USDA Economic Research Service COVID-19 Working Paper, AP-106
g Vs DEPARTMENT OF AGRICULTURE October 2022

COVID-19 Working Paper:
The COVID-19 Pandemic and Changes in Greenfield
Foreign Direct Investment in Africa

Jarrad Farris, Stephen Morgan, and Michael E. Johnson ‘

This paper has been published through the USDA Economic Research Services (ERS) COVID-19 Working Paper
series. The ERS’ temporary Working Paper series is designed to publicly release preliminary analyses relevant to

the impacts of the COVID-19 pandemic on agriculture, food, the environment, and rural America in a timely
manner. The ERS’ COVID-19 Working Papers have not undergone the review and editorial process generally
accorded official ERS publications, but they have been reviewed by ERS economists and social scientists through an
expedited review process. The findings and conclusions in this COVID-19 Working Paper are those of the authors
and should not be construed to represent any official USDA or U.S. Government determination or policy.

COVID-19 Working Paper: The COVID-19 Pandemic and Changes in Greenfield Foreign Direct Investment in Africa, AP-106
USDA, Economic Research Service



USDA Economic Research Service
gl Vs DEPARTMENT OF AGRICULTURE

Abstract

Africa is expected to be a key emerging market for international trade and investment due to rising
consumer incomes and a population that is projected to double in size by 2050. However, the
Coronavirus (COVID-19) pandemic led to major disruptions to markets and incomes in Africa that
may have altered companies’ investment decisions. This paper addresses this issue by evaluating how
the COVID-19 pandemic may have shifted trends in greenfield foreign direct investment (GFDI) in
the region. The authors examined changes in the magnitude and composition of GFDI in Africa coin-
ciding with the pandemic. The authors found that the onset of the pandemic in 2020 is associated with
a large drop in GFDI in Africa. This reduction has been relatively persistent—while GFDI in Africa
increased moderately in 2021 relative to 2020, it remains below historical levels. The authors also
found substantial sector-specific variations coinciding with the pandemic. For example, GFDI in the
food and beverages sector declined 34 percent in 2020 (relative to its 201019 annual average), while
the communications sector experienced a more than 100-percent increase in 2020 GFDI. Finally, the
authors found no association between countries” differing COVID-19 fiscal policy responses and GFDI
in the short term.
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What Is the Issue?

The flow of private sector investment into Africa indicates emerging market opportunities on the conti-

nent. While Africa is expected to be a key emerging market for international trade and investment, the
Coronavirus (COVID-19) pandemic led to large disruptions to markets and incomes on the continent.
These disruptions may have altered companies’ investment decisions and led to changes in the flow of private
sector investment into Africa. In this working paper, the authors analyze these emerging trends. They do so
by examining whether there are any associations between the onset of the COVID-19 pandemic, countries’
differing COVID-19 fiscal policies, and changes in the magnitude and composition of greenfield foreign
direct investment (GFDI) in Africa. GFDI are investments made by a foreign firm to start a new venture

or subsidiary in another country. GFDI does not include mergers or acquisitions by foreign companies nor
investments made by foreign governments in other countries.

What Did the Study Find?

* The COVID-19 pandemic is associated with a large drop in yearly GFDI in Africa. Annual GFDI
flows in Africa in 2020 were less than $30 billion, a 60-percent decline relative to the 10-year annual
average over 2010-19. GFDI flows in Africa improved marginally in 2021 to $38.6 billion—33 percent
above 2020 levels but still 48 percent below the 10-year annual average.

* 'The pandemic is also associated with disruptions in monthly GFDI flows. In April 2020, the first full
month after the World Health Organization (WHO) ofhicially declared the spread of COVID-19 a
global pandemic, GFDI in Africa was only $715 million, 89 percent below the same month average for
the region over 2010-19. Similarly, in December 2021—the first full month following the discovery of
the Omicron COVID-19 variant in South Africa—GFDI in Africa was $2.8 billion, 60 percent below
the historical reference level and more than $1 billion less than the already low level of the year prior.

* The reduction in GFDI was widespread throughout the continent. Over 70 percent of African coun-
tries experienced more than 50 percent declines in 2020 GFDI relative to their country-specific, histor-
ical annual averages from 2010—19. Moreover, more than half of African countries experienced greater
than 75 percent declines in 2020 GFDI relative to their country-specific, historical annual averages
over the previous decade.

* Not all African countries experienced retractions in GFDI in 2020. The Democratic Republic of the
Congo attracted $1.1 billion in GFDI in 2020, a 17.5-percent increase relative to its 2010-19 average.
Several other African countries also experienced relative increases in 2020 GFDI, albeit in magnitudes
less than $500 million.

* The authors also found substantial sector-specific variation coinciding with the pandemic. Africa’s
2020 GFDI in the real estate and hotels/tourism sectors—each of which relies heavily on travel and
in-person work—declined by 95 percent and 80 percent, respectively, relative to their annual 2010-19
averages. Relative to these sharp declines, 2020 GFDI in the food and beverages sector showed resil-
ience, declining by only 34 percent relative to its historical average. GFDI in 2020 for two sectors well-
positioned for the pandemic, communications and software/IT services, increased by 113 percent and
12 percent, respectively, relative to their historical benchmarks.
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How Was the Study Conducted?

This study examines differences in GFDI and COVID-19 policy responses in Africa in 2020 and 2021 via
two key data sources. To estimate changes in GFDI in Africa, the authors analyze deidentified firm-level data
provided by fDi Markets, Financial Times Limited (2021). These project-level data are reported monthly and
include information on GFDI announcements and openings by the investment source, destination, sector,
and investment amount. To estimate African countries’ COVID-19 fiscal policy responses, the authors used
data from the International Monetary Fund (IMF, 2021). These data report the magnitude of countries’
COVID-19-related fiscal policy responses through December 2020. To highlight any significant deviations
in GFDI flows, the authors compared GFDI levels in 2020 and 2021 with three benchmark monthly and
annual trend values: a long term (10-year) average, a medium term (5-year) average, and a short term (3-year)
average. This information is intended to capture both longer and shorter run declines or increases in the
general trend through time of both total and sectoral GFDI.
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COVID-19 Working Paper: The COVID-19
Pandemic and Changes in Greenfield Foreign
Direct Investment in Africa

Introduction

Over the next 30 years, Africa is projected to have the highest rate of urbanization in the world, and its popu-
lation is expected to double in size. By 2050, the United Nations predicts that the continent will have a larger
urban population than Europe, Latin America, and the Caribbean combined (United Nations, 2019). At the
same time, household consumption is diversifying towards higher-value products, as evident by the growth

in supermarkets and the demand for meat and processed foods in Africa (Reardon et al., 2003; Reardon et
al., 2021). These trends indicate that Africa is likely to become a key emerging market for international trade
and investment over the coming decades. In turn, multinational corporations are positioning themselves to
benefit from the growing demand for goods and services on the continent.

The Coronavirus (COVID-19) pandemic, however, led to rapid, sweeping changes in businesses and supply
chains around the world—such as a movement away from office work and greater reliance on telecommuni-
cations. While recent work focused on the economic and food security impacts of the COVID-19 pandemic
in Africa (e.g., Baquedano et al., 2021; Bloem and Farris, 2021; Valensisi, 2020), less is known about how

the pandemic may have shifted companies’ foreign direct investment decisions. Research analyzing changes
in FDI in Africa prior to the pandemic found that GFDI had begun to shift away from natural resource-
extraction-related industries (Morgan et al., 2022). Assessing the breadth and depth of the disruptions to
companies’ investment decisions in Africa associated with the COVID-19 pandemic can provide insights into
the magnitude of the shock to short-term investment trends in Africa and how it may have differed over time
across countries and across sectors.

This working paper addresses this need by evaluating how the COVID-19 pandemic may have shifted trends
in greenfield foreign direct investment (GFDI) in Africa. GFDI are investments made by a foreign firm

to start a new venture or subsidiary in another country. GFDI does not include mergers or acquisitions by
foreign companies nor investments made by foreign governments in other countries. This paper analyzes
changes in overall GFDI on the continent as well as country- and sector-specific changes since the start of
the pandemic. The authors also examine whether countries’ fiscal policies enacted in response to COVID-19
are associated with GFDI flows. While GFDI captures only a subset of FDI flows, the specific focus on new
ventures provides an indication of emerging investment activity in the host country or sector that did not
exist previously under a different company name. Therefore, as the pandemic alters existing market entry
barriers and supply chains, analyzing changes in GFDI provides an early view of emerging trends in new
investor activity across countries and sectors in Africa.

Previous research focusing on the determinants of FDI found significant relationships for a variety of factors,
including market size, infrastructure, wages, taxes, institutions, and geographic distance (e.g., Btiuthe and
Milner, 2008). However, because FDI flows are a cross-border activity, negative economic shocks can decrease
the volume of FDI flowing from source countries and, similarly, may interact with destination characteris-
tics to affect perceived returns of investment opportunities in different markets (Hou et al., 2021).! Negative

! Hou et al. (2021) argued that correlated shocks across FDI source and destination countries may introduce an endogeneity problem for esti-
mating the determinants of FDI location. The authors developed a quasi-maximum likelihood estimator to control for heterogeneous shocks in a panel

data model, finding that this method provides theoretically consistent signs on FDI determinants.

Page | 6
COVID-19 Working Paper: The COVID-19 Pandemic and Changes in Greenfield Foreign Direct Investment in Africa, AP-106
USDA, Economic Research Service



shocks that decrease FDI flows can be associated with a variety of events, including demand shocks, produc-
tivity shocks, recessions, military conflict, and political change (Aizenman and Marion, 2004; Gil-Pareja et
al., 2013; Li and Vashchilko, 2010; Abdel-Latif, 2019).

The authors contribute to the emerging literature on how the COVID-19 pandemic affected FDI inflows,
with an emphasis on Africa. Global FDI flows declined by 35 percent in 2020, with new greenfield invest-
ment in developing countries falling by 42 percent (UNCTAD, 2021). Fang et al. (2021) found that new
COVID-19 cases, deaths, and cumulative cases were negatively associated with cross-border FDI. Doytch et
al. (2021) compared changes in greenfield FDI during COVID-19 with the 2008 financial crisis and found
that while FDI trends differed prior to each of the shocks, both led to significant contractions in FDI—with
similar declines in financial and accommodation sectors occurring after both shocks. Focusing specifically
on COVID-19, a quarter-to-quarter analysis found global GFDI flows declined by 152 percent in the third
quarter of 2020, with persistent declines in investment in extractive and manufacturing sectors (Doytch et
al., 2021).

Data and Methods

The authors analyzed deidentified firm-level data on GFDI in Africa provided by fDi Markets, Financial
Times Limited (2021). These project-level data include information on GFDI by the investment source,
destination, sector, and investment amount. The dataset includes projects at both the announced and opened
stage. Projects are considered announced when a company has completed its investment decision and is
proceeding with project implementation. Opened projects have completed implementation and are fully
operational.? A team of business analysts at Financial Times Limited identifies projects and gathers the
project details. The research team prioritizes direct company sources, and most of the data are from publicly
available sources. The dertails of each project are cross-referenced from multiple sources. GFDI data in Africa
are available monthly from January 2003 to 1 month prior to real-time (Loewendahl, 2021). If not available
in publicly listed data sources, fDi Markets estimates the investment amount and revises estimates when new
information is received. Investment amounts are not adjusted for inflation.?

In addition to GFDI data, the authors also used data on African countries’s COVID-19 fiscal policy responses
from the International Monetary Fund (IMF, 2021). These data cover the primary fiscal policy actions that
governments announced or implemented in response to the COVID-19 pandemic. Multiple types of fiscal
support are tracked—including above-the-line measures, below-the-line measures, and contingent liabilities.
The authors’ analysis covers the reported magnitude of African countries’ COVID-19-related fiscal policy
responses through December 2020.

To highlight any significant deviations in GFDI flows, the authors compared GFDI levels in 2020 and 2021
with 3 benchmark monthly and annual trend values: a long term (10-year) average, a medium term (5-year)
average, and a short term (3-year) average. This analysis is intended to capture both shorter and longer-run
declines or increases in the general trend through time of both total and sectoral GFDI.

2 Tt is possible that announced GFDI projects are not implemented or only partially implemented.

3 See Loewendahl (2021) for a description of fDi Markets methodology.

Page | 7
COVID-19 Working Paper: The COVID-19 Pandemic and Changes in Greenfield Foreign Direct Investment in Africa, AP-106
USDA, Economic Research Service



Results

Overall Shifts in Total Investments During the COVID-19 Pandemic

Prior to the onset of the COVID-19 pandemic, approximately $75-80 billion in GFDI flows entered Africa
annually (on average), based on 10-year, 5-year, and 3-year trends (figure 1). Coinciding with the start of the
COVID-19 pandemic, however, GFDI flows shifted substantially. Annual GFDI flows in Africa in 2020 were
less than $30 billion. This drop in annual investment flows is representative of an approximately 60-percent
decline in annual GFDI flows to Africa relative to 10-year, 5-year, and 3-year trends. Moreover, the 2020
GFDI is the lowest level of annual investment flows in Africa in the history of the Financial Times (2021)
dataset, which goes back to 2003.

GFDI flows in Africa improved marginally in 2021, relative to 2020, but remained well below historical
trends for the continent (figure 1). 2021 GFDI flows in Africa were $38.6 billion, an increase of 33 percent
over the historically low levels of GFDI in 2020. Despite this increase from the first year of the COVID-19
pandemic, these 2021 flows represent a 48 percent decline from the 10-year annual average over 2010-19. In
the Financial Times (2021) dataset covering GFDI in Africa since 2003, only 2 years—2004 and 2020—had
lower reported levels of GFDI in Africa than 2021. Thus, although GFDI recovered in 2021 from the initial
onset of the COVID-19 pandemic in 2020, there remains a substantial gap in private sector investment asso-
ciated with the pandemic.

Figure 1
Annual greenfield FDI in Africa
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Source: Source: USDA, Economic Research Service calculations using data provided by fDi Markets, Financial Times Limited (2021).
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Monthly GFDI flows provide a more detailed look at potential shifts of GFDI in Africa in 2020 and 2021
relative to historical trends. Figure 2 compares monthly GFDI in 2020 and 2021 to historical monthly
10-year averages over 2010—19.% The historical monthly trends suggest that GFDI in Africa typically rises in
the early months of the calendar year, peaking in May, with an average of $7 billion. The historical average
GFDI then falls to a 12-month low of $4.2 billion in June before rising at the end of the calendar year. Over
2010-19, October to December saw elevated levels of monthly GFDI flows in Africa of $7 to $8 billion on
average. By analyzing monthly 2020 and 2021 GFDI flows (relative to these historical monthly trends), the
authors accounted for this seasonality, which may be related to patterns in companies’ fiscal year reporting.

Figure 2
Monthly greenfield FDI in Africa

U.S. dollars (billion)
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FDI = foreign direct investment.

Source: USDA, Economic Research Service calculations using data provided by fDi Markets, Financial Times Limited (2021).

The onset of the COVID-19 pandemic in 2020 is associated with a drop in monthly GFDI in Africa. In
April 2020, the first full month after the World Health Organization (WHO) officially declared the spread
of COVID-19 a global pandemic, there was a significant decline in new GFDI in Africa (WHO, 2020);
April 2020 GFDI in Africa was $715 million, 89 percent below the same month average for the region over
2010-19 (figure 2). Moreover, while monthly 2020 GFDI flows in Africa showed similar patterns to the
historical trend, the magnitudes of monthly inflows were well below the 2010-19 average throughout the
year. For instance, monthly GFDI was 85 percent below average in September 2020 and, despite the typical
end-of-year increase, 38 percent below average in December 2020. While this descriptive analysis cannot
identify causal effects, this persistent decline in 2020 GFDI (coinciding with the COVID-19 pandemic) is
suggestive of the toll that the pandemic had on multinational companies’ investment decisions in Africa.

Although overall monthly GFDI in 2020 did not recover to the historical 10-year trend, there were some
signs of shifting investment priorities across sectors during the year. In particular, the relative increase in

4 The 10-year, 5-year, and 3-year historical monthly averages since 2019 all share similar patterns in monthly GFDI flows (appendix figure A.1).
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May 2020 from the pandemic low is largely due to widespread communications investments from China. In
May 2020, Chinese companies announced GFDI in the communications sector across 16 African countries,
totaling an estimated $2.3 billion (Financial Times Ltd., 2021). This change in China’s GFDI in Africa is
consistent with positioning to meet the rising need for telecommunications connectivity in what is likely to
be a key emerging market for international trade and investment.

In the first 5 months of 2021, GFDI flows to Africa remained well below historical reference levels. Moreover,
GFDI flows in these months were at or below the low levels from the year prior. This may be indicative of the
enduring nature of the global pandemic and companies’ hesitancies to invest amidst this uncertainty.

The remaining 2021 months from June to November were volatile but showed signs of returning to pre-
pandemic levels. In June 2021, GFDI was less than 30 percent below historical reference levels for the first
time since the pandemic began. Several multimillion-dollar GFDI projects were announced or initiated in
this month, including projects in communications and tourism. The primary driver of the jump in GFDI
flows, however, was a more than $1.5 billion real estate investment from the United Arab Emirates (Financial
Times Ltd., 2021). This is representative of a more traditional infrastructure investment, as was commonly
seen prior to the pandemic.

The final quarter of 2021 was a period of rapid changes in terms of GFDI flows in Africa. First, monthly
GFDI flows increased substantially month over month from August to November. While monthly increases
in these months are expected based on historical averages, the rate of increase surpassed that of the 10-year
average. In November 2021, the GFDI flows were 22 percent higher than the November historical average of
$7 billion—the first time monthly GFDI flows had surpassed the historical reference level since the pandemic
began. This trend is consistent with pent-up investment demand following the curbed GFDI flows over the
past 2 years.

Breaking the upward trend of the previous 3 months, December 2021 GFDI in Africa was significantly
lower; GFDI during the month was $2.8 billion, 60 percent below the historical reference level and more
than $1 billion less than the already low level of the year prior. This substantial pullback in GFDI flows coin-
cides with the discovery of the new Omicron COVID-19 variant in South Africa at the end of November
2021 (WHO, 2021). Following a lull in COVID-19 caseloads in the preceding 2 months, December marked
a 2-year high in new COVID-19 cases in Africa (WHO, 2022). The new variant and rising caseloads also led
more than 50 countries to impose temporary travel restrictions on countries in Southern Africa (Mallapaty,
2021). Thus, the drop in December GFDI is consistent with the increase in market and investment volatility
stemming from the Omicron COVID-19 variant. As 2022 progresses, the extent to which GFDI bounces
back to historical levels remains to be seen.

Country-specific GFDI flows provide another lens through which to examine changes in investment amidst
the COVID-19 pandemic. As shown in figure 3, the reduction in 2020 GFDI was widespread throughout
the continent. Over 70 percent of African countries experienced more than 50 percent declines in 2020
GFDI relative to their country-specific, historical annual averages from 2010-19. Moreover, more than half
of African countries experienced greater than 75 percent declines in 2020 GFDI relative to their country-
specific, historical annual averages over the previous decade.
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Figure 3
Country-specific changes in 2020 greenfield FDI
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Source: USDA, Economic Research Service calculations using data provided by fDi Markets, Financial Times Limited (2021).

These widespread declines also hold among the top country destinations for GFDI in Africa. Of the 18
African countries that attracted at least $1 billion in average annual GFDI flows over the 2010-19 period, 12
experienced greater than 50 percent declines in 2020 GFDI. Furthermore, 8 of these top 18 countries experi-
enced greater than 75 percent declines in 2020 GFDI relative to their historical annual averages. For instance,
Egypt attracted an average of more than $17 billion in annual GFDI in the 10-year period from 201019, the
highest in all of Africa. In 2020, however, Egypt’s GFDI fell by 92 percent to less than $2 billion. Algeria and
Uganda also experienced over 95 percent declines in 2020 GFDI relative to their historical annual averages of
more than $1 billion in GFDIL

Although 2020 GFDI flows to Africa overall and most individual African countries were well below historical
annual averages, a few African countries experienced relative increases in 2020 GFDI flows. The majority

of these increases are anomalies, likely driven by low levels of GFDI in the decade preceding the pandemic.
For example, Burkina Faso, Chad, Mali, and Madagascar each experienced 2020 GFDI flows of less than
$500 million—which was an increase relative to each country’s historical average annual GFDI flows of
$229 million, $101 million, $179 million, and $179 million, respectively. With such low base levels of GFDI,
small absolute increases in GFDI in 2020 translated to large relative increases. The Democratic Republic of
the Congo is a notable exception to this trend, as it attracted increased investment flows in 2020 relative to
historical GFDI flows of $937 million. In 2020, the Democratic Republic of the Congo’s GFDI flows were
$1.1 billion, a 17.5-percent increase from its historical annual average. Angola and Nigeria also each expe-
rienced relatively modest declines in 2020 GFDI of 9 percent relative to each country’s historical annual
average of $3.4 billion and $7.3 billion, respectively.
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The authors also analyzed changes in GFDI flows to Africa by country of origin. Table 1 compares pre-
pandemic average GFDI flows to Africa from 2010 to 2019 with flows in 2020 and 2021 for the 15 countries
with the largest historical GFDI origination. Except for South Africa, GFDI flows in 2020 declined for these
large GFDI investor countries relative to their historical averages. For example, GEDI flows from China,
France, and the United States decreased by 55, 13, and 57 percent, respectively. In 2020, GFDI origination
from South Africa increased by 10 percent compared with historical averages, highlighting the importance
of intra-regional investment flows in the presence of market shocks and volatility. In 2021, GFDI flows from
the top 15 source countries were also generally below historical averages. For China, GFDI flows declined

to approximately $810 million, 91 percent below historical annual averages. Germany did experience a large
increase in GFDI flows in 2021, rising to 174 percent of historical averages. However, the authors also noted
significant variation in investor responses during the second year of the pandemic. For example, while GFDI
flows from China further declined in 2021, openings and announcements from some countries (including the
United States, United Kingdom, and United Arab Emirates) increased relative to 2020 levels.

Table 1
Greenfield FDI to Africa: Top 15 investor countries

Average GFDI to Pel:cent_ change from
Africa 2010-19 GFDIto Africa  GFDI to Africa historical 2010-19
GFDI origin (U.S. dollars 2020 (U.S. dollars 2021 (U.S. LIk L

Rank country billion) billion) dollars billion) 2020 2021
1 China 8.70 3.92 0.81 -55 -91
2 France 5.55 4.81 3.31 -13 -40
3 United States 5.41 2.34 3.74 -57 -31
4 United Kingdom 5.02 2.81 4.46 -44 -1
5 UAE 4.70 1.59 2.87 -66 -39
6 Italy 3.56 143 0.90 -60 -75
7 Russia 3159 0.04 0.00 -99 -100
8 India 3.04 0.19 1.07 -94 -65
9 South Africa 2.55 2.81 1.52 10 -40
10 Germany 217 135 5.94 -38 174
i Switzerland 177 0.17 0.75 -90 -58
12 Saudi Arabia 1.61 0.44 0.03 -72 -98
13 Canada 1.50 0.80 0.59 -46 -61
14 Hong Kong 1.43 0.02 0.02 -99 -99
15 Japan 1.36 0.42 017 -69 -87

Notes: GFDI = greenfield foreign direct investment, FDI = foreign direct investment, UAE = United Arab Emirates.

Source: USDA, Economic Research Service calculations using data provided by fDi Markets, Financial Times Limited (2021).
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Sector-Specific Changes in Greenfield FDI in Africa

Along with country-specific variation in changes in GFDI flows amidst the COVID-19 pandemic, there
may also be sector-specific variation. That is, despite an overall decrease in GFDI flows to Africa in 2020
and 2021, some sectors may have greater resilience to declines, while others experienced sharper pullbacks
in investment. Additionally, as in the country-specific GFDI changes, there may be some sectors that expe-
rienced increased investment during the COVID-19 pandemic. To explore these possibilities, the authors
assessed GFDI trends for the top 15 GFDI sectors in Africa (table 2).5 This sector-specific analysis reveals
substantial variation between sectors in the first 2 years of the COVID-19 pandemic.

Table 2
Greenfield FDI in Africa: Top 15 Sectors

Coal, oil, and gas 19.74 3.03 -85 5.44 -72
Real estate 9.30 0.43 -95 2.86 -69
Metals 6.47 0.69 -89 4.36 -33
Renewable energy 6.34 4.68 -26 8.66 37
Chemicals 4,76 0.89 -81 0.52 -89

Transportation and

warehousing 4.46 1.28 -71 2.67 -40
Communications 4.00 8.53 13 4.24 6
Food and beverages 3.03 2.02 -34 0.81 -73
Building materials 2.23 0.40 -82 2.56 15
Automotive 193 0.80 -59 1.09 -44
Business services 1.63 1.54 -6 215 31
Financial services 1.47 0.70 -53 0.33 -78
Hotels and tourism 1.41 0.28 -80 0.42 -70
Textiles 1.24 0.12 -90 0.07 -94
Software and IT services 0.79 0.89 12 1.03 30

Notes: FDI = foreign direct investment, IT = Information technology. The percent change is relative to the historical annual average.

Source: USDA, Economic Research Service calculations using data provided by fDi Markets, Financial Times Limited (2021).

Out of the top 15 sectors, 7 experienced at least 80 percent declines in 2020 GFDI relative to their sector-
specific historical annual averages over the previous decade (2010-19). Among these, the real estate sector
experienced the deepest percentage decline in investment—2020 GFDI in the real estate sector was 95
percent below its 2010—19 annual average. This decline represents a significant loss in traditional foreign
investment in Africa. The real estate sector attracted roughly $9.3 billion in annual investment over the
2010-19 period before falling to less than $500 million in 2020. Similarly, GFDI in the hotels and tourism
sector fell from an average annual investment of $1.4 billion to less than $500 million in 2020. These find-
ings are consistent with these sectors being dependent on the travel industry and in-person work—both of
which governments sought to limit to slow the spread of COVID-19.

5 Results based on comparisons to 3-year (2017-2019) historical annual averages are similar, with no sign changes (appendix table A.1).
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Relative to the real estate and other sectors with large declines, some top GFDI sectors experienced more
moderate decreases in 2020 GFDI in Africa. For example, the food and beverages sector attracted $2 billion
in GFDI in 2020, a decline of 34 percent from its annual 2010-19 average of $3 billion. Although the food
and beverages sector may only capture a portion of the agricultural sector, this smaller decline in food and
beverages investment corresponds with the necessity of the agricultural sector and food value chains, despite
the increased difficulty of GFDI amidst the pandemic. It is also consistent with recent research showing the
resiliency of the agriculture sector to COVID-19 impacts relative to non-agricultural sectors (Beckman and
Countryman, 2021; Arita et al., 2022).

Along with sector-specific variations in the magnitude of the decline in GFDI in Africa in 2020, 2 of the
top 15 sectors experienced increases in investment relative to historical levels in the decade preceding the
pandemic. First, the communications sector experienced a substantial increase in GFDI in Africa and was
the top GFDI sector in the region in 2020. In the decade preceding the pandemic, communications GFDI
on the continent averaged $4 billion annually. As discussed previously (May 2020), Chinese companies alone
invested $2.3 billion in the communication sector across 16 African countries. By the end of 2020, overall
GFDI in the communications sector increased more than 100 percent to $8.5 billion. Second, GFDI in the
software and information technology (IT) services sector also increased moderately to $890 million in 2020,
approximately 12 percent higher than its annual average over the previous decade. Efforts to curtail the
spread of COVID-19 resulted in increased restrictions in the movement of people and goods. These restric-
tions and the need for social distancing led to a sharp increase in the use of telecommunications rather than
in-person meetings. The rise in companies’ investments in the communications and I'T services sectors in
Africa in 2020 are consistent with these trends.

Overall GFDI in 2021 improved relative to the first year of the COVID-19 pandemic, and the sector-specific
analysis is broadly reflective of this trend. Only 2 out of the top 15 sectors (chemicals and textiles) experi-
enced at least 80 percent declines in 2021 GFDI relative to their 2010-19 annual averages—down from 7
sectors in 2020. This finding suggests that despite the large overall declines in 2020, GFDI in negatively
affected sectors may be rebounding. For example, in June 2021, Egypt received GFDI in the real estate

sector of $1.5 billion, which is more than 3 times larger in magnitude than the total real estate GFDI in
Africa for all of 2020. Additionally, 5 out of the top 15 sectors in 2021 experienced GFDI at or above their
sector-specific 2010-19 averages—up from 2 in 2020. Along with communications and IT services—the
renewable energy, building materials, and business services sectors also experienced increases in 2021 GFDI
relative to their 2010-19 averages. In 2021, GFDI in the communications sector was mainly related to data
processing and hosting-related services (84 percent) and wireless telecommunications (10 percent). For soft-
ware and IT services, 2021 GFDI was mainly related to custom computer programming services (31 percent),
software publishers [excluding video games] (26 percent), and other software and I'T services (38 percent).
For renewable energy, 2021 GFDI was mainly split between solar (20 percent), wind (12 percent), and other
miscellaneous renewable electric power generation (64 percent). For building materials, 2021 GFDI was
predominately related to cement and concrete products (95 percent). For business services, half of 2021 GFDI
was related to water, sewage, and other systems (35 percent) and professional, scientific, and technical services
(15 percent)—with the remaining half spread across various other types of business services.
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COVID-19 Fiscal Policy Response and Greenfield FDI in Africa

Along with differences in GFDI, there was also substantial variation in African countries fiscal policy
responses to the COVID-19 pandemic in 2020. Figure 4 plots countries’s COVID-19 fiscal policy responses
against 2020 GFDI flows, each expressed as a percentage of 2020 gross domestic product (GDP). Most coun-
tries in Africa where data are available had estimated COVID-19 fiscal policy responses equal to less than 2.5
percent of their 2020 GDP. Eight countries spent less than 1 percent of their 2020 GDP on COVID-19 fiscal
policy responses. Some countries, however, spent more than 5 percent of their 2020 GDP on COVID-19
fiscal policy responses. For example, Rwanda, Chad, and South Africa each spent an estimated 6.3 percent,
7.5 percent, and 9.8 percent of their 2020 GDP on policies responding to the COVID-19 pandemic,
respectively.

Figure 4
Correlation between African countries' COVID-19 fiscal responses and greenfield FDI in 2020

Greenfield FDI in 2020 (percent of 2020 GDP)
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Notes: Each point represents an African country with some point labels suppressed for legibility. Coronavirus (COVID-19) fiscal
policy responses include spending, as well as foregone and deferred revenues, in addition to other non-budgetary fiscal measures.
COVID-19 fiscal policy response as a percent of gross domestic product (GDP) is as reported in January 2021 (IMF, 2021). This figure
excludes data from two small, island countries with outlying observations. Mauritius was excluded from the figure due to having a
large COVID-19 fiscal policy response of approximately 44 percent of its 2020 GDP. Seychelles was excluded from the figure due to
having attracted 2020 GFDI flows of approximately 29 percent of 2020 GDP.

Source: USDA, Economic Research Service calculations using COVID-19 fiscal policy data from IMF (2021) and greenfield FDI data
provided by fDi Markets, Financial Times Limited (2021).

Page | 15
COVID-19 Working Paper: The COVID-19 Pandemic and Changes in Greenfield Foreign Direct Investment in Africa, AP-106
USDA, Economic Research Service




This variation in countries’ COVID-19 policy responses is not associated with differences in attracting

GFDI flows in 2020. Figure 4 reveals no clear pattern between the two, and the Pearson correlation coef-
ficient is small (0.02) and not significantly different from zero. Furthermore, while Chad had a relatively
high COVID-19 fiscal policy response, along with positive 2020 GFDI flows relative to its historical annual
average, this relationship does not hold for other countries with high COVID-19 fiscal policy responses.
Despite high spending on COVID-19 fiscal policy, GFDI flows in 2020 for Rwanda, Morocco, South Africa,
and Lesotho fell by 71 percent, 33 percent, 40 percent, and 91 percent relative to their historical annual
201019 averages, respectively. Implementation of fiscal policies varied across countries. For example, fiscal
policies in South Africa focused on providing medical equipment, staff, and vaccines—as well as spending on
unemployment, cash and food transfers, and business assistance. In Egypt, COVID-19 on-budget fiscal poli-
cies focused on medical supplies and staffing—as well as subsidized industrial energy costs, pension support,
low interest consumer credit, Government guarantees of mortgages and consumer loans, and real estate tax
relief. Other fiscal measures included forgoing revenue by suspending specific import duties (e.g., Zambia) or
deferring revenues by extending payment deadlines for certain types of taxes (e.g., Senegal). Countries also
pursued programs using non-budgetary funds (e.g., asset purchases, equity injections), loan/deposit guaran-
tees, and other fiscal operations, which were part of these fiscal packages. Most COVID-19 fiscal programs
involved some combination of all of these measures.

There are many potential reasons for this lack of association between fiscal policy spending and GFDI flows.
For instance, there may be a lag period between when new policies are implemented and when companies
adjust their investment decisions to the more or less favorable economic environment. Therefore, countries’
short-term investments in mitigating the effects of the pandemic may not generate benefits immediately in
terms of GFDI flows. Countries’ COVID-19 fiscal policy responses are also likely correlated with many other
factors that affect companies’ willingness to invest in a particular country. For example, the strength of coun-
tries’ responses to the COVID-19 pandemic is not random. Rather, the responses are likely influenced by the
magnitude of the pandemic’s effects on their economies. Even if a large COVID-19 fiscal policy response gave
companies increased confidence to invest in a given country, this confidence could be offset by a worsened
economic environment that induced the country’s larger policy response. Furthermore, changes in other poli-
cies designed to mitigate COVID-19 spread (e.g., travel restrictions) may have mitigated the positive effects of
fiscal policy responses on GFDI or reduced GFDI directly. Additionally, investors may not have confidence

in the ability of implemented fiscal policies to mitigate the risks posed by COVID-19 to investment returns.
Thus, in response to a COVID-19 policy enacted to curtail the negative impact of the pandemic on the
domestic economy, investors may choose to wait rather than take the risk of investing in a faltering economy.
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Conclusion

To date, much of the research on the impacts of the COVID-19 pandemic in Africa has focused on the
health and food security effects. The COVID-19 pandemic also disrupted businesses and supply chains
around the world, and these impacts may have led to shifts in multinational companies’ investment decisions
in Africa. Foreign investment decisions can also serve as a barometer for future trade and development trends
on the continent. In this working paper, the authors assessed whether and to what extent the COVID-19
pandemic was associated with changes in foreign direct investment in Africa. Along with overall trends, the
authors also examined country- and sector-specific changes, as well as relate foreign direct investment to
countries’ COVID-19 fiscal policy responses.

The authors found that Africa’s greenfield foreign direct investment (GFDI) flows (which are investments
made by a foreign firm to start a new venture or subsidiary in another country) were less than $30 billion in
2020—a 60 percent decline relative to the 10-year annual average over 2010-19. In April 2020, the first full
month after the World Health Organization (WHO) officially declared the spread of COVID-19 a global
pandemic, GFDI in Africa was only $715 million, 89 percent below the same month average for the region
over 2010-19. GFDI flows in Africa improved marginally in 2021 to $38.6 billion—33 percent above 2020
levels but still 48 percent below the 10-year annual average.

The reduction in GFDI was widespread throughout the continent. Over 70 percent of African countries
experienced more than 50 percent declines in 2020 GFDI relative to their country-specific, historical annual
averages from 2010-19. Moreover, more than half of African countries experienced greater than 75 percent
declines in 2020 GFDI relative to their country-specific, historical annual averages over the previous decade.
However, not all African countries experienced decreases in 2020 GFDI relative to their historical bench-
marks. In most cases, the relative increases in country-specific investment were due primarily to low historical
levels of GFDI prior to the pandemic—when historical investment is low, small increases in magnitude can
result in large relative increases.

Along with these country-specific trends, the sector-specific analysis revealed substantial cross-sector differ-
ences. Africa’s 2020 GFDI in the real estate and hotels/tourism sectors—each of which relies heavily on
travel and in-person work—declined by 95 percent and 80 percent, respectively, relative to their annual
201019 averages. Relative to these sharp declines, 2020 GFDI in the food and beverages sector showed resil-
ience, declining by only 34 percent relative to its historical average. Importantly, not all sectors experienced
declines. GFDI in 2020 in two sectors well positioned for the pandemic—communications and software/
information technology (IT) services—increased by 113 percent and 12 percent, respectively, relative to their
historical benchmarks.

The findings in this working paper suggest that the COVID-19 pandemic is associated with substantial shifts
in companies’ investment decisions in Africa. Although total GFDI declined during the pandemic, there are
country- and sector-specific exceptions to the overall trend. Furthermore, countries’ differing fiscal policies

in response to the pandemic do not appear to be correlated with differences in attracting investment, at least
in the short term. These trends continue to evolve as the pandemic progresses. Coinciding with the discovery
of the Omicron COVID-19 variant in South Africa in late November 2021, December 2021 GFDI in Africa
dropped sharply to 60 percent below its 2010—19 average and more than $1 billion below December 2020
GFDI. Additionally, more research is needed to understand how the pullback in investment associated with
the COVID-19 pandemic may have interacted with other determinants of investment flows, including polit-
ical instability, conflict, institutions, and governance.
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Appendix

Appendix Figure A.1
Historical trends in monthly greenfield FDI in Africa since 2019
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Source: USDA, Economic Research Service calculations using data provided by fDi Markets, Financial Times Limited (2021).
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Appendix Table A.1
Changes in sectoral greenfield FDI in Africa relative to 2017-19 averages

- 2020 2021
Historical annual

average, 2017-19 Amount (U.S. Percent Amount (U.S. Percent

Sector (U.S. dollars, billion) dollars, billion) change dollars, billion) change
Coal, oil, and gas 23.33 3.03 -87 5.44 -77
Real estate 6.77 0.43 -94 2.86 -58
Metals 5¥/5] 0.69 -88 4.36 -24
Renewable energy 5.56 4.68 -16 8.66 56
Chemicals 7.7 0.89 -88 0.52 -93
Transportation and warehousing 5.22 1.28 -76 2.67 -49
Communications 2.82 8.53 202 4.24 50
Food and beverages 3.68 2.02 -45 0.81 -78
Building materials 2n 0.40 -81 2.56 21
Automotive 172 0.80 -54 1.09 -37
Business services 1.64 1.54 -6 215 31
Financial services 1.26 0.70 -45 0.33 -74
Hotels and tourism 2.57 0.28 -89 0.42 -84
Textiles 1.81 0.12 -93 0.07 -96
Software and IT services 0.83 0.89 7 1.03 24

Notes: FDI = foreign direct investment, IT = information technology. Percent change is relative to the historical annual average over
2017-19.

Source: USDA, Economic Research Service using data provided by fDi Markets, Financial Times Limited (2021).
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