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ABSTRACT

Since 2000, China-Africa relations have expanded beyond trade and finance to include growing
emphasis on knowledge sharing and industrial capacity building, particularly through the Forum
on China-Africa Cooperation (FOCAC). This study examines the effects of knowledge transfer
generated by Chinese investments in Africa through a case study of Ethiopia’s manufacturing
sector, a strategic focus of both Chinese investors and Ethiopian industrial policy. Drawing on field
research conducted in 2017, including surveys and interviews with Chinese manufacturing firms,
Ethiopian workers, local firms, and public authorities, the study identifies multi-level learning
processes occurring within firms, between firms, and at the level of industrial clusters and zones.
Findings show that while Chinese investments have contributed to practical skill acquisition,
business learning, and policy adaptation, knowledge diffusion remains constrained by limited
industrial capacity, workforce instability, and administrative inexperience. The paper argues
that effective knowledge transfer is not a linear process but a synergistic one, dependent on the
simultaneous growth of manufacturing activity and skills. Industrial zones and clustering emerge
as key mechanisms facilitating this co-development, though long-term sustainability depends on
continued reciprocal efforts by local institutions, domestic firms, and foreign investors.
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Introduction

China-Africa relationship has witnessed rapid and comprehensive growth since 2000. Not
only has China become Africa’s largest bilateral trading partner and bilateral development
financing provider during the first two decades of the twenty-first century, but the political
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and social interactions between them have also been enhancing along with economic
collaboration. Among other issues, both sides have increasingly stressed the importance of
sharing development knowledge with each other. In the first four Forums of China-Africa
Cooperation (FOCAC) between 2000 and 2009, bilateral governments agreed to provide training
for African technicians and students, carry out demonstration projects of technical assistance,
encourage technology transfer to Africa in various areas, and strengthen industrial capacity
of small- and medium-sized African enterprises. Starting from the fifth FOCAC, all the action
plans contain a section dedicated to ‘Science and Technology Cooperation and Knowledge
Sharing’, which aim to enhance the synergy of both sides’ ‘strategies and policies on scientific
and technological innovation’. In addition, the action plans also call for promoting skill transfer
and capacity building along with China-Africa cooperations in agriculture, infrastructure
construction and industrialization.

This study aims to shed light on the effects of knowledge transfer through Chinese investments
in Africa with a concrete case study on Ethiopia’s manufacturing sector. The manufacturing
sector is selected because of its significance for development. Policy makers and researchers
alike believe that growth of manufacturing sector in Africa can greatly boost productivity and
industrialization process of the continent. China’s extraordinary success of industrialization
is deemed particularly promising for knowledge transfer related to manufacturing sector.
Ethiopia is selected because it is one of the major destinations of Chinese manufacturing
investors in Africa. Moreover, the Ethiopian government put great emphasis on boosting the
manufacturing sector since 2000. The government consciously guided FDI from China and
other Asian countries to the manufacturing sector and strived to develop local technological
and marketing capabilities. As a result, the contribution of Ethiopia’s industrial sector to the
national GDP grew from roughly 13% in 2008 to 29.3% in 2020. Such efforts offer a remarkable
case to explore how Africans and Chinese interact on industrial capacity building, not only for
business collaboration but also on policy issues.

According to Ethiopia Investment Commission (EIC) records, there were a total of 1022 Chinese
investment projects licensed in the country from 2007 to August 2017, making China the
largest source of foreign investors by number, followed by India and USA, which each had
440 projects. Out of the 1,022 licensed Chinese projects, 576 were marked as in operation as
of August 2017. Among them 446 projects are in the manufacturing sector, accounting for
77.43% of all operating Chinese projects. Such a high concentration of investments in the
manufacturing sector is partly a result of the Ethiopian government’s targeted investment
promotion. In field research conducted from July-August 2017, the author surveyed 73 Chinese
manufacturing projects on the EIC list and interviewed the managers and workers within
these firms, most of which are located in three operating industrial zones in Ethiopia, namely
Eastern, Bole-lemi and Hawassa. In addition to the firms surveyed, the author also interviewed
Ethiopian investment and industrial zone authorities, industrial associations, and a dozen
Ethiopian firms in the manufacturing sector for comparison.
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Multi-level learning and interacting processes

Investigation reveals multi-level learning and interacting processes. At the intra-enterprise
level, tens of thousands of Ethiopians are employed in the production line. Most of them gained
knowledge of machine operation directly through work. The skills acquired are practical, but
not sophisticated. Language barriers and a lack of systematic education affects the efficiency
and depth of skill learning to some extent. However, the instability of the emerging local work
force prevents enterprises from further investing in training at this stage. Additionally, the
limited range of operational activities in Ethiopia confines the knowledge of local employees
solely to the field of factory production. Local managers have little exposure to design,
procurement, marketing, and integrated corporate management.

At the inter-firm level, the knowledge exchanged between Ethiopian and Chinese firms
cover comprehensive business and management issues. Through competition, forward and
backward linkages, and joint-ventures, local firms have managed to expand their business
area and improve technological efficiency. By comparison, the demonstration of advanced
business models by Chinese firms and the movement of workers from foreign companies may
be welcomed by Ethiopians, but they do not have substantial effects on local firms because
local firms do not have corresponding financial and market resources. The limit to learning
does not lie in the Ethiopian or Chinese firms, but is imposed by the availability of resources
and facilities in the country.

Learning beyond individual firms take place at the level of cluster development, Chinese
investors introduced the model of industrial zones to Ethiopia using China’s own development
experience as an example and with the Chinese government’s support. The establishment
of Eastern Industrial Zone provides a concrete example of using zonal clustering to attract
manufacturing investments. Ethiopian authorities have gradually understood the benefits of
industrial zones and launched a comprehensive industrial zone program. The concentration of
Chinese firms in textile, leather; plastic and other sectors also boosts the overall growth of these
sectors. The clustering creates a better operational environment and more knowledge sharing
opportunities for workers and companies in the sector. The policy and capacity of the Ethiopian
government evolves to support the sectors as well by learning from the real operations and
needs of the enterprises. Although there is still much to improve regarding governance, the
presence of a number of foreign investors, and their interactions with Ethiopian authorities,
offer precious lessons and first-hand experiences.

Characteristics of the knowledge diffusion

Out of these practices at different levels, people can observe several general characteristics
of the knowledge diffusion mechanism. First, the constraints of knowledge transfer are often
caused by the lack of industrial capacity. For Ethiopian workers and companies, a main reason
for their unskillfulness is that they are not familiar with the requirements and standards
of international markets. They ignore scratches and other quality problems in products
which is unacceptable by foreign customers. Likewise, being inexperienced in manufacturing
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practices, Ethiopian authorities made counter-productive regulations regarding customs,
foreign exchange, visa permits, and other issues. The training provided by government
institutes is also not practical for factory operation. Thus, the learning of industrial knowledge
seems to be paradoxical: skill development requires more manufacturing activities, whereas
the manufacturing sector has difficulty growing with an unskillful workforce and an
inexperienced administration.

This chicken-and-egg like paradox suggests that knowledge transfer is not simply a
give-and-take process, but a synergism of growing together. To understand and absorb the
knowledge of manufacturing industries, the Ethiopian side needs to increase their industrial
engagements. More local people should come to workshops to become a stable workforce.
Local entrepreneurs should set up more factories to compete or work with foreign companies.
Local authorities should encourage more projects in the country’s manufacturing sector as a
necessary condition for skill development. Conversely, foreign investors have to emphasize
skill training and experience sharing to make the investment environment more favorable for
their own business growth. Yet, neither side can scale up their efforts unilaterally. Ethiopians
can continue their industrial growth only if their skills are elevated to a more advanced
level, no matter by training, competition, forward-and-backward linkages, or other forms of
technical cooperation. On the other hand, the training and sharing of knowledge between
Chinese and Ethiopians can be sustained and have lasting effects only when there are enough
manufacturing enterprises and robust sectoral growth in Ethiopia. Reciprocal and balanced
efforts from all local and foreign stakeholders can form a progressing synergism, otherwise
the development in terms of both investment and skill may stagnate or even rewind.

In this connection, industrial clustering and industrial zones may facilitate the formation
of such synergism. Unlike individual projects, clusters and zones create ecosystems
for manufacturing, which nurture diverse and complex interactions between various
stakeholders. For Ethiopian workers, they may move between firms in similar sectors and may
find more suitable positions in different factories. Although staff movement between firms may
affect the outcome of training, foreign firms also benefit from this movement because they have
a competitive advantage in attracting workers. In addition, the gathering of tens of thousands
of workers in clusters makes it easier for the overall workforce to stabilize, as transportation
and housing services are more available due to economy of scale. By contrast, a German firm
set up a leather product factory in Gondar, far away from any competitors, to prevent workers
from moving to other firms. However, the turnover rate there is 30-40% per year even after five
years of operation, much higher than the average rate in leather production clusters near Addis
Ababa. A manager explained, “people (in Gondar) do not have industrial working culture. They
are not willing to work under factory conditions.”

For local manufacturers, the arrival of various kinds of Chinese firms also enables multiple
manners of interaction. From observation and imitation to competition and cooperation,
Ethiopian firms can explore various approaches to engage with Chinese investors according
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to their own capacity and interests. These engagements help local enterprises obtain practical
experience and business ideas from Chinese investors, while Chinese firms expand their
business and set their foot deeper in the local market through these interactions as well.

For the Ethiopian government, the grouping of Chinese firms not only brings desired
financial and technical resources, but also promotes political economic ties with the Chinese
government. In a resource-poor country like Ethiopia, Chinese-invested industrial zones,
and the numerous manufacturing projects, become the highlight of bilateral collaboration.
Ethiopian and Chinese high-ranking officials frequently exchanged viewpoints on zone
development. The Ethiopian government established a new zone program and sectoral
institutes to better manage foreign investment. Chinese-funded Infrastructure projects like the
Addis-Djibouti Railway and the Addis-Adama Expressway are also designed to better serve the
industrial zones and clusters. The improved facility and policy then attract more investors from
China and other countries. Knowledge development and investment attraction can promote
each other through the platform of zones and clusters.

Nonetheless it is not yet clear whether this synergism between knowledge development
and investment attraction can sustain in Ethiopia’s manufacturing sector. Challenges facing
foreign investors are still daunting. Ethiopians have to continue their efforts to build up
a stable workforce, enhance capacity of local manufacturers and ameliorate infrastructure
and administration for industries. Slow progress in these aspects may hinder technological
upgrades and further investment in more sophisticated production. Chinese firms need to
overcome their prejudice towards Ethiopians and other Africans and have a more open
attitude to entrust the local workers with technical responsibilities and engage with local
enterprises. Otherwise they will find themselves isolated in Ethiopia and constrained for
future growth. Shared and co-development of knowledge is indeed a vital approach for foreign
manufacturers to get integrated into African industries and a key indicator for the sustainable
success of foreign investors in Africa.
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