IIAG National Security indicator are used to measure this. Before22 23

investigating the relationship between political stability and FDI inflows, it is necessary to

explicitly establish that political stability is a function of stateness. First, by definition, political

stability is inherently tied to state capacity. An unstable state or government cannot provide

services, exercise its fundamental functions, and maintain a monopoly on the use of force in the

way that a stable government can. In fact, unstable governments often face challenges to their

legitimacy, in many cases through the use of violence, and thus these governments seek to

establish a monopoly on the use of force before even trying to exercise other functions or

services, weakening overall state capacity. Countries with high political risk face an even worse

decline in institutional strength when there are rapid and frequent changes in power, especially

when these changes occur through illegitimate or violent means.24

The Fragile States Index Score, which measures the time period 2006-2019, strongly

correlates with the state capacity rankings established earlier in the paper. Ghana (orange) and25

South Africa (yellow) are the most politically stable, with Tanzania (brown) somewhat stable,

25 Fragile States Index, "Fragile States Index: Comparative Analysis." Fragile States Index. Accessed July 9, 2019

24 Caroline Wanjiru Kariuki, "The Determinants of Foreign Direct Investment in African Countries." Master's thesis,
Curtin University, 2013.

23 Ibrahim Index of African Governance, "National Security." Ibrahim Index of African Governance Data Portal.
Accessed July 9, 2019. http://iiag.online/.

National Security (IIAG): National security is one of the four sub-categories of Safety & Rule of Law. It consists
of six indicators from five data sources which are. The indicators are absence of government involvement in armed
conflict, absence of domestic armed conflict or risk of conflict, absence of violence against civilians by non-state
actors, absence of cross border tensions, absence of internally displaced persons, and absence of refugees.

22 Fragile States Index, "Fragile States Index: Indicators" Fragile States Index. Accessed July 9, 2019.
https://fragilestatesindex.org/indicators/.

Fragile States Index is based on twelve conflict risk indicators are used to measure the condition of a state at any
given moment. The indicators are security apparatus, factionalized elites, group grievance, economic decline,
uneven economic development, human flight and brain drain, state legitimacy, public services, human rights and
rule of law, demographic pressures, refugees and IDPs, and external intervention)
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and conflict-ridden Central African Republic (pink) and Somalia (green) significantly unstable.

One interesting trend is the worsening political stability in South Africa during 2015-2018,

roughly the same period in which low commodity prices weakened FDI inflows, demonstrating

another possible explanation for the decrease in FDI inflows, although low commodity prices

may have caused the political instability themselves.
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The IIAG National Security Indicator also roughly matches with the comparative

stateness rankings of the five countries.26

For this indicator, Tanzania actually leads the group, for reasons that will be discussed later in

this section. South Africa and Ghana are close seconds in the indicator, with the Central African

Republic and Somalia, suffering greatly from violent conflict, on the low end of the spectrum of

the national security indicator.

26 Ibrahim Index of African Governance, "National Security." Ibrahim Index of African Governance Data Portal.
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There are several sub-mechanisms that explain the rankings and trends present in the

graphs above, and consequently, the causal impact on FDI inflows in the respective countries.

One major impact on FDI is that politically unstable countries, for a variety of reasons, have

higher investment risks. First, politically unstable countries have more frequent and often

violent/illegitimate government turnovers. These turnovers can lead to contract violations,

repatriation of profits, and payment delays. For example, a new government that comes to power

in a coup may void all contracts and profit agreements that the previous government established

with an MNC. And, with insufficient institutions and judicial strength and independence to check

the power of the new executive, MNCs have to resort to international arbitration, increasing

costs. In the event these violations and repatriations do not happen, payment delays still present

themselves as an issue. The new government, even if it is abiding by an established contract,

may not pay the MNC on time, thus negatively affecting the finances of the firm.27

Government turnover was a major problem in the Central African Republic from

2012-2016 as the Central African Republic Civil War saw multiple changes in power between

factions in those few years. The effect of the civil war is explicitly demonstrated in the Fragile

States Index, shown as worsening conditions after 2012, and in the National Security graph,

visible as a notable decline after 2012. Another major investment risk in politically unstable

countries is the prevalence of violence. Any form of violence, whether ethnic, religious, political,

civil war, or terrorism greatly reduces business attraction for a variety of reasons: the country is

physically dangerous, formal business demand may decrease as citizens focus on fleeing

violence or surviving off of basic necessities, pressure or sanctions against the host country

27 Caroline Wanjiru Kariuki, "The Determinants of Foreign Direct Investment in African Countries." Master's thesis,
Curtin University, 2013.
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(which can also reduce government capacity), and restricted trade and market access. Ethnic28

and religious violence is present in the Central African Republic, especially exacerbated by the

recent civil war, in which the violence also became political. Somalia, which has been involved

in a civil war since the 1980s, now primarily faces violence from terrorism, particularly from

Al-Shabaab. Somalia’s trend for political stability has been consistently weak over the past

decade as the transitional government and now the federal government have experienced the

same constant pressures, with no dramatically significant flare-ups or resolutions that would

manifest themselves in the graphs. Therefore, violence in the Central African Republic and

Somalia have contributed to low FDI inflows. The effect of these two civil wars on FDI inflows

is particularly noticeable when isolating the two countries on the FDI inflow graph.29

The Central African Republic Civil War’s effect on FDI inflows is severe; from 2012 (the

year the civil war started) to 2013, FDI inflows decreased by 99% from ~$70 million to ~$1.9

million. Somalia has shown a significant increase in FDI inflows since 2012, the year the current

federal government was established and constitution was written, for reasons that will be

elaborated on later in this section. However, in comparison to the majority of countries in SSA

and three other countries in this paper’s sample, Somalia’s FDI inflows are still quite low, partly

due to the prevalence of violence, civil war, and terrorism. Unlike the Central African Republic

and Somalia, the three other countries in the sample are not in the midst of civil war. While small

bouts of ethnic conflict may flare up in Ghana and South Africa, it is not enough to affect the

country as a whole, and thus FDI inflows. Tanzania, in large part due to founding president Julius

Nyerere’s nationalization policies, has largely been free of religious and ethnic conflict, even

29 World Bank Group, "Foreign Direct Investment, Net Inflows (BoP, Current US$)." World Bank Data.

28 Caroline Wanjiru Kariuki, "The Determinants of Foreign Direct Investment in African Countries." Master's thesis,
Curtin University, 2013.
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with an even split of Muslims and Christians, and as the second most ethnically diverse country

in the world. Therefore, violence and civil war do not seem to affect FDI inflows into South30

Africa, Ghana, and Tanzania, and therefore is one reason why their FDI inflows are relatively

higher than the Central African Republic and Somalia.

In addition to civil conflict and violence, cross-border or interstate warfare also brings

additional investment risks. Governments may divert government spending toward military31

expenditures, thus weakening other investments, the overall business climate, or state capacity

factors that attract FDI. Additionally, international or bilateral sanctions can weaken FDI inflows

due to restricted markets, either for certain sectors or consumers. Countries may be prohibited

from manufacturing certain items, such as sanctions on arms trade in South Sudan. For the

consumer aspect, countries are unlikely to buy items from countries they or their allies are at war

with. Thus, the restricted markets associated with interstate warfare deter FDI inflows, though

this sub-mechanism does not manifest itself in the five countries examined in this paper.

The unpredictability of laws or regulations is another characteristic of politically unstable

countries. As discussed earlier regarding contract violations, either new governments or those32

that consistently change laws to maintain a grip on power, create business climates filled with

uncertainty. If businesses are continuously faced with changing laws and regulations, especially

when institutional checks and judicial rulings are so variable, FDI is less likely to flow into a

particular country. FDI investments inherently come with risk, and being unsure of changing and

unclear laws will negatively impact the firm to the point where FDI is too risky to occur. The

32 John C. Anyanwu, "Why Does Foreign Direct Investment Go Where It Goes?: New Evidence From African
Countries." Annals of Economics and Finance, (vol. 13, no. 2, 2012).

31 Caroline Wanjiru Kariuki, "The Determinants of Foreign Direct Investment in African Countries." Master's thesis,
Curtin University, 2013.

30 Rolando Y. Wee, "Most Ethnically Diverse Countries In The World." World Atlas, April 20, 2018.
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converse of this is demonstrated in Somalia; FDI inflows post-2012 demonstrate that a decrease

in law unpredictability leads to an increase in FDI inflows. It is not coincidental that the year the

federal government and constitution were formally established (2012) is the same year that FDI

inflows began an upward trend.

People in politically unstable countries are less deterred from and thus more inclined to

break the law. The lack of enforced laws or effective judicial systems is a major deterrent to33

FDI. If local citizens or even militias can steal the products of MNCs or threaten them with

violence in exchange for bribes or ransoms, firms are much less likely to be comfortable

investing in the country. Thus, a state monopoly on the use of force and effective law

enforcement, in addition to effective and respected courts, are important prerequisites for FDI

inflows. This concept of risk is tied to property rights, the next mechanism to be discussed.

Property rights and the ease of registering property, while somewhat tied to political

stability, are enough of a function of state capacity and FDI inflows to merit their own discussion

as a mechanism. Property rights can be defined as a community and state recognizing the rights

of the owner of the property to exclude others and exercise their own rights with regards to the

property. This applies most easily to land property, but it also includes intellectual property such

as patents in which the government grants an owner the exclusive right to make use of and profit

from their idea. While community recognition is essential to the function of property rights, this

can only fully happen when the state has enough power, legitimacy, and a monopoly on the use

of force to coerce citizens into complying. For the purpose of this paper, property rights and the

ease of registering property will be measured using three separate indicators: the IIAG property

33 Caroline Wanjiru Kariuki, "The Determinants of Foreign Direct Investment in African Countries." Master's thesis,
Curtin University, 2013.
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rights indicator, the World Bank ease of registering property indicator, and data on the time

required to register property.34 35 36

As briefly mentioned before, property rights are inherently a function of stateness.

Property rights are an institutional mechanism of the state, such that the government must accept,

recognize, and enforce property rights for them to exist in the first place. Thus, they consist of

formal rules that only governments could enact and address. Stronger states therefore have fewer

violations of property rights from non-government actors since they are better able to enforce

them. Lastly, since property rights issues and cases can be taken to court, their jurisdiction under

the judicial system further cements the argument that property rights are an inherent function of

stateness.

The IIAG property rights graph accurately correlates with the comparative stateness

rankings established earlier in the paper. Ghana recently became the leader of the group in

property rights due to the decline of property rights in South Africa. But, South Africa continues

to remain above the rest of the countries. Tanzania is again ranked third in this indicator, with the

Central African Republic and Somalia receiving low scores.37

37 Ibrahim Index of African Governance, "Property Rights." Ibrahim Index of African Governance Data Portal.
36 World Bank Group, "Time Required to Register Property (days)." World Bank Data.

35 World Bank Group, "Registering Property." Doing Business: World Bank. Accessed July 9, 2019.
https://www.doingbusiness.org/en/data/exploretopics/registering-property.
This indicator is according to the World Bank Ease of Doing Business report. More information on methodology can

be found at https://www.doingbusiness.org/en/methodology/registering-property)

34 Ibrahim Index of African Governance, "Property Rights." Ibrahim Index of African Governance Data Portal.
Accessed July 9, 2019. http://iiag.online/.
This indicator captures the extent to which the government protects and enforces private property and contract

rights. It consists of three sub-indicators. More information on sub-indicators can be found in 2018 IIAG
Metadata.
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South Africa’s recent decline in its property rights score is most likely due to the new effort to

expropriate land from white farmers without compensation following an announcement by

President Ramaphosa in August 2018 that the African National Congress party planned to

modify the country’s constitution to permit uncompensated land expropriation. This retreat of38

property rights does not involve the failure of state capacity and a government being unable to

enforce laws protecting property against potential infringers, but rather a blatant attack and

38Patrick Farrell and Patrick Tyrrell, "In South Africa, Property Rights Are Moving in the Wrong Direction."
Foundation for Economic Education. October 12, 2018.
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disregard of property rights by the government. The potential impact of this policy on FDI

inflows will be addressed later in this section.

The data collected for the ease of registering property indicator from the Doing Business

analyses done by the World Bank were only available in their current methodology from

2016-2019. While this does prevent an accurate and meaningful analysis of trends, the data still

allows for a comparison of the indicator between the five countries examined in this paper. Using

data from the individual countries’ Doing Business profiles, I have created the following chart. 39

40 41 42 43

43 World Bank Group, "Doing Business 2019: Central African Republic." Doing Business: World Bank. 2019.
42 World Bank Group, "Doing Business 2019: Somalia." Doing Business: World Bank. 2019.
41 World Bank Group, "Doing Business 2019: Tanzania." Doing Business: World Bank. 2019.
40 World Bank Group, "Doing Business 2019: Ghana." Doing Business: World Bank. 2019.
39 World Bank Group, "Doing Business 2019: South Africa." Doing Business: World Bank. 2019.
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Unlike property rights, which are primarily affected by the government’s ability to

enforce laws or simply not violate property rights themselves, government involvement in the

ease of registering property is more internal capacity based. If a government has no control over

militia groups in its country violating laws, but can accurately process requests to register

property, it will still score well in this indicator. South Africa receives the best score, potentially

influenced by its experience in registering property to the multitude of MNCs that have

established firms in the country. Ghana comes in second, thus again demonstrating the

correlation of the top two countries in state capacity with a particular indicator. Tanzania, as

usual, ranks third out of the five countries, with Somalia and the Central African Republic

ranking fourth and fifth respectively. While the Central African Republic and Somalia have

consistently ranked last in the indicators examined so far, they have sometimes flipped between

their respective positions. This graph, in comparison to the property rights graph, is notable. In
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this graph, Somalia scores significantly better than the Central African Republic, while the

opposite is true for their property rights scores. Perhaps Somalia is better at internally processing

formal property registrations while the Central African Republic is comparatively more effective

at enforcing the rule of law surrounding property rights.

Although the measure of time required to register property is a sub-indicator of the ease

of registering property score just examined, isolating the data reveals some notable differences.44

44 World Bank Group, "Time Required to Register Property (days)." World Bank Data.
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The top three countries are the same in both graphs: South Africa, Ghana, and Tanzania.

However, this measure shows another instance where the Central African Republic and Somalia

switch places. In fact, in this measure, Somalia scores extremely lower than the Central African

Republic, with over double the amount of days required to register property (188 days vs. 75

days). This contradicts the recently argued hypothesis that Somalia is superior at processing

property registration requests, meaning that there must be non-time related aspects of property

registration that Somalia is more effective at than the Central African Republic. Another notable

observation is the lack of change in the value, except for a single year in Tanzania. Either

governments are not improving their capacities to register property faster, or they are for some

reason remaining complacent with the timeframe they established. For countries that would

benefit from FDI inflows, this lack of improvement or complacency could cause problems.

There are multiple ways that property rights and the ease of registering property affect

FDI inflows in SSA countries. As mentioned earlier when discussing political instability, FDI

always comes with risk. Effectively enforced property rights minimize the risk of losing property

to non-government actors. Losing property unfairly to the government, such as in South Africa,

is also an issue, but is not related to stateness and thus will not be elaborated on further. Enforced

property rights help prevent violent seizure of property, such as armed militias taking over a

manufacturing plant. This example demonstrates why property rights cannot simply be written

and agreed to by the government, but rather enforced to prevent intrusion from non-government

entities. Additionally, enforcement allows firm owners to rightfully exclude others from their

land and property, allowing for maximum efficiency, and not having to worry about sharing

property that they legally acquired for their use only. Government enforcement of property rights
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can also provide encouragement to MNCs with regards to taking to court any infractions of their

property rights.

These three aspects of property rights, when properly outlined and enforced, make it

more likely for investors to invest in a particular country due to minimized risk since investors,

although seeking maximum profit, want their return from investments in host countries to be as

safe and secure as possible. Aside from solely risk-based incentives, property rights also45

provide firms with secure collateral for loans. This is particularly relevant for land; because46

land is relatively immune to damage, it is widely used as collateral on loans. Loans can be an

important aspect of FDI, as firms entering a new country and market may need loans to cover

start-up costs and capital improvements. In addition to property rights regarding land and

buildings, the existence and protection of intellectual property rights are crucial to FDI inflows

and MNCs in a foreign market. MNCs face a risk that their patented products are copycatted and

sold at lower prices, thus preventing them from competing in the new market and stripping them

of their right to profit off of an idea that they spent previous investments to materialize. This is

especially relevant for foreign technology companies whose innovative ideas and products

required costly research and development. If countries in SSA desire FDI inflows of technology,

they ought to make intellectual property rights a priority. The relationship between the ease of

registering property and FDI inflows is primarily concerned with start-up costs. Countries whose

processes to register property are ineffective, unproductive, and long are less likely to receive

FDI inflows. MNCs investing in foreign markets already face significant start-up costs, and

adding more due to a lack of state capacity is not going to help those countries attract FDI.

46 Ibid.

45 Mona Mahram and Thomas Reinholdsson, "The Effect of Property Rights on Foreign Direct Investment." Master's
thesis, Lunds Universitet, 2010.
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The third causal mechanism for FDI inflows in SSA countries is access and reliability of

electricity. Access will be measured by the percentage of a population in a particular country that

has access to electricity. Reliability will be measured by power outages in firms in a typical47

month and by the IIAG reliability of electricity supply indicator. Electricity access and48 49

reliability, while not inherently connected to stateness, is primarily dependent on public sector

infrastructure and provision. This mechanism of government can be shown through tax revenues,

demonstrating a correlation between better electricity provision and higher tax revenues. This

increase in revenue from taxation highlights the fact that quasi-public goods provision (of which

electricity is a part) is at the heart of the fiscal compact between citizens and their respective

governments. Another way to demonstrate that electricity provision is a function of stateness is50

the importance of the role of government in electrification plans and implementations. According

to the World Bank book titled, “Electricity Access in Sub-Saharan Africa,” “the centerpiece of

successful electrification rollout is preparation and implementation of a national electrification

strategy addressing in a systematic and coordinated manner the institutional, technical, and

financial aspects involved in electrification.” The importance of national electrification51

strategies necessitates active government involvement, thus confirming that access and reliability

of electricity are a function of state capacity.

51 Ibid, 6.

50 Moussa P. Blimpo and Malcom Cosgrove-Davies. Electricity Access in Sub-Saharan Africa: Uptake, Reliability,
and Complementary Factors for Economic Impact, (Washington DC: World Bank Group, 2019).

49 Ibrahim Index of African Governance, "Reliability of Electricity Supply." Ibrahim Index of African Governance
Data Portal.

48 World Bank Group, "Power Outages in Firms in a Typical Month (number)." World Bank Data.
47 World Bank Group, "Access to Electricity (% of Population)." World Bank Data.
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The graph displaying access to electricity as a percentage of population seems to less

strongly correlate with the established comparative stateness rankings at first, but when

demographic factors are considered, the correlation to stateness holds.52

52 World Bank Group, "Access to Electricity (% of Population)." World Bank Data.
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South Africa and Ghana experience the highest levels of access to electricity in the group,

correlated to their comparative strong state statuses. However, contrary to other mechanisms,

Tanzania is not in the middle of the group in this ranking. In this measure, Tanzania does not

even rank third and is only marginally higher than the country with the lowest access to

electricity in the group (Central African Republic).

Accounting for the percentage of each country’s population that is rural makes the data

and rankings much more understandable. While South Africa and Ghana are the strongest states

in the group, they also have the lowest percentage of rural population in the group, with 34% and

44% respectively. And, while Tanzania is a stronger state than both Somalia and the Central

African Republic, it has the highest percentage of rural population in the group at 66%,

compared to 55% and 59% for Somalia and the Central African Republic respectively.53

Improving rural electricity access is much harder than improving urban electricity access, and

continues to be a significant topic of development in SSA. Also, the effects of urban

electrification have a larger impact on the total percentage of people with access to electricity

(the measure being used in this paper) when a higher percentage of the total population is urban.

Thus, after accounting for differences in proportional rural populations, the measure of access to

electricity correlates with stateness.

The number of power outages in firms in a typical month is not only an important

measure of electricity reliability, but also stands as a statistic that firms looking to invest in SSA

would consider since the statistic measures something that would directly impact them. The data

53 World Bank Group, "Rural Population (% of Total Population)." World Bank Data.
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provided by the World Bank on this figure correlates strongly with the comparative stateness

rankings used in this paper.54

The lack of annual information for this measure prevents lines from being constructed in the

graph, and thus distinctions are harder to make. According to this measure, the chart reveals that

South Africa has the most reliable electricity supply. Ghana presents the second-best, with

Tanzania at a close third. Firms in the Central African Republic experience significantly more

54 World Bank Group, "Power Outages in Firms in a Typical Month (number)." World Bank Data.
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power outages in a typical month than the three countries just mentioned, while Somalia lacks

any data for the measure.

The data and graph for the IIAG indicator of the reliability of electricity supply provide

much more pertinent information and also allow for more updated and recent comparisons.55

In terms of rankings, Ghana is the best in the group according to this measure, although this is a

recent trend, with South Africa previously leading the group until falling to second after 2016.

55 Ibrahim Index of African Governance. "Reliability of Electricity Supply." Ibrahim Index of African Governance
Data Portal. Accessed July 9, 2019. http://iiag.online/.

This indicator captures the quality of the electricity supply and level of public satisfaction with the provision of a
reliable electricity supply by the government. It consists of two sub-indicators. More information on
sub-indicators can be found in 2018 IIAG Metadata.
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Tanzania, as is consistent with the comparative stateness rankings, comes in third. No

information is provided for Somalia or the Central African Republic, likely due to a lack of data

to inform the sub-indicators of the measure.

Although South Africa remains comparatively strong in terms of electricity reliability, its

decline during the past decade is worth discussing. South Africa’s energy crisis began in 2008

with the ANC government calling it a national emergency that January. In simplest terms,56

Eskom, the country’s sole energy supplier, could not keep up with rising post-apartheid demand.

This effect becomes noticeable on the IIAG reliability of electricity supply graph beginning in

2012, as demands continued to rise without adequate responses to increase supply. In 2014,

Eskom instituted load shedding, a term coined by Eskom and defined as organized power cuts

countrywide chosen as a controlled option to protect the country’s electrical power system from a

total blackout. These became a staple beginning in 2014, and this effect is noticeable in the57

IIAG reliability of electricity graph as well, with an even steeper decline after 2014. Load

shedding temporarily ended in 2016, and thus South Africa’s reliability of electricity score

slowly rose and had an upward trend as of the most recent year on the graph (2017).

However, beginning in February 2019, load shedding resumed. At this point in time,58

Eskom has essentially collapsed, and in his 2019 State of the Nation Speech, President

Ramaphosa announced that Eskom would split into three separate entities. QZ argues that59 60

“behind Eskom’s failures is a lack of political accountability,” a reasonable statement

60 Carol Paton,"Eskom to Be Split into Three SOEs, Cyril Ramaphosa Confirms in Sona." Business Live. February
7, 2019.

59 Power Technology, "South Africa’s Power Crisis: The Final Score." Power Technology. March 30, 2008.
58 Eyewitness News, "Eskom Announces Stage 4 Load Shedding." Eyewitness News. February 11, 2019.

57 Lynsey Chutel, "South Africa’s Electricity Blackouts Have Become Worryingly Normal." Quartz Africa. March
27, 2019

56 Power Technology, "South Africa’s Power Crisis: The Final Score." Power Technology. March 30, 2008.
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considering the ANC’s strong grip on power in the country since 1994. QZ also mentions the61

direct economic impacts of unreliable electricity supply and its connection to a reduction in

investor confidence, mechanisms that will be explained later in this section. The example of62

Eskom and the power crisis in South Africa confirms the importance of stateness with regards to

electricity, and although South Africa remains a middle-income country with large FDI inflows,

deteriorating electricity reliability could contribute to an erosion of FDI inflows and South

Africa’s relatively strong and growing economic status.

Electrification in Sub-Saharan Africa has become one of the leading topics in the

development community, both in academia and in practice. Aid initiatives such as USAID’s

“Power Africa” program speak to the importance of electrification in development. The World

Bank states that access to reliable electricity is the backbone of any modern economy. And,63

although electrification projects are recipients of foreign aid and investment, this section will

investigate how access and reliability of electricity in a host country is a causative determinant of

FDI inflows. In general, in today’s societies and economies, electricity is essential to operate

large scale firms, such as the MNCs considering investment in the region. Electrification thus

plays a crucial role in creating more opportunities for income-generating activities, such as

establishing manufacturing plants or corporate offices of foreign companies. The ability or64

inability for a foreign company to operate a firm in a particular country demonstrates one simple

mechanism that demonstrates how electricity access (or lack of it) can affect FDI flows. If

64 Ibid.

63 Moussa P. Blimpo and Malcom Cosgrove-Davies. Electricity Access in Sub-Saharan Africa: Uptake, Reliability,
and Complementary Factors for Economic Impact, (Washington DC: World Bank Group, 2019).

62 Power Technology, "South Africa’s Power Crisis: The Final Score." Power Technology. March 30, 2008.
61 Power Technology, "South Africa’s Power Crisis: The Final Score." Power Technology. March 30, 2008.
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foreign companies can establish firms, especially in a wider variety of places due to greater

electricity access, FDI inflows will react positively.

Access to electricity is also important on the consumer side of business. Consumers’

access to electricity allows them to access and buy a wider range of products. For example, a key

aspect of the business model of M-kopa, a Kenyan solar energy company, is to provide

consumers with the means to generate electricity so that they can then purchase appliances and

other electricity-dependent goods. With a wider range of product demand in the market comes a65

wider range of foreign companies that can do profitable business in a particular country, thus

demonstrating how greater consumer electricity access can stimulate increased FDI inflows.

Although electricity access is a key mechanism demonstrating the causation between

stateness and FDI inflows, electricity reliability is also a determining factor, and a bit more

nuanced than the access mechanism. The World Bank highlights the importance of electricity

reliability by stating that access rates alone cannot be the sole measure of electricity and its

progress in a country since reliability could be poor, significantly weakening the positive effects

of access. Similar to limited electricity access, unreliability of electricity inhibits the entry of66

new firms in sectors that require electricity (most of them) and causes uncertainty in the

country’s business climate. There are a few reasons behind the uncertainty and overall adverse

effects of electricity unreliability on businesses. First, firms cannot operate for as many hours as

they could with a stable and reliable electricity supply, thus leading to lost revenue. Revenue is

66 Moussa P. Blimpo and Malcom Cosgrove-Davies. Electricity Access in Sub-Saharan Africa: Uptake, Reliability,
and Complementary Factors for Economic Impact, (Washington DC: World Bank Group, 2019).

65 Acha Leke, Mutsa Chironga, and Georges Desvaux. Africa’s Business Revolution: How to Succeed in the World's
Next Big Growth Market, (Boston, Harvard Business Review Press, 2018).
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lost because not as many products can be made or not as much productive activity can occur in

an office.

If power outages are irregular (contrary to the planned load shedding in South Africa),

even more problems arise, specifically with increased production costs. In firms that have hourly

workers with set work schedules, unexpected power outages force firms to pay these workers

even when the power outage prohibits productive activity. Planned outages, such as load

shedding, can avoid this cost, but firms still face the revenue losses associated with decreased

hours available for production.

Aside from increased relative labor costs, uninterruptible processes can be affected, also

unnecessarily increasing costs. Examples of these processes include manufacturing chemicals

that need to be mixed in a certain timeframe (requiring electricity), which would need to be

discarded if a chemical mixture in the middle of a process is unable to meet the timeframe, and

presentations/meetings that require electricity and would need to be repeated or rescheduled due

to a power outage. Wasting chemicals and spending extra/other time on presentations/meetings

are both costs (sunk and opportunity) that profit-seeking MNCs would want to avoid.

The third negative effect of irregularities in the electricity supply pertains to the loss of

perishable goods or any other products that require electricity to maintain their quality. An

unreliable electricity supply could potentially restrict the types of firms that enter the country.

For example, dairy producers may find the prospect of losing countless gallons of milk as too

risky.

The last effect is voltage fluctuations, also known as brownouts. These occurrences can

damage appliances, thus leading to increased costs for replacing them and opportunity costs
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associated with being unable to use them temporarily, thus reducing production. Brownouts can67

also directly decrease production if the reduced voltage in a brownout does not meet a firm’s

demand for power. Thus, these four effects of irregular electricity supply demonstrate some of

the factors driving the causal mechanism from electricity reliability to FDI inflows.

Aside from the effects of irregular or unexpected power outages, unreliable and

non-constant electricity supply has further costs. Limited service delivery is one example of an

affected aspect of business. Along with transport infrastructure, which will be discussed in the

next section, unreliable electricity limits when delivery or transport can occur. For example, if

products cannot be moved within a warehouse or trucks cannot exit the warehouse, delays will

occur in service delivery, leading to increased costs as more workers and trucks will be required

so that the next set of packages (once electricity is restored) is not delayed as well.

An additional effect of unreliable electricity is the decrease in the competitiveness of

exports in the host country. This effect more directly concerns MNCs employing vertical FDI in

which they cut production costs by manufacturing in SSA with the goal of exporting to markets

outside the host country. If these firms are competing with firms that manufacture in areas

without a problem of reliable electricity, the aforementioned effects of unreliable electricity

could lead to losing out to competitors. When it comes to export-oriented firms, they must make

a cost and risk evaluation, deciding if the lower production costs are worth the effects of

unreliable electricity.

Upon reading about the various adverse effects that unreliable electricity has on firms,

one may question why generators cannot solve these aforementioned problems. The answer is

67 Bensch, Gunther, Merle Kreibaum, Tukae Mbegalo, Jörg Peters, and Natascha Wagner. The Status of Energy
Access in Three Regions of Tanzania. Essen, Germany: RWI, 2017.
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simple: cost. While self-generation can certainly mitigate many of the problems associated with

unreliable electricity, such as a complete halt in the production process, the high costs associated

with self-generation add their own production costs and thus cannot completely eradicate the

other increased production costs. According to Steinbuks and Foster, self-generation costs three68

times that of grid electricity. But, as mentioned, these costs mitigate those associated with losing

all power and production during unexpected power outages, and therefore a majority of

enterprises in SSA use generators as a coping strategy for unreliable electricity.69

As the rule of converse would imply, reliable electricity supply lowers risk and reduces

the cost of doing business. Reliable electricity supply leads to increased productivity and revenue

gains since firms can prepare and allocate time for production/work without having to worry

about a high probability of losing power at any moment. This level of certainty thus leads to

increased FDI inflows. One notable benefit of reliable electricity access is higher employment

levels. Access to reliable electricity makes household chores and other daily life processes more

time-efficient, such as washing clothes in a washing machine instead of by hand. One study

revealed that economies with frequent power outages reduce the probability of employment by

approximately 35 percentage points. This effect is caused by both impacts to the firm (as70

discussed earlier) that may force the firm to cut workers, and also by increasing the amount of

time required for household tasks, thus preventing more people from entering the workforce.

70 Mensah, Justice Tei. Jobs! Electricity Shortages and Unemployment in Africa. Working paper no. Policy Research
Working Paper 8415. Washington DC: World Bank, 2018.

69 Moussa P. Blimpo and Malcom Cosgrove-Davies. Electricity Access in Sub-Saharan Africa: Uptake, Reliability,
and Complementary Factors for Economic Impact, (Washington DC: World Bank Group, 2019).

68 Moussa P. Blimpo and Malcom Cosgrove-Davies. Electricity Access in Sub-Saharan Africa: Uptake, Reliability,
and Complementary Factors for Economic Impact, (Washington DC: World Bank Group, 2019).
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Sub-Saharan African countries should not only be worried about losing out on potential

foreign investment as a result of unreliable electricity supply, but also about losing the presence

and investment of firms already in their market. Continued high production losses and costs due

to outages can push firms to relocate to areas with reliable electricity supply or even shut down

production entirely to avoid continuous investment losses. The prospect of losing already71

established investment should more heavily convince SSA countries to invest in and promote

reliable electricity supply, which as mentioned before, is a direct function of stateness.

Electricity supply is one aspect of infrastructure that is relevant to MNCs and FDI

inflows, and transport infrastructure is another form that serves important purposes and thus is a

mechanism of causative determination. Only one indicator will be used to measure this

mechanism: the IIAG transport infrastructure indicator. Similar to electricity provision,72

transport infrastructure is a function of stateness due to its being a public good. Governments

should be encouraged to provide transport infrastructure because unlike in other sectors, publicly

provided transport infrastructure is more cost-effective than private companies competing with

each other and using more land and roads for the same objective. However, just because73

transport infrastructure is a public good does not preclude the private sector completely; in fact,

SSA governments are encouraged to develop institutional frameworks in order to secure private

73 Boopen Seetanah and Jamel Khadaroo, "Transport Infrastructure and FDI: Lessons from Sub-Saharan African."
United Nations Economic Commission for Africa, 2007.

72 Ibrahim Index of African Governance. "Transport Infrastructure." Ibrahim Index of African Governance Data
Portal. Accessed July 9, 2019. http://iiag.online/.

Transport infrastructure (IIAG): This indicator captures the quality of roads; level of public satisfaction with
government maintenance of roads and bridges; adequacy of the rail network for business needs; and quality of
air transport and aviation safety. It consists of four sub-indicators. More information on sub-indicators can be
found in 2018 IIAG Metadata

71 Moussa P. Blimpo and Malcom Cosgrove-Davies. Electricity Access in Sub-Saharan Africa: Uptake, Reliability,
and Complementary Factors for Economic Impact, (Washington DC: World Bank Group, 2019).
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investment for construction and repair projects. This means that governments must either74

attract foreign aid or provide sufficient incentives to attract foreign investment, along with an

efficient institutional framework, whose effectiveness is tied to the country’s level of stateness.

The IIAG graph for the transport infrastructure indicator correlates with the comparative

stateness rankings, although Tanzania has caught up to Ghana in recent years. South Africa has75

maintained its top status in this indicator in all ten years depicted in the graph. Ghana’s score has

only slightly improved since 2008, with multiple years of declining scores, while Tanzania has

made steady improvements in the timespan, especially since 2015 under President Magufuli’s

75 Ibrahim Index of African Governance. "Transport Infrastructure." Ibrahim Index of African Governance Data
Portal. Accessed July 9, 2019. http://iiag.online/.

74 Boopen Seetanah and Jamel Khadaroo, "Transport Infrastructure and FDI: Lessons from Sub-Saharan African."
United Nations Economic Commission for Africa, 2007.
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ambitious infrastructure development projects. The Central African Republic has had a steadily

low score since 2008, with a mild decrease and subsequent increase to previous levels in the

years following the civil war’s commencement. Somalia has received a score of zero for every

single year in the timespan.76

As is the case with electricity, costs are a major factor involved with transport

infrastructure’s role as a mechanism relating to stateness determining FDI inflows. Transport

costs are actually a factor in FDI even before considering stateness. Many foreign MNCs seek to

minimize transport costs and thus either outsource production to areas closer to the final market

destinations or manufacture within the market they are trying to sell in. The increased costs and77

worse productivity associated with poor transport infrastructure within the host country are also

significant and assessed by foreign MNCs. In countries or areas where road or rail networks are

either not extensive or updated enough, alternative shipping methods such as using aircraft are

more expensive. In this scenario, it often becomes a trade-off between cost and time. Old,

low-speed roads are usually cheaper than using aircraft, but their use comes at the expense to

losing out to competitors who can deliver goods and services faster at competitive prices. Using

aircraft for a large bulk of goods (i.e., instead of just using them for select goods that require

rapid shipment) is not a profit-friendly strategy, thus making the development of extensive and

updated highways and rail networks a key attraction for foreign companies.

In situations like these, foreign companies may decide it is necessary to develop some

transport infrastructure themselves, such as building an effective access road from their facility

77 Boopen Seetanah and Jamel Khadaroo, "Transport Infrastructure and FDI: Lessons from Sub-Saharan African."
United Nations Economic Commission for Africa, 2007.

76 Ibrahim Index of African Governance. "Transport Infrastructure." Ibrahim Index of African Governance Data
Portal.
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to the highway system. While this would reduce costs of alternative shipping methods in the long

run, it does incur significant upfront costs, a factor that often discourages investment. On the

contrary, public sector improvement in the quantity and quality of transport infrastructure

reduces the amount of private investment and costs necessary to earn profits, thus demonstrating

how projects such as improving roads and railroads can attract foreign companies by reducing

upfront costs.78

Other increased costs as a result of poor transport infrastructure involve wasted time and

wear and tear/damage to vehicles, showing similarities to the costs involved with unreliable

electricity. For example, unreliable transport infrastructure can waste time in instances when

massive potholes or trees block road access without timely repair. These instances not only delay

the transport of goods or service delivery, but also create issues with schedules and deadlines that

may involve goods and services not directly connected to the impacted vehicles. Additionally,

drivers paid hourly would be paid for non-productive activities, such as waiting for the road to

become navigable again, unnecessarily increasing costs. Poor transport infrastructure, such as

dirt roads and potholes, can also damage and create more wear and tear on a firm’s vehicles.

Better road designs, materials, and highway maintenance can help reduce the wear and tear, and

consequently reduce transportation costs, an attractive prospect for MNCs.79

Apart from the cost-related factors, poor infrastructure can also physically limit the

movement of goods and the accessibility and extent of markets. Even if a particular region is

accessible in some way (e.g., washed out dirt roads), the consequent reduced speed restricts

effective and rapid transport. Rural areas, the same ones impacted by no/limited access to

79 Ibid.

78 Boopen Seetanah and Jamel Khadaroo, "Transport Infrastructure and FDI: Lessons from Sub-Saharan African."
United Nations Economic Commission for Africa, 2007.
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electricity, can prove impractical or impossible to connect with, thus reducing effective and quick

market access and limiting potential profit-generating activities.

One notable correlation between mechanisms is manifested in the trends of the Central

African Republic. The temporary worsening in transport infrastructure occurred during the same

time period that political stability worsened (at the height of the civil war), thus showing that

these two mechanisms are not completely independent. Possible explanations for the decline in

the transport infrastructure score include limited road access due to military purposes by

government or militia forces. In fact, according to Louisa Lombard’s book on the civil war,

restricting movement was a key tactic employed by all sides in the conflict. Armed conflict can80

also physically damage roads, making them impassible. Alternatively, companies may have

feared losing their products to bandits or armed militias, preventing them from shipping along all

or specific routes. These political stability impacts on transport infrastructure serve as an

important example because they demonstrate how stateness problems can compound into even

larger ones, further reducing the attractiveness of FDI inflows to the country.

The last mechanism examined in this paper to demonstrate the causative effect of

stateness on FDI inflows is education. Using four indicators, education will be quantified and

qualified to provide a clearer and broader picture, and to establish a more accurate understanding

of the five countries’ comparative rankings. The indicators include IIAG’s indicator of secondary

education enrollment, government expenditure on education as a percentage of total government

80Louisa Lombard. State of Rebellion: Violence and Intervention in the Central African Republic., (London, Zed
Books, 2016).
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expenditure, IIAG’s indicator of education quality, and total adult literacy rate (% of people ages

15 and above). 81 82 83 84

Universal education exists in many countries around the world, meaning education is free

of charge (funded by taxes instead of educational fees) and provided as a service by the

government. According to the WORLD Policy Analysis Center, of the five countries studied,

Somalia and South Africa have some or only tuition paying public schools (assessed at the

primary level). Tanzania only recently abolished secondary school fees in 2015. However,85 86

because education is still mandated to be provided by the government in all five countries, it is

still a public-sector service, and thus is a function of state capacity.

86 Right to Education, "Tanzania Implements Free Education Policy For Secondary Education." Right to Education.
January 28, 2016.

85 WORLD Policy Analysis Center. "Is Primary Education Tuition-free and Compulsory?" WORLD Policy Analysis
Center. 2019.

84 World Bank Group, "Literacy Rate, Adult Total (% of People Ages 15 and Above)." World Bank Data.

83 Ibrahim Index of African Governance. "Education Quality." Ibrahim Index of African Governance Data Portal.
Accessed July 9, 2019. http://iiag.online/.

This indicator assesses the extent to which there are solid institutions for basic, secondary and tertiary education, as
well as for research and development. It assesses whether education policy is successful in delivering
high-quality education and training, and research and development receive effective support from the
government. It does not focus on expenditures alone, but also on the quality and competitiveness of the
education system and the research sector, considering: the structure of funding and knowledge providers (public,
private and international cooperation); the output of the educational and developmental efforts, e.g. enrolment
rates, literacy rates, percentage of people with higher education; and number of patent applications.

82 World Bank Group. "Government Expenditure on Education, Total (% of Government Expenditure)." World Bank
Data.

81 Ibrahim Index of African Governance. "Secondary Education Enrolment." Ibrahim Index of African Governance
Data Portal. Accessed July 9, 2019. http://iiag.online/.

This indicator estimates the number of students enrolled in secondary education, regardless of age, expressed as a
percentage of the official school-age population corresponding to the same level of education.
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All four education indicators studied correlate with the comparative stateness rankings of

the five countries.

Secondary education enrollment is a practical measure to begin with when examining the

education mechanism, as it captures a simple statistic that is somewhat indicative of a country’s

education level. Secondary education enrollment was specifically chosen over primary education

enrollment for this paper because according to a study by Cleeve et al., effects on FDI are only

achieved beginning at the secondary level of education. Tertiary education is also effective, but87

includes more private sector options and is therefore less connected to stateness than secondary

87Emmanuel A. Cleeve, Yaw Debrah, and Zelealem Yiheyis, "Human Capital and FDI Inflow: An Assessment of the
African Case." World Development, ( vol. 74, 2015, 1-14).
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education. This graph shows that South Africa has achieved nearly universal secondary

education, a feat that may come as surprising considering that the country nearly mandates (i.e.,

highly recommends) public school fees. Ghana has the second-highest enrollment of the group,88

but it stands at nearly half of the enrollment of South Africa at around 55%. Tanzania is third

with about a quarter of the school-age population enrolled, while the Central African Republic

has enrollment levels under 10%. No data is available for Somalia, but levels can be reasonably

assumed to be low.

Secondary education enrollment is a good start to investigating the education status of a

country, but it does not provide any data or indication as to the quality of education that students

receive. Therefore, education quality is important to consider and incorporate when assessing a

country’s education status. Before using the IIAG’s indicator that compiles various statistics into

an education quality score, this paper will examine the extent to which governments spend

money on education. This statistic is important in that it is one important factor in determining

education quality outcomes, and it also signifies the government’s commitment and capacity to

provide the public service.

88Erin Raab and Arushi Terway, School Fees in South Africa: Increasing Quality or Decreasing Equality?Case
Study, 2010.
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Although Ghana and South Africa are the only countries in the graph that show consistent

data, these statistics can still reveal much about the various governments’ commitment and

capacity to fund public education. Ghana spends the most of its annual budget on education in89

every year of the examined timespan. In the most recent available year, 2017, South Africa is a

close second. The most recent available data year for Tanzania is 2014, in which it is only 2%

lower than South Africa’s amount. The Central African Republic spent 7.8% of its budget on

89 World Bank Group. "Government Expenditure on Education, Total (% of Government Expenditure)." World
Bank Data.
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education in 2011, though this data (although the most recent) is from before the outbreak of the

civil war, and thus current levels may be lower. No data is available for Somalia. Ghana is the

only country in the graph that does not exhibit a horizontal trend. The increase in relative

education expenditures in the years leading up to and including 2012, and immediately falling

after, are a result of the 2012 Ghanaian general election. Education became a key issue of the

campaign for all parties, and thus the ruling NDC party at the time dramatically increased

education funding. The NDC sought to improve education quality and demonstrate their party’s90

and government’s effectiveness in providing the public service, with an end goal of winning over

voters who were extremely concerned with the issue. This goal of vote-winning is evident in the

dramatic decrease in relative education expenditure after the 2012 election, even though the

NDC party remained in power. When excluding this exception, the horizontal trend presented by

this graph likely translates into the lack of significant improvement (and in fact general

deterioration) of education quality depicted in the next graph, IIAG’s indicator of education

quality.

The scores of the IIAG education quality indicator correlate with the comparative

stateness ranking, but the general downward trend of the five countries does not bode well.91

91 Ibrahim Index of African Governance, "Education Quality." Ibrahim Index of African Governance Data Portal.

90Festus Ankrah, “IMANI Alert: 2009-2014 Expenditure on Education: Where Is the Money Going and What Are
We Getting?" IMANI Center for Policy & Education. September 29, 2015.
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Ghana and South Africa receive the highest scores of the group. Tanzania sits in the middle of

the group, while in the most recent years, the Central African Republic and Somalia both receive

scores of zero. All countries received lower scores in 2017 than they did in 2008 except Ghana,

which received a similar score in 2008 and 2017. Education expenditures can explain the early

increase and recent decrease in Ghana’s score, but none of the trends in the other four countries.

The timing of the civil war in the Central African Republic roughly correlates with its decrease

in education quality. The deteriorating trends in Tanzania and South Africa have less obvious

explanations, and since this indicator incorporates a plethora of sub-indicators and statistics to

compute its score, there could be a myriad of reasons (possibly a combination of multiple small
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factors) for why these two countries show these trends. Regardless of the precise reasons, due to

education quality’s connection to stateness, these countries need to improve their capacity to

provide quality public education in order to attract FDI inflows.

One way to measure an effect of the education system that is pertinent to the workforce

and employment opportunities is the adult literacy rate. Yearly data for the measure is not

available for the five countries, and 2015 is the most recent data available for any of them, but

the available data is enough to correlate the information with the comparative stateness rankings.

92

92 World Bank Group, "Literacy Rate, Adult Total (% of People Ages 15 and Above)." World Bank Data.
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South Africa is the clear leader in this measure, registering a 94% adult literacy rate in 2015.

Using the most recent data for each of the countries in order to compare, Tanzania is second with

a 78% rate in 2015. However, Ghana’s most recent data for this measure is from 2010 when it

had a 71% rate. In that same year, Tanzania had a lower rate than Ghana at 68%, and thus it is

not possible to accurately confirm that Tanzania’s literacy rate was higher than Ghana’s in 2015,

especially considering Ghana’s relatively higher rate in 2010. The Central African Republic

recorded a 37% adult literacy rate in 2010, while Somalia did not have any available data for the

measure in the examined time period. The adult literacy rate is a unique measure when

discussing education in that it does not solely reflect the education system of a country, but rather

how educated the adult population is, regardless of where literacy skills were acquired. Although

examining education systems and their quality/efficacy is crucial, the outcome of educated adults

drives FDI inflows directly.

The impacts of relatively high levels of education on FDI inflows are increased

productivity and reduced costs, key goals for profit-maximizing firms. A more educated labor

force is more productive and useful to employers due to its ability to more rapidly learn and

adopt technology. These advantages make the labor force more productive since they spend less

time on learning new tasks and how to operate technology and equipment, consequently also

increasing their time efficiency of tasks. Also, if newly hired employees are already adequately93

educated in performing certain tasks or functions, the company may be able to skip training

sessions for those particular items, thus reducing training costs and human capital investments.

Literacy plays a major role in expediting the learning process of any job. Instead of needing

93 Boopen Seetanah and Jamel Khadaroo, "Transport Infrastructure and FDI: Lessons from Sub-Saharan African."
United Nations Economic Commission for Africa, 2007.
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consistent verbal instructions to train employees, companies can provide written materials to

address certain training objectives. The increased efficiency also allows more employees to be

trained in the same time period, making the hiring process faster and easier while reducing

start-up costs. Additionally, the increasing level of trained workers will continue to contribute to

the level of human capital in the host country, thus creating a positive domino effect that leads to

increased future FDI inflows due to the increasing human capital and level of education.94

There has been a multitude of studies regarding the various possible determinants of FDI

inflows in SSA. This paper focused on stateness and has demonstrated through five mechanisms

that there is causation from higher levels of stateness to higher FDI inflows in SSA countries.

Another determinant that receives significant (and often more) attention and study in Western

development circles is statutory corporate tax rates. Using the five countries in this paper that

helped prove the stateness causation, this section will show that there is no correlation between

statutory corporate tax rates and FDI inflows in SSA countries.

94 Caroline Wanjiru Kariuki, "The Determinants of Foreign Direct Investment in African Countries." Master's thesis,
Curtin University, 2013.
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95 96 97 98 99

2017 data used in scatterplot above

Country Statutory Corporate Tax Rate FDI (in thousands)

South Africa 28% 2,059,863.82

Ghana 25% 3,254,990.00

Tanzania 30% 1,180,210.22

Somalia 0% 384,000.00

Central African Republic 30% 17,179.34

99 World Bank Group, "Doing Business 2019: Central African Republic." Doing Business: World Bank. 2019
98 World Bank Group, "Doing Business 2019: Somalia." Doing Business: World Bank. 2019
97 World Bank Group, "Doing Business 2019: Tanzania." Doing Business: World Bank. 2019
96 World Bank Group, "Doing Business 2019: Ghana." Doing Business: World Bank. 2019
95 World Bank Group, "Doing Business 2019: South Africa." Doing Business: World Bank. 2019
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The scatter plot above shows the absolute lack of correlation. The lowest FDI inflows go to the

countries with the lowest and highest tax rates. Of the three middle countries, there is a trend that

higher FDI inflows go to the relatively lower tax countries. However, the FDI spike in South

Africa in 2018 negates this proposition, as its statutory corporate tax rate is higher than Ghana’s.

Although this evidence comes from a small sample size and is not conclusive using data from a

single year, the lack of correlation in comparison to the plethora of correlation for stateness and

its mechanisms reveals that stateness is a much stronger determinant of FDI inflows than

statutory corporate tax rates.

Negating the relevance of statutory corporate tax rates in determining FDI inflows does

not mean that taxation is irrelevant in the discussion of determining FDI inflows in SSA. Tax and

revenue mobilization is a significant factor in FDI inflows and is also a mechanism of stateness.

Stronger states can tax their citizens more, and do so more effectively. The IIAG graph on its tax

and revenue mobilization indicator visualizes the correlation with stateness.100

100 Tax & Revenue Mobilisation: This indicator captures the overall pattern of domestic resource mobilisation. It
consists of two sub-indicators. More information on sub-indicators can be found in 2018 IIAG Metadata.



52

This graph shows that Ghana and South Africa have the highest capacity to tax, while Tanzania

is not far behind South Africa in third. The Central African Republic and Somalia have lower

capacities, half or more of the capacities of the average in Africa. Aside from correlating with the

comparative stateness rankings, the temporary downward trend in the Central African Republic

also correlates with stateness due to the timing aligning with the onset of its civil war. Further,

although Somalia ranked last in the group until 2016, the recent increase in score could be

promising, although it is too early to tell. The increase is likely due to the recently implemented

sales tax, which could help improve state capacity in the country. However, the 5% sales tax, the
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first in 30 years, has infuriated some citizens. Moreover, due to the weak capacity of the101

Somali state, revenues are likely to not be fully realized. Citizens are likely unhappy with new

taxes because they feel that the Somali government does not provide enough services and that

the political instability and constant terror threat do not warrant paying the government, yet it is

new revenue that would allow the state to build its capacity and better address these problems

and shortcomings.

Upon considering that stronger states have stronger tax capacity, it is worth explaining a

further point showing that foreign MNCs are more concerned with stateness that taxes when

investing in SSA. A stronger capacity for tax mobilization means that illegally avoiding paying

taxes proves much more difficult, a strategy that is not uncommon for companies in SSA. World

Bank data on the percentage of firms in a country that do not report all sales for tax purposes is

revealing. For the purpose of this paper, data from the five countries studied will be used.

101 Al Jazeera, "Somalis Unhappy with New Sales Tax." Al Jazeera. March 23, 2018.



54

102

Data for the Central African Republic and Somalia was not available for this measure, but the

numbers for the other three countries is revealing. Even in South Africa which contains the

lowest percentage of firms partaking of this practice, the figure is still 40.3, although this was

measured in 2007. It is interesting that a higher percentage of firms in Ghana partake in this

practice than South Africa considering that Ghana, even in the years closest to this data,

102 World Bank Group. "Firms That Do Not Report All Sales for Tax Purposes (% of Firms)." World Bank Data.
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possesses a much higher tax mobilization and revenue score from the IIAG. However, the goal of

introducing this statistic was not to correlate it with tax mobilization capacity, but rather to

demonstrate that tax evasion by companies is quite common in SSA. Even considering this fact,

foreign companies must care less about their ability to evade taxes (which would increase their

cash inflows) than the level of stateness of a country since FDI inflows are higher in the stronger

states where tax evasion is more difficult.

A likely origin of the belief that statutory corporate tax rats are a major determinant of

FDI inflows stems from the Western-centric mindset that permeates much of the development

community. This paper does not argue that statutory corporate tax rates are not a factor in

attracting FDI inflows in every country around the world, but rather that they are not a

determinant in Sub-Saharan Africa. In OECD countries, statutory corporate tax rates are heavily

considered by foreign countries. But, it must be noted that in those countries, stateness problems

are much less of a factor. Countries such as France, the United States, and Ireland all possess

strong state capacity, and thus relative political stability, legally enforced property rights,

adequate electricity provision and transport infrastructure, and high levels of education.

Therefore, when companies are deciding between these countries for foreign investment,

stateness becomes a rather irrelevant factor since it is universally strong among the candidate

countries. Consequently, statutory corporate tax rates, which do differ across these three

countries, do become a determinant for profit-maximizing firms. Obviously there is a multitude

of other determinants for FDI inflows for these countries, meaning that statutory corporate tax

rates do not entirely explain the different amounts of foreign investment, but still play a role.



56

The line of thinking used for investigating determinants of FDI inflows to OECD

countries cannot be directly translated and used in investigating the determinants in Sub-Saharan

African countries. The institutional framework in the developed world is “quite often of

high-quality and steady over time, whereas among developing countries [such as in Sub-Saharan

Africa] this [institutional] framework should not be taken for granted as developing countries are

where “things such as contracts, laws, and property rights—broadly speaking the rules of the

game—matters.” When studying developing countries, cross-country data and trends from the103

region need to be carefully studied for their own factors and merit, rather than copying and

pasting Westernized ideas and mechanisms onto a region such as Sub-Saharan Africa. This

misguided process often neglects to investigate and incorporate the value of stateness and good

institutional frameworks (even this term is Westernized and subjective) into economic and

development research. This Western-centric approach to studying developing countries and the104

African continent has been ubiquitous and ineffective in a variety of disciplines, and this lack of

contextual understanding has repeatedly impacted the region negatively. Therefore, this paper

not only seeks to demonstrate the importance of stateness and institutions as determinants of FDI

inflows in Sub-Saharan Africa, but also to criticize the ignorant, sheltered, and often conceited

mindset employed by several Western development experts when it comes to explaining the

question and involved mechanisms of African development. Breaking from this radically

Westernized approach and mindset, and substituting it with local context, awareness, and input

can go a long way in understanding and promoting development on the continent, and hopefully

help in improving the lives of over 1.2 billion inhabitants.

104 Ibid.

103 Mona Mahram and Thomas Reinholdsson, "The Effect of Property Rights on Foreign Direct Investment."
Master's thesis, Lunds Universitet, 2010.
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