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5. STRATEGIC OBJECTIVES  
South Africa is an exceptionally open economy with FDI and DDI exerting a crucial role in 
the country’s development. Since 1994, South Africa has made great strides and 
undertaken substantial economic reform that have in part aimed to attract greater flows 
of investment. The overall growth of FDI since 1994 is a reflection of the country’s 
openness to investment as well as significant international interest based on the strength 
of the country’s institutions. FDI plays an important role in strengthening the integration 
of South Africa into the global economy; improving the country’s international 
competitiveness and facilitating improved access to foreign markets. 
Today’s global economy demands innovation and investment into productive sectors 
supported by the continued flow of trade and capital. The emergence of global supply 
chains and importance of value chains in economic development poses important 
considerations for South Africa. However, these opportunities can only be seized through 
investment reforms that encourage value chain linkages to obtain a greater share of the 
benefits of inward investment, whilst driving competition.  The CIS focusses on 
consolidating and strengthening existing capacity in identified priority sectors through 
regulatory consistency and policy certainty. The proposed approach to investment in South 
Africa requires a phased approach; through short-, medium- and long-term strategic 
initiatives. 
Figure 21: Country Investment Strategy Strategic Objectives 

 

6.    DETERMINING AND MEASURING 
QUALITY FDI  

 

 Quality FDI 
A country’s ability to attract and retain investment interest will play a critical role in 
supporting its economic, socio-economic and industrial developmental goals. Despite the 
global nature of trade and investment flows and activities, it remains critical for each 
country to create policies and programmes in support of its articulated developmental path 

Aligned to the goals outlined in the CIS, South Africa has developed specific objectives to be 
achieved: 
• Strategic Objective #1:  Catalyse a new investment model to address current under-

investment 

• Strategic Objective #2: Attract quality greenfield investments into South Africa 

• Strategic Objective #3: Identify high-impact and high-growth industries that will 
accelerate contributions to GDP    

• Strategic Objective #4: Support existing industries and develop new industries with 
clearly articulated forward-looking goals    

• Strategic Objective #5: Consolidate and strengthen existing capacity in identified priority 
sectors through regulatory consistency and policy certainty 

• Strategic Objective #6: Target critical areas of intervention, accompanied by the 
mobilisation of resources, and the co-ordination and alignment of state institutions. 
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(Tujan Jr., 2013). The determinants of FDI merit further discussion and distinguishing 
between two types of FDI-seeking behaviour is relevant in this instance. Market-seeking 
FDI involves seeking large populations with growing incomes whilst resource-seeking FDI 
seeks a labour force at competitive relative costs and/or access to natural resource 
endowments, such as minerals and energy (Meyer & Estrin, n.d.) with institutional quality 
and other key FDI determinants remaining relevant. As a result of these activities, 
particularly resource-seeking FDI, FDI has often being thought of as a postcolonial 
exploitation mechanism to drive access to resources and cheap labour (IGC, 2017). 
However, FDI is able to influence an economy in a number of ways, namely technology 
transfer; technology spillovers; employment and employment quality and boosting 
competition amongst local firms within the international arena. Recent data indicates 
positive benefits to host developing economies, particularly through increased levels of 
knowledge transfer (Meyer & Estrin, n.d.) and technology diffusion, leading to positive 
demonstration effects and further evidence points to rising income levels thereby 
generating important economic transformation effects (Gonzalez, Qiang, & Kusek, 2018; 
UNCTAD, 2018). The potential of such demonstration effects will be higher, the more 
divergent the gap between the host and source country (Meyer & Estrin, n.d.). Attracting 
quality or sustainable FDI is thus of critical importance (IGC, 2017). 

The International Growth Centre (IGC) characterises quality FDI as: “contributing to the 
creation of decent and value-adding jobs; enhancing the skills base of the host economy; 
facilitating the transfer of technology, knowledge and know-how; boosting competition of 
domestic firms and enabling their access to other local and global markets; and operating 
in a socially and environmentally responsible manner” (IGC, 2017). Unfortunately, many 
such impacts are difficult to quantify and lack an established quantitative methodology. 
The result is often a “more-is-better” mind-set towards FDI that overlooks or undervalues 
unquantifiable impacts on the host nation. It is thus vital that all projects are selected 
based on their expected sustainability. Quality and sustainable FDI can be defined as FDI 
projects that yield sufficient profits to maintain effective corporate engagement without 
harming vital host country interests whilst simultaneously producing positive net benefits 
for the country’s long-term development goals as evaluated on prioritised economic, 
environmental, social and governance indicators. 

Foreign investors generally enter host markets in three distinct categories: (i) greenfield 
investment (GI); (ii) mergers and acquisitions (M&A) and (iii) joint ventures (JV) and it is 
found that the institutional context of the host country is particularly significant in 
influencing the mode of entry. GI involves building a subsidiary from scratch whilst M&As 
concern the purchase of stock with requisite and sufficient managerial control. It is 
generally asserted that GI exerts the greatest relative positive effect on gross fixed capital 
formation (GFCF) and its actual effect is often greater than that reported in the Balance of 
Payments due to multiple spillover effects; however, the crowding out of local firms is still 
possible. One of the reasons attributed is the fact that GI utilises the resources of the 
foreign investor in its totality whilst M&As leverage local firm assets and combine it with 
that of the foreign investor (Meyer & Estrin, n.d.). Indicative examples in this regard are 
the Absa/Barclays merger and the Industrial and Commercial Bank of China purchasing 
twenty percent of Standard Bank. A JV can be useful in reducing transaction costs where 
market failures exist or in instances where a state entity is involved. In most emerging 
markets, JVs are a direct result of prevailing legal and regulatory frameworks (Meyer & 
Estrin, n.d.). 

FDI is influenced by a number of factors and not limited to domestic market size; 
macroeconomic stability; a favourable exchange rate; labour force quality; skills available; 
infrastructure provision and the prevailing political and regulatory environment. These 
effects, real or perceived, have a direct impact on investor risk-return calculations 
(Gonzalez, Qiang, & Kusek, 2018) and a perpetual and concerted effort must be made to 
enhance the country’s institutional environment and investment landscape. 
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Governments should seek to attract investors that will develop investment projects in ways 
that maximize net benefits to the host country. From the outset, it is essential that 
transparent communication with potential investors is established; anchored by sharing 
information that will foster a mutual understanding of the host nation’s objectives. In 
evaluating an investment project’s potential to promote economic empowerment, it is 
imperative to consider the projects overall economic impact on the sector and country, as 
a whole, including its effects on the regional development. Regional and/or metropolitan 
benefits will grow, the longer FDI capital remains in the host country; increasing 
incrementally by reinvested local profits, amongst other potential factors. On a macro 
level, the capital indicator can be assessed by the FDI project’s net financial resource 
transfer over time, calculating FDI inflows less capital and profit repatriation. All things 
equal, the longer initial capital and new profits remain in the host country, the better. This 
type of integrated, multidimensional evaluation should inform governmental decisions and 
direct public support towards sustainable FDI projects that readily promote national, 
regional and local priorities. 

The measurement of FDI is critical due to its association with productive investment. 
However, it is increasingly apparent that there a number of ways to measure investment 
and different claims can be made on the level of inward investment. Thus, government 
should aim to create its own datasets, leveraging StatsSA expertise, including tracking 
companies that have halted local operations. Efficient and effective government FDI 
policies require reliable data albeit with the inherent limitations of data itself. Measuring 
this over time will enable enhanced evidenced-based policymaking. Greater disclosures 
may be required by companies and also, the compelling of data sharing amongst 
government departments and regulatory authorities. Consideration should also be placed 
on publishing a comparison and synthesis of the various statistical data-sources on South 
Africa’s FDI climate towards informed decision making. 

 

FDI has contracted dramatically across the globe with developed economies contracting 
the most (GGDA, 2021). The dual shocks of the pandemic and the global slowdown is 
commodity prices is projected to exacerbate Africa’s declining FDI trend (UNCTAD, 2020). 
FDI contracted by 42 percent in 2019 and currently stands at its lowest level in this century 
with the current contraction being 30 percent higher than that experienced during the 
2008/9 global financial crisis. It is also evident that the effect of this contraction was most 
uneven, whilst not unexpected, with developed markets incurring the brunt of this 
contraction, that is a 69 percent reduction. However, the contraction on the continent was 
the least on a global scale with FDI contracting by just below 20 percent.  

Figure 22: FDI contraction across the globe on a regional basis (2020) 

 

Source: GGDA (2021) 

UNCTAD has projected that the worst affected industries will remain to be aviation, 
hospitality, tourism and leisure in addition to adverse effects on the global value chains of 



This gazette is also available free online at www.gpwonline.co.za

38  No. 46426 GOVERNMENT GAZETTE, 27 MAy 2022 

 23 

manufacturing signalling important considerations for Africa’s desired industrialisation 
efforts (UNCTAD, 2021). The value of greenfield investment projects into the continent 
has dropped by 58 percent whilst M&A activity has declined by 72 percent from a monthly 
average perspective in 2019 (UNCTAD, 2021). 

With the majority of African countries exhibiting lower savings rates due to high absolute 
poverty, many economies have become reliant on FDI to finance growth and development. 
Given the population growth rate in Africa and poverty levels, Loots and Kabundi (2012) 
suggest that to eradicate poverty and achieve much-needed economic growth, the 
continent requires an economic growth rate of between 7 and 8 percent. Ndulu et al (2007) 
further indicate that the achievement of such growth rates will be realised at annual 
investment rates of about 25 percent of GDP. With the current investment rate at 9 
percent, this indicates an investment deficit of 16 percent of GDP. 

 

Figure 23: A graphical representation of Africa’s FDI, Net Inflows (percentage of GDP), 1990 – 2020   

Source: South Africa Country Investment Strategy computation using UNCTAD data (2021) 

The continent has on average received a relatively small proportion of FDI inflows as 
compared other regions across the globe. For example, the region received USD 2.4 billion 
in 1990 (1.4 percent of the world total) increasing to USD 45.4 billion in 2019 (~3 percent 
of the world total) in 2019, as depicted in Figure 24 below (UNCTAD, 2020). In 2019, the 
continent with the highest share was North America, followed by Europe with Africa 
reflecting the least. Despite a relatively small proportion of FDI inflows in Africa, FDI 
inflows as a percentage of GDP depicts an increasing trend in Africa until the global 
financial crisis of 2008/9. The top five FDI recipients on the continent are Egypt, South 
Africa, Congo, Nigeria and Ethiopia with South Africa represented also as the largest 
outward investor. Africa’s largest source markets continue to be Western markets, with 
the Netherlands investing significantly more than it once did and of course, and China 
despite recent reductions due to the impact of Covid-19. South Africa was the second 
highest FDI recipient in 2019 and has generally faired in the continent’s top three 
economies over time. 

 

Figure 24: Overview of FDI trends into Africa   
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Source: UNCTAD (2020)  

 
Despite these trends, the Brookings Institute (2021) cites two distinct factors that are 
positive in terms of international investment flows returning to the continent with the first 
related to the continent’s drive to focus on infrastructure investment and industrial 
development and the second represented by that of the significant opportunities created 
through deepened regional integration manifested by the African Continental Free Trade 
Area (AfCFTA). 
In terms of South Africa’s performance, between 2007 and 2011, the number of FDI 
projects into South Africa increased quite significantly with a notable downward trend 
through to 2017. Upon picking up in 2019, it is of course evident that the current economic 
crisis represented by Covid-19 has begun to take its toll. 
 
Figure 25: FDI into South Africa by number of projects, 2003-2021  

 
Source: GGDA (2021)  
 

South Africa’s relative competitiveness position on the continent is high with government’s 
drive to attract productive investment being most indicative, particularly in relation to its 
2019 level, following the commencement of the country’s investment drive in 2018. Data 
published in UNCTAD's 2020 World Investment Report indicates that FDI stocks increased 

50
100
150
200
250

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

20
20

20
21

 (J
an

-F
eb

)



This gazette is also available free online at www.gpwonline.co.za

40  No. 46426 GOVERNMENT GAZETTE, 27 MAy 2022 

 25 

to USD 151 billion; well above 2018 levels. South Africa’s SEZ initiatives have also placed 
it as a continental leader with respect to FDI receipts. The bulk of FDI into South Africa is 
concentrated in the finance, mining, transport, manufacturing and retail sectors with the 
greatest investors emanating from Western European markets, such as the UK, the 
Netherlands, Luxembourg, Germany and Belgium in addition to the US, Japan and China 
(Santander, 2021). From a capital expenditure perspective, South Africa’s major FDI 
competitors are represented by Egypt, Nigeria and Angola. A noticeable major decline in 
FDI is evident from 2014 with an uptake in 2018, due to renewed confidence in the 
country’s investment drive. 
 
Figure 26: FDI into South Africa capital expenditure, 2003-2021  

 
Source: GGDA (2021)  

From a Covid-19 perspective, FDI in South Africa contracted by approximately 22 percent, 
however, with that being said, it is important to note that 63 companies have been 
identified as investing in the country during this period, the location of which is displayed 
below. 

Figure 27: FDI in South Africa on a provincial basis, by number of projects, 2020  

 

Source: GGDA (2021)  

Figure 28 below provides disaggregated source data for FDI into South Africa, by number 
of projects, with the most notable being that of automotive investment into the country’s 
new Special Economic Zone located in Tshwane (Pretoria) and emanates from the United 
States. 
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Whilst efforts have been made to understand FDI trends into South Africa, it is critical that 
a market demand approach is embarked upon to better understand the demand-side 
characteristics of FDI into South Africa. This will be a key action in informing the 
appropriate development of South Africa’s approach to lead generation and targeting. In 
the same vein, a better understanding of the trends and factors impacting DDI, and South 
Africa’s approach to better enable enhanced DDI, is a critical action. 
 
Figure 28: FDI in South Africa by source market, by number of projects, 2020  

 

Source: GGDA (2021) 

 

There are four type of FDIs – Resource seeking, market seeking, efficiency seeking and 
strategic asset seeking. The CIS needs to locate best SAs capability and opportunity for 
growth and type of FDI it seeks to attract.  

 

 

7. SOCIO-ECONOMIC MAXIMISATION 
MODEL THROUGH ENTERPRISE 
DEVELOPMENT  

Strengthening backward and forward linkages from investment into the local economy is 
critical (IGC, 2017) from an enterprise development perspective. This allows for direct 
technology transfer and spillover from foreign to domestic firms and also, raises the local 
and global competitiveness of local suppliers. Important actions include the establishment 
of a vendor development programme to efficiently support the matchmaking of foreign 
investors and local firms and include financial concessions, such as support to local 
suppliers on the basis of purchase orders from the foreign firm. However, supply chain 
creation should not be confused with small business development, due to the fact that, 
initially, larger domestic firms may be better geared to support foreign entrants. 

Gonzalez, Qiang, & Kusek (2018) find that FDI significantly benefits local firms through 
linkages and demonstration effects in a study of emerging market economies further 
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detailing that technologies and managerial practices are a key transmission channel. For 
instance, in Ghana, the increased presence of MNE manufacturing has been found to have 
exerted a positive impact on the productivity of local firms, with high-growth firms 
benefitting the most due to their labour absorptive capacities. High-growth firms account 
for a very small percentage of the private sector but disproportionately account for higher 
levels of job creation. As such, programmes should be developed to identify and target 
these firms in the value chain process (Gonzalez, Qiang, & Kusek, 2018). 

FDI projects should illustrate the recognition and reinforcement of local employee 
personnel initiatives, including an openness to facilitate small start-up enterprises by 
former employees as suppliers to the foreign firm. This can be facilitated by investor efforts 
to support the integration of local companies and SMMEs into their business processes and 
value chains. FDI projects can establish a variety of local business linkages with the most 
valuable of development objectives generally arising from the amount of value-additivity 
derived from local content purchases, including the integration of local companies into FDI 
business procurement and processes. Additional benefits can emerge when the MNE 
affiliate requires (and sometimes assists with) improvements in local product quality, 
thereby facilitating technology transmission. As previously alluded to, a potential negative 
repercussion is related to the possible displacement of existing local producers. Deeper 
relationships may also develop between foreign investor and the local business 
community, particularly where an investor progressively spins-off certain operations to 
local firms and further, stimulates new local firm creation. However, these potential 
benefits take time to develop and will often fall outside the three to five year post-start-
up evaluation period generally used to assess an initial project proposal. 

South Africa faces a severe challenge in terms of its legacy spatial divide. Compounding 
this spatial challenge is an institutional challenge that relates to the neglect of 
infrastructure life-cycle-maintenance and operations that are aligned to a cost-revenue 
plan. Albeit anecdotal, there is clear evidence that the lack of post construction 
management of many areas has resulted in a weakened ability to optimally embark on 
investment attraction initiatives and further, that the investment is not fully leveraged to 
stimulate economic growth. The absence of basic management structures, funding for 
maintenance, security and operations has resulted in infrastructure being vandalised and 
misused over time. 

Effective infrastructure supply should support economic growth and enhance the quality 
of life for residents (Baldwin & Dixon, 2008). Infrastructure delivery and foreign 
investment will fall short of its intended outcome and impact if it does not fully leverage 
its embedded potential and act as catalyst for the substantive and sustained improvement 
of the quality of lives and livelihoods of communities. As such, it is imperative that, a 
socio-economic maximisation methodology be developed, that considers local conditions, 
including existing business (including informal businesses), local assets, access to 
resources, local skills and competencies with efforts made to preserve and protect cultural 
practices, social and political heritage and environmental endowments. The socio-
economic maximisation model also needs to consider and align other country priorities, 
such as initiatives to promote women, youth and other relevant socio-economic criteria. 
This must include a measurement criterion designed to quantify the socio-economic 
impact, accordingly. 

 

 Country Priorities for Small, 
Medium, and Micro Enterprises 
(SMMEs)  
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The country’s Re-imagined Industrial Strategy articulates the expansion of SMMEs as a 
key growth pillar, which also forms part of broader economic recovery policy goals. SMMEs 
are the largest category of businesses in South Africa and are estimated to number 
between 2.4 million and 3.5 million. The largest number is in the informal and macro 
segments. The country has adopted an industrialisation approach through localisation to 
rebuild the production economy, create jobs, and transform the ownership patterns of the 
South African economy. This approach includes improving the competitiveness of SMMEs 
and their ability to meet the procurement requirements of large multinational/local 
corporations and state-owned enterprises; offering support with access to finance for 
SMMEs who have limited, or no, access to finance; improving the prevailing regulatory 
and administrative environment and providing industrial incentives to catalyse investment 
and development, some of which are detailed in Annexure 5 of the CIS.  
The manufacturing sector is one of the key industries where initiatives to improve and 
support the participation of SMMEs in the value chain are undergoing implementation. 
These initiatives include integrating township and rural enterprises in the manufacturing 
value chain; intensifying SMME participation in light and fast consumer goods 
manufacturing; facilitating the participation of SMMEs in minerals beneficiation and 
revitalising dormant industrial production infrastructure. The prioritised focus areas for 
manufacturing are: 
• The food and beverages industry including agro-processing (for purposes of food 

security); 
• Furniture and general use products; 
• Pharmaceuticals and nutraceuticals;  
• Clothing, leather and textile sector; 
• Beauty and personal care products; 
• Pulp and paper products; 
• Petroleum and chemical products; and 
• Plastic and plastic products 
In the context of the CIS, FDI and DDI projects should consider linkages to local SMMEs 
in support of the country’s broader industrialisation ambitions. The inclusion of SMMEs, 
especially local SMMEs is an important element of government’s economic interventions 
aimed at economic growth and job creation. 
 

8. INTERNATIONAL AGREEMENTS AND 
ECONOMIC DIPLOMACY 

South Africa has several trade and investment agreements that provide an export platform 
and are geared towards driving access into local and global markets. In addition, the 
country has signed a number of preferential trade agreements with key partners over 
time. Of great importance will be the accelerated conclusion of enabling agreements under 
negotiation and the conclusion of the implementation measures of those that have been 
ratified. These agreements include multilateral, regional and bilateral agreements, some 
of which are discussed below and contained in Annexure 4.    

 

 African Regional Integration 
South Africa utilises strong government-to-government relations and mechanisms to 
advance a developmental agenda in Africa that focuses on: 
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• identifying and establishing joint investment projects in partner countries; 

• promoting two-way trade; 

• coordinating South African technical co-operation and assistance to support policy 
and institutional development in partner countries; 

• promoting cross-border infrastructure development, notably on the basis of the 
spatial development initiative (SDI) methodology 

• promoting regional integration through the strengthening and consolidation of the 
Southern African Customs Union (SACU) and the Southern African Development 
Community (SADC) free trade agreement; and 

• negotiating agreements on investment protection and economic co-operation 

Figure 29 indicates that total trade between South Africa and Africa amounted to ZAR 2.7 
trillion for goods and services, between 2015 and 2020. In the period under consideration, 
South Africa exported ZAR 1.9 trillion worth of goods and services to the continent. The 
geographic area of the Gauteng City Region accounted for 62.1 percent of total exports 
(GGDA, 2021). In terms of imports, between 2015 and 2020, the total value of imported 
goods and services from the continent amounted to ZAR 739.1 billion, representing a trade 
surplus of approximately ZAR 1.18 trillion.  
 

Figure 29: Trade between South Africa and the African continent, 2015 – 2020   

 
Source: GGDA (2021)   

A notable development in this regard is the ratification of the AfCFTA, making it the largest 
free trade agreement since the establishment of the WTO, creating a market of over 1 
billion people with a combined GDP greater than USD 2 trillion. The AfCFTA is anchored on 
the development of an integrated approach, emphasising market integration, 
infrastructure development and industrial development to boost intra-Africa trade and 
support the continent’s development imperatives of sustainable economic growth. It is 
further estimated that this will result in consumer and business spending of USD 6.7 trillion 
by 2030 with sizeable impacts on manufacturing; industrial development; tourism; 
economic transformation and increased intra-regional trade leveraging economies of scale 
and enhanced efficiency of the allocations of resources (Brookings Institute, 2020). By 
April 2019, the threshold number of countries for the AfCFTA to come into effect was met 
and entered into force in May 2019.  

The IMF (2020) has also projected that this will have a significant impact on the continent’s 
ranking on the WEF Global Competitiveness Index with UNECA (2020) further estimating 
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that intra-regional trade will grow by 15 to 25 percent by 2040. There are a number of 
important elements of the agreement that are underway, including tariff concession 
schedules, intellectual property and competition, investment considerations and rules 
pertaining to origin and the digital economy. The agreement covers both trade in goods 
and services under Phase I, together with dispute resolution and settlement, while Phase 
II constitutes investment protection, competition policy and intellectual property 
considerations; the latter of which will be negotiated soon. An enabling 
regulatory environment and identifying policies that require amendment have also been 
taken into consideration. In this regard, legislative processes are underway to effect 
identified amendments. The South African Presidency will work closely with the 
Department of Trade, Industry and Competition’s chief negotiator on South Africa’s 
strategic trajectory for the African continent. 

Figure 30: Status of AfCFTA as at October 2019 

 

Source: IBRD (2020) 

 The Rest of the World 
South Africa pursues regional negotiations and has concluded agreements with a number 
of economies. Over the last decade, the importance of building trade and investment 
relations with the new poles of economic growth in the world has become increasingly 
compelling. This inexorable change in the economic geography of the world economy 
requires more purposeful effort to diversify South Africa’s trade and investment relations 
to benefit from rapid and dynamic economic growth in the global south.  
South Africa’s Trade Policy and Strategic Framework has been finalised through 
consultations with relevant stakeholders within and outside of government. The 
Framework establishes clear links between trade and industrial policy in South Africa to 
complement the country’s National Industrial Policy Framework. South Africa’s trade 
performance and tariff regime has been perpetually reviewed since 1994. 
 




