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The Parliamentary Budget Office (PBO) has been established in 

terms of the Money Bills Amendment Procedure and Related Matters 

Act, 2009 (Act no. 9 of 2009). The main objective of the PBO is to 

provide independent, objective and professional advice and 

analysis to Parliament on matters related to the budget and other 

money Bills. The PBO supports the implementation of the Act by 

undertaking research and analysis for the finance and 

appropriations committees.  
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Introduction 

Several countries including Japan, Taiwan and South Korea have achieved periods of high 

economic growth in the absence of significant foreign direct investment (FDI) inflows. In many 

cases, FDI inflows have been found to be a response to economic growth, rather than a 

driver. Why then do countries compete with one another to attract investment? Conventional 

economic theory suggests that it is as a result of the potential positive spillover effects of 

investment and its propensity to enrich the lives of citizens.  

The National Development Plan (NDP) and other government policy documents subscribe to 

this notion as they explicitly identify a critical need to promote both domestic and foreign 

investment in South Africa.  

The New Growth Path (NGP) is, at its core, about creating faster growth and employment 

through investment, amongst other drivers. The NGP is identified in the NDP as government’s 

key programme to take the country onto a higher growth trajectory.1  

In broad terms, this document attempts to explore the South African investment landscape.      

Specifically, the document aims to provide the following: 

1. An explanation of key investment concepts; 

2. a brief overview of the literature on the impact of direct investment; 

3. a summary of the current state of investment in South Africa; and 

4. an outline of South Africa’s plan to attract and manage investment.  

What is investment? 

An asset or item purchased today with the intention of it generating income or a return in the 

future is referred to as an investment.  

In contrast, consumption usually entails the immediate use of an asset or item purchased 

without any expectation of it generating income or a return in the future.  

It is important to distinguish between two related investment concepts commonly employed 

by the South African Reserve Bank (SARB) and other entities, namely ‘investment flows’ and 

gross fixed capital formation (GFCF). 

Inflows of money into the South African economy, both from residents and non-residents, are 

commonly classified as either ‘direct’, ‘portfolio’ or ‘other’ investments based on the nature of 

ownership of the asset or item purchased.     

‘Direct investment’ involves the purchasing and/or establishing of assets such that the investor 

is able to exercise control over future decisions. An example would be a foreign corporation 

establishing a new business in South Africa or a local business purchasing a controlling share in 

a local retailer. Direct investment can be classified as either domestic direct investment or 

foreign direct investment depending on the geographical source of finance.       

‘Portfolio investment’ involves the purchasing of assets (usually shares or bonds), where the 

investor is typically interested in the potential financial return on the asset. In this instance, the 

investor is not interested in managing the underlying business in which the investment has been 

made. Portfolio investments are usually characterised by shorter investment horizons than 

direct investment.      

                                                      
1 National Development Plan (pg. 92). 
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‘Other investment’ is a category used by the SARB to capture any other investments that do 

not fall into either the direct or portfolio investment categories. Typical forms of investment 

under this category include trade credits,2 loans, currency and deposits made into financial 

institutions as well as other assets and liabilities.     

In the National Development plan, investment targets are based on another related 

investment concept commonly employed by the SARB. GFCF measures the amount spent on 

additions to the fixed assets (property, machinery and equipment) of the economy, plus net 

changes in the level of inventories.3 

To illustrate the difference between investment flows and GFCF, consider the following 

example: 

A foreign corporation uses its own capital (raised through issuing debt or equity) to purchase 

a majority share in a South African business. The total amount used for the purchase would be 

classified as an inflow of funds (FDI) into South Africa. The local business may then use a portion 

of that money to pay off its own debt, and the balance to purchase a new machine to boost 

production. The funds used to purchase the new machine would be recorded as GFCF and 

not the total FDI inflow. The three categories of investment flows can therefore be understood 

to relate to financing as opposed to actual GFCF.  

Direct investments can be further separated into green-field and brown-field. A green-field 

investment occurs when a company or government entity constructs new operational facilities 

in a country from the ground up as part of a new venture. A brown-field investment occurs 

when a company or government entity uses or develops existing facilities to launch a new 

project. This can often involve the investing entity forming a partnership with an existing local 

business, known as a joint-venture. Joint-ventures can also take the form of licensing and 

franchising where skills, technology and rights are transferred by the investing entity.   

The national income identity explicitly reflects the relationship between investment, other 

variables and economic growth. Specifically, national income (growth) is the sum of 

consumption expenditure, investment, government expenditure and the trade balance.4 

Investment is defined in the identity as all fixed capital and inventory expenditure excluding 

residential property and is denoted by the letter ‘I’. Holding other things constant, an 

investment in fixed capital and/or inventory increases GDP.  

Overview of key findings  

The impact of direct investment 

It is often proposed that direct investment (both domestic and foreign) is a driver of economic 

growth, with the assumption that this will culminate in a net benefit to the state and citizens 

of a country.5 An overview of the research for and against this proposition suggests the 

following:  

                                                      
2 For example, when a South African importer purchases foreign goods, the transaction is often financed through 

short-term credit obtained abroad. Likewise, South African exports to other countries may also be financed through 

credit granted to the foreign importer by South African financial institutions. Trade credits constitute a significant 

portion of other investment (source: South African Reserve Bank). 
3 GFCF does not include funds spent on land as it represents the turnover of existing fixed capital stock rather than 

an addition. The word “gross” refers to the fact that the measurement assumes that the stock of fixed capital in the 

economy is not depreciated over time. 
4 GDP = C + I + G + (X – M). 
5 See http://www.bdlive.co.za/opinion/2013/04/10/sa-can-enhance-its-attraction-as-investment-destination, 

http://www.bdlive.co.za/opinion/2014/09/15/sas-past-prudence-will-drive-economic-renewal, 

http://www.iol.co.za/capeargus/cabinet-will-drive-2030-development-plan-1.1694686#.VBbY68KSwRo. 

http://www.bdlive.co.za/opinion/2013/04/10/sa-can-enhance-its-attraction-as-investment-destination
http://www.bdlive.co.za/opinion/2014/09/15/sas-past-prudence-will-drive-economic-renewal
http://www.iol.co.za/capeargus/cabinet-will-drive-2030-development-plan-1.1694686#.VBbY68KSwRo
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Direct capital investment financed from within a country is generally accepted to be more 

likely to result in greater benefits than foreign financed direct investment. There is no 

consensus however on the net impact of FDI on an economy.6 

Several business practices have emerged that limit the potential positive spillover effects of FDI 

in developing countries.7 The practices described above, raise doubts as to the proposed 

causal relationship between an increase in FDI and economic growth and other positive 

spillover effects.8 

FDI inflows have therefore been found to be neither a sufficient or necessary condition for 

economic growth. It is more likely that the quality rather than quantity of FDI is a key 

determinant in achieving economic growth with positive spillover effects.9 

From the perspective of the state, the process of encouraging and managing FDI flows 

appears to be a delicate balancing act. The state may attempt to ensure that FDI ultimately 

benefits citizens through targeted regulation of FDI ventures while also ensuring that the 

conditions imposed on foreign investors are not so stringent so as to dissuade future investment. 

The focus of the recipient state may therefore be on developing, monitoring and evaluating 

appropriate policy instruments to ensure that FDI flows genuinely contribute towards its 

development objectives. 

Investment in South Africa 

An analysis of the current state of investment in South Africa revealed the following: 

Research examining the impact of FDI on growth in South Africa from 1956 to 2003, found the 

growth impact of FDI to be positive.10 However, figure 1 shows that, since 1994, the relationship 

has been unclear as periods of relatively higher growth have not necessarily coincided with 

higher FDI inflows.    

Figure 1: FDI and growth, 1994-2013 

 

Source: South African Reserve Bank, 2014. 

                                                      
6 See Streeten (1973), White (1978), Hirschman (1977). 
7 See Singh (2007). 
8 Research by Lipsey (2002) finds that there is no consistent relationship between the size of FDI inflows and 

economic growth. 
9 See Singh (2007). 
10 See Fedderke and Romm (2004). 
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Table 1 shows that FDI in South Africa, as a percentage of GDP, is relatively low compared to 

its peer countries,11 exceeding only India and Turkey, both of which are characterized by high 

levels of domestic investment.  

Table 1: SA FDI compared to peer countries 

 

Source: The Organisation for Economic Co-operation and Development, 2014. 

Since the development of South Africa’s financial markets and liberalisation of exchange 

controls, portfolio investment has provided foreign investors with an alternate channel to invest 

in the South African economy. From 1994 to 2012, portfolio investments by non-residents grew 

by a compounded average rate of 17.5 per cent per year. In 1994 foreign portfolio investment 

comprised only 7 per cent of total foreign assets, compared to direct investment assets of 71 

per cent. By 2012, portfolio investment assets had increased to 44 per cent, whilst direct 

investment assets had decreased to 31 per cent. This reflects the shifting preferences of foreign 

investors from direct investment to portfolio investment. The geographical composition of 

foreign owned assets stemming from portfolio investments is dominated by Europe (58 per 

cent) and the USA (38 per cent).   

While GFCF has generally increased with economic growth, figure 2 shows that the last five 

years have seen growth in GFCF despite poor economic performance. This is partially 

explained by an increase in government capital expenditure including investment in transport 

and electricity infrastructure. 

 

 

 

 

 

 

 

 

                                                      
11 This report defines a peer country as one that is at a relatively similar stage of development to South Africa.      
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Figure 2: Gross fixed capital formation, 1994-2012  

 

Source: South African Reserve Bank and Statistics South Africa, 2014. 

South Africa’s plan to attract investment 
As part of South Africa’s plan to attract and manage investment, the Department of Trade 

and Industry (Dti), amongst others, gives effect to the investment focused recommendations 

in the NDP through the Industrial Policy Action Plan (IPAP) as well as through its own 

programmes.12 

The Dti’s SEZ investment incentive scheme encourages investment in South Africa through a 

range of incentives including a tax incentive which offers a blanket corporate tax rate of 15 

per cent on corporate profits. New legislation on SEZs will enable the graduation of Industrial 

Development Zones (IDZs) into SEZs. The Bill is presently before Parliament.  

The IPAP identifies industrial development milestones for 2014/15.13 

The performance of a department is assessed based on their capacity to realise the objectives 

and targets outlined in their Annual Performance Plan (APP). There is therefore a stronger 

incentive for a department to work towards reaching a milestone if it is included in its APP. By 

including the shorter-term IPAP milestones in the APPs of relevant departments, the likelihood 

that the investment targets set-out in the NDP and medium term strategic framework (MTSF) 

will be achieved, is possibly enhanced.   

However, based on the relevant departments latest APPs, the only IPAP 2014/15 milestone to 

have a performance indicator attached to it is the ‘finalisation of the SEZ regulations and 

guidelines’.  

At the time of writing, the SEZ regulations and guidelines had been approved and gazetted.    

The absence of the remaining IPAP milestones and MTSF targets from future APPs is likely to 

compromise effective monitoring and reduce the prospect of implementation. 

                                                      
12 Department of Trade and Industry (2014). 
13 Industrial Policy Action Plan 2014/15. 
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Conclusion 

In conclusion, South Africa has formulated policy to attract both domestic and foreign 

investment. A challenge with investment policy, such as SEZs, is that it seeks to attract 

investments with increasingly generous incentives, while the net effect of those investments on 

the economy remains unclear. 

While domestic investment has been found to be more likely to result in positive spillover 

effects, the net impact of FDI is contentious. The net impact of FDI on economic growth, tax 

revenue generation, job creation and skills and technology transfers has been the subject of 

much debate. There is also evidence suggesting that FDI inflows may lead to other economic 

imbalances.             

By managing foreign investment in South Africa, the state may be able to increase the 

likelihood of positive spillover effects.   
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