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are also discussed. 

 

Keywords: Botswana, foreign direct investment, Kenya, linkages, South Africa, spillover effects 
JEL classification: E23, F21 F30, L96, L98, O55 
 

Acknowledgements: We are indebted to John Page for his constructive comments, which helped 
us to improve the quality of this paper.  
 

 

 

 

 

 

mailto:nandonde@sua.ac.tz
https://www.wider.unu.edu/node/151233
https://www.wider.unu.edu/node/151233
https://doi.org/10.35188/UNU-WIDER/2019/687-6


 

1 

1 Introduction 

This paper investigates linkages and spillover effects of South African foreign direct investment 
(FDI) in Botswana and Kenya. Since the end of apartheid in South Africa, many South African 
firms in retail, banking, agro-processing, and others sectors have expanded to other African 
countries. This has obviously influenced employment trends in the host countries, and offers 
opportunities for local firms to improve their practices and performance (Adu-Gyamfi 2017). 
However, linking host country firms to South African firms has remained a challenge, due to the 
former’s low levels of capability in productivity or quality to engage with highly capable South 
African firms (Sutton 2012). In some cases in retail, South African firms return to procure products 
from their home market to serve the host country market. Research by Nandonde (2016) revealed 
that Shoprite, a South African retail giant, imported about 80 per cent of its stock of food items 
from South Africa when it operated in Tanzania. This somewhat enclave behaviour prompted the 
Tanzanian government to introduce a policy demanding that at least 50 per cent of processed 
goods be procured locally. Policy has thus become a useful approach to intensify the interactions 
between South African and local firms. In Kenya, for instance, policy regulations allow 
partnerships, illustrated by the alliance between South Africa’s Nedbank and Ecobank Kenya 
(Muchira 2017). Such interactions pave the way to deepen linkages between South African firms 
and local firms. Consequently, the linkages currently being forged by South African firms, and the 
spillovers generated by South African FDI in host countries, should be further investigated.  

Previous literature on FDI in Africa can be categorized into two strands. On the one hand, studies 
on regional and national economic growth from South African FDI (including existent gaps) focus 
inter alia on FDI and convergence in regional wealth (Dunne and Masiyandima 2017), the relevance 
of influences at the global level on the portfolio of African economic sectors (Boamah 2017), and 
nexuses between bonds, equity, institutional debt, and economic development (Fanta and Makina 
2017). Others focus on output estimation gaps in the light of potential economic prosperity 
(Fedderke and Mengisteab 2017). On the other hand, extant studies on productivity are concerned 
inter alia with linkages between total factor productivity (TFP), output per worker, remittances, and 
technological gain (Ssozi and Asongu 2016a, 2016b), the role of value chains in the relevance of 
FDI for driving economic growth and productivity (Meniago and Asongu 2019), gender disparities 
and labour supply (Elu and Price 2017), schooling features and the intensity of child labour 
(Ahouakan and Diene 2017), and linkages between manufacturing and exporting (Cisse 2017). 
Others examine the nexuses between manufacturing corporations and TFP within the framework 
of variations in the rate of productivity across manufacturing industry sectors (Kreuser and 
Newman 2018) and the relevance of information technology for TFP catch-up (Maryam and Jehan 
2018).  

Departing from contemporary FDI and productivity studies and scholarship on Africa, this paper 
focuses on FDI linkages and spillovers by examining country-specific cases, using primary data to 
investigate qualitative implications. In line with to the aims of previous studies, this paper helps to 
enrich the South African FDI discourse in Africa by providing evidence from Botswana and 
Kenya. Specifically, the following research questions are pursued: 

1. What are the linkages forged by South African firms in Botswana and Kenya? 
2. What spillover effects emerge from linkages between South African firms and local firms 

in the host countries? 

We contend that knowledge of South African FDI practices in host countries should inform policy 
and institutional reforms to enhance linkages and spillover effects. The rest of the paper is 
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structured as follows. Section 2 briefly introduces the theory of FDI and discusses the nature of 
South African FDI. The section further discusses the theory of linkages and spillovers, and outlines 
the operational framework that guided the empirical study. Section 3 provides the research 
methodology. Section 4 elaborates the empirical findings, and section 5 concludes with 
implications and future research directions.  

2 Theory of FDI 

The theory of FDI relates to the movement of capital across national boundaries. Seminal works 
on FDI by Vernon (1966) and Hymer (1976) illustrate the central role played by multinational 
firms in cross-border expansion. In effect, firms are motivated to seek markets, efficiencies, 
resources, and strategic assets (Dunning 1993; Meyer 2015). Market-seeking firms engage in 
foreign operations to increase or sustain their market share by avoiding barriers that hinder their 
performance in home markets (Cui et al. 2014; Kuada 2005; Meyer 2015). Efficiency-seeking firms 
have the objective of targeting advantages, such as low costs and availability of labour in host 
markets (Cui et al. 2014; Kuada 2005). Natural resource-seeking firms aim to use host country 
natural resources to enhance in-house production, or sell acquired resources to other firms in host 
markets (Cui et al. 2014; Kuada 2005; Ramasamy et al. 2012). Lastly, strategic asset-seeking firms 
enter host markets to build their assets rather than exploit existing assets (Meyer 2015). This brief 
exposition of the theoretical underpinnings of FDI offers a basis to relate to the intentions of 
South African firms in host countries. 

2.1 South African FDI 

South African FDI spans both African and non-African economies. Table 1 shows that South 
African firms are among the top 100 multinational enterprises from developing and transition 
economies (UNCTAD 2018). Indeed, footprints of South African firms outside Africa are 
traceable in the healthcare, industrial, telecommunication, technology, financial, consumer goods, 
and basic materials sectors (Konfidants 2017). Previously, many South African firms found it 
difficult to expand beyond the home market, largely due to restrictions placed on the apartheid 
regime. Nevertheless, corporations used these restrictions to consolidate their strength at home 
before expanding into regional and global markets (Konfidants 2017) after the end of the apartheid 
regime. It is not surprising that there are many South African investments dotted across the world. 
South African firms generate 17 per cent of sales outside Africa (Labour Research Service 2017).  

South African FDI across the African continent increased by over 200 per cent from US$74 
million in 2016 to US$151 million in 2017 (UNCTAD 2018). This illustrates a huge, bold 
entrepreneurial drive in international opportunity identification (Cuero Acosta et al. 2017). In 2016, 
South African FDI was the highest in Africa in terms of the number of projects (Table 2). 
Although this dropped to 96 projects in 2017, South Africa still maintained a clear lead among the 
top five FDI in Africa by project. Beyond projects, the number of South African firms operating 
across Africa is huge anecdotally, but a recent sample study reveals that there are over 250 South 
African multinational operations on the continent, including in South Africa (Labour Research 
Service 2017). Driven by resource- and market-seeking motives, they are found in banking and 
financial services, construction, diversified holdings, education, bus training and employment, 
food and beverages, health, hospitality, industry, mining, paper and packaging, retail, technology 
and communications, and manufacturing (Labour Research Service 2017; Muchira 2017). South 
African firms generate 70 per cent of sales from their home country, but also generate 13 per cent 
and 17 per cent of sales from the rest of Africa and the world respectively (Labour Research Service 
2017). 
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Table 1: Top 100 multinational enterprises from developing and transition economies by home country 

Economy 2011 2016 
Africa 9 7 
 South Africa 8 6 
Asia 75 77 
 Hong Kong, China 20 13 
 China 12 24 
 Singapore 9 9 
 Taiwan Province of China 9 6 
 India 8 6 
 Malaysia 6 5 
Latin America and the Caribbean 10 14 
 Brazil 4 5 
 Mexico 4 7 
Russian Federation 6 2 
Total 100 100 

Source: UNCTAD (2018). 

Table 2: Top five FDI in Africa by project in numbers 

Country 2016 2017 
South Africa 105 96 
Morocco 80 88 
Egypt 69 67 
Nigeria 49 35 
Kenya 38 42 

Source: authors’ compilation based on data from fDi Intelligence (2017, 2018). 

Table 3: South African FDI in Botswana and Kenya 

Sector Botswana Kenya 
Banking and financial services 8 7 
Construction 7 2 
Diversified holdings 2 2 
Education, bus training and employment 1 - 
Food and beverage 5 2 
Health 2 3 
Hospitality 2 2 
Industrial 4 1 
Mining 1 - 
Paper and packaging 1 1 
Retail 9 4 
Technology and communications 1 - 
Transport 3 2 
Total  46 26 

Source: authors’ compilation based on data from Labour Research Service (2019).  

Studies show that South African firms in Botswana and Kenya are dominant in retail as well as in 
the banking and financial sector. Table 3 presents the various sectors where South African firms 
are engaged in Botswana and Kenya. Competitors such as Shoprite, Massmart, Pick n Pay, 
Woolworths, Foschini, Truworths, Cashbuild, Mr Price Group, and Spar dominate the retail 
sector. In banking and finance, sector giants include the Standard Bank Group, Liberty Holdings, 
FirstRand Bank, African Bank Investments, Sanlam, Absa, RMB Holdings, and Barclays Africa 
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Group (Labour Research Service 2019). There are also other strong banking multinationals such 
as Nedbank and Old Mutual present in Kenya (Adeyele et al. 2018). Banks provide commercial, 
retail, private banking, asset management, credit card, mortgage, and other services in host 
economies.  

In comparison, there is more South African FDI in the food and beverage sector in Botswana 
than in Kenya. Pioneer Foods, Tongaat Hulett, Clover Industries, and RCL Foods operate in 
Botswana, while Tiger Brands operates in Kenya. Distell operates in both countries. Country Bird 
Holdings has also penetrated the market to serve chicken products for consumers. Although it is 
not captured by the Labour Research Service, South African FDI in Kenya can also be found in 
telecommunications. In the information and communication technology (ICT) sector, South 
African investors such as Naspers, the MTN Group, and Intact Software Ltd have found their 
way into the Kenyan market. Telkom South Africa has gained a strong local presence through local 
firm acquisition strategies (Irungu 2010). 

South African firms in Botswana and Kenya are generally market-seeking, given the profits accrued 
(shown in Table 4). Despite fluctuations in yearly average profit margins, South African firms 
accrue positive figures. Thus, profit margins give the impression that both economies are fertile 
ground for South African firms to thrive. As shown in Table 4, South African firms have been 
operating for over a decade in Botswana and Kenya. The length of operations and the increase 
over time in the number of South African firms in both countries illustrate the extent to which 
South African FDI has grown in host markets. Nevertheless, it is unclear whether South African 
firms conduct business at arms’ length or go further to deepen relationships with host country 
markets. One way to find out is to investigate linkages and spillover effects of South African FDI 
in Botswana and Kenya. This should inform policy directives that will foster linkages to generate 
favourable spillovers and mitigate undesired ones.  

Table 4: Company performance of South African multinational corporations in Botswana and Kenya 

 Botswana Kenya 

Year  No. of 
companies 

Average 
revenue 
in US$ million 

Average profit  
after tax in 
US$ million 

No. of 
companies 

Average 
revenue  
in US$ million 

Average profit 
after tax in 
US$ million 

       

2007 8 8243.22 1782.85 3 11612.36 1462.02 

2008 36 4663.87 616.82 18 4415.46 464.41 

2009 40 4851.34 417.83 21 5189.01 409.79 

2010 44 5239.02 570.33 25 4906.35 437.58 

2011 47 7384.83 712.36 27 5966.33 460.31 

2012 49 7430.38 536.29 29 6209.28 554.24 

2013 47 5499.21 471.11 27 5755.00 585.77 

2014 46 5181.79 444.72 27 5336.86 575.41 

2015 46 4516.03 293.49 27 4671.53 541.76 

2016 46 4066.35 352.46 27 4302.41 499.92 

2017 44 3761.34 342.99 25 3360.07 379.68 

Source: authors’ compilation based on data from Labour Research Service (2019).  
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2.2 Linkages 

Linkage is defined as the ‘organisational modalities of interactions’ between firms (Rugraff and 
Hansen 2011: 16). Altenburg (2000) and Santangelo (2009), however, define linkages to include 
non-business entities such as universities and government institutions. Consolidating these 
definitions, Adu-Gyamfi (2017) refers to linkages as interactions between business and non-
business entities. This inclusive definition is appealing, and is therefore used as the guiding 
definition of linkages in this paper. The concept of linkages is useful to understand value chain 
governance. The value chain describes the full range of activities conducted to bring a product 
into being for use and beyond (Gereffi and Fernandez-Stark 2016). Such activities include research 
and development, design, production, marketing, distribution, and support to the end consumer 
(Gereffi and Fernandez-Stark 2016). Value chain activities have global (Gereffi 1999; Henderson 
et al. 2002), international (ITC 2017), regional (Tamara 2018), and national dimensions. 
Multinational lead firms drive global and international value chains, where they exert a lot of 
influence on upstream and downstream activities related to product or service requirements 
regarding standards, design, and quality. Local firms willing to connect to global value chains 
should be able to fulfil these requirements, and by doing so are granted access to a rich pool of 
knowledge. In national value chains, clusters also offer wide linkage opportunities. Clusters are 
geographical concentrations of enterprises that co-locate to benefit from customers, traders, 
workers with related skills, suppliers of inputs, service providers, and other enterprises keen to 
exploit new market opportunities (McCormick 1999; Porter 1990; Schmitz 1992). Different actors 
in both value chains and clusters augur well for linkage formation.  

The literature on linkages shows two main categories: vertical and horizontal. Vertical linkages are 
subdivided into backward (upstream) and forward (downstream) linkages. Vertical backward 
linkages are forged based on the need to provide supply to initiate production. Some empirical 
evidence shows that backward linkages generally occur between foreign fruit-processing 
enterprises and mango and pineapple suppliers in Ghana (Adu-Gyamfi 2017). Others occur 
between the automobile giant AB Volvo and component suppliers in India, Brazil, China, and 
Mexico (Ivarsson and Alvstam 2005). Furthermore, evidence of backward linkages is found in 
Smarzynska Javorcik’s (2004) work on foreign affiliates and local suppliers in upstream sectors in 
Lithuania. More evidence is underscored by the presence of backward linkages in Northern 
Ireland, particularly in supplier relationships between multinationals and local suppliers (Crone 
and Roper 2001). Vertical forward linkages are forged based on the need to provide finished goods 
or services to the consumer market. Empirical evidence has revealed forward linkages between 
foreign firms and the development of local distributors and sales organizations (Blomström and 
Kokko 1998; Reuber et al. 1973). A study by Miozzo and Grimshaw (2008) also demonstrated 
forward linkages between multinational service firms and their client firms in Argentina and Brazil.  

Horizontal linkages demonstrate interactions between foreign and local firms who act as partners 
or competitors. Empirical evidence shows strong relationships between foreign subsidiaries and 
alliance partners from the host economy in New Zealand (Scott-Kennel and Enderwick 2004). 
This is due to the mutual but unequal transfer of product (service) technology, research and 
development, management practices, and marketing and distribution system resources from each 
side of the alliance (Scott-Kennel and Enderwick 2004). Other empirical work has also revealed 
horizontal linkages in the form of international joint ventures (Adu-Gyamfi 2017; Liu and Vince 
1999; Si and Bruton 2005).  

Beyond vertical and horizontal linkages, some authors underscore the usefulness of institutional 
linkages between firms and institutions such as universities, public research centres, and advocacy 
groups (e.g., Santangelo 2009). There are also ancillary linkages forged by foreign firms regarding 
services such as subcontracting and finance (e.g., Chen et al. 2004). Through cohort and funnel 
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approaches, Prashantham (2019) also demonstrates new forms of viable collaboration interface 
between big corporations and start-ups. According to the author, the cohort approach describes 
start-ups’ participation in programmes organized by big corporations where peer-to-peer 
engagement is a key part. The funnel approach allows big corporations to prescreen start-ups for 
subsequent engagement. In both the cohort and the funnel approach, corporations are able to tap 
into valuable new ideas from start-ups, while the latter gain access to the resources and legitimacy 
provided by corporations. Given the points raised, a broad view of linkages enables us to observe 
potential spillovers that may or may not ensue between foreign firms and the host country market. 

2.3 Spillovers 

Spillovers are outcomes of linkages forged by the presence of FDI. According to Smarzynska 
Javorcik (2004), FDI may create vertical or horizontal spillovers. In effect, vertical spillovers are 
born from vertical linkages. Empirical evidence shows that supply linkages may engender supplier 
development (Adu-Gyamfi 2017), and labour linkages may create avenues for employee training 
and technical assistance (Giroud and Scott-Kennel 2009; Kuada 2005; Scott-Kennel and 
Enderwick 2005). Horizontal spillovers may occur when local firms learn by imitating foreign firms 
without the latter’s conscious effort or prior knowledge (Scott-Kennel and Enderwick 2005). This 
may augment the capability of a local firm to compete with the foreign firm in the host market. In 
relation to this, Sutton (2012) underscores that FDI can be a source of local firms’ capability-
building in productivity and quality. Similarly, Altenburg (2000) argues that foreign firms have 
higher managerial and technical capabilities that could be transferred to local firms to enhance 
their business practices. Thus, capability-building is a combination of tacit knowledge and working 
practices that can be introduced to local firms (Newman et al. 2016: 111). Through interactions 
between foreign and local firms, the latter may learn to develop their competitiveness in 
productivity and quality. Thus, capability-building is a spillover of the initial interaction between 
foreign and local firms. It may also be manifested in employee training aided by labour linkages 
(Scott-Kennel and Enderwick 2005) or institutional linkages (Santangelo 2009). In light of the 
literature, these theoretical and empirical expositions offer a basis from which to observe linkages 
forged between South African firms and host country firms, as well as the ensuing spillovers. 

2.4 Research operationalization 

Following on from the literature review, linkages and spillover effects of South African FDI on 
host country firms can be articulated through channels that emphasize the positive effects of FDI 
on development outcomes in the subregion. First, there is the linkage channel, which allows local 
firms to tap into the knowledge repository of foreign investors (Adu-Gyamfi 2017) and build 
capabilities (Sutton 2012). The linkage channel also promotes improved training in management 
and labour operations (Giroud and Scott-Kennel 2009; Scott-Kennel and Enderwick 2005). In 
addition, the linkage channel enhances the competitiveness of local firms through improved 
investments in physical and human capital, more efficiency, and better productivity (Sutton 2012). 
Second, there is the demonstration channel, where the mere presence of foreign firms stimulates 
local firms’ tendency to imitate foreign corporations in strategies of production as well the 
distribution of goods and services (Kuada 2005; Scott-Kennel and Enderwick 2005).  

We focus on both linkage channels, since policy regulations in the region would like to see an 
improvement in the capability of local firms through vertical FDI. We demonstrate the presence 
or absence of vertical backward linkages by using supply as a proxy indicator between South 
African firms and host country firms. In effect, supply linkages reflect the interaction that captures 
the inputs provided by host country firms to South African firms. Employee linkages refer to local 
workers employed by South African firms. The presence of local employees in South African firms 
is used as a proxy indicator. We expect South African firms to form horizontal linkages with local 
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firms, since that allows the former to shorten the period of learning about the host market. The 
presence of a joint venture is used as a proxy indicator to investigate horizontal linkages. 
Furthermore, we expect to see ancillary linkages manifested in the provision of services such as 
transport, Internet provision, and others, given that South African firms are unable to internalize 
all operations and must therefore obtain such services from the market. Institutional linkages are 
used to investigate linkages forged between South African firms and local institutions (e.g., 
universities). Given that South African FDI spans across various sectors, we focus on a 
heterogeneous group of sectors to capture linkages that may be formed between South African 
firms and host country firms and the associated spillover effects. These sectors include retail, food-
processing, financial services, communication technology, and hospitality. All linkages are 
observed from the perspective of the South African firm.  

For spillovers, we expect to see effects manifested mainly by supply and employee linkages, since 
these are core vertical inputs for South African firms. Thus, we expect spillovers to be seen through 
the following proxy indicators: training, financial support, inputs (tangible and intangible), and 
advice and recommendations. These are supposed to assist us in understanding the improvement 
situations of local firms. All spillovers are observed from the perspective of the local firm.  

Table 5 outlines the research dimensions and indicators. General firm characteristics include firm 
size, length of operation, number of employees, ownership structure, and company products or 
services. To ensure the reliability of data which demonstrates the presence of linkages and 
spillovers, it was a criterion for inclusion that the South African firm had been in business for at 
least two years. An existing local firm qualified for inclusion if it was identified through a South 
African firm and had been in operation for at least two years. 

Table 5: Research constructs and indicators 

Dimension Indicators  Targeted respondents 
Sectors Retail 

Food-processing 
Finance 
ICT 
Hospitality 

South African firms 

Firm characteristics  Firm size 
Firm product/service 
Length of operation 
No. of employees 

• South African employees 
• Local employees 
• Male/female employees 
• Local workers in middle and senior positions 

Ownership structure 

South African firms  
Local firms 

Linkages Supply 
Employee 
Joint venture 
Service 
Institutional 

South African firms 

Spillovers Training 
Financial support  
Inputs (tangible and intangible) 
Advice and recommendations 

Local firms 

Source: authors’ compilation. 
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3 Research methodology 

3.1 Empirical setting 

The countries included in the study were Botswana and Kenya. Botswana is a landlocked country 
in Southern Africa which shares borders with Namibia, Zambia, Zimbabwe, and South Africa. 
Evidence shows that the real gross domestic product (GDP) of Botswana grew from 2.4 per cent 
in 2017 to an estimated 4.2 per cent in 2018 (African Development Bank 2019). This occurred 
primarily through resumed mining and non-mining activities. Botswana is regarded as one of the 
most politically and economically stable democracies in sub-Saharan Africa. Kenya borders on 
Tanzania, Uganda, South Sudan, Ethiopia, Somalia, and the Indian Ocean. Kenya’s real GDP 
increased from 4.9 per cent in 2017 to about 5.9 per cent in 2018 (African Development Bank 
2019). This was a result of good weather, a relatively eased political climate, improved business 
confidence, and strong private consumption. Given these conditions, both Botswana and Kenya 
are generally good investment locations. The countries were selected for the study to represent an 
African region that covers two different economic zones serving the Southern African economic 
subregion: the Southern African Development Community (SADC) and the Common Market for 
Eastern and Southern Africa (COMESA). Although Kenya is not a member of the SADC, it 
belongs to COMESA, to which SADC members also belong. Therefore, its trade practices with 
South African foreign investors offer research lessons not provided by Botswana, which is a 
member of the SADC. Due to limited resources and unforeseen circumstances, it was difficult to 
include more SADC countries in our study. 

3.2 Data collection and analysis 

Our research employed a qualitative approach to gain detailed and contextualized results regarding 
the case studies (Adu-Gyamfi 2017; Steckler et al. 1992). Our sampling technique was the 
snowballing approach. This approach allows the researcher to gather information by contacting a 
respondent who then provides leads to further potential respondents for the study (Adu-Gyamfi 
2017; Biernacki and Waldorf 1981). We started with key informants to identify South African FDI 
projects in Botswana and Kenya. This was essential because there was no known list of South 
African enterprises working in the two countries. Similarly, there were no known lists of local 
companies working with South African firms. The key informants initially contacted were officials 
in the South African High Commission’s offices in Botswana and Kenya. They provided leads to 
South African firms on an anecdotal basis. Based on these referrals, South African firms helped 
us to reach local firms. Consequently, the research relied on primary data obtained through 
interviews with representatives of South African FDI and local firms. The study was initially 
designed for the agro-processing sector. However, difficulty in gaining access compelled the 
researchers to expand and accommodate sectors where other South African FDI was also active. 
The South African firms interviewed included firms in the food-processing, retail, and ICT sectors.  

Table 6: Summary of interviewed firms  

Country South African firms Local firms Totals 
Kenya  3 19 22 
Botswana  2 2 4 
Totals 5 21 26 

Source: authors’ compilation. 

In Botswana, seven South African firms were invited to participate in an interview; only two agreed 
to do so. One South African firm assisted us in reaching nine local firms, only one of which agreed 
to take part in an interview. The second South African firm assisted us in reaching three local 
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firms, one of which agreed to take part in an interview. Both the South African firms and the local 
firms were located in Gaborone, the capital of Botswana. 

In Kenya, an initial search yielded 12 South African firms to be interviewed. Of these, eight 
responded to our invitation, of which only three ultimately agreed to be interviewed. These three 
firms provided leads to 25 local firms. Of these, 19 were interviewed successfully. Sixteen of these 
19 local firms were located in the capital city, Nairobi. Two were in Thika, and one was in 
Mombasa. All three South African firms were located in Nairobi. A semi-structured questionnaire 
served as a guide in the interview process. Each interview lasted between 30 minutes and one hour. 
The interviews were conducted between December 2018 and February 2019. Qualitative narratives 
were compiled based on the information gathered from the interviews. 

Limitations 

The sample size in our research is very small. Three main issues hindered the acquisition of a 
greater number of respondents. First, there were logistical delays when transferring the funds to 
support data collection in Botswana and Kenya: the corresponding author had to undergo strict 
money-laundering checks before the transfer was possible. Second, since there were no readily 
available databases in the host countries to enable us to locate South African firms, it was quite 
difficult to locate such firms, or an appropriate focal point to engage with them, in Botswana and 
Kenya. Third, many of the South African firms that were ultimately contacted declined to 
participate in the research. For them, it was imperative to receive clearance from their headquarters 
in South Africa before granting interviews. Many firms were still at the clearance-seeking stage at 
the end of the data collection period.  

4 Research findings 

4.1 Characteristics of South African firms in Botswana and Kenya 

Of the two South African firms interviewed in Botswana, one (henceforth SA1) is in the retail 
sector, the other (SA2) in the food sector. SA1 has been operating for more than 20 years; SA2 
has been in operation for between six and 10 years. The ownership structure for SA1 is a joint 
venture with 256 employees. Female employees constitute 49 per cent of total employment. 
Despite being a South African firm, SA1 has only local employees. SA2 has 55 employees, with 36 
per cent female inclusion; all its employees hail from Botswana.  

Of the three South African firms interviewed in Kenya, two are in ICT (SA3 and SA4), and the 
third (SA5) in the retail sector. SA3 generates ICT systems for the Kenyan market. SA4 provides 
Internet, wide area network, cloud, data, and other services for the Kenyan market. In the retail 
sector, SA5 conducts business in general merchandise and fast-moving consumer goods. SA3 has 
been conducting business in Kenya for between 11 and 15 years. SA4 has been in operation for 
between 16 and 20 years. SA5 has been operational for between three and five years. SA3 is a 
wholly foreign firm in Kenya, with an workforce of 150 workers: 105 male and 45 female. Seven 
local employees hold senior management positions, and five employees are in middle management 
positions. These three cases are a mix of young and old South African firms, revealing the dynamic 
and fashionable nature of South African investment. 

Table 7 presents the characteristics of the five South African firms interviewed. 
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Table 7: Characteristics of South African firms in Botswana and Kenya 

 Botswana Kenya 
Indicator SA1 SA2 SA3 SA4 SA5 
Sector Retail Food-

processing 
ICT ICT Retail 

Firm characteristics 
 
Firm 
product/service 

Furniture Food  ICT systems 
integration 

Internet, wide 
area network, 
cloud services, 
data centre co-
locations, 
software, voice 
 

General 
merchandise, 
fast-moving 
consumer 
goods 

Product/service 
destination 
 

Botswana Botswana Kenya and 
abroad 

Kenya Kenya 

Length of 
operation 
 

> 20 years 6-10 years  11-15 years 16-20 years 3-5 years 

Ownership 
structure 
 

Joint venture Locally owned Foreign-owned Joint venture 
with majority 
shareholder 
 

Joint venture 
with majority 
shareholder 
 

Total no. of 
employees 
 

256 55 150 65 65 

South African 
employees 

0 0 0 0 2 

Local 
employees  
 

256 55 150 65 63 

Male 
employees 

131 35 105 34 38 

Female 
employees 
 

125 20 45 31 27 

Local 
employees in 
middle 
management 
positions 

33 5 5 11 9 

Local 
employees in 
senior 
management 
positions 

20 5 7 9 3 

Source: authors’ compilation. 

4.2 Linkages forged by South African firms in Botswana and Kenya 

Our findings reveal different types of linkage forged by South African firms in Botswana and 
Kenya. Table 8 reports the linkages forged by South African firms in host countries. The majority 
of supply linkages forged by South African firms involve local suppliers. Institutional linkages are 
minimal but present; they are forged with foreign institutions in the host country. Nevertheless, 
supply, employee, joint venture, and service linkages are found in all three sectors, i.e. retail, food-
processing, and ICT. Institutional linkages are forged in the ICT and retail sectors. To judge from 
the findings, South African firms are spread across different sectors and industries. South African 
firms supply furniture for interior design, household items, and décor appliances, as well as a 
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variety of locally processed food products. In the food-processing sector, firms supply ingredients 
for culinary services. In the ICT sector, firms supply office equipment and supplies. The different 
sectors from which the local firms come demonstrate the extent to which South African firms are 
embedded in the Botswanan and Kenyan markets. 

Table 8: Linkages formed by South African firms in Botswana and Kenya 

 Botswana Kenya  

Types of linkage SA1 SA2 SA3 SA4 SA5  

 Retail Food-
processing 

ICT ICT Retail  

 Yes No Yes No Yes No Yes No Yes No Totals 
Supply 
Local suppliers x - x - x - x - x - 5 
Foreign suppliers  
in host country 
 

x - x - - - x - - - 3 

Employees 
Local employees x - x - x - x - x - 5 
Foreign employees 
 in host country 
 

- - - - - - - - x  1 

Joint venture 

Local partners - - - - - - x - - - 1 

Foreign partners 
in host country 
 

x - x - - - - - x - 3 

Service 

Local providers x - - - x - x - x - 4 

Foreign providers in 
host country 
 

x - x - x - x - - - 4 

Institutional 
Local institutions - - - - - - x - - - 1 
Foreign institutions 
in host country 
 

- - - - - - x - x - 2 

Total 6  5  4  8  6  29 

Source: authors’ compilation. 

Employee linkages are mainly forged with workers from the host country. Employee linkages with 
South African workers also exist. Two reasons explain the presence of both South African workers 
and host country employees. First, the large presence of local employees demonstrates the 
efficiency-seeking nature of South African firms in addition to their market-seeking intentions. In 
other words, it may be costly to employ South African workers, as this might require relocations 
from South Africa, higher salaries, and other associated costs. Second, most firms have been 
operating for at least six years in Botswana and Kenya, and are therefore sufficiently familiar with 
the business environment to opt for local employees. In the case of SA5, which is only three years 
old, it makes sense to employ South African workers who will learn about the business 
environment in order for the firm manage and operate in a new market in Kenya. 
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The South African firms have the same number of service linkages for local and foreign providers 
in the host country. They are mainly found in the ICT sector, and they involve distribution services, 
fibre installation and support, and marketing services. These services are purchased by South 
African firms in order to sustain their operations in the host countries.  

South African investments are mainly joint ventures in the host country, according to our findings. 
The nature of joint ventures follows two main patterns. Joint ventures demonstrate partnerships 
between local firms and South African institutions operating in the host country. Institutional 
linkages are also forged with local firms and South African institutions operating in the host 
country. In summary, the linkages forged by South African firms in host countries are wide and 
extend to firms in different sectors in the host countries.  

4.3 Characteristics of local firms 

In terms of age, the youngest local firm was about two years old, while the oldest was 50. Firm 
sizes as reflected in numbers of employees reveal a blend of micro, small, medium, and large 
enterprises (Table 9). Large enterprises have as many as 2,000 employees, while micro enterprises 
have as few as four. The remaining local firms can be categorized as small and medium-sized 
enterprises. In terms of sector, local firms are engaged in retail, ICT, and food-processing. 

Table 9: Characteristics of local firms 

Data set:  
local  
firm (LF) 

Nationality Length  
of operation  
(years)  

No. of  
employees  

Product/service  Client 

LF1 Botswana 2 18 Warehouse interior design SA1 
LF2 Botswana 15 297 Retail - food SA2 
LF3 Kenya 23 80 Equipment and infrastructure SA3 
LF4 Kenya 17 50 Equipment distribution SA3 
LF5 Kenya 14 2000 Internet service supplies SA3 
LF6 Kenya 22 30 IT service provision SA3 
LF7 Kenya 24 20 IT service provision SA3 
LF8 Kenya >20 48 Provision of office supplies SA3 
LF9 Kenya 18 26 Provision of equipment SA3 
LF10 Kenya 33 350 Processed food  SA5 
LF11 Kenya 35 150 Home and décor appliances SA5 
LF12 Kenya 48 2000 Processed food SA5 
LF13 Kenya 50 2000 Processed food  SA5 
LF14 Kenya 20 450 Processed food SA5 
LF15 Kenya 25 700 Dairy products SA5 
LF16 Kenya 18 28 Electrical appliances SA5 
LF17 Kenya 10 342 Fibre installation, support, and reselling SA4 
LF18 Kenya 4 4 Fibre installation and support SA4 
LF19 Kenya 6 47 Marketing services SA4 
LF20 Kenya 2 11 ICT product reselling SA4 
LF21  Kenya 12 20 Telecoms contracting SA4 

Source: authors’ compilation. 
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4.4 Linkage and spillovers 

Due to the challenges we faced in interviewing local employees in South African firms, we focus 
here on spillover linkages as narrated by local firms. In terms of the types of spillover, they are 
generated by supply and service linkages (shown in Table 10). Spillover effects of these linkages 
are manifested in training, finance, intangible inputs, and advice and recommendations. In terms 
of the types of linkage, however, spillovers are generated by service linkage. Spillover effects are 
manifested in training, and advice and recommendations. Sector-wise, there are more visible 
spillover effects in the ICT sector. They are manifested in training, finance, intangible inputs, and  
advice and recommendations.  

Table 10: Linkages and spillovers 

Spillovers Type of linkage 
 Supply Employee Joint 

venture 
Services Institutional Total 

Training 
N=21 

1(ICT) - - 3 (ICT) - 4 

Financial support 
N=21 

1 (ICT) - - - - 1 

Inputs  
N=21 
 Tangible - - - - - - 
 Intangible 2 (Retail) - - - - 2 
Advice and 
recommendations 
N=21 

3 (ICT) - - 6 (ICT) - 9 

No support 
N=21 

7 (Food-
processing, 

Retail) 

- - 2 (ICT) - 9 

Total 14   11  25 

Note: Totals figures comprise the number of responses. Some respondents indicated that they received training 
as well as advice and recommendations. 

Source: authors’ compilation. 

Concerning training, one local firm in an interview revealed the following; 

Our company is still young and venture profit is low, as the company has a 
relatively large operational cost. We have not yet broken even with the initial 
capital investments. But new product development is crucial for our service-
oriented firm. We benefit from trainings organized by SA4. There is technology 
transfer, which introduces us to new methods and products. (Data set LF20) 

LF20 also receives further training from a US-based company to improve the quality of its services. 
Another local firm described the extent to which South African firms supported its business 
operations as follows: 

We receive reviews from SA4, and have also synchronized our systems for the 
purposes of online reporting. These companies have access to market trends and 
can therefore target specific trends, then contract us to work for them. So we also 
benefit from their research, such as the current fibre and network installation in 
gated communities and areas across the country. (Data set LF17) 

In another instance, a local firm emphasized: 
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We organize collaborative trainings as service partners. The advice we get from 
our partner helps us grow together, as we are at par in terms of supply and quality 
of demand. (Data set LF7) 

One local firm said:  

Apart from advice and recommendations, SA4 also issues us with service letters 
to boost our chances of attaining other contracts. (Data set LF18) 

The local firms that received no support from South African firms were established firms that had 
been in business for a long time. For instance, local firms LF12, LF13, and LF14 had been 
operating for 20 years or more before engaging in business with the relatively young SA5. That 
being the case, SA5 could offer little or no support besides its transaction-specific interactions.  

The extent to which local firms improved their business operations after forging linkages with 
South African firms left much to be desired. In fact, responses from local firms reflected neither 
major improvements nor declines in their operations. When asked to assess any changes in its 
business two years before and after its linkage with a South African firm, one local firm responded: 

The company has been in operation for a long time and deals in the same products 
as their competitors offer. Therefore, the relationship with SA3 has not changed 
us much, as it is business, just like other companies which are even bigger than 
SA3. (Data set LF3) 

Another local firm placed its linkage with the South African firm in the context of other 
competitors, revealing little spillover from the South African firm. This local firm emphasized:  

We may as well say that we have probably changed a bit because SA4 is not the 
only big company we have dealt with. We have worked for other multinational 
ICT firms before, so the changes are from all these big firms. They all have a little 
positive influence that helps us to grow. (Data set LF17) 

Similarly, another local firm stated that there had been positive developments with payments, due 
to improvements in business operations:  

We have been doing business with other multinational ICT firms, so the business 
with SA4 is just one of the big clients, just like the rest. Doing business with these 
firms has been made better by improvements and standards in the volatile markets, 
such as setting payment limits. These firms now pay up within 60 days, rather than 
the previous uncertain periods, where they would take even 90 days to pay up. 
(Data set LF21) 

Nevertheless, LF21 expressed frustration that foreign firms such as SA4 introduced products that 
were not well suited for the domestic market, making them difficult to sell.  

4.5 Support from other entities 

Our research further investigated whether local firms received any support from entities other than 
South African firms. About 48 per cent of the firms interviewed confirmed that they received no 
support from other entities. For the remaining 52 per cent, the government, business associations, 
and banks provided varying support. Local firms confirmed that financial support was the largest 
intervention they received (Table 11). The interviewed firms reiterated that banks also offered 



 

15 

financial advice and seminars where a range of topics were discussed. These forums aided their 
service and knowledge in the field. 

Table 11: Support from other entities  

Support (N=21) No. 
Training - 
Financial support 6 
Inputs  
 Tangible 1 
 Intangible 2 
Advice and recommendations 2 
No support 10 
Total 21 

Source: authors’ compilation. 

For intangible inputs, one local firm (LF10) reported that the Kenya Bureau of Standards provided 
quality checks and certification in order to meet the standard requirements of South African firms 
and other firms in general. International Organization for Standardization certificates appeared to 
be the common standard, followed by Hazard Analysis and Critical Control Points, and halal 
certification. Nevertheless, our research revealed that acquiring certification to ease business 
transactions and expand market scope was still a challenge for local firms. The local firms we 
interviewed complained that certification was a demanding exercise, particularly for small firms. 
Indeed, the certified local firms, which comprised eight of the 19, represented the larger and more 
established firms. Moreover, local firms perceived that certification was no guarantee of business. 
For others, certification was not a requirement in their line of business.  

Another local firm, LF11, emphasized the indirect role played by the government in encouraging 
the consumption of locally produced goods as a way to control the entry of illegal and cheap 
imports into the Kenyan market. This is being promoted by the government’s ‘Buy Kenya, Build 
Kenya’ initiative. With regard to tangible inputs, LF12 lauded the efforts of private-sector players 
such as Safaricom’s DigiFarm, which supports farmers with a steady supply of soya beans through 
loans. This ensures a steady supply of raw materials for firms who are involved in food-processing.  

Other firms pointed to the role played by business associations. For instance, local firm LF13 
stated that local firms that belong to business associations are able to speak with one voice to 
promote their interests:  

We do not receive any additional support from SA5. We receive support from 
business associations of which we are members. For instance, the Kenyan 
Association of Manufacturers lobbies the government on our behalf. (Data set 
LF13) 

Similarly, another firm reported: 

There is no further support from SA5, but we receive support from business 
associations. Business associations agitate for the local content-stocking policy. 
The association has been agitating for the enforcement and adoption of a policy 
that requires supermarkets to stock 70 per cent locally sourced products on their 
shelves. (Data set LF14) 
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5 Conclusion and policy directions 

This paper has sought to investigate the linkages and spillovers of South African FDI in Botswana 
and Kenya. The South African firms interviewed for this study were in the food-processing, retail, 
and ICT sectors. Linkages forged in these sectors include supply, employee, joint venture, service, 
and institutional nexuses. The presence of spillovers is largely low in Botswana and Kenya. In cases 
where they exist, our findings point to the fact that younger local firms tend to benefit from South 
African firms in terms of technology transfer and training opportunities. Alongside South African 
FDI, other foreign multinationals with linkages to local firms also operate in host countries. 
Therefore, it is difficult to attribute any improvements in the capability of local firms to South 
African FDI alone. In parallel with the minimal South African FDI support, our findings also 
reveal both public- and private-sector support for local firms. This includes government policies 
on local content and interventions on standardization, the private sector’s quest to provide soft 
loans, business associations’ lobbying on behalf of their members, and banks’ support to provide 
monetary and pecuniary benefits.  

The findings also have policy implications for the promotion of entrepreneurship. It was found 
that South African FDI directly or indirectly supports young firms through technology transfer 
and training opportunities. While policy initiatives to attract FDI in general are laudable, innovative 
policies are still needed to attract entrepreneurship-promoting South African FDI in the subregion. 
This can be done by engaging start-ups and South African firms through the cohort approach. In 
the context of this research, South African firms and relevant host country partners could place 
local firms in their formative stages into a group. Thereafter, South African firms could provide 
results-oriented support in best supplier or service provision practices, while allowing local inter-
firm engagement. This would have a strong tendency to stimulate entrepreneurial drive among 
young people, with far-reaching consequences for innovation in host countries.  

Our findings provide further interesting evidence for policymaking. On the one hand, the 
spillovers created are highly dependent on the type of linkage being forged. Thus, the type of 
linkage is a crucial determinant of the success of the linkage. On the other hand, the type of sector 
highly influences the spillover to be generated. Similarly, the type of sector to which FDI is 
attracted plays a critical role in determining whether spillovers are generated. Host country policies 
should therefore be directed towards attracting investments with far-reaching implications for the 
type of sector attracted and the type of linkage created. Careful examination should be conducted 
to earmark FDI in different contexts of the SADC and other subregions. For instance, Kenya has 
a strong ICT sector, with booming start-ups in this field. Government policies could target FDI 
that stimulates upstream and downstream industries, for employment and consequent tax revenues 
to be collected by host country governments.  

Similarly, the findings give hints for policy directives that could attract what we term ‘double-
edged’ FDI in host countries, i.e. FDI that can forge multiple linkages in host countries. In our 
research, South African firms in the ICT sector demonstrated linkages in supply and service 
provision. Thus, there is a tendency for FDI in ICT to extend to different types of linkage in the 
host country. Policy directives should therefore vigorously aim to attract FDI, not necessarily in 
the ICT sector, but in any sector that has immense potential to forge multiple linkages with the 
host country. This can be promoted by attracting FDI into dynamic clusters in host countries. 
Clusters offer benefits such as the available supply of inputs and specialized services in close 
proximity. We contend that policies that attract double-edged FDI into clusters will have a higher 
chance of generating desirable spillovers that will improve local firms’ capability. 
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Although the findings report that advice and recommendations are the most generated spillover, 
we contend that this cannot catalyse local firms’ capability-building in a compelling way. Advice 
and recommendations are subjective and may be applied at the discretion of the local firm, given 
that they are not obligatory. Targeted trainings are concrete spillovers that can be effectively 
promoted to effect desired changes in the capabilities and quality output of local firms. This can 
be encouraged by attracting South African firms that are already embedded in global or 
international value chains. These firms have acquired valuable knowledge, which local firms can 
tap by virtue of existing linkages. The knowledge can be transferred through targeted trainings on 
the standards, design, and quality preferred by South African firms. Given this, FDI embedded in 
global or international value chains has a higher tendency to drive and improve the productivity 
and quality level of local firms. 

South African FDI is by no means of small value to host countries, and it should therefore be 
given the support it needs to enhance host countries’ employment-generating efforts. At the same 
time, South African FDI should not entail enclave behaviour that is detrimental to host countries’ 
business landscapes. Policies that promote joint ventures with host country firms offer a good 
approach to mitigate the crowding out of local firms while enhancing learning opportunities and 
demonstration effects. 

The findings of our research should be interpreted with caution. The data is insufficiently large to 
warrant generalization. In the case of Botswana, we found that while there were linkages formed 
by South African firms, such linkages were purely based on transactions. Thus our findings are not 
conclusive regarding the linkage and spillover effects of South African FDI in Botswana, nor in 
Kenya. There must be large-scale investigation in future to reflect the impact of South African 
FDI in the subregion, and in Africa at large. 
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